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SUBJECT: ACCEPTANCE OF THE ANNUAL PROGRESS REPORT ON THE
IMPLEMENTATION OF THE SAN JOSE GENERAL PLAN HOUSING
ELEMENT UPDATE

RECOMMENDATION

Accept the Calendar Year 2011 Annual Progress Report on the Implementation of the San José
2007-14 Housing Element Update.

OUTCOME

The Council’s acceptance of the Annual Progress Report is required prior to the submittal of the
State-mandated report to the California Department of Housing and Community Development
(HCD) and the Governor’s Office of Planning and Research (OPR). Submittal of the report will
allow the City to remain eligible for important State funding for housing and community
development, projects, and programs.

BACKGROUND

The City of San José Housing Element 2007-2014 was adopted by the Council on June 16, 2009,
and certified by HCD on July 23, 2009. The Housing Element establishes the City’s strategy for
meeting community housing needs for the period beginning January 1, 2007 through June 30,
2014. While the Housing Element was certified as part of the City’s previous San José 2020
General Plan, the recently Council approved Envision San José 2040 General Plan incorporates
the City’s current Housing Element and establishes a comprehensive policy framework that
strongly supports San José’s residential strategies identified in the Housing Element.

State law requires jurisdictions to prepare an annual progress report on the implementation of
their Housing Element and to submit it to OPR and HCD. While charter cities are not required
to submit the report, all jurisdictions including charter cities must submit annual reports to
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qualify for certain funding programs. Accordingly, San José has consistently provided annual
progress reports to the State on the implementation of the mandated Housing Element. With the
acceptance of a completed annual report, the City of San José may apply for State funds such as
those available through Proposition 1C, which has been an important source of funds for transit-
oriented development in San Jose.

The attached report covers a 12-month period from January 2011 to December 2011. It
describes the City’s accomplishments toward achieving its share of the Regional Housing Needs
Allocation (RHNA) and includes a status report on implementation of the City’s housing-related
policies, ordinances, and programs to facilitate housing opportunities in safe, livable, and
complete communities.

ANALYSIS

One of the purposes of the Housing Element requirement is to prompt local governments to
establish within their General Plans comprehensive goals, policies, and programs to meet the
regional housing needs allocation (RHNA), which is determined by ABAG for the 101
jurisdictions in the nine-county Bay Area. San José’s RHNA for the current planning period
from January 2007 through June 2014 is 34,721 housing units, a 33 percent increase from the
prior RHNA cycle and equivalent to an annual production rate of 4,630 units. Additionally, San
José’s current RHNA is 58 percent of the total housing allocation for Santa Clara County, versus
45 percent from the previous period. Thus, San José’s current allocation grew disproportionately
relative to the County as a whole. Consistent with other Bay Area cities, much of San José’s
increase is concentrated in the Extremely Low-Income, Very Low-, and Low-Income categories
in order to serve those with the greatest housing need.

Housing production in the first five years of the current RHNA cycle (from January 1, 2007 to
December 31, 2011) has resulted in the development of 8,732 units, accounting for 25% of the
total RHNA goal of 34,721 housing units. This means that in order to meet its seven and a half
year RHNA goals, the City would need to permit 75% of its RHNA goal (or about 26,000 units)
in the next two and a half years in a weak economy.

In calendar year 2011, the City did not issue any permits for affordable housing units, but added
seven Extremely-Low Income units through acquisition and rehabilitation of a property. Permits
were issued for the construction of 1,046 market-rate units, most of which were rentals.

For the first five years of the RHNA cycle, affordable housing constituted about 22% of the
City’s total number of residential units receiving building permits. Although this is an important
contribution to the supply of affordable housing, it is not enough to meet the sighificant demand
for lower-income housing in San José. The Housing Department will be severely constrained in
its effort to provide affordable housing in the future, as a result of the California State Supreme
Court’s decision in December of 2011 clearing the way for the abolishment of the State’s
Redevelopment Agencies (RDAs) effective February 1, 2012. The 20% tax increment from the
RDA was a significant source of revenue for new construction of affordable housing. This
source is now no longer available. Absent new sources of funds or other tools, the loss of this
important revenue source will make it more challenging for the Housing Department to facilitate
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the development of affordable housing and contribute toward the City’s efforts to meet its share
of the regional housing needs.

The recently approved Envision San José 2040 General Plan includes capacity for 120,000 new
housing units. Of this total capacity approximately 22,000 units have already received
entitlements through the zoning or development permit stage, which counts towards the City’s
capacity for meeting its RHNA goal.

The Envision 2040 Plan incorporates the Housing Element as certified by HCD. In addition,
through the “Urban Village” strategy and other goals and policies, the Envision 2040 Plan
supports compact, mixed-use development; preserving the Urban Growth Boundary; and
promoting interconnected, sustainable, and complete communities.

EVALUATION AND FOLLOW-UP

Once the Annual Progress report is accepted by the Council, it will be submitted to HCD by the
State-mandated April 1, 2012, deadline.

This report focuses on the progress of implementation of the General Plan Housing Element,
which was developed as part of the San José 2020 General Plan, but which is also maintained as
a component of the Envision San José¢ 2040 General Plan adopted by the City on November 1,
2011. The adopted Plan includes modifications to the Housing Element Goals, Policies and
Implementation Actions developed through the Envision process, as well as policies for a
General Plan Annual Review process that will provide for ongoing evaluation of the City’s
achievement of its Housing Element Goals in the context of the overall General Plan goals and
policies. ‘ ’

PUBLIC OUTREACH/INTEREST

D Criterion 1: Requires Council action on the use of public funds equal to $1 million or
greater. (Required: Website Posting)

D Criterion 2: Adoption of a new or revised policy that may have implications for public
health, safety, quality of life, or financial/economic vitality of the City. (Required: E-
mail and Website Posting)

D Criterion 3: Consideration of proposed changes to service delivery, programs, staffing
that may have impacts to community services and have been identified by staff, Council or
a Community group that requires special outreach. (Required: E-mail, Website Posting,
Community Meetings, Notice in appropriate newspapers)

‘Although this item does not meet any of the above criteria, this report will be posted on the
City’s website for the March 13, 2012 Council agenda. The individual City programs and
projects described in the attachment have had appropriate public outreach per City Council
policy. :
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COORDINATION

. This memo was coordinated with the City Attorney’s Office.

FISCAL/POLICY ALIGNMENT

The current certified Housing Element was developed under the San José 2020 General Plan
framework, consistent with the Major Strategies of this General Plan, including the Housing,
Growth Management, and Sustainable City Strategies. While the San José 2020 General Plan
has been superseded by the recently approved Envision San José 2040 General Plan, the certified
Housing Element was integrated into the new General Plan and is consistent with this Plan’s
strategies, goals and policies.

In particular, implementation of the Housing Element is consistent with and furthers the new
General Plan’s Major Strategies to 1) maintain a Greenline/Urban Growth Boundary, 2) locate
new housing and jobs into Focused Growth areas where existing City infrastructure, facilities,
and services are located, 3) promote the development of Urban Villages, Corridors and
Regional Transit Hubs that are mixed-use pedestrian oriented communities that include a
variety of housing types in locations adjacent to transit, 4) Design for a Healthful Community
by building “complete” communities where many of one’s daily needs can be met by walking or
riding a bicycle and 5) promote Environmental Stewardship in part by reducing energy
consumption and green house gas emissions by locating housing close to jobs and transit,
thereby reducing the amount that San José residents need to drive.

CEQA

Not a Project, File No.PP10-069(a). Annual Report

/s/ /s/

JOSEPH HORWEDEL “ LESLYE CORSIGLIA
Director of Planning, Building, _ Director of Housing
and Code Enforcement

For planning related questions, please contact Laurel Prevetti, Assistant Director at (408) 535-
-7901. For housing related questions, please contact Leslye Corsiglia at (408) 535-3851.

Attachment:
Annual Housing Element Progress Report — January 2011 through December 2011




- Department of Housing and
Community Development

ANNUAL HOUSING ELEMENT PROGRESS REPORT |

City or County Name: " City of San José

Mailing Address: 200 E. Santa Clara Street Tower 3™ Floor
San José, CA 95113

Contact Person: Laurel Prevetti, Assistant Director

Phone: ~ 408-535-7901

FAX: ‘ 408-292-6055

E-mail; | laurel.prevetti@sanjoseca.gov

Reporting Period: January 1, 2011 through December 31, 2011




Progress Report on the Implementation
of the San Jose Housing Element Update -
Calendar Year 2011

February 21, 2012

A. BACKGROUND

California State law provides that each governing body prepare an annual report on the’
status and progress in the implementation of its Housing Element. In response, the City
of San José has submitted annual progress reports on the implementation of the Housing
Element to the California Department of Housing and Community Development (HCD)
for review and evaluation. By providing this information, the City qualifies for important
State housing funds.

State law requires that jurisdictions include a Housing Element as one of the mandatory
elements of a General Plan, The City of San Jose’s current Housing Element, which was
certified by HCD in July 2009, reflects the 2007-2014 planning period. The Housing
Element identifies constraints to housing production, as well as establishes policies and

- programs in order to mitigate those constraints and to facilitate the production of housing

opportunities to meet the needs of all economic segments of the community as.
determined through the Regional Housing Needs Allocation (RHNA) process. San Jose’s

allocation for the current RHHNA 7.5-year planning period from 2007-2014 is 34,721 total

housing units composed of both market-rate and affordable units. ThlS equals 4,630 total

units annually across income categories.

While this anmal allocation significantly exceeds the annual production of housing that
the City has ever achieved on any sort of sustained basis — even during strong economic
conditions — the City is committed to facilitating the production of housing across income
categories and to mitigating both governmental and non-governmental constraints that
may vnduly limit such production. To achieve these objectives, San Jose’s housing
strategy includes careful planning for residential land uses at appropriate locations and
densities. The strategy seeks to maximize housing oppottunities on infill parcels already
served by the City in order to utilize existing infrastructure, and at locations served by
transit, The housing strategy also seeks to provide sufficient housing opportunities for
“new workers in order to encourage and support continued economic development, San
Jose is also planning for demographic and market shifts that indicate greater future
demand for more urban forms of housing and neighborhoods.

The City’s Housing Department partners with the development community and provides

. gap financing and technical assistance in order to facilitate the production, rehabilitation,
and preservation of affordable units for lower- and moderate-income households. The
Housing Department also collaborates with public, private, and non-profit partners in
order to end homelessness, to serve the special needs population, to fight foreclosures and
help families stay in their homes, and to ensure regional fair housing practices.




San Jose’s affordable housing projects are recogtized nationally for their quality designs,
excellent management, community integration, and innovation, In 2011, the City was
the first recipient of the Urban Land Institute’s Robert C. Larson Workforce Housing
Public Policy award. The City was recognized as an exemplary local government that
provides ongoing and sustainable support for the production, rehabilitation or
preservation of workforce housing, Additionally, Casa Feliz, a LEED Gold new
construction with 60 units serving extremely low-income households, won multiple
NAHRO Awards for Excellence and Merit in 2011. On the service side, the City’s
Foreclosure Help Center was also recognized by NAHRO with a Merit Award .

Env131on San José 2040, a comprehensive update of San Jose’s General Plan, was
apploved by the City Council on November 1, 2011. This Envision San Jose General
Plan incorporates the City’s cutrent Housing Element and establishes a comprehensive
policy framework that strongly supports San Jose’s residential strategies identified in the
Housing Blement. A central component of the Plan is the development of new “Urban
Villages™ at strategic locations throughout the city so that the majority of housing growth
in Envision 2040 is planned to occur as compact, pedestrian friendly and transit-oriented
development at infill locations. The Plan also reinforces the City’s environmental goals,

such as preservation of the hillside areas ouiside of the City’s Urban Growth Boundary,
so that substantially all new residential development will occur within the City’s current
Urban Growth Boundary. The Plan includes a comprehensive and coordinated set of
goals, policies, and implementation actions that link multiple objectives to promote the
development of complete communities including housing for workers to support
economic development, greenhouse gas reduction, and the equitable distribution of
services and facilities throughout the City.

This report summarizes the City’s progress towards meeting its RHNA goals and other
housing objectives during the 2011 calendar year as set forth in its Housing Element,
Upon City Council acceptance of the report, it will be forwarded to the California
Housing and Community Development (HCD) Department and the Governor’s Office of-
Planning and Research.

B. ANNUAL BUILDING ACTIVITY SUMMARY FOR VERY LOW-, LOW-,
AND MODERATE-INCOME UNITS AND MIXED INCOME
MULTIFAMILY PROJECTS (TABLE A, A2 AND A3)

2011 was a year of significant change and uncertainty in the housing market. With
continuing depressed economic conditions, a weak homeownership market, budget
challenges across all levels of government, and the uncertainty regarding the status of

- redevelopment in California, residential construction activity in San Jose remained low.

In December 2011, the California State Supreme Court upheld the dissolution of
redeévelopment agencies (RDAs) across the State. Under the Court ruling, RDA ceased
to exist as of February 1, 2012. This ruling also eliminated the 20% Low-Income
Housing tax increment set-aside in the amount of $1 billion annually, which had




constituted the primary source of affordable housing dollars in California. Absent new
sources of funds or other tools, the loss of this important revenue source will make it
more challenging for the Department to fund foture affordable housing projects and
programs and to achieve its RHNA goals.

In calendar year 2011, the City issued building permits for 1,046 market-rate units, as
shown in Table A3. This represents 23% of the City’s annual RHNA goal of 4,630 units
across all income categories combined, and 51% of its annual above-moderate (ie. market
rate) RHINA allocation of 2,060 units.

While market-rate activity was relatively low, affordable housing activity experienced
even greater challenges. No building permits were issued for below market-rate units in
2011, in large part due to the State take of redevelopment dollars for the Supplemental
Education Revenue Augmentation Fund and the legal freeze on 20% funds during the
deliberation on the status of redevelopment agencies in 2011, However, the City added
- seven Extremely Low-Income units through the acquisition and rehabilitation of a
property located within the Roundtable Strong Neighborhood Initiative area in San José.
Multiple affordable housing projects are in the Housing Department’s pipeline but are

currently awaiting identification of funding. '

Affordable housing consists of residential units for which construction or rehabilitation
was either (a) financed all or in part, with loans or tax-exempt bonds approved by the
City Council and Redevelopment Agency Board, or (b) provided by developers in order
to meet State-mandated inclusionary housing requirements in Redevelopment Project
Areas,

As funding to support affordable housing has been diminished, new creative financing
tools will be important to meet the significant need for affordable housing in San Jose
that still remains, especially for rental nnits. Average rental rates in San Jose rose 11%
from 2010 to 2011, and rents in the second quarter of 2011 are the highest of any US
metropolitan area (Realfacts). As a result, rental units have grown increasingly beyond
the reach of lower-income houscholds and even many middle-class households.
According to Real Facts, the average rent in the fourth quarter of 2011 for a two-
bedroom, two-bath property in San Jose was $1,940. Using a 30% income standard for
housing costs, a San Jose service worker household will need an income of $77,600 to
afford the rent, which is significantly more than a retail salesperson, construction worker,
‘or a pre~-school teacher can earn.

Additionally, even though the depressed housing market has made homeownership more
affordable, the median priced home is still out of reach for the majority of the population.
Assuming a 4.5 percent fixed mortgage rate, 20 percent down, and a 1.25 percent
property tax rate, the current median housing value of $474,500 (as of December 2011)
requires an income of $98,000, which is thirty percent higher than San Jose’s median
household income of $77,000 (2010 American Community Survey, US Census).




* For the first five years of the current RHNA period, San Jose issued permits for 1,967
new affordable housing units, approximately 22% of all residential permits issued by the
Department of Planning, Building, and Code Enforcement. Even during these difficult
economic times, it is critical to support affordable housing initiatives as an economic
stimulus as well as a means of meeting affordable housing needs to support continued
economic growth.

C. ANNUAL BUILDING AC‘TIVITY . SUMMARY FOR ABOVE
MODERATE-INCOME UNITS (TABLE A3) ‘

During calendar year 2011, a total of 1,046 above moderate-income units were permitted.
Most of the developments pulling permits were rental projects, reflecting a strong rental
market and rapidly rising rents. Overall conditions in the residential market, particularly
for homeownership, remain highly unstable due to continued instability in the labor
market and overall economy, Developers have found- it difficult to obtain funding for
condominiums and mixed-use projects in a housing market that is expected to continue to
be weak during 2012 and beyond. Beyond the lack of capital, developers have also been
more reluctant to undertake the risk of developing in such an environment. Finally, the
construction of new ownership units have been low due to the overhanging supply caused
by the high inventory of foreclosed homes and continued weak demand for
homeownership. '

@

D. REGIONAL HOUSING NEEDS ALLOCATION PROGRESS (TABLE B)

The Association of Bay Area Governments (ABAG) is responsible for allocating the
regional housing needs among each jurisdiction in the nine-county Bay Area. ABAG has
determined that San Jose’s fair share of the regional need for the planning period between
January 1, 2007 through June 30, 2014 is 34,721 units across income categories. San
Jose’s allocation accounts for 58% of the total housing allocation for Santa Clara County
-and 16% of the nine county Bay Area region. These units are distributed among income
categories as depicted in Table B and equal a total annual production goal of 4,630 total
units, which is fifty percent higher than the actual annual average of 3,000 units produced
in San Jose in the past thirty years.

Furthermore, while the City of San Jose surpassed its 1999-2006 RHNA goal, its ability
to achieve the current RHNA goal is severely impacted by the current sluggish economy
and the elimination of Redevelopment Agencies. For the first five calendar years
(January 1, 2007 to December 31, 2011) of the current RHNA period, 8,732 residential
units have been added. This accounts for 25% of the total RHNA goal. Looking at San
Jose’s progress by subcategories, the City has met 43% of its above moderate-income
housing cumulative RHNA goal but only 10% of its cumulative affordable housing goal.
Thus, above-moderate (i.e. market-rate) housing has been the primary driver of San
Jose’s progress towards meeting its overall RHNA goal, especially during the beginning
of the current RHNA period. During calendar year 2011, the number of dwelling units




obtaining permits fell from the prior year’s perrmt activity, mdlcatmg continued
instability in the housing market.

The. City has been proactive in planning. for additional housing to meet the needs of
existing and future residents. The recently approved Envision San Jose 2040 General
Plan includes capacity for 120,000 new housing units. Of this total capacity,
approximately 22,000 units have already received entitlements through the zoning or
development permit stage, ‘which counts towards the City’s capacity f01 meeting its
RHNA goal. :

Actual construction of this pipeline will largely depend on market forces, but the City’s
efforts in facilitating development of housing through the implementation of housing
programs and process improvements will provide critical support, Although the City has
a pipeline of projects that have received entitlements, it is unclear how many of these
projects will actually be built due to the current weakness in the housing market. The
Housing Department will continue to work creatively in order to work through this
challenging environment, including exploring strategies and financial tools to help
facilitate the development of affordable housing and, therefore, its ability to proactively
. support the City’s efforts to meet its regional housing needs.

E. PROGRAM IMPLEMENTATION STATUS (TABLE C)

. Despite the challenges of the economy and of the depressed housing market, the City has
nevertheless been active in creating housing opportunities through its other non-
developmient related housing programs. For example, the City assists teachers with
purchase of homes. Additionally, the City assists homebuyers through the Second
Mortgage, BEGIN, and inclusionary housing program:

Additionally, San Jose continues to adopt Zoning Ordinance changes to streamline
housing production and to facilitate the creation of affordable housmg In December
2009, the City adopted a citywide inclusionary housing ordinance in order to provide
additional opportunities for affordable housing throughout the city. The ordinance, which
will go into effect when the City issues 2,500 annual residential permits in a rolling
twelve month period (out of which 1,250 units are issued outside of North San Jose area
plan) or on January 1, 2013, whichever comes first, requires that 15% of the units built
citywide will be affordable. This brings the City in-line with the policies of surrounding
cities, many of whom already have cily-wide inclusionary housing ordinances in place.
Table C provides a complete list and status report on the City’s programs to assist low-
income renters and homebuyers.

Attachment: Annual Housing Element Progress Report — Housing Element
Implementation Tables A-C.
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