CED Committee: 11/26/07
Item: B

THE REDEVELOPMENT AGENCY OFTHE CITY OF SAN JOSE

MEMORANDUM

TO: COMMUNITY & ECONOMIC | FROM: JOHN WEIS
DEVELOPMENT DEPUTY EXECUTIVE
COMMITTEE DIRECTOR

SUBJECT: DATE:
SEE BELOW NOVEMBER 8§, 2007

SUBJECT: DOWNTOWN HIGH-RISE UPDATE

The past decade has seen the resurgence of downtowns in many of North
America’s large cities. The predominant factor in this resurgence has been high-
rise housing development and the creation of residential populations in the central
cores of these cities.

Interest in high-rise residential development in downtown San Jose has been
mounting for about five years. The local interest has been tempered by the high
cost of land and construction, coupled with the City’s Inclusionary Housing Policy
and the difficulty in obtaining financing because San Jose has been an untested
market. In response to these impediments, in August 2004 the City Council and
Redevelopment Agency Board adopted a temporary high-rise incentive program
for the Downtown Core, east of Highway 87, exempting from the City’s
Inclusionary Housing Policy projects that met specific criteria.

Prior to its expiration in mid-2006, three projects with a total of 667 units qualified
for the program and began construction; City Heights, Axis and 360 Residences.
City Heights has been completed and the other two are under construction. A
fourth residential high-rise, Tower 88, is also under construction in a
Redevelopment Project Area that is exempt from inclusionary requirements,
bringing the total high-rise unit count to 864.

To offset the impact of the program on affordable housing production, the City
Council and Agency Board required that the tax increment generated by exempted
projects in the first two years after construction completion be allocated to
affordable housing production efforts. It is estimated that up to $8 million in tax
increment would be generated among the three projects.



Community & Economic Development Committee Page 2
DOWNTOWN HIGH-RISE UPDATE November 8, 2007

In June 2007, to build on the success of the incentive program and contimue to spur
high-rise residential development in the downtown, the City Council and Agency
Board approved a new high-rise incentive program as part of larger changes to the
City’s Inclusionary Housing Policy. Under the revised Inclusionary Housing
Policy, all projects now have the option of either paying an in-lieu fee in addition
to the option of providing the inclusionary units. To continue encouraging high-
rise development in the Downtown Core east of Highway 87, the in-lieu fee is
established at 50% of non-high rise fees along with a lower not to exceed limit of
$65,000 per affordable unit. Under this incentive program eligible high-rise
projects are defined as a project with at least 10 residential floors.

In February 2007, the Council also adopted a reduced in-lieu park fee in the
Parkland Dedication and Park Impact ordinances for high-rise residential units
located in the Downtown Core east of Highway 87. For the first 2,500 high-rise
units in the incentive area, the park in-lieu fees, like those for inclusionary
housing, are set at 50% of the fees in effect at the time of the payment. Projects
subject to this reduced fee are not eligible to receive credits for private recreational
improvements and payment of the in-lieu fee may be deferred under a parkland
agreement to the scheduling of the final inspection for the first certificate of
occupancy. Under this incentive program eligible high-rise projects are defined
as projects with at least 12 stories.

The current incentive program related to inclusionary housing is to be reviewed by
the City Council and Agency Board after 2,500 high-rise units have received
either a foundation permit or a building permit in the incentive area. To date, as
shown on the attached tables, 864 high-rise units are counted towards the 2,500
unit target. The accompanying table shows that an additional 3,744 residential
units are in various stages of planning and the entitlement process in 12 proposed
high-rise towers.

In June 2008, the Inclusionary Housing Policy in-lieu fees will be reviewed by
Agency and Housing staffs for possible change recommendations to the City
Council and Agency Board. At that time, staff will provide an update on the status
of high-rise development in downtown San Jose.

Attachments:

Downtown High-rise update
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