MEMORANDUM

TO: CITY COUNCIL

FROM: ROB STRONG, COMMUNITY DEVELOPMENT DIRECTOR

BY: KELLY HEFFERNON, ASSOCIATE PLANNER

SUBJECT: CONSIDERATION OF AGREEMENT FOR CONSULTANT

SERVICES FOR PREPARATION OF AN AFFORDABLE
HOUSING IN-LIEU FEE NEXUS STUDY; APPLICANT: CITY OF
ARROYO GRANDE; LOCATION: CITYWIDE.

DATE: FEBRUARY 26, 2008

RECOMMENDATION:
It is recommended the City Council approve an Agreement with Tierra West Advisors

for preparation of an Affordable Housing In-Lieu Fee Nexus Study in an amount not to
exceed $22,500.

FINANCIAL IMPACT:

It is recommended that the Affordable Housing In-Lieu Fee Nexus Study (“Nexus
Study”) be funded through the City's RDA set-aside fund, which currently has a balance
of $1,226,138. Once the Nexus Study is completed and an in-lieu fee is established,
the City will gain revenue from pending and future residential and mixed-use projects
with an affordable housing in-lieu fee requirement. Municipal Code Section 16.80.050
defines how the Inclusionary Housing In-Lieu Fee is calculated, to be confirmed by the

City Council periodically. No other financial impacts are projected from this
recommendation.

BACKGROUND:

On December 11, 2007, the City Council repealed and repiaced Chapter 16.80 of the
Municipal Code to integrate the policies and programs of the 2005 Amended Housing
Element regarding the City's inclusionary affordable housing requirements (see
Attachment 1 for Ordinance No. 595). The Ordinance requires that all residential
developments or land subdivision projects of two or more units provide affordable
housing units to be rented or sold to qualified Low, Moderate or Very Low-income
households. However, the Ordinance permits applicants to satisfy inclusionary housing
requirements by payment of in-lieu fees or dedication of land rather than providing on-
site affordable units.
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On November 27, 2007, the City Council authorized staff to issue a request for
proposals (RFP) for a Nexus Study in order to ensure the in-lieu fee is developed and
established consistent with all legal requirements.

ANALYSIS OF ISSUES:

Inclusionary affordable housing requirements may be met by payment of an in-lieu fee
paid into the affordable housing trust fund for housing projects of up to five (5) units.
Fees are required to be paid prior to issuance of the first ministerial permit and may be
made for each phase of a phased project. The City currently requires compliance on a
case-by-case basis and has based fees on State affordable housing and cost of
construction standards. Calculating fees has been challenging due to changing
standards and costs of construction and applicability to diverse projects. The purpose
of the Nexus Study is to ensure the in-lieu fee is established consistent with all legal
requirements. The scope of work for the Nexus Study is as follows:

. Analyze current and projected local housing costs for all residential units,
including rental and ownership housing for mixed use, apartments,
condominiums and single-family residential units in the City of Arroyo Grande.
Include recommendations for use of either CPI, Engineering New Index or other
fee escalator methodology.

. Provide methodology for calculation of in-lieu fees for Very Low, Low and
Moderate-income groups as established by the California Health and Safety
Code Sections 50052.5 through 50053 and qualified for inclusionary affordable
housing units under the Inclusionary Affordable Housing Ordinance. Review the
affordable gap analysis as follows:

o Identify target levels as indicated above.

o Calculate maximum affordable monthly housing costs by income level and
household size.

o Define affordable housing expense for renters and owners.

o Calculate the affordability gap between the market-rate and affordable-rate
housing.

o In discussion with City staff, investigate the possibility of City participation as
part of the gap calculation. Provide estimates of total costs to City and
potential revenue sources as part of the analysis.

. Prepare a report to provide a defensible and reasonable nexus between the in-
lieu fee and the need to meet affordable housing goals.

Provide twenty (20) copies of the final report to the City.

Commence the in-lieu fee study by attending an initiation meeting with City staff

to review the study's scope, process and schedule.

o Plan to attend at least two (2) additional meetings with staff and at least two (2)
public hearing meetings with the Planning Commission and City Council.
. Confer and consult as needed with agency special legal council, City Attorney

and staff.
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The RFP was sent to twelve (12) firms on January 15, 2008. The City received two
proposals, one from Pacific Municipal Consuitants (PMC) with a cost proposal of
$35,920, and one from Tierra West Advisors with a fee quote not to exceed $22,500.
Both firms are highly qualified to perform the Nexus Study; however, given the
considerable cost difference between the two proposals ($13,420), staff recommends
approving an agreement with Tierra West Advisors.

Tierra West Advisors has performed other prior affordable housing work for the City,
which staff has been very satisfied with. A copy of their proposal is included as
Attachment 2.

ALTERNATIVES:
The following alternatives are offered for Council’'s consideration:

- Approve an agreement with Tierra West Advisors for preparation of an Affordable
Housing In-Lieu Fee Nexus Study in an amount not to exceed $22,500;

- Approve an agreement with PMC for preparation of a Nexus Study in an amount
not to exceed $35,920;

- Do not approve an agreement at this time and direct staff to send out another
request for proposals (RFP);

- Reconsider the authorization to issue an RFP for a Nexus Study; or

- Provide other direction to staff.

ADVANTAGES:

The following are positive aspects of approving an agreement with Tierra West Advisors
to establish an accurate housing in-lieu fee with respect to the goals and policies of the
City:
e The City will have an established and legally defensible affordable
housing in-lieu fee that will help make up the difference between
market rate and affordable units.

* Approving an agreement with Tierra West instead of PMC will save the
City $13,420.

DISADVANTAGES:

o The City will be paying for an Affordable Housing In-Lieu Fee Nexus
Study at a time when the City's budget is restrained.

ENVIRONMENTAL REVIEW:
No environmental review is required for this item.

PUBLIC NOTIFICATION AND COMMENTS:
The Agenda was posted in front of City Hall on Thursday, February 21, 2008. The

Agenda and report were posted on the City’s website on Friday, February 22, 2008. No
public comments were received.
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Attachments:
1. Ordinance No. 595
2. Proposal from Tierra West Advisors

S:\Community Development\PROJECTS\SPECIAL\HOUSING _ISSUES\WFFORDABLE_HOUSING\Nexus Study\02-26-08 CC Staff
Report.doc






