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RECOMMENDATION

Accept the Calendar Year 2012 Annual Progress Report on the Implementation of the San Jos~
2007-14 Housing Element.

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 Jos~ Housing Element 2007-2014 was adopted by the City 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 Josd
2020 General Plan, the recent Council-approved Envision San Jos~ 2040 General Plan Update
incorporates the City’s current Housing Element and establishes a comprehensive policy
framework that strongly supports San Jos~’s residential strategies identified in the Housing
Element.
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State law requires jurisdictions to prepare an annual progress report each calendar year to detail
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 qualify for certain funding programs. Accordingly, San Josd has consistently
provided annual progress reports to the State on the implementation of the mandated Housing
Element. The report:

Provides an update on the progress of implementing the Housing Element, which was
originally developed as part of the San Jos~ 2020 General Plan, but has since been
incorporated into the City’s new General Plan Envision San Jos~ 2040. Implementation
items include the City’s housing-related policies, ordinances, and programs to facilitate
housing opportunities in safe, livable, and complete communities.

Describes the City’s accomplishments toward achieving its share of the Regional
Housing Needs Allocation (RHNA).

With the acceptance of a completed annual report, the City of San Josd may apply for State funds
such as those available through Proposition 1 C, which has been an important source of funds for
transit-oriented development in San Josd.

ANALYSIS

One of the purposes of the Housing Element requirement is to prompt local governments to
establish within their General Plans comprehensive ~oals, 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 Jos~’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
Jos~’s current RHNA is 58 percent of the total housing allocation for Santa Clara County, versus
45 percent from the previous period. Thus, San Josd’s current allocation grew disproportionately
relative to the County as a whole. Consistent with other Bay Area cities, much of San Jos~’s
increase is concentrated in the Extremely-Low Income.(ELI), Very-Low (VLI), and Low Income
(LI) categories in order to serve those with the greatest housing need.

In calendar year 2012, the City issued building permits for 3,496 units of new construction
composed of 3,097 market-rate and 399 affordable units. The City also added 96 affordable
units through acquisition and rehabilitation projects, for a total of 495 affordable units and 3,592
units across all incomes and unit types. (See Attachment A). The 3,592 units represent 78% of
the City’s annual RHNA goal of 4,630 units across all income categories. A closer look at the
income categories shows that the City met 19% of its annual affordable housing goal and 150%
of its annual market-rate goal.

For the first five years of the RHNA cycle, affordable housing’ constituted about 20% of the
City’s RHNA units produced. This is an important contribution to the supply of affordable
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housing. However, there is still significant unmet need for lower-income housing in San Josd.
At the same time, key tools such as the former 20% low- and moderate-income housing fund and
inclusionary housing have been removed or challenged, making it more difficult to facilitate the
production of affordable housing. New affordable housing strategies at the State, regional, and
local levels are currently being explored. The City will continue to participate in those efforts
that will advance San Jos~’s commitment to developing a variety of housing types for different
income levels and needs.

Housing production in the first six years of the current RHNA cycle (from January 1, 2007 to
December 31, 2012) has resulted in the development of 12,324 residential units, accounting for
35% of the total RHNA goal of 34,721 housing units. In order to meet its seven and a half year
RHNA goals, the City would need to permit the remaining 65% of its RHNA goal (or about
22,000 units) in the next one and a half years.

The recently approved Envision San Josd 2040 General Plan, which incorporates the HCD-
certified Housing Element, 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.
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. The City is in the process of
developing an urban village implementation plan to consider how affordable housing will be
integrated into the planning areas.

EVALUATION AND FOLLOW-UP

Upon Council’s acceptance of this annual progress report, staff will submit the approved
document to HCD by the State-mandated April 1, 2013 deadline.

PUBLIC OUTREACH/INTEREST

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

Criterion 2: Adoption of a newor 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)

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

COORDINATION

This memo was prepared jointly by Planning, Building and Code Enforcement and the Housing
Department, and was coordinated with the City Attorney’s Office.

FISCAL/POLICY ALIGNMENT

The current certified Housing Element aligns with the City’s federal Consolidated Plan and the
5-Year Housing Investment Plan to facilitate the creation of a variety of housing opportunities
affordable across a range of incomes. Additionally, the Housing Element is consistent with the
Envision San Josd 2040 General Plan’s strategies, goals and policies, in particular the 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 Josd residents need to drive.

Not a Project, File No.PP 10-069(a), Annual Report

/s/
JOSEPH HORWEDEL, Director
Planning, Building, and Code Enforcement

Isl
LESLYE CORSIGLIA
Director of Housing

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 A: Annual Housing Element Progress Report - January 2012 - December 2012
Attachment B: Annual Element Progress Report - Housing Element Implementation Table A,

Table A2, Table A3 and Table B
Attachment C: Table C Program Implementation Status
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Progress Report on the Implementation
of the San Jose Housing Element Update -

Calendar Year 2012

Februm’y 25, 2013

A. BACKGROUND

California State law provides that each gogeming body prepare an annual report on the
status and progress in the implementation of its Housing Element. In response, the City
of San Jos4 has submitted annual progress reports on the implementation of the Housing
Element to the California Department of Housi.ng and Community Development (HCD)
for review and evaluation. By providing this infol~ation, the City qualifies for important
State housing and communlty development funds.

State law requires that jm’isdictions 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 2009-2014 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
detelanined through the Regional Housing Needs Allocation (RHNA) process. San. Jose’s
allocation for the current RHNA 7.5-year planning period from 2007-2014 is 34,721 total
housing units composed of both market-rate and affordable units, or 4,630 total units
annually across income categories.

While this annual allocation 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 gove~zkrnental and non-governmental constraints that may unduly
limit such production. To achieve these object:yes, San Jose’s housing strategy includes
careful planning for residential land uses at appropriate locations and densities, The
strategy seeks to maximize housing opportunities on infill parcels already selwed by the
City in order to utilize existing infi’ast~"acture, and at locations served by transit. The
housing strategy also seeks to wovide sufficient housing opportunities for new workers in
or.der to encourage and support continued economic development, as well as access to
housing for lower-income workers in occupations that support driving industries. 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, pri~’ate, 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 recognized nationally for their quality designs,
excellent management,~ community integration, and i~movation. In 2011, the City was
the first recipient of the Urban Land Institute’s Robe~"~ 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 the 2012
Californial, Redevelopment Agency (CRA) Award of Excellence in Sustainable
Development, which recognizes projects and programs that are outstanding examples of
the redevelopment process that have resulted in building better communities.
Ēnvision San Joss 2040, a comprehensive update of San Jose’s General Plan, was
approved by the City Council on November 1, 2011. This Envision San Jose General
Plan inco~]~orates the City’s current Housing Element and establishes a comp~:ehensive
policy fi’amework that supports San Jose’s residential strategies identified in the Housing
Element. 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 fi’iendly and transit-oriented
development at infill locations. The Plan also reinforces the City’s environmental goals,
such as preservation of the hillside areas outside 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 2012 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.

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

In 2012, the housing market stabilized and showed its first signs of sustained recovery.
Median housing prices increased after several years of decline, and the housing
inventory has tightened. Residentigl pe~anits issued are at their highest level since the
beginning of this RHNA period. Interest rates continue to remain at historic lows and
foreclosure rates have slowed. However, while the economic recovery has benefitted
certain segments of the worlcforce, particularly in technology sectors, other segments of

3



the worlcforce, particularly those in lower-sldll, lower-wage job, continue to face a weak
labor market at risk of job or wage reductions. This latter group continues to slxuggle
with finding housing that is affordable, and is disproportionately impacted by
foreclosures. Budget challenges remain across all levels of government. This is
especially true for public sector affordable housing programs, given the loss of
redevelopment funds and decreases in federal funding. Additionally; San Jose’s
Citywide inclusionary housing ordinanceis under legal challenge. However, the City is
confident that the inclusionary ordinance will be upheld. Staff continues to implement
existing, affordable .housing programs, while exploring new tools, funding.mechanisms,
and pm~nerships to help support the C!ty’s commitment towards facilitating the provision
of affordable housing in order to achieve its RHNA goals.

Calendar I~ear 2012 Results

In calendar year 2012, the City issued building pelrnits for 3,496 units composed of 3,097
market-rate and 399 affordable units. (See Table A) The City also added an additional 96
units tba’ough the acquisition and rehabilitation of projects as shown in Table A2. This
resulted in a combined total production of 3,592 units for the year - composed of 495
affordable units representing 78% of the City’s annual RHNA goal of 4,630 units across
all income categories. (See Table B) While the City exceeded its annual goal for. above-
moderate income units, it experienced challenges in the below-market income categories:
San Jose facilitated the production of 19% of its affordable housing goaI and 150% of its
market-rate goal for the year. This disparity reflects the renewed strength of market-raie
housing and the challenges in affordable housing provision.

As funding to suppol~ affordable housing has. been diminished, new financing tools will
be required to meet the significant need for affordable housing in San Jose and Statewide.
, San Jose’s rents increased nearly 8% in 2012, maldng it the second strongest rental

-market in the nation behind San Francisco1. This has resulted in many rental units
growing increasingly beyond the reach of lower-income households and even many
middle-class households. According to Real Facts, the average rent in San Jose for the
fom’th qualOter of 20121 was $1,825, with a lbed/lbath unit costing $1,644 and a
2bed/2bath unit averaging nearly $2,100. Using a 30% income standard for housing costs
including utilities, a San Jose service worker household would need. an income of over
$65,000 to afford the rent of a one-bedroom unit, which is more than a retail salesperson,
a bank teller, or a pre-school teacher typically earns.

Additionally, the strengthening housing market has made homeownership more
expensive, as the median priced home is out of reach for the majority of the population..
Assuming a conservative but still historically low 5% fixed mortgage rate, 20% down, a
1.25% property tax rate, and standard utilities and mortgage insurance, the cmzent
median housing Value of $584,500 (as of December 2012) requires an income of
$140,000, which is 82 percent higher than San Jose’s median household income of
$77,000 (2011 American Conununity Survey, US Census).

~ htt-~://www~h~usingfinance.c~m/rent-trends/the-best-and-w~rsi-rent-gr~wth"markets-~f-2~ 12.aspx
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C.. ANNUAL       BUILDINGACTIVITY      SUMMARY       FOR      ABOVE
MODERATE-INCOME UNITS (TABLE A3)

During calendar year 2012, the City permitted a total of 3,097 above moderate-income
units. Most of the developments pulling pelanits were rental projects, reflecting an
extremely strong rental market and rapidly rising rents. Conversely, the homeownership
market has experienced a milder, more tenuous recovery: it is off its 2009 lows, but
remains 25 percent below its 2007 peak. This reflects similar conditions in the overall
economy, where, while there are pockets of strength; the broader recovery has taken time
to find traction. This has led to a lack of confidence in household economic security,
decreasing demand for for-sale homes. However, 2012 reflected a.turning point for the
homeownership market. Properties for sale rontinely see multiple offers, and the supply
of homes~(both foreclosed and regular sales) has significantly decreased, leading to
meaningful price increases in 2012. Additionally, relative to the high rents, it often
malces more economic sense to purchase rather than rent, provided one has sufficient
down-payment and access to credit. If the economy continues to strengthen, the
homeownership market should continue to improve as well.

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 fah’ 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 allocati0..n for Santa Clara County
and 16% of the nine county Bay Area region. These units are dista’ibuted 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.

While the City of San Jose sm~passed its 1999-2006 RHNA goal, its ability to achieve its
RttNA goals in the cun’ent cycle is impacted by the elimination of redevelopment
agencies and other tools as mentioned above. However, during calendar year 2012, the
number of dwelling units obtaining permits recorded its highest level since the beginning
of this RItNA cycle, 1,alsing hopes of a stabilizing housing market and economy. For the
first six calendm" years (January 1, 2007 to December 31, 2012) of the cun’ent RHN)k
period, 12;324 residential units have been added. This accounts for 35% of the total
RHNA goal. Looking at San Jose, s progress by subcategories, the City has met 64% of
its above-moderate income housing goal but only 13% 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, although affordable, housing developments
represented the majority of residential permits pulled during the worst of the economic
recession.
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In spite of reduced funding for below-market rate units, San Jose facilitated the creation
of 2,462 new affordable housing units in the first six years of the cun’ent RHNA cycle, ’
which is approximately 20% of the total RHNA units produced. These units provide
important affordable housing options to San Jose’s community and world’orce. The City
continues to advance affordable housing initiatives as in order to provide ac(ess to
housing opportunities across incomes and to support economic growth in San Jose.

The. City has been proactive in plarming for additional housing to meet the needs of
existing and future residents. In 20! 1, the City approved its Envision San Jose 2040
General Plan, which includes capacity for 120,000 new housing units. Of this total

capacity, approximately 22,000 units have ah’eady received entitlements through the
zoning or development pert’nit stage, which counts towards the City’s capacity for
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 implelnentation of housing
programs and process improvements will provide critical support. 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 proacti.vely suppo~ the
City’s efforts to meet its regional housing needs.

E. PROGRAM IMPLEMENTATION STATUS (TABLE C) ’

Table C provides a complete list and status report on the City’s prog, rams to assist low-
income renters and homebuyers. The City has a variety of housing programs to address
San Jose’s housing needs.Additionally, San Jose continues to adopt Zoning Ordinance
changes to streamline housing production and to facilitate the creation of affordable
housing. 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 was expected to go into effect on January 1, 2013, and would have
requh’ed that 15% of the units built citywide will be affordable, However, ~he ordinance
is currently on hold due to legal challenges. The court ruling is currently under appeal.

Attachment: Annual Housing Element Progress Report - Housing E!ement
Implementation Tables A-C.
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