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| INTRODUCTION

Desired Qutcomes:

1. Get more planned housing actually built, both
market-rate and affordable.

2. Achieve more mixed-income housing within
neighborhoods.

3. Minimize displacement from San Jose.



| INTRODUCTION

Reality:

Housing production depends on
decisions by developers and investors

Market conditions must be right



| INTRODUCTION

4.2 Cost of Residential Development (provides context)

4.3 Development Fee Framework (seek feedback on
progress report)

4.4 Inclusionary Housing Ordinance (seek direction to
revise ordinance)

4.5 Ellis Act Ordinance (seek direction to revise
ordinance)

4.6 IHO Downtown High-Rise (seek direction to set the
fee)
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| BACKGROUND
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AARSTON ASSOCIATES

PRIVATE REAL ESTATE DEVELOPMENT
MEMORANDUM

Chris Burton, Office of Economic Development
Michael Brillict, Planning Division
City of San Jose

From: Keyser Marston Associates, Inc.

Date: April 17, 2018

Subject:  Conceptual Pro Forma Analysis

Introdu

The purpese of the following conceptual pro forma analysis s to present current market

conditions for high density apartment development in San Jose and

Provide an understanding of the general financial feasibility of high density
apartment development with a focus on selected Urban Villages, the Downtown
and North San Jose.

Provide an understanding of how the Urban Village Implementation Framework
could affect the development economics of housing development within Urban

Provide background and context for the City Council study session on April 267
and May 1%, 20

The conceptual anal s prototypse developed with city staff to illustrats “ty
high density projects in selected areas under current market conditions. The concl
of the analysis is that high density apartment development currently faces challenges
due to high development costs and the inability lo project future apartment rent growth to
offset rising costs. The only apartment protolype to demenstrate an estimated profit that
2ds the targeted profit threshold is in t Valley (S C Apart from
are out of balance, making it challenging for

2040 BANCROPT WAY, SUTTE g0z » BERKELEY, CALIFORNIA su70q > PHONE: 415 398 3050 » FAX: 415

02002

WWW KEVSERMARSTON.COM 13081016

KEYSER MARSTON ASSOC

ADVISORS [N PUBLIC/PRIVATE REAL ESTATE DS
MEMORANDUM

Burton and Emily Lipoma
f Economic Development
City of San Jose

Keyser Marston Associates, Inc.
October 18, 2019

ual Pro Forma Analysis of High-D
Development

Introduction

Keyser Marston Associates, Inc. has prepared a conceptual pro forma anal
le residential development as background and centext for the upcoming
hearings on the Housing Crisis Workplan, the Cost of Development, the
Inclusionary Housing Ordinance and other housing-related items. The purpose of the.
eptual pro forma analysis is to present current market conditions and provide an
understanding of the general development economics of for-sale residenti
development in San Jose

s prototypes developsd with City staff to ilustrate “typical®
tial projects under current market conditions. The findings of
ity condominium development is unlikely to generate

a profit commensurate with t ctations of developers and investors in today's
market. Despite challenges in the current market, a variety of factors could enable high-
density for-sale projects to proceed in the near term, such as projects with a low land
basis due to long-term ownership, projects located in particularly strong locations that
support premium sales pricss, or projects that achisve programmatic sffi i
parking y, or unit size.
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ARSTON ASSOCIATES

ANALYSIS AND CONTEXT MATERIALS
In Support of Updates o the Ci
INCLUSIONARY HOUSING ORDINANCE

Frepared for:
City of San Jose

Prepared by~
Keyser Marston Associates

ober 22, 2019

Clements, Rachel VanderVeen, Ragan
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| MARKET RATE:

Rents have risen, but are significantly lower than
nearby cities.
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| MARKET RATE:

Construction costs remain high, and outpace
rents.

Effective Rent Growth in San Jose vs. Construction Cost Escalation in the Bay Area

2011-18 San Jose Rent Growth: 4.6%/yvear
2011-18 Bay Area Construction Cost Escalation. 7.2%/vear
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2% H% R
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W Construction Cost Escalation  m Rent Growth

Rent growth source: Costar for market rate properties built since 2005.
Construction cost escalation source: San Francisco Bid Index by TBD Consultants.
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A Per Unit Land
1 Costs
b

i

e

Average Rent

Per Unit City
Fees

Per Unit

2| Costs

Total Value per

Unit

Estimated
Profit Per Unit
(minimum 15%

target)

ut&
East
Low-Rise

$3.22/SF

Central
Low-Rise

3.67

Central

Mid-Rise

3.67

- ‘-’\‘\ < , g\ =

West San
José
Mid-Rise

3.94

NortSan
José
Mid-Rise

3.67

_:' ;l,‘:.x

Downtown

High-Rise (no

Incentives)

3.78

Downtown

High-Rise
(with
Incentives)
3.78

65 du/A

65

90

90

90

350

350

$48,800

55,200

55,200

51,800

72,400

48,400

20,100

Construction

$336,500

353,100

376,500

376,500

376,500

462,000

462,000

$56,600

73,500

53,300

57,800

47,800

60,000

60,000

Total Cost per
Unit

$529,300

574,000

579,800

580,900

592,000

689,300

659,300

$488,400

616,200

616,200

None

42,200
(7%)

36,400
(6%)

677,300

622,900

697,100

679,100

30,900 (5%)

19,800 (3%)




| MARKET RATE:

Costs and returns vary between rental and for-
sale projects.
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| AFFORDABLE:

San Jose builds higher density affordé:ble
housing, which increases costs. =

Type of Project San Jose Projects Other Projects Outside of San Jose
Number of Number of Number of Number of
Projects Units Projects Units
Special needs / 5 (56%) 565 2 (29%)
single room occupancy
91 71%)

295
Large Family 4 (44% 2 5(71% 382
677

Total 9 (100%) 7 (100%)

% Units in 1 to 5 story bldgs. 44%
% Units in 6+ story bldgs. 56%

100%
0%

Average Density
(units per acre)



| AFFORDABLE:

Higher costs due to additional communhity|Space,
wage requirements and energy improvements in
affordable housing developments.

$600,000

Energy Sustainability

= Imprvmnts. Reqd. by
$500,000 . TCAC @ 5% of Directs
: Prevailing Wages @
20% of Directs
$400,000 ’ Cost of Additional

Space for Services

$300,000

$200,000 Base Direct Base Direct

$376,500 $376,500

Construction Cost Construction Cost

$100,000

Market Rate Unit Affordable Unit




| AFFORDABLE:

Multiple and specialized funding sourc¢es
Increase costs.

$200,000 , >197,000

$180,000 Base Dev. Mgmt.
A=S50,000 Fees =5%

>160,000 I Tax Credit

1+ Deferred Fee = 1%

147,000 ——
> . Base Dev. Mgmt. Syndication & Addl.

$140,000 Financing Costs = 6%

$100,000

$120,000 Financing Costs = 7% | :
Financing Costs = 7%

City Fees (incl. b Fissrn]
$80,000 Affordable Housin Ity Fees (excl.
Fees) = 14% ; Affordable Housing
Fees) = 6%

$60,000

Indirects (excl. City
fees, financing
costs, and Dev.
Mgmt.) =11%

$40,000 Indirects (excl. City
fees, financing

$20,000 costs, and Dev.
Mgmt.) = 15%

S0
Market Rate Unit Affordable Unit




| AFFORDABLE:

Comparison between affordable and market -rate.
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™,
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Land Costs $57,800
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Developer Fee
(6% of Direct Costs)

Direct Costs
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14



| LAND COST:

City policy and fee decisions have not impacted
price.

Graph 2
Multifamily Land Sales Prices Per Square Foot
City of 5an Jose
2003 to Mid-2019

Version 2: Excludes Two Sales Over $400/5F

2003 2004 2005 2006 2007 2008 2009 2010 2017 2002 2013 2004 2015 2006 2007 20018 2019
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Example: West San Jose

Cost per Unit: $677,300 Value per Unit: $677,300

Return
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Example: West San Jose
(Double Land Cost)

Value per Unit: $677,300

Cost per Unit: $747,279
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Example: West San Jose
(Double Land Cost and
+$0.39 PSF/Month Rent)

Cost per Unit: $747,279 Value per Unit: $766,000
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BACKGROUND:

* Council Policy Priority #12: Universal Development Fee —
Explore creating a universal development fee for residential
development that covers all development taxes and fees

* Council Policy Priority #21: Impact Fee Deferred Payment
Program for Housing — Consider allowing deferral of

payment of impact fees on GP 2040-compliant housing
construction



| DEVELOPMENT FEES:

Parkland In-|Constructio Developme
IHO In-Lieu |Lieu (Per |n Taxes (Per(Traffic Fees |nt Permits ([Total (Per
Submarket |(Per Unit) |Unit) Unit) (Per Unit) |(Per Unit) [Unit) % of Total
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PROPOSED APPROACH:

* Use a universal metric to calculate fees (per square
foot)

» Establish common definitions including development
typology as applicable

 Create a universal standard for market-based
geographies across the City.




PROPOSED APPROACH:

MAFLLGEND




FEE PAYMENT DEFERRAL:

Fee

Currently Due Potential Change

Inclusionary Housing Fee

Post-Construction, at No change
Certificate of Occupancy

Fee

ANT{e o Lol (SR eIV gle Mgl ok-Tedl ISSuance of Building Permits

Parks Fee

Issuance of Building Permits Defer to Certificate of
Occupancy

Traffic Impact Fee

Issuance of Building Permits n/a

Construction Taxes

Issuance of Building Permits Defer to Certificate of
Occupancy

Permitting Fees

At time of City-staff work n/a




OUTCOME:

= Transparent and predictable fee basis for development

= Transparent platform for informing policy decisions

* Fee Stack by Geography

* Development Activity

» Cost of Development




FEEDBACK:

* Consistent definitions as well as methodology
- Per sq. ft. as gross, net, or rentable?

 How do equity considerations impact decision
making?
- Would expanding the market geography approach
affect equitable investment across the city?

* Deferred investment in infrastructure
- What's the opportunity cost of deferring payment?
- What's the impact on interim funding for capital
projects?
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