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SUBJECT: POTENTIAL NEW SOURCES OF REVENUE FOR AFFORDABLE
HOUSING
RECOMMENDATION

It is recommended that the Committee review and comment on the potential revenue sources for
the City’s Housing Trust Fund.

BACKGROUND

On December 8, 2008, the City Council approved a City-wide inclusionary housing policy and
directed the Administration to prepare an ordinance. In addition to these actions, the Council
directed staff to undertake several other policy projects, including an action to research and
report back on recommendations for potential sources of funds for the development of affordable
housing options (e.g., Housing Trust Fund). This direction was in response to a number of
comments made during public meetings, where individuals expressed concern that the
development community should not be solely responsible for funding affordable housing
development and that other sources of funding should be explored. This report details a number
of common funding sources, as well as a few that are more innovative.

ANALYSIS

Housing Trust Funds (HTFs) have been adopted by many U.S. cities as a response to the need
for affordable housing. HTFs act as administrative bodies for the disbursement of grants and
loans to for-profit and nonprofit housing agencies, and are funded by a variety of public revenue
sources, often through increases in fees or taxes. To be self-sustaining HTFs must have sufficient
capital to support on-going administrative costs. A common challenge for all HTFs is to secure
on-going, significant sources of funding. Typically, HTFs have to rely on a diverse revenue
streams to generate a sufficient capital.
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City of San Jose Housing Trust Fund

On June 10, 2003, the City Council adopted an ordinance that established the San José Housing
Trust Fund (HTF). Previously known as the Housing and Homeless Fund, the new HTF was
created to take advantage of funding sources available for affordable housing, particularly
sources that were more flexible than other State and federal housing funding that restrict the .
City’s ability to provide assistance to homeless residents. As structured, the HTF provides grant
assistance to nonprofit organizations seeking to “improve, increase, or preserve the affordable
housing stock, and improve the living conditions of very low- and low-income persons.” Uses of
the fund include, but are not limited to, the original activities allowed under the Housing and
Homeless Fund, as well as loans and grants for the preservation, improvement, and development
of affordable housing in San José.

At the beginning of the 2007 fiscal year, the Housing Trust Fund had a balance of $4.4 million.
Examples of projects funded include: acquisition/rehabilitation of housing for low-income
emancipated youth, one-time rental and move-in assistance, job referral services, transportation
assistance, case management services for homeless individuals and families, and funding for the
Destination: Home one-stop prevention centers. Additionally, the HTF funds the annual costs
associated with the Housing Services Partnership, which provides housing referral and placement
services and rental assistance to homeless residents and people at risk of homelessness.

The establishment of the HTF increased the City’s ability to leverage outside dollars. For
example, the City received $1,500,000 in monies made available from the State of California
Housing and Community Development’s 2004 Proposition 46 NOFA. However, for the most
part, the fund is dependent on receipt of one-time sources of revenue, including: repayments of
specially funded loan programs, in lieu fees, administrative fees from City multi-family housing
bond issues, and other miscellaneous revenue sources. Because the funding is all one time in
nature, there is a concern that the HTF will soon run out of funding.

Housing Trust Fund of Santa Clara County

In 1998, the Santa Clara County Board of Supervisors, Silicon Valley Leadership Group,
affordable housing advocates, local businesses, and foundations organized to create a nonprofit
Housing Trust in Santa Clara County. The Housing Trust was supported by voluntary
contributions with the goal of addressing a range of affordable housing needs within Santa Clara
County. The Housing Trust of Santa Clara set an initial goal to raise $20 million and leverage
$200 million. The goal was exceeded within two years of its conception.

Today, the Housing Trust Fund of Santa Clara County is sustained through a private-public
partnership comprised of Silicon Valley employers, employer foundations, private citizens, and
local governments. The City of San Jose and the Redevelopment Agency provide funding to the
Housing Trust Fund. With the recent passage of the Redevelopment Agency budget, the City
Council included $250,000 in Housing Department funds for the Housing Trust Fund.
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The Housing Trust Fund has invested $32 million in the creation of housing opportunities for
Silicon Valley's workforce, families, seniors and special needs individuals: $14 million for first-
time homebuyers, $8 million in loans for the development of new affordable housing, and $10
million in loans that assisted in housing the homeless.

Potential Revenue Sources

In order to respond to the City Council’s direction, Housing Department staff completed an
analysis of potential revenue sources at the local, State, and federal level. The goal of the
analysis was to identify sources that can supplement the City’s HTF so that it can continue to
provide funding for homeless programs and activities ineligible for funding from current sources
and to augment the City’s affordable housing construction program.

Staff utilized a number of sources for the analysis including, but not limited to: the State of
California’s Department of Housing and Community Development research on potential revenue
sources for a State housing trust fund; information provided by the National Housing Trust Fund;
suggestions raised at the Mayor’s Blue Ribbon Commission on Affordable Housing and
Homelessness; research completed on funding opportunities for housing trust funds in other
major U.S. cities; a San Jose Housing Trust Fund Study completed by Hausrath Economics
Group (2001); Affordable Housing Incentive Programs completed by Bay Area Economics;
Innovative Sources for Financing Affordable Housing completed by the National Council of
State Housing Agencies; A Status Report on Housing Trust Funds in the United States completed
by Housing Trust Fund Project of the Center for Community Change; and a variety of additional
sources.

While completing the analysis, the potential sources were evaluated based on four criteria: (1)
ease of implementation; (2) consistency with City policies; (3) impact on the General Fund; and
(4) sufficient funds available to support development. Attachment A provides an analysis of the
potential sources. Based on the analysis, staff identified several potential sources that the Council
may wish to explore. The creation of the Silicon Valley Tax Credit Pool and linking affordable
housing to future bond or tax measures should be strongly considered by the Committee. The
remaining two sources, a real estate property conveyance tax and incentives for donated land,
will require additional research and analysis Below is more detail regarding the proposals.

Creation of the Silicon Valley Tax Credit Fund

The Silicon Valley Tax Credit Fund (Fund) was initiated over the past twelve months by the
Enterprise Community Partners and the Silicon Valley Leadership Group as a result of the
serious decline of traditional tax credit investors. Historically, Fannie Mae and Freddie Mac have
purchased 40 percent of allocated tax credits. Both entities are no longer purchasing tax credits,
which has contributed to a significant decline in both equity prices and available credits.
Enterprise Community Partners and the Silicon Valley Leadership Group have been in
discussion with local corporations that have a federal tax liability to determine if there is
sufficient interest in creating the Fund. The goal is to create a pool of money in the range of
$50-100 million that would be used to invest in tax credit projects in Southern Alameda, San
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Mateo, and Santa Clara Counties. In exchange for the investment, the corporate investor
receives a tax credit that reduces its current Federal income tax on a dollar for dollar basis.
Additional benefits to the investor include a competitive rate of return with the added advantage
of providing affordable workforce housing, a highly visible investment in our local community.
One percent of the amount generated would go to the Silicon Valley Housing Trust Fund for
administration of the Fund.

Link Affordable Housing to Future Transportation Bond Measures and Tax Increases

According to a recent Urban Land Institute report, families spend nearly 60 percent of their
budgets on housing and transportation costs. The report highlights the need to locate housing
close to transportation, employment and retail centers to create long term sustainable
communities. New transportation improvements and investments can serve as a magnet for new
housing as they pave the way for growth around transit expansion. Linking affordable housing to
future transportation tax measures or general obligation bond measures has the potential to raise
significant funds for the City’s affordable housing program with the added benefit of creating
sustainable neighborhoods. The proposal is to set-aside 5 to 10 percent of a tax or bond issue,
for transit oriented development that is affordable to lower- and moderate income households.
Providing housing options in San Jose near transit accomplishes multiple goals: increases the
affordability of working and living in the City; supports a demographically diverse community;
and through reduced housing costs it can increase local purchasing power. Adopting a policy that
links transportation funding to affordable housing funding would not require a vote of the
people, however any specific measure would need the required percentage of voter approval to
pass. |

Real Estate Conveyance Tax

Property conveyance taxes are a common source for Housing Trust Funds throughout the nation.
A real estate conveyance tax is a tax assessed when the title to a piece of real estate is transferred
from one party to another. Also sometimes referred to as a transfer tax, a conveyance tax may be
imposed on either an individual or an entity. The tax is usually paid at the time the property is
conveyed to the buyer. In San Jose, there is an existing Real Property Conveyance Tax, which is
imposed for specific reasons. To increase this tax, a 2/3rds vote of the electorate would be
required. However, the real estate conveyance tax has several impediments and legal
requirements which will require further research to determine future impacts and the feasibility
of such an increase.

Provide Incentives for Donated Land and Money

Another potential source would be to create incentives for donated land and money to a Housing
Trust Fund. Accepting donated land or monetary contributions would require the establishment
of a nonprofit 501(c)3. Generally, creating a nonprofit 501(c)3 is s straightforward process with
low implementation costs. However, the creation of a nonprofit 501(c)3 would directly compete
with the County’s Housing Trust Fund. As a result, staff recommends additional analysis and
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collaboration with the Housing Trust of Santa Clara County on efforts to provide incentives and
donated land to affordable housing programs.

EVALUATION AND FOLLOW-UP

Based on comments received, staff will conduct additional research and analysis and will bring
forward any potential sources at a later date.

Director of Housing

For questions please contact Leslye .Krutko, Director of Housing at (408) 535-3851
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