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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
August 8, 2006

TO:



Mayor and Councilmembers

FROM:


Community Development Department
SUBJECT:

Los Portales Project At 535 E. Montecito Street
RECOMMENDATION:

That Council consider several project alternatives and affordability provisions for the Los Portales Project and provide the applicants and Staff with feedback regarding the project.
EXECUTIVE SUMMARY:
 

Since City Council initiation of a zoning ordinance amendment/Specific Plan to facilitate the development of a mixed-use project including 90 for sale affordable units and 6,612 square feet of commercial/industrial space, increasing project costs have resulted in changes to the affordability of the project.  For the project to be financially feasible, either the pricing would have to be increased so that none of the units would meet the City’s affordability policies, or some number of market-rate units would have to be included. In order to save costs and reduce the average pricing, the applicant has recently proposed a smaller project that would involve the construction of 48 for-sale units at sales prices corresponding to up to 220% of median income. 
BACKGROUND:
 

In May 2004, City Council initiated a zoning ordinance amendment/Specific Plan to allow an affordable housing project on this site within the Light Industrial (M-1) zone district.  The project is proposed by the City Housing Authority (HASB) together with Bermant Development Corporation (BDC). At the time, the project was described as a mixed use project including 90 affordable residential units and 8,000 square feet of commercial space.  The units were proposed to be for sale to middle and upper middle income households (earning 120-200% of the Area Median Income (AMI)).

The Planning Commission application for the project was submitted in April 2005.  At that time, the proposed pricing and buyer income restrictions were not described in specific terms, and the applicants expressed the desire to leave these flexible due to rising project costs.  
Subsequent to the application being found complete for processing, the applicants clarified the proposal to include a mix of units meeting the City’s affordability requirements and “inflation restricted units.”  The “inflation restricted units” would be targeted to families earning over 200% of AMI, although there would be no limit on household income.  These units would be priced below market at an average of approximately $635,000.  The applicant stated that the City should select the prices for the affordable units that meet the City’s policies, and that the applicant would then calculate the mix of affordable units and “inflation restricted units,” based on the applicant’s need to balance pricing with costs.  
Staff expressed concern with creating units at income levels beyond existing affordable housing program criteria, and indicated a preference for a project that would include 66 affordable units for middle and upper-middle income households and 24 market-rate units.  Staff supported the addition of market units to meet project development costs while maximizing the number of units at City-recognized Affordable levels.  A project comprised of 54 affordable units and 36 “inflation restricted units” was identified as an alternate approach.
An initial study was prepared pursuant to CEQA for the 90-unit mixed-use project.  The initial study identified the need to prepare a focused environmental impact report (EIR) on the basis of potentially significant transportation impacts.  A request for proposals for EIR preparation was issued and a scoping hearing was held before the Planning Commission in June 2006.  At the scoping hearing, several Planning Commissioners and members of the public expressed concerns regarding the change in the proposed terms of affordability and the proposal to rely on on-street parking to meet a portion of the project’s parking demand.  The Planning Commission also expanded the scope of the EIR to include further analysis of aesthetics/visual resources and land use compatibility.  
As a result of the issues raised by the Planning Commission and in other discussions with Staff and decision makers, the applicants have developed an alternate project that involves the construction of 48 at-grade townhouse condominium units without a commercial component. The units would be evenly divided between two bedroom and three bedroom units. This project would include six buildings, each with eight units of two and three bedrooms.  Parking for the units would be provided in private garages in a tandem configuration. Guest parking would be accommodated partially on-site and on-street.  Development would be at a density of 27 units per acre.  The specific terms of affordability for a 48-unit project have not been defined; the project would be feasible under various mixes of unit pricing. If some market-rate units are included, the pricing of the remaining units could be targeted to meet the City’s adopted affordability policies. If no market rate units are included, the pricing of the units would have to be at higher “below market” prices. 
DISCUSSION:
Staff and the applicants are seeking guidance on the appropriate project model to pursue with respect to the number of units and levels of affordability of those units.  A comparison of the 90-unit mixed-use project and the 48 unit condominium project follows.

In general terms, the 90-unit, four-story mixed-use project would provide more units and include a commercial component on this industrially zoned site.  It also has a higher, and potentially more variable, construction cost than the 48 unit project due to the need to construct a podium above the at-grade parking.  The four-story design of this project continues to present concerns in the community regarding size, bulk and scale.  Further, project parking demand can not be accommodated onsite and unmet demand for 25-45 spaces would be met on adjacent streets.  The requirement to prepare an EIR for this project adds time and thus cost to the project.
The 48-unit, three-story project would be more in keeping with the size, bulk and scale of surrounding development.  The preliminary design includes ample at grade open space and accommodates all but the 12 required guest parking spaces onsite.  Construction costs are lessened with this option; however, fewer below-market units would be constructed.  A preliminary review of transportation impacts indicates that an EIR may still be required to address potentially significant impacts to area intersections; however, analysis of aesthetics/visual resource impacts would likely not be required.
Project Affordability:  The combination of construction and land costs and the lack of funding sources for the construction of middle and upper middle income units make it difficult to match project costs and income for projects such as this.  Two sets of options are available to address this problem:

1. With Market-Rate Units - Provide a portion of project units at market sales prices and bring down the affordability levels for the balance of the units.  At current estimated project costs, this could result in the provision of units as shown in Options 1-3 in Table 1.
2. No Market-Rate Units - Provide units at income levels in excess of current City Affordable Housing Program guidelines (up to 220% of AMI) but subject to price and income restrictions.  This is the applicant’s preference and current proposal,  and the 48 unit proposal is shown as Option 4 in Table 1 below.
The 48-unit project would include 24 two-bedroom units and 24 three-bedroom units.

Table 1.  Potential Pricing Mixes

	

	 
	120% AMI
	160% AMI
	200%-210%-220% 
	Market Price

	Project Size  
	(Affordable Middle Income)
	(Affordable Upper Middle Inc.)
	(Below Market)
	 

	 
	2 Bd =
	2 Bd =
	2&3 Bd from
	(Unrestricted)

	 
	$268,400 
	$373,000 
	$495,000 
	 

	 
	3 Bd =
	3 Bd =
	To
	 

	 
	$320,600 
	$442,600 
	$595,000 
	 

	1.  90 units
	12
	54
	0
	24

	2.  48 units
	7
	29
	0
	12

	3.  48 units
	0
	38
	0
	10

	4.  48 units 
	0
	0
	48
	0


Options 1—3 provide all of the restricted units at prices that meet the City’s current affordable housing policies.  Option 4 provides units that would be sold at below market rates and would be subject to long term price controls, but the prices would not meet the City’s current affordable housing policies. The mix of units and pricing currently proposed by applicant under Option 4 is as follows:


12  interior two-bedroom units at: 
$495,000 
(210%)


12  corner two-bedroom units at: 
$525,000
(220%)


12  interior three-bedroom units at: 
$565,000
(200%)


12  corner three-bedroom units at: 
$595,000
(210%)
It should be noted that Options 1 and 2 are the only two options that include the number of middle income units needed to comply with the City’s Inclusionary Housing Ordinance. In a Specific Plan such as this, Council would have the discretion to waive the inclusionary requirements if the overall affordability mix is acceptable to Council. 
Table 2 below describes the maximum sale prices and qualifying income levels for the different AMI targets for 2 bedroom units.  Table 3 describes the maximum sale prices and qualifying income levels for the different AMI targets for 3 bedroom units.
Table 2.  Pricing and Incomes for 2 Bedroom Units
	Income Targeting 
	Unit Price
	Income Needed to Qualify*
	Maximum Income for 2 Persons
	Maximum Percent of AMI

	120%
	$268,400 
	$71,000 
	$84,000
	160%

	160%
	$373,000 
	$95,000 
	$105,000
	200%

	210%
	$495,000 
	$124,000 
	$142,000
	270%

	220%
	$530,000 
	$130,000 
	$147,000
	280%


*assumes 10% down payment and 6.5% fixed interest (numbers are rounded)
Table 3.  Pricing and Incomes for 3 Bedroom Units
	Income Targeting
	Unit Price
	Income Needed to Qualify*
	Maximum Income for 3 Persons
	Maximum Percent of AMI

	120%
	$320,600
	$83,000
	$95,000
	160%

	160%
	$442,600 
	$111,000 
	$118,000
	200%

	200%
	$563,000 
	$138,000 
	$154,000
	260%

	210%
	$595,000 
	$145,000 
	$160,000
	270%


*assumes 10% down payment and 6.5% fixed interest (numbers are rounded)

Current City affordable housing programs address affordable units provided at 160% and below of AMI.  The provision of units at greater than this level of affordability necessitate development of a new program with program management challenges for the administering body.  With Council direction, Staff would develop new levels of for-sale units at 210%-220% of AMI.  Staff is concerned about the City’s ability to enforce the sale price limit on units sold at more than 200% of AMI in the event of a default by the owner of the unit, and are especially concerned with a level of 220% of AMI.  A source of funds for curing default and maintaining the defaulted unit as restricted housing stock would need to be identified for either of these Affordability levels.  For these reasons, and in order to maximize the number of units meeting City affordability criteria, City Staff prefers the mix of 38 upper-middle income affordable units (160% of AMI) and 10 market-rate units as shown in Option #3. 
Adequacy of Parking:  The 90-unit project as designed is under-parked based on Municipal Code requirements and the Public Works Department’s assessment of parking demand.  The applicant’s justifications for the parking deficiency are the project location adjacent to downtown, the proximity of transit service, the affordable nature of the project and the availability of on-street parking.  Public Works has stated their ability to support reliance on on-street parking to meet project demand.  
The Planning Commission discussed this issue during the EIR scoping hearing and several Commissioners expressed concern about how this could impact surrounding businesses.  Ultimately, the Commissioners agreed that the issue should be thoroughly evaluated in the project EIR.
RECOMMENDATION:
Staff recommends that the Council consider several project alternatives and affordability provisions for the Los Portales Project and provide the applicants and Staff with feedback regarding the project.
ATTACHMENT:
Draft Planning Commission minutes, June 15, 2006
PREPARED BY:
Victoria Greene, Project Planner
SUBMITTED BY:
Paul Casey, Community Development Director
APPROVED BY:
City Administrator's Office
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