
REPORT                         
To the Redwood City Planning Commission  

From Planning Staff 
 
May 1, 2018 
 
SUBJECT 
Inclusionary Housing Ordinance Requiring Affordable Units in Residential 
Developments (new Article 29 of the Zoning Ordinance) and Related Updates to State 
Density Bonus Law Provisions (Section 32.19) 
 
RECOMMENDATION 
1) Hold a public hearing and 2) Adopt a Resolution Recommending Amendments to the 
Zoning Ordinance to Require Affordable Units and Update State Density Bonus Law 
Provisions  
 
BACKGROUND 
Redwood City has a strong and ongoing commitment to provide housing opportunities 
for all members of our community. In 2013, the City adopted a housing element with a 
variety of policies and programs intended to increase housing supply and address 
housing affordability issues. The Regional Housing Needs Allocation (RHNA) goal, a 
critical component of the Housing Element, is a primary consideration when establishing 
housing policies. This RHNA goal identifies the amount of housing at each affordability 
level needed to meet projected local demand.1 
  
Recent Redwood City multi-family residential developments have primarily contained 
market rate units and very few affordable units. Previously, the Redevelopment Agency 
had required 15% of all units to be affordable, resulting in the production of over 700 
affordable units. In 2015, to address the loss of Redevelopment Agency affordable 
housing funds and increase the production of affordable housing, the City adopted 
affordable housing impact fees for both residential and non-residential development. 
The collected fees are deposited into the Affordable Housing Fund that are used 
towards construction of new affordable housing, acquisition of land, or conversion of 
existing units to low or very low-income units. The fee program was designed to meet 
the requirements of a 2009 court decision, Palmer/Sixth Street Properties, L.P. v. City of 
Los Angeles (“Palmer”), which stated that requiring on-site construction of affordable 
rental units was a violation of State Law, specifically the Costa-Hawkins Rental Housing 
Act. Cities were prohibited from requiring inclusionary housing for rental projects. 
  
In September of 2017, Governor Brown signed into law a package of housing bills 
intended to address housing issues and the public review process throughout the State. 

                                            
1
 The RHNA is a state-mandated process used to identify the total number of housing units that each 

jurisdiction must accommodate in Housing Elements. As part of this process, the California Department of 
Housing and Community Development (HCD) identifies the total housing need for the Bay Area. The 
Association of Bay Area Governments (ABAG) as the Regional Planning Agency, develops the 
methodology to distribute the housing need to local governments consistent with the region’s Sustainable 
Communities Strategy. 

https://abag.ca.gov/planning/housingneeds/


Two of the bills are related to the City’s efforts to encourage affordable unit production. 
AB 1505 supersedes the Palmer case and allows cities and counties to require on-site 
construction of affordable rental housing (also called “inclusionary” housing). In other 
words, a City may now require that a certain percentage of units in each new housing 
development be designated as affordable. In December of 2017, the City Council 
initiated proceedings to consider an inclusionary housing requirement.  
 
SB 35 provides an affordable housing streamlined review and decision process in 
jurisdictions that have not issued enough building permits by income category within a 
defined reporting period to satisfy the RHNA requirements. Eligibility for streamlining 
under SB 35 is based upon the number of above-moderate and/or low-income units 
produced within the reporting period. In the most recent reporting period, Redwood City 
met the RHNA goal for above-moderate (or market-rate) unit production. As a result, 
streamlining would apply for residential projects that contains at least 50% of the units 
affordable to low-income households. 
 
The City currently has several development-related policies and programs relating to 
affordable housing: 

1. An affordable housing impact fee for new residential, commercial and office 
development. This impact fee program allows developers to build on-site 
affordable housing in-lieu of the fee, if the developer chooses to do so. 

2. A Downtown Precise Plan requirement that 15% (375 units) of the total 2,500 
new residential units be developed for low or very low income households 

3. A requirement in the North Main Street Precise Plan that 15% of new market-rate 
residential units be provided for very low, low or moderate-income households. 
The 353 Main Street project meets this requirement by providing 19 very low, low 
and moderate income units.  

4. Financial support of a wide variety of affordable housing projects, including 
property acquisition to create or preserve affordability, home improvement loan 
programs, homelessness programs and home sharing support, through the 
Community Development Block Grant and HOME Investment Partnerships 
programs.  

 
PROJECT DESCRIPTION 
In order to strengthen the City’s existing housing policies and programs, City staff is 
proposing an inclusionary housing requirement with related updates to the City’s density 
bonus requirements. 
 
The proposed ordinance (Article 29 – Inclusionary Housing, Attachment 1) has the 
following components: 
 

• Purpose and Definitions – Describing the intent of the ordinance and clarifying 
terms for affordable housing and related programs. 

• Applicability – Describing which projects are subject to the requirement. 

• Requirements for Affordable Housing – Stating the percentages of required units 
for ownership and rental projects, as well as the level of affordability. 

• Payment of a Housing Impact Fee – Describing how projects pay the impact fee 
and exemptions. 



• Affordable Unit Standards – Requiring certain standards for affordable units, 
including quality of construction, availability of occupancy and duration of 
affordability. 

• Alternatives – Creating alternative means of compliance in case of specific 
circumstances. 

• Waiver of Requirements – Option to request a waiver from the requirement.  

• Housing Fund and Enforcement – Sections carried over from the Impact Fee 
Ordinance.  

 
Related to these changes, staff is recommending an update to the City’s Affordable 
Housing Density Bonuses requirements (Section 32.19). The State of California 
requires municipalities to adopt a density bonus ordinance, which clarifies the submittal 
requirements, review timelines, and review procedures for eligible development. The 
State’s density bonus provisions (Government Code 65915) allows greater residential 
densities than the maximums allowed by local zoning or the General Plan. In addition, 
the State’s provisions allow concessions from local development standards and 
provides developers with incentives to create more affordable units. Concessions can 
include additional building height, reductions in setbacks, and reductions in parking. The 
proposed amendments to the City’s density bonus ordinance will bring our code into 
compliance with the State’s density bonus provisions and will help developers 
understand the local submittal requirements and concessions that may be considered. 
Staff is also recommending amendments to the Affordable Housing Impact Fee 
ordinance in the Municipal Code to ensure consistency in affordable unit requirements. 

 
ANALYSIS 
There are benefits and drawbacks to requiring on-site affordable units through an 
inclusionary ordinance rather than payment of an affordable housing impact fee. The 
benefits are significant. Affordable units in market-rate developments can be 
constructed more quickly than nonprofit affordable units, which require more time for 
financing. In addition, construction of affordable units throughout different 
neighborhoods can meet a wider array of housing needs than concentrating a larger 
number of units in one development as a traditional 100 percent affordable project. The 
presence of affordable units within each residential project provides more opportunities 
for residents to remain in the community. 
  
The drawbacks relate to how an inclusionary requirement can increase the costs of 
development and potentially reduce residential construction. The goal of an inclusionary 
requirement is to produce additional affordable housing. This goal is unachievable if 
increased construction costs due to the inclusionary requirement are high enough to 
discourage residential development. Another potential drawback of onsite units versus a 
fee is that it reduces City funds that can be used for other affordable housing projects, 
such as the recently approved Bradford Street project (117 very low-income senior 
units). This type of project is possible when the City has funds to contribute to a housing 
nonprofit’s project. Lastly, an inclusionary ordinance can require significant 
administration to ensure that small numbers of affordable units across multiple projects 
are rented or owned by qualified residents.  
 



Finding the right balance between these tradeoffs is a key consideration for this new 
policy. To assess feasibility of an inclusionary requirement and in-lieu fee amount, the 
City commissioned a report from Baird + Driskell Community Planning of real estate 
development economics and an affordable housing technical analysis that was used to 
develop options for consideration. The results of that analysis are included in 
Attachment 3 and incorporated below. As this is a complicated issue, staff has also 
augmented this report analysis with a Supplemental Information sheet found in 
Attachment 2. It provides further information and resources on common questions and 
concerns.  With the above tradeoffs in mind, staff considered the following areas of 
analysis for this ordinance.  
 

Figure 1 – Areas of Analysis 

 
 
 
Survey of Other Cities and Redwood City Needs Analysis – Prior to detailed analysis, 
staff conducted a survey of surrounding cities’ affordable unit requirements (see 
Attachment 2, Supplemental Information). Overall, staff found some variation both for 
the minimum project size for the program and the percentages and targeted 
affordability, with a general average of 10-15% affordable with minimum number of units 
at 10.  
  
Nearby cities have different percentage requirements, depending on individual market 
conditions and city goals. Redwood City’s RHNA sets city-specific targets for housing 
needs by income.  
 

 

 

 

 
 



Table 1 - Redwood City Annual Housing Progress Report as of December 2017 

 RHNA Target Permits 
Issued 

Remaining 
Need 

Very Low 706 7 699 

Low 429 57 372 

Moderate 502 0 502 

Market Rate 1,152 1,645 0 

TOTAL 2,789 1,709 1,573 

 

The City has the following affordable units either pending or approved (and not yet 
reflected in the RHNA reporting) 

• 191 low income units (1401 Broadway, 353 Main Street, Habitat project , and 
1601 El Camino Real) 

• 159 very low income units (707 Bradford (senior housing), 1401 Broadway, 504 
El Camino Real, and 353 Main Street) 

• 3 moderate income units (353 Main Street) 
 

To create more variety in affordability levels, additional focus on the moderate and very 
low income unit category is needed. However, for the purposes of the recent SB 35 law, 
Redwood City will continue to be subject to the streamlining requirement (projects with 
50% affordable units or more) if the goals for Very Low or Low Income units are not 
met. Moderate Income units will not count towards SB 35 streamlining exemptions.  
 
How many affordable units should be required, and what level of affordability? The 
economic analysis considered the additional cost impact on the feasibility of market-rate 
projects and the corresponding density bonuses and concessions developers could 
request under state law. If an inclusionary percentage requirement is too costly and the 
incentives too small, the project may not “pencil,” resulting in reduced construction of 
new housing. A reduction in new housing construction also reduces the number of new 
affordable housing units that may be created. 
 
For example, a 15% requirement for a 100-unit project would result in 15 affordable 
units considering project factors such as land value, construction costs, and 
expectations of a reasonable profit. A 25% requirement on the same site with similar 
project factors could add 25 affordable units, but if the requirement results in a project 
that is financially infeasible, the resulting construction of affordable units for that project 
is zero. The State Housing and Community Development Department (HCD) may 
further review ordinances exceeding 15% mandated affordable units for low-income 
households to ensure the requirement does not reduce overall residential construction. 
Currently, Redwood City does not expect additional scrutiny from HCD as the City is 
exceeding its RHNA target of market-rate construction and submitting timely housing 
progress reports. 
 

 



Inclusionary Percentage Options 
To ensure feasibility and effectiveness, the City should consider a balance between the 
percentage of affordable units required and level of affordability. Greater affordability 
results in a higher cost to the project developer, potentially reducing the total number of 
units (marker-rate and below-market-rate) that may be feasible. In addition, affordable 
housing percentages that align with state density bonus incentives are important for 
ensuring feasibility and effectiveness. With that in mind, staff developed two options for 
consideration:  
    

Table 2 – Options for Percentage Requirements 

 OPTION A 
Flexibility for individual 

projects 

OPTION B 
Affordability for a variety of levels 

within each project 

Rental 20% Moderate OR 
15% Low Income OR 

12% Very Low Income 

10% Moderate Income AND 
5% Low Income AND 
5% Very Low Income 

Ownership 15% Moderate Income 15% Moderate Income 

 
Both options establish expectations for the developer and are feasible. However, there 
are different tradeoffs. Option A allows developers to pick a level of income and number 
of units (and associated density bonus incentives) that make sense for their project. 
However, this reduces the City’s ability to obtain a preferred level of affordability in each 
project in order to address the needs at any given time. Option B provide a wider range 
of affordability in each project, but reduces developer’s flexibility.  
 

STAFF RECOMMENDS: Option B, requiring affordability for a variety of 
levels within each project. Staff also suggests a provision allowing developers to 
propose alternative percentages and levels of affordability as part of their 
housing plan as long as the financial value meets or exceeds the value of the 
requirement.   

 
What is the minimum project size needed for on-site affordable units? The City wants to 
generate the maximum number of affordable units. Project size thresholds in nearby 
cities vary, but generally average around a minimum size of 10 units. However, setting 
the threshold to 10 units may create drawbacks. Smaller projects are often infill projects 
located in established residential neighborhoods, where maintaining an existing 
residential character is an important concern. Requiring onsite affordable units will allow 
developers to request concessions, which could create more variability in the building 
envelope for new development.  
 
Producing deed-restricted affordable housing results in a certain amount of 
administrative costs. Administration means ensuring that the units are rented or sold to 
qualified residents and that appropriate documentation is maintained.  Historically, this 
has been challenging for property managers of market-rate projects, resulting in out-of-



compliance units and adding a significant administrative burden for the City. Balancing 
the goals of providing units while maximizing efficiency is critical.  
 
Generally, affordable unit programs such as an inclusionary requirement have the most 
beneficial impact with larger residential projects. The larger residential developments 
result in more affordable units, simplifying the administrative process. In order to assess 
the production of affordable units between projects, staff looked at the total number of 
units for eight pending projects. As the table below shows, with a 20% affordable unit 
requirement, five large products would have produced 232 affordable units, while three 
small projects produce only four affordable units.  
 

Table 3 – Production of Affordable Housing based on Project Size 

Pending Projects Total Units Affordable Units 
Required (20%) 

Five projects of 20 
units or more 

1,292 232 

Three projects of 
less than 19 units 

39 4 
 

 
It is possible that the cost of providing affordable units would be an incentive to reduce 
the total number of units to avoid the 10-unit threshold, further reducing the number of 
affordable units. Alternatively, instead of reducing the total number of units, the 
developer could request concessions from development standards to make the smaller 
project financially feasible. This could result in neighborhood compatibility issues if 
development concessions are requested. 
 
For these reasons, staff is recommending that the inclusionary requirement apply to 
projects with 20 units or more and that projects between 5-19 units would pay an 
affordable housing impact fee, resulting in funds that will be used towards affordable 
housing programs.  However, as an alternative the Planning Commission may consider 
an alternative threshold, such as 10 units or more.  
 

STAFF RECOMMENDS: Minimum of 20 units for individual residential 
projects. Projects of 5-19 units will continue to pay the housing impact fee.  

 
How does the state density bonus law relate to inclusionary requirements?    
The state density bonus law increases the economic feasibility of affordable unit 
construction. The additional market-rate units and concessions from development 
standards help to off-set the developer costs of providing affordable housing units. 
Affordability levels within the inclusionary ordinance could align with the requirements of 
the state density bonus law in order to incentivize production of affordable housing. 
 



Table 4 – Options with State Density Bonus 

Percent 
Affordability 

Bonus  
Density 

Number of 
Concessions 

5% Very Low 20% 1 

12% Very Low 35% 2 

5% Low None 0 

15% Low 27.5% 1 

10% Moderate 
(Ownership) 

5% 1 

15% Moderate 
(Ownership) 

10%  1 

20% Moderate 
(Ownership) 

15% 2 

 

Concessions granted through state density bonus could include additional height 
beyond what the zoning district allows, reduced setbacks or other site development 
deviations.  In addition, density bonus projects also automatically qualify for a reduced 
parking rate, apart from the allowed concessions.   
 

Per state law, cities must adopt density bonus submittal requirements and specify 
preferred concessions and incentives. The amendments to Section 32.19 (Attachment 
1) provides application requirements, and creates a two-tier system for concessions. 
Preferred concessions do not require separate financial analysis, while all other 
concessions do require the analysis. Staff suggests a broad list of preferred 
concessions, including: building height, parking, rear yard setback, and deferred 
payment of development impact fees. Deviations not listed would require financial 
analysis identifying how the incentive reduces costs and allows for the production of 
affordable housing.  

 

STAFF RECOMMENDS:  Update the State Density Bonus section to reflect 
the bonuses and concessions that may be granted to projects providing on-site 
affordable units. 

 
How does this new requirement relate to the affordable housing impact fee and other 
programs? The City currently has an impact fee that applies to all new residential 
development of five or more units and nonresidential development over a certain size. 
This fee is intended to partially mitigate the affordable housing impacts generated by 
new residential and commercial development. This fee would continue for all applicable 
commercial projects and residential projects of 5-19 units. Projects over 20 units would 
be subject to the inclusionary requirement described above. 
 



The proposed ordinance includes alternatives to payment of the housing impact fee or 
the construction of on-site affordable units. As an alternative to the construction of 
affordable units, developers would have the option to pay an “in-lieu” fee in the following 
instances: 
 

• When a inclusionary requirement results in a fraction of a unit 
• Upon satisfying certain findings, applicants would be able to pay an in-lieu fee for 

the entire inclusionary requirement.  This would apply where the in-lieu fee 
covers the cost of providing an equivalent number of affordable units, based 
upon an affordability gap analysis, and only to projects with larger units (i.e. an 
average unit size of 2,000 square feet or four bedrooms).  

 

Generally, in-lieu fees are calculated on a per unit basis and are more expensive than a 
traditional impact fee. This is intended to accurately capture the value of providing an 
on-site unit without modifications to encourage feasibility. Although payment of an in-
lieu fee might appear to be an attractive option, developers paying the fee would give up 
the ability to include market-rate density bonus units, concessions or incentives, and 
waivers from development standards. The analysis suggests setting the rate at 
$400,000 per affordable unit required. The in-lieu fee will be set by resolution of the City 
Council.   
 

STAFF RECOMMENDS:  Establishing an in-lieu fee in the master fee 
schedule that is consistent with the cost of providing an affordable unit. This in-
lieu fee would be significantly higher than the current impact fee and would be 
approved in a resolution as part of Council action.   
 

GENERAL PLAN AND ZONING COMPLIANCE 

• Goal H-2 - Promote, encourage, and assist in the development of housing that 
meets the needs of all socio-economic segments of the community. 

• Policy H-2.1 - Pursue and maximize the use of State, federal, local, and private 
funding for the development, preservation and rehabilitation of housing affordable 
to very low, low, and moderate income households. 

• Policy H-2.5 - Consider various avenues to ensure the provision or construction 
of affordable housing and other community benefits. 

 
ENVIRONMENTAL REVIEW 
The requirement does not meet the definition of a project as there is no possibility for a 
direct physical change in the environment or a reasonably foreseeable indirect change 
on the environment. Changing the requirements for affordability of the units will not alter 
the physical development standards such as height, setbacks, lot coverage, density or 
other requirements. 
 
PUBLIC NOTIFICATION AND COMMENT 
On December 18, 2017 City Council initiated proceedings to consider an inclusionary 
housing requirement. Staff also developed an email list of interested parties from the 
previous Affordable Housing Impact Fee program, as well as recent development 
applications and provided notice of this hearing. Lastly, staff created a website at 
www.redwoodcity.org to provide information and resources on this requirement.   

http://www.redwoodcity.org/


 
Staff brought the proposed recommendation to the Housing and Human Concerns 
Committee at their April 24, 2018 meeting. After the presentation they asked clarifying 
questions about state density bonus, differing percentages and minimum project size. 
They expressed support for an inclusionary ordinance.  
 
Staff has also received a comment letter from a developer expressing concern for the 
requirement, stating it is too restrictive. This letter is available in Attachment 4.  
 
FUTURE STEPS 
The Planning Commission recommendation will be forwarded to City Council for their 
consideration at their meeting of May 21, 2018. 
 
ALTERNATIVES 
The Planning Commission may: 

1. Modify the recommendation, such as:  
a. Lowering the minimum project size requirement to 10 units or more 
b. Changing the percentage of affordable units or level of affordability 
c. Listing alternative preferred concessions 
d. Other modifications 

2. Request more information prior to making a recommendation.  
3. Recommend that the City Council not adopt an inclusionary requirement.  

 

 

 

 
Diana O’Dell 
Principal Planner 

 Steven Turner 
Planning Manager 

             

ATTACHMENTS 
1. Resolution Recommending Adoption of New Zoning Article 29 (Affordable 

Housing Requirement) and related amendments to Section 32.19 (Affordable 
Housing Density Bonuses) 

2. Supplemental Information and Frequently Asked Questions 
3. Technical Memo Analyzing Feasibility of Various Affordable Housing 

Requirements 
4. Comments from the Public 

 
 
RELATED SOURCES AVAILABLE ON WWW.REDWOODCITY.ORG 

1. December 18, 2017 Council report on Initiation of Proceedings 
2. Existing Density Bonus Section 32.19 
3. Existing Affordable Housing Impact Fee Article XVII of Chapter 18 of the 

Municipal Code 
 

http://www.redwoodcity.org/
http://agendas.redwoodcity.org/sirepub/pubmtgframe.aspx?meetid=630&doctype=AGENDA
https://library.municode.com/ca/redwood_city/codes/zoning?nodeId=ART32SUPR_32.19AFHODEBO
https://library.municode.com/ca/redwood_city/codes/code_of_ordinances?nodeId=CH18LOIMPL_ARTXVIIAFHOIMFE
https://library.municode.com/ca/redwood_city/codes/code_of_ordinances?nodeId=CH18LOIMPL_ARTXVIIAFHOIMFE


Supplemental Information on Inclusionary Housing 

Requirements 

 

What types of incomes qualify as very low, low or moderate?  
These incomes are adjusted every year. For 2017, the San Mateo County area median income  (AMI) 
was $115,300 for a family a four.  
 

 One person Family of four 

Very Low (50% AMI) $46,100 $65,800 

Low (80% AMI) $73,750 $105,350 

Moderate $96,850 $138,350 

 

How much does it cost to build an affordable unit?  
There are many factors that affect the cost of an affordable unit. Cost of construction, land value, 
level of affordability, and unit size can all impact the cost. In general, $400,000/unit is a good rule of 
thumb in 2018. This number will change from year to year and project to project.  
 

What do other cities require? 
There is a range, below is a summary of nearby cities.  

 Minimum 
Project Size 

 Ownership Rental 

San Carlos 7 units 10% moderate + 5% low 
= 15% 

Impact Fee (developer may choose 
to build) 

San Mateo 11 units 15% moderate or 10% 
low 

15% low or 10% very low 

Menlo Park 10 units 10% at very low, low, or moderate. For 20 or more units, 15% 
shall be VLI, low and moderate. 110% of baseline. 

Santa Clara 10 units 15% mix of moderate, low, and very low income. Average 
income of purchasers/renters shall not exceed 100% area 
median income.  

Sunnyvale 8 units for 
ownership 

12.5% to “lower to 
moderate.” 

Silent – removed due to Palmer 
Decision. 

  

 

Why can’t we require more affordable units, such as 25% or 30%? 
The primary reason is effectiveness. If a requirement is too costly, the project may not “pencil,” 
resulting in reduced construction of new housing, including affordable units. For example, a 15% 
requirement for a 100 unit project will result in 15 affordable units. While a 30% requirement 

http://www.redwoodcity.org/home/showdocument?id=12312
http://www.codepublishing.com/CA/SanCarlos/#!/SanCarlos18/SanCarlos1816.html#18.16.030
https://www.cityofsanmateo.org/1095/Below-Market-Inclusionary-Program
https://www.menlopark.org/DocumentCenter/View/1493
http://santaclaraca.gov/home/showdocument?id=56670
https://qcode.us/codes/sunnyvale/view.php?topic=19-5-19_67-19_67_040&frames=off


could add twice the units, if the requirement is financially infeasible, the resulting construction of 
affordable units for that project is zero.  It is particularly challenging for smaller projects to provide 
larger percentages of affordable units, as cost is spread across fewer units. 
 
As a general rule, 15% is a common standard for inclusionary requirements. The State Housing and 
Community Development Department (HCD) may subject ordinances exceeding this amount with 
respect to low-income households to additional scrutiny, to ensure the requirement does not 
reduce overall residential construction.  
 

Is reducing residential construction a bad thing? Building new luxury 

housing makes our affordability crisis worse. 
Building market-rate housing and office and retail can result in increased need for a low-skilled 
workforce. However, it also provides additional housing options, reducing pressure on existing 
housing stock, particularly naturally affordable units and neighborhoods. While many people 
believe building more housing increases prices, research does not bear this out. A wide variety of 
factors have influenced the housing crisis, including jobs/housing imbalance, overall lack of supply, 
and tax policy that rewards new jobs, but not housing. Redwood City is addressing the housing 
crisis on a variety of fronts, including increasing supply along transit corridors, creating an 
inclusionary requirement, mandating impact fees for new construction, creating policies that 
mitigate displacement (minimum lease terms and relocation assistance) as well as making 
accessory dwelling units easy to build.  
 

Won’t creating an expensive requirement like affordable housing increase 

rents and prices? 
New development is subject to market forces, which currently are pushing up rents. However, a 
single development does not determine the market. Generally, if rents for a single project are 
substantially above market rate, the units would not lease. Costs associated with affordable housing 
are not generally passed on to the public since developers are cannot sell or rent for higher prices 
than what people will pay.  
 

Can we limit what concessions we allow? Wouldn’t a concession require an 

amendment to our General Plan or Zoning Ordinance? 
No. State density bonus law strictly limits how concessions may be denied and specifically states 
that granted concessions are not considered “inconsistent” with zoning or general 
plan.  Concessions may only be denied if any of the following is true: (1) The granted concession 
does not result in identifiable and actual cost reductions, or (2) the concessions would have a 
specific, adverse impact on public health, safety or the physical environment or specified historic 
resources, or (3) the concession or incentive would be contrary to state or federal law.  

 

How can these affordable units be required? Isn’t this rent control?  
No, this is not rent control. The state passed a law last year explicitly allowing cities to require 
affordable units as part of residential construction. Over 880 cities across the country have an 
inclusionary ordinance. Inclusionary housing for new development is just one of many tools that 
are need to tackle the affordability crisis. This is one way for new development to contribute to the 
solution, without imposing on developers the full burden of solving the housing crisis.  
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RESOLUTION NO. 18-08 
 

A RESOLUTION OF THE PLANNING COMMISSION OF THE 
CITY OF REDWOOD CITY RECOMMENDING THAT THE CITY 
COUNCIL ADOPT ARTICLE 29 (REQUIREMENTS FOR 
AFFORDABLE HOUSING) AND AMEND SECTION 32.19 
(AFFORDABLE HOUSING DENSITY BONUSES)  

 
WHEREAS, on October 24, 2014, the City Council of the City of Redwood 

City adopted its 2015-2023 Housing Element which contemplates, among other 
things, an ordinance to provide a mechanism to increase the supply of affordable 
housing in the City pursuant to Housing Element Programs H-3 and H-14; and  

WHEREAS, in September of 2017, Governor Brown signed AB 1505 
allowing cities and counties to require on-site construction of affordable housing 
(also called “inclusionary” housing) in connection with the development of market-
rate rental residential projects; and 

WHEREAS, on December 18, 2017, the City Council of the City of 
Redwood City initiated proceedings to consider a new requirement for on-site 
construction of affordable housing; and 

WHEREAS, the proposed Zoning Ordinance Amendment (the 
“Amendment”) would move existing Article 29 (CO (Commercial Office) District) to 
Article 12 (Reserved) and create a new Article 29 (Requirements for Affordable 
Units) instituting a requirement for residential development over a certain size to 
provide affordable units as part of the project, incorporate Municipal Code Chapter 
18 Article XVII (Affordable Housing Impact Fee) (which would be removed from the 
Municipal Code) into Article 29, and repeal and replace Section 32.19 (Affordable 
Housing Density Bonuses) to comply with state law; and  

WHEREAS, on May 1, 2018, the Planning Commission held a duly-noticed 
public hearing on the Amendment and considered the staff reports, oral and 
written, and testimony and materials presented by all those wishing to be heard 
on this Project at the public hearing on this matter. 
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NOW, THEREFORE, BE IT RESOLVED AS FOLLOWS: 

Section 1. The foregoing recitals are true and correct, are hereby 
incorporated herein by this reference as if fully set forth in their entirety, and constitute 
findings in this matter.  

Section 2. The Planning Commission hereby finds that the proposed 
Zoning Ordinance Amendment is in the public interest and consistent with the 
Redwood City General Plan as described in the accompanying staff report.   

Section 3.  This proposed Zoning Ordinance Amendment has been 
reviewed with respect to applicability of the California Environmental Quality Act 
("CEQA") and the State CEQA Guidelines (California Code of Regulations, Title 14, 
Sections 15000 et seq.). Passage of the Zoning Ordinance Amendment is not 
considered a project under Public Resources Code Section 21065 and CEQA 
Guidelines Section 15378, because the activity will not result in a direct or reasonably 
foreseeable indirect physical change in the environment.  In addition, the Zoning 
Ordinance Amendment is exempt from CEQA as it can be seen with certainty that 
there is no possibility for causing a significant effect on the environment (CEQA 
Guidelines Section 15061(b)(3)) as described in the staff report. Pursuant to CEQA 
Guidelines Section 15091(e), the documents and other materials that constitute the 
record of proceedings upon which the Planning Commission has based its decision 
are located in and may be obtained from the Office of the City Clerk at 1017 
Middlefield Road, Redwood City, California. The City Clerk is the custodian of records 
for all matters before the City. 

Section 4. The Planning Commission recommends that the City Council 
of the City of Redwood City adopt the Amendment in Exhibit A by moving existing 
Article 29 (CO (Commercial Office) District) to Article 12 (Reserved), adding a new 
Article 29 (Requirements for Affordable Housing), and repealing and replacing 
Section 32.19 (Affordable Housing Density Bonuses).  Exhibit A is attached hereto 
and incorporated herein by reference.  Wording in brackets ([example]) is 
informational only and is not to be included in the published ordinance.  

Section 5. This Resolution is effective upon its adoption. 

* * * 
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Exhibit A 
 
[Move CO (Commercial Office), currently Article 29, to Article 12, after PO (Professional Office). 
Article 12 is currently empty and reserved.] 
 
[New Article 29 is added to read as follows] 

 
Article 29 -Requirements for Affordable Housing   

29.1 Authority and Purpose 
29.2 Definitions 
29.3 Applicability 
29.4 Requirements for Inclusion of Affordable Housing 
29.5 Payment of a Housing Impact Fee 
29.6 Standards for Affordable Housing 
29.7 Affordable Housing Plan and Agreement 
29.8 Alternatives 
29.9  Waiver of Requirements 
29.10  Housing Fund 
29.11 Enforcement 
 
29.1 Authority and Purpose 

A. Authority.  
1. This Article shall be known and may be cited as the "Affordable Housing Ordinance." 
2. The fees established pursuant to this Article are adopted under the authority of 

California Constitution Article XI, Section 7, which provides: "A county or city may 
make and enforce within its limits all local, police, sanitary, and other ordinances and 
regulations not in conflict with general laws," and in accordance with the findings set 
forth in the ordinance codified in this Article.  

3. This Article shall apply to the extent permitted by the statutes and laws of the State 
of California. 

B. The purpose of this Article is to:  
1. Increase the supply of affordable housing by imposing an inclusionary requirement for 

residential development projects; and  
2. Ensure that smaller-size developments continue to be encouraged as an important 

component of the City’s housing strategy; 
3. Implement the Housing Element by creating a mechanism to provide affordable housing, 

intended to meet the needs of all community members.  
 

29.2 Definitions  
1. "Affordable housing fund" means a fund or account designated by the City to maintain and 

account for all monies received pursuant to this Article.  
2. "Affordable ownership cost" means the sales price of a for-sale affordable unit resulting in 

projected average monthly housing payments, during the first calendar year of a household's 
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occupancy, including interest, principal, mortgage insurance, property taxes, homeowners 
insurance, homeowners' association dues, if any, and a reasonable allowance for utilities, 
property maintenance, and repairs, not exceeding the sales prices specified by Section 
50052.5 of the California Health and Safety Code and California Code of Regulations Title 25, 
Sections 6910-6924.  

3. "Affordable rent" means the total monthly housing expenses for a rental affordable unit not 
exceeding the rents specified by Section 50053 of the California Health and Safety Code and 
California Code of Regulations Title 25, Sections 6910—6924. As used in this Chapter, 
"affordable rent" shall include the total of monthly payments by the tenant for all of the 
following: 

a. Use and occupancy of the affordable unit and land and all facilities associated with 
the affordable unit, including but not limited to parking (whether unbundled or not), 
bicycle storage, storage lockers, and use of all common areas;  

b. Any additional separately charged fees or service charges assessed by the owner, 
other than security deposits;  

c. An allowance for utilities paid by the tenant as established by the San Mateo County 
Housing Authority, including garbage collection, sewer, water, electricity, gas, and 
other heating, cooking. and refrigeration fuel, but not telephone service or cable TV; 
and  

d. Any other interest, taxes, fees or charges for use of the land or affordable unit or 
associated facilities and assessed by a public or private entity other than the owner, 
and paid by the tenant.  

4. “Affordable unit” means a dwelling unit in a residential development project that is occupied 
by, or available to, moderate, low, or very low income households at an affordable rent or an 
affordable ownership cost as required by this Article. " 

5. "Building permit" includes full structural building permits as well as partial permits such as 
foundation-only permits and demolition permits. 

6. "Developer" means the person(s) or legal entity(ies), who also may be the property owner, 
who is seeking residential development project permits or approvals from the City or 
developing a particular residential development project in the City. 

7. "For-sale unit" means a residential dwelling unit that may be sold individually in 
conformance with the Subdivision Map Act. For-sale units also include units that are 
converted from rental units to for-sale units. 

8. "Housing impact fee" means the fee paid by developers of residential and nonresidential 
development projects to mitigate the impacts that such developments have on the demand 
for affordable housing in the City.  

9. "Low income households" means households with incomes no greater than the maximum 
income for low income households, as published annually by the City for each household size, 
based on United States Department of Housing and Urban Development (HUD) and the 
California Department of Housing and Community Development (HCD) income limits for San 
Mateo County. 

10. "Market rate unit" means a dwelling unit in a residential development project that is not an 
affordable unit.  



ATTY/RESO.0032/PC RESO RECOMMENDING COUNCIL TO ADOPT ARTICLE 29 AFFORDABLE HOUSING 
REV: 04-26-18 PR 

Page 5 of 18 

11. "Moderate income households" means households with incomes no greater than the 
maximum income for moderate income households, as published annually by the City for 
each household size, based on United States Department of Housing and Urban Development 
(HUD) and the California Department of Housing and Community Development (HCD) 
income limits for San Mateo County. 

12. "Nonresidential development project" means an application for a planning permit or building 
permit that includes the new construction of gross square feet of nonresidential space or the 
conversion of a residential use to a nonresidential use.  

13. "Planning permit" means any discretionary approval of a residential development project, 
including, without limitation, a general or specific plan adoption or amendment, rezoning, 
tentative map, parcel map, conditional use permit, variances, or design review. 

14. "Rental unit" means a dwelling unit that is intended to be offered for rent or lease and that 
cannot be sold individually in conformance with the Subdivision Map Act. 

15. "Residential development project" means an application for a planning permit or building 
permit at one (1) location to create one (1) or more additional dwelling units, convert 
nonresidential uses to dwelling units, subdivide a parcel to create one (1) or more separately 
transferable parcels intended for residential development, or implement a condominium 
conversion, including development constructed at one (1) time and in phases. "One (1) 
location" includes all adjacent parcels of land under common ownership or control, the 
property lines of which are contiguous at any point, or the property lines of which are 
separated only by a public or private street, road, or other public or private right-of-way, or 
separated only by the lands owned or controlled by the developer.  

16. "Review authority" means the City staff person or body authorized to approve or deny an 
application for a planning or building permit for a residential development project. 

17. "Very low income households" means households with incomes no greater than the 
maximum income for very low income households, as published annually by the City for each 
household size, based on United States Department of Housing and Urban Development 
(HUD) and the California Department of Housing and Community Development (HCD) 
income limits for San Mateo County. 

 
29.3 Applicability 
The requirements of this Article 29 apply to new nonresidential development projects and 
residential development projects as set forth below. 
A. Housing Impact Fee. A housing impact fee is imposed on all developers of nonresidential 

development projects and residential development projects between 5 to 19 units, subject to the 
exemptions in Section 29.5 (Payment of a Housing Impact Fee).  

B. On-Site Construction of Affordable Housing. Residential development projects of 20 units or 
more (excluding accessory dwelling units) are required to construct affordable units on site per 
Section 29.4 (Requirements for Inclusion of Affordable Units) and other applicable provisions of 
this Article.  

C. Four or Fewer Dwelling Units. Residential development projects of 4 or fewer dwelling units are 
exempt from the requirements of this Article. 
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29.4 Requirements for Inclusion of Affordable Housing  
A. Number of Affordable Units and Level of Affordability.  The number of affordable units must 

be constructed as specified below unless an alternative is approved per Section 29.6 
(Alternatives). For the purposes of this section, “total units” does not include units awarded 
above the otherwise-allowable maximum density as part of a density bonus in Section 32.19 
(Affordable Housing Density Bonuses). 

1. Rental Projects – Ten percent (10%) of the proposed units in a rental residential 
development shall be affordable to moderate income households, five percent (5%) 
of the proposed units in a rental residential development shall be affordable to low 
income households, and five percent (5%) of the proposed units shall be set aside for 
very low income households. Alternative percentages and levels of affordability may 
be considered as part of the Affordable Housing Plan and Agreement (Section 
29.7) and the review authority may approve or conditionally approve such an 
alternative if it determines, based on substantial evidence, that such alternative 
percentages and levels of affordability will provide as many or more affordable units 
at the same or lower income levels or will otherwise provide greater public benefit 
than the standard requirement. 

2. Ownership Projects - Fifteen percent (15%) of the proposed units shall be affordable 
to moderate income households.  

3. Fractional Units. In calculating the number of affordable units required, any fraction 
of a whole number shall be satisfied by either developing one additional affordable 
unit or by paying an affordable housing in-lieu fee.  

B. Density Bonus. Affordable units that satisfy the requirements of this chapter may be counted 
toward the number of affordable units required for a density bonus under California 
Government Code Sections 65915 through 65918. To be eligible, the affordable units shall 
meet all of the applicable requirements in California Government Code Section 65915. These 
requirements, including application submittal requirements and replacement housing 
obligations are summarized in Section 32.19 (Affordable Housing Density Bonuses). 

C. Affordable Housing In-Lieu Fee. The affordable housing in-lieu fee for fractional units shall be 
established by resolution of the City Council and updated from time to time.  Affordable 
housing in-lieu fees shall not exceed the fractional cost of providing an affordable unit. 
 

29.5 Payment of a Housing Impact Fee 
A. Amount. The amount of the housing impact fee shall be established from time to time by 

resolution of the City Council. Housing impact fees shall not exceed the cost of mitigating the 
impact of nonresidential and residential development projects on the need for affordable housing 
in the City.  

B. Timing of Payment. Payment of the residential and nonresidential development project housing 
impact fees shall be due prior to the issuance of the first building permit for the development. 
The fees shall be calculated based on the fee schedule in effect at the time the building permit is 
issued.  

C. Exemptions. The housing impact fee shall not apply to developers of residential or nonresidential 
development projects which fall within one or more of the following categories: 
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1. Four or Fewer Dwellings. The housing impact fee shall not apply to developers of 
residential development projects consisting of four (4) or fewer dwelling units; the 
creation of four (4) or fewer parcels, provided that no more than four (4) dwelling units 
are allowed; or accessory dwellings created under Article 37 of the Redwood City Zoning 
Code.  

2. Twenty or More Dwellings. Residential development projects of 20 units or more 
(excluding accessory dwelling units) that are required to construct affordable units on 
site per Section 29.4 (Requirements for Inclusion of Affordable Housing) of this Article. 

3. Nonresidential Development of 5,000 Sq. Ft. or Less. The housing impact fee shall not 
apply to developers of nonresidential development projects adding five thousand (5,000) 
square feet or less of net new square footage. 

4. Government-owned. Residential or nonresidential development projects located on 
property owned by the state of California, the United States of America, or any of its 
agencies and used exclusively for governmental or educational purposes.  

5. Damaged or Destroyed. Any structure proposed to repair or replace a building that was 
damaged or destroyed by fire or other calamity, so long as the square footage and use of 
the building remains the same, and construction of the replacement building begins 
within one (1) year of the damage's occurrence.  

6. Vested Right to Proceed. Residential or nonresidential development projects to the extent 
they have received a vested right to proceed without payment of housing impact fees 
pursuant to state law, including those that are the subject of development agreements 
currently in effect with the City, if such development agreements were approved prior to 
the effective date of the ordinance from which this Article is derived and where such 
agreements expressly preclude the City from requiring payment of the housing impact 
fee.  

7. Application Deemed Complete prior to September 21, 2015. Residential or nonresidential 
development projects for which applications have been deemed complete prior to 
September 21, 2015.  

8. Provision of Affordable Housing. A residential or nonresidential development project 
may mitigate its impact on the need for affordable housing by providing affordable 
housing units instead of paying the impact fee, so long as the affordable units are provided 
in accordance with an affordable housing plan (Section 29.7) and meet all of the 
standards in Section 29.6 and 29.8.A of this Article. 

9. Other uses that may be specified by resolution of the City Council. 
 
29.6 Standards for Affordable Housing  

A. Quality of Construction and Number of Bedrooms. All affordable units required by this Article 
shall be comparable to the overall quality of construction to market-rate units in the same 
housing development as follows:  

1. The exterior appearance of the affordable units shall be compatible with that of 
market-rate units. 

2. Interior finishes and amenities may not differ from those provided in the base model 
market rate units.  
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3. The number of bedrooms in the affordable units shall be comparable to the average 
number of bedrooms in the market-rate units, include comparable square feet by unit 
size and the affordable units shall be reasonably dispersed within the residential 
development, with unit locations comparable to those of the market-rate units, 
subject to review and approval by the community development director.  

4. The affordable units shall have access to the same amenities as the market rate units 
included within the affordable ownership cost or affordable rent for the affordable 
unit. For example, residents of the affordable units shall not be excluded from 
common open space, parking, storage, and other community facilities or amenities in 
the residential development project, nor shall households residing in affordable units 
be charged more than an affordable rent or an affordable ownership cost as defined 
in Section 29.2 (Definitions) for the use of such facilities and amenities.  

B. Availability for Occupancy. Affordable units required by this Article shall be made available 
for occupancy concurrently with the market-rate units. For the purposes of this subsection, 
"concurrently" means that the City may not issue building permits for more than 50 percent 
of the market-rate units until it has issued building permits for all of the affordable units, and 
the City may not approve any final inspections or certificates of occupancy for more than 50 
percent of the market-rate units until it has issued final inspections or certificates of 
occupancy for all of the affordable units. 

C. Duration of Affordability. Affordable units for sale produced as required by this Article shall 
be legally restricted to occupancy by households of the income levels for which the units were 
designated at an affordable ownership cost for a period of at least 30 years. Affordable units 
for rent produced as required by this Article shall be legally restricted to occupancy by 
households of the income levels for which the units were designated at an affordable rent for 
a period of at least 55 years. The legal restrictions requiring affordable units shall be recorded 
against the applicable property in the form specified in Section 29.7.F. 

D. Eligibility.  No household may occupy an affordable unit until the household has been 
determined to be eligible to occupy that unit by the Community Development Director.  

E. Principal Residence. Any household that occupies an affordable unit must occupy that unit as 
its principal residence, unless otherwise approved in writing for rental to a third party for a 
limited period of time due to household hardship, as determined and approved by the City in 
advance. 

F. Guidelines. The Community Development Director may from time to time adopt guidelines 
for determining household income and affordable housing cost, determining buyer eligibility, 
monitoring, and relevant administrative provisions.  

G. Conflict of Interest. Officials, employees, or consultants of the City and members of City 
boards and commissions shall comply with all applicable laws, regulations, and policies 
relating to conflicts of interest as to their eligibility to develop, construct, sell, rent, lease, 
occupy, or purchase an affordable unit. 

 
29.7 Affordable Housing Plan and Agreement 

A. Required. An “affordable housing plan” is required for any residential or nonresidential 
development project that provides affordable units, either on-site or off-site. The affordable 
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housing plan shall describe how the proposed units conform to the requirements of this 
Article and City and State Density Bonus law requirements, as applicable. Affordable housing 
plans are not required if the developer is only paying an affordable housing impact fee, in 
compliance with City requirements.  

B. Submittal and Review. The affordable housing plan must be submitted prior to the first 
planning permit application being deemed complete.  The affordable housing plan shall be 
processed concurrently with all other permits required for the residential or nonresidential 
development project.  

C. Approval of On-site Affordable Units. The review authority may approve or conditionally 
approve an affordable housing plan that proposes affordable units if it makes findings, based 
on substantial evidence, that: 

1. The proposed affordable units comply with the applicable standards in this Article, 
including, without limitation, the requirement that the affordable units be made 
available for occupancy concurrently with the market-rate units. 

2. The affordable units will mitigate the impact of the project on the need for affordable 
housing if the units are being provided under the Affordable Housing Impact Fee 
program.  

D. Approval of Off-Site BMR units. If a developer proposes off-site affordable housing units or 
any other alternative in the affordable housing plan, the review authority may approve such 
a proposal if it is able to make the above findings in section C (Approval of On-Site BMR Units) 
and the proposal meets all of the following conditions: 

1. Financing or a viable financing plan, which may include public funding sources, is in 
place for the proposed affordable housing units; and  

2. The proposed location is suitable for the proposed affordable housing, is consistent 
with the Housing Element, general plan, and zoning, and will not tend to cause 
residential segregation. 

E. Amendments. The approved affordable housing plan may be amended prior to issuance of 
any building permit for the residential or nonresidential development project. A request for 
a minor modification of an approved affordable housing plan may be granted by the 
Community Development Director if the modification is substantially in compliance with the 
original affordable housing plan and conditions of approval. Other modifications to the 
affordable housing plan shall be processed in the same manner as the original plan.  

F. Agreements.  As a condition of approval, affordable housing agreements acceptable to the 
Community Development Director shall be recorded against the residential or nonresidential 
development project prior to approval of any final or parcel map, or issuance of any building 
permit, whichever occurs first. The affordable housing agreement shall specify the number, 
type, location, size, and phasing of all affordable units, provisions for income certification and 
screening of potential purchasers or renters of units, and resale control mechanisms, 
including the financing of ongoing administrative and monitoring costs, consistent with the 
approved affordable housing plan, as determined by the Community Development Director.  
The affordable housing agreement shall be released from the property upon satisfaction of 
the affordable housing plan requirements and the recordation against the property of a of a 
resale restriction, deed of trust, or regulatory agreement, as applicable, in a form approved 
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by the City Attorney and executed by the City Manager to ensure the continued affordability 
of the affordable units. 

 
29.8 Alternatives 
An applicant or the City may propose an alternate means of compliance with this ordinance subject 
to the following provisions:  

A. Alternatives Available to Projects Requiring an Impact Fee. As an alternative to 
compliance with the impact fee requirements included in this Article, developers of 
residential or nonresidential development projects may propose to mitigate the 
affordable housing impacts of such development through the construction of affordable 
units on site or through an alternative mitigation program proposed by the developer and 
the community development director, such as the provision of off-site affordable units, 
donation of land for the construction of affordable units, or purchase of existing units for 
conversion to affordable units.  
1. The City Council may adopt by resolution the percentage of affordable units needed 

to mitigate the impact of residential or nonresidential development projects on the 
need for affordable housing.  

2. Any affordable rental or for-sale units proposed as an alternative to the payment of 
the housing impact fee shall be subject to the requirements described in Section 29.6 
(Standards for Affordable Housing).   

B. Alternatives Available to Projects Requiring On-Site Construction of Affordable Units.  
1. Payment of an In-Lieu Fee. The City may accept payment of an in-lieu fee in place 

of construction of on-site units if the following findings can be made: 
a. The City determines that the in-lieu fee is adequate to cover the cost of 

providing at least an equivalent number of affordable units as would 
otherwise be required under this Article based upon an affordability gap 
analysis provided by the applicant. 

b. The average unit size in the project seeking to pay an in-lieu fee is 2,000 
square feet or 4 bedrooms.  

2. Any applicable in-lieu fees will be collected by the City prior to the issuance of a 
certificate of occupancy or final inspection for any market rate unit in the 
residential development project. 

3. Unit Size.  In projects where the market rate units all exceed 2,000 square feet, 
the size of the affordable units may be up to 20% smaller than the Market Rate 
Units.  

C. Approval of Off-Site Affordable Units. If a developer proposes off-site affordable units or 
any other alternative in the affordable housing plan required under Section 29.6 
(Standards for Affordable Housing), the review authority may approve such a proposal if 
it finds the proposal meets all of the following conditions: 
1. Financing or a viable financing plan, which may include public funding sources, is in 

place for the proposed affordable housing units; and  
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2. The proposed location is suitable for the proposed affordable housing, is consistent 
with the Housing Element, general plan, and zoning, and will not tend to cause 
residential segregation. 

D. Other Alternatives. The City may consider an alternative mitigation program proposed by the 
developer and the Community Development Director, such as the provision of off-site 
affordable units, donation of land for the construction of affordable units, or purchase of 
existing units for conversion to affordable units.  

E. Agreement with City for Financing. If the City enters into a financing agreement with the 
applicant, the parties may agree to alter the requirements of Section 29.6 (Standards for 
Affordable Housing). 

F. Significant Number of Affordable Units. If an applicant exceeds the maximum percentage of 
affordable units set forth in the state density bonus law for low or very low income rental or 
moderate income ownership units, the City will consider an applicant’s request to alter the 
requirements of Section 29.6 (Standards for Affordable Housing) in conjunction with its 
review of the planning application for the project and may reject or accept the request in its 
sole discretion.  

 
29.9 Waiver of Requirements  
 

A. Timing of Request. A developer may apply for a reduction, adjustment, or waiver of the 
requirements of this Article as part of an application for the first approval of a planning or 
building permit for a residential development project.  

B. Application Requirements. The developer must show that applying the requirements of this 
Article would result in an unconstitutional taking of property or would result in any other 
unconstitutional result. The developer shall set forth in detail the factual and legal basis for 
the claim, including all supporting technical documentation, and shall bear the burden of 
presenting the requisite evidence to demonstrate the alleged unconstitutional result.  

C. City Assumptions. The City may assume each of the following when applicable: 
1. The developer will benefit from the incentives set forth in State Density Bonus Law 

and the municipal code; and 
2. The developer will be obligated to provide the most economical affordable housing 

units feasible in terms of financing, construction, design, location and tenure. 
D. Decision. The review authority, based upon legal advice provided by or at the behest of the 

City Attorney, may approve a reduction, adjustment, or waiver of the requirements of this 
Article if the review authority determines that applying the requirements of this Article 
would effectuate an unconstitutional taking of property or otherwise have an 
unconstitutional application to the property. The reduction, adjustment, or waiver may be 
approved only to the extent necessary to avoid an unconstitutional result after adoption of 
written findings, based on legal analysis and the evidence.  

E. Changes to the Project. If a reduction, adjustment, or waiver is granted, any change in the 
residential development project shall invalidate the reduction, adjustment, or waiver, and a 
new application shall be required for a reduction, adjustment, or waiver per this section.  

 



ATTY/RESO.0032/PC RESO RECOMMENDING COUNCIL TO ADOPT ARTICLE 29 AFFORDABLE HOUSING 
REV: 04-26-18 PR 

Page 12 of 18 

29.10 Housing Fund 
A. Establishment of the Fund. There is hereby established in the City of Redwood City an 

"Affordable Housing Fund." All affordable housing impact fees or other funds collected under 
this Article, including payment of any in-lieu fees, shall be deposited into the City's Affordable 
Housing Fund. 

B. Use of Funds. The monies in the Affordable Housing Fund and all earnings from investment 
of the moneys in the Fund shall be expended exclusively to provide housing affordable to 
extremely low income, very low income, lower income, and moderate income households in 
the City, consistent with the goals and policies contained in the City's Housing Element and 
the purposes for which the fees were collected, and for administration and compliance 
monitoring of the affordable housing program. 

C. Guidelines. The City Council may, from time to time, adopt guidelines for expenditure of 
monies in the affordable housing fund. 

 
29.11 Enforcement 

A. Payment Obligation. Payment of the housing impact fee is the obligation of the developer for 
a residential or nonresidential development project. The City may institute any appropriate 
legal actions or proceedings necessary to ensure compliance herewith, including, but not 
limited to, actions to revoke, deny, or suspend any permit or development approval. 

B. City Attorney Enforcement. The City Attorney shall be authorized to enforce the provisions 
of this Article and all affordable housing agreements, regulatory agreements, and all other 
covenants or restrictions placed on affordable units, by civil action and any other proceeding 
or method permitted by law. 

C. Developer Responsibility. Failure of any official or agency to enforce the requirements of this 
Article shall not excuse any developer or owner from the requirements of this Article. No 
permit, license, map, or other approval or entitlement for a residential development shall be 
issued, including without limitation a final inspection or certificate of occupancy, until all 
applicable requirements of this Article have been satisfied. 

D. Remedies. The remedies provided for in this Section shall be cumulative and not exclusive 
and shall not preclude the City from any other remedy or relief to which it otherwise would 
be entitled under law or equity. 
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[Zoning Ordinance Section 32.19 is repealed and replaced to read as follows] 

32.19 - Affordable Housing Density Bonuses. 

A. Purpose. To clarify the basic procedures, requirements, and functions of the State Density Bonus 
Law and to comply with Government Code Section 65915. 

 
B. Definitions.  

1. Affordable Housing Unit.  An ownership or rental dwelling unit affordable to households with 
extremely-low, very-low, low or moderate incomes as published periodically by the 
California Department of Housing and Community Development for households in San Mateo 
County or equivalent as approved by the community development director.  

2. Base Units.  The maximum residential density at the project site allowed under the zoning 
ordinance and land use element of the General Plan prior to the application of State Density 
Bonus law. If a range of density is permitted, the maximum allowable density in the range is 
applicable. Where the density allowed under the zoning ordinance is inconsistent with the 
density allowed under the land use element of the General Plan, the General Plan density shall 
prevail.  

3. Bonus Units. Additional units granted by State Density Bonus law. Bonus units may exceed 
local zoning and General Plan densities.  

4. Concession or Incentive. A modification in development standards, zoning code requirements, 
architectural design requirements, parking requirements, or other concessions or incentives 
identified in Government Code Section 65915(k) or any successor provision that result in 
identifiable and actual cost reductions, in order to provide for affordable housing.  

5. State Density Bonus law. Sections 65915 through 65918 of the California Government Code. 
6. Waiver. A modification of development standards that would otherwise physically preclude 

the construction of a development meeting the criteria of this Section at the density permitted 
under State Density Bonus law or with the concessions and incentives granted under this 
Section and State Density Bonus Law.  

 

C. Applicability. This Section 32.19 applies to all residential or mixed-use development projects 
with a net increase of five or more dwelling units or a project that otherwise meets the 
applicability requirements of the State Density Bonus law. The requirements summarized in 
Section 32.19 are for informational purposes only; the requirements of State Density Bonus Law 
shall prevail in the event of any conflict. 
 

D. Submittal Requirements and Review Process.  
a. To apply for a State Density Bonus, incentive, concession, waiver, or parking 

modification, the applicant shall submit a letter of intent to the City along with the 
first application for approval of a residential or mixed-use development project that 
demonstrates the project's eligibility for the requested State Density Bonus, incentive, 
concession, waiver, or parking modification.  

b. The letter of intent shall specify the density permitted by the zoning and general plan, 
the affordability levels to be provided, tenure (for-sale or rental), number and 
location of affordable housing units or senior housing provided, description of all 
dwelling units existing on the site in the five-year period preceding the date of 
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submittal, number of bonus units requested, number of concessions or incentives 
requested, and what specific incentives, concessions, waivers, or parking 
modifications would be sought.  

c. The letter of intent shall include sufficient information for the review authority to 
determine whether the application conforms with the following requirements and 
shall contain any additional information specified in Section 32.19(F) and (G): 

i. Replacement of units.  The development provides sufficient units to account 
for the replacement of units currently rented or rented to low and very low 
income households in the past five years, as required by Government Code 
Section 65915(c)(3). 

ii. Concessions and incentives.  Except as provided in Section 32.19.F.3 
(Concessions and Incentives), evidence that any requested concession or 
incentive will reduce the cost of the housing development to provide for 
affordable housing costs or rents; except that, if a mixed-use development is 
requested, the application must instead meet all of the requirements of 
Government Code Section 65915(k)(2). 

iii. Waiver.  Evidence that the development standards for which a waiver is 
requested would have the effect of physically precluding the construction of 
a development at the densities or with the concessions or incentives 
permitted by Government Code Section 65915. 

iv. Parking modification.  If a parking modification is sought, evidence that the 
project is eligible for the parking reduction allowed by Government Code 
Section 65915(p). 

v. Donation of land.  If the density bonus is based all or in part on donation of 
land, all of the requirements included in Government Code Section 65915(g) 
have been met. 

vi. Child care facility.  If the density bonus or incentive is based all or in part on 
the inclusion of a child care facility, all of the requirements included in 
Government Code Section 65915(h) have been met. 

vii. Condominium conversion.  If the density bonus or incentive is based all or in 
part on the inclusion of affordable units as part of a condominium conversion, 
all of the requirements included in Government Code Section 65915.5 have 
been met. 

d. The applicant shall be notified if the application is complete in a manner consistent 
with Government Code Section 65943. 

e. An application for a State Density Bonus, incentive, concession, waiver, or parking 
modification shall be considered and acted upon by the review authority with 
authority to review the residential or mixed-use development project concurrently 
with the action on the underlying project within the timelines prescribed by 
Government Code Sections 65950 et seq.   

 
E. Residential Density Bonus Calculation  

1. Density Bonus. Projects shall receive a density bonus in accordance with the State Density 
Bonus law as summarized in Table 32.19(a) (Allowed Density Bonuses).  
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2. Fractions. All calculations resulting in fractional units shall be rounded up to the next whole 
number. 

3. Other Projects Qualifying for a Bonus. Land donation, child care facilities, condominium 
conversions or residential developments for transitional foster youth, disabled veterans or 
homeless persons may also be eligible for a density bonus under the State Density Bonus law.  

4. Affordable Housing Plan and Agreement.  Applicants must submit an Affordable Housing 
Plan in compliance with Section 29.7 (Affordable Housing Plan and Agreement) in connection 
with their first application for a planning permit, along with additional information required 
under Section 32.19.D (Submittal Requirements and Review Process) to evaluate the 
project's eligibility for a density bonus, incentives or concessions, waivers, and parking 
modifications. Projects requesting a state density bonus are also required to record an 
Affordable Housing Agreement in compliance with Section 29.6 (Standards for Affordable 
Housing) prior to final or parcel map approval, or, where a map is not processed, prior to 
issuance of any building permit.  

 

Table 32.19(a) Allowed Density Bonuses 

Affordability 
Level 

Project 
Type 

Percent of Base Units Required to 
be Affordable to obtain State 
Density Bonus 

Bonus Units Allowed 

Min Max 

Very Low  Rental 5%-11% 
  

20%  
 

35% 

Low Rental  10%-20%  
 

20% 
 

35% 

Moderate  Ownership 10% - 40%  5%  
 

35% 

Senior Citizen 
housing 
development 
or age-
restricted 
mobilehome 
park 

Rental No affordability required 20% of 
senior 
units 

20% of 
senior 
units 

* Additional affordable units may be required to satisfy the replacement housing obligations 
necessary to qualify for the State Density Bonus under California Government Code section 
65915(a)(3)(A)-(E). 

F. Requirements for Obtaining Concessions, Incentives, or Parking Modifications 

1. Number of Concessions. Concessions or incentives are permitted by state law as shown in 
Table 32.19(b) (Concessions and Incentives).  
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2. Process for Requesting. A request for a concession, incentive, or parking modification must 
be submitted in writing as part of the application process specified in Section 32.19.D 
(Submittal Requirements and Review Process). Granted concessions, incentives, or parking 
modifications shall be identified by staff in entitlements. 

  

Table 32.19(b) Concessions and Incentives 

Affordability 
Group 
 

Base Units 
 

Density 
Bonus 
 

Number of 
Concessions or 
Incentives 

Very Low 
Income 

5% 20% 1 

10% 33% 2 

15% or more 35% 3 

Low Income 

10% 20% 1 

20% 35% 2 

30% or more 35% 3 

Moderate 
Income 

10% 5% 1 

20% 15% 2 

30% or more 25% 3 

3.    Concessions and Incentives.  The following concessions and incentives may be requested 
by the applicant and may be considered by the City to obtain a concession or incentive 
without additional financial analysis.  

a. Building height or building stories 
b. Rear yard setback 
c. Lot coverage 
d. Usable open space 
e. Floor area  
f. Parking  
g. Standards relating to architectural bulk and mass, including upper story 

step-backs 
h. Minimum distance between buildings 
i. Maximum building length 
j. Deferred payment of development impact fees 
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k. Duration of permit effectiveness 
 

4.  Concessions and Incentives with Financial Analysis. Other regulatory incentives or 
concessions not listed above which are proposed by the developer that result in identifiable 
and actual cost reductions to provide for affordable housing costs/rent costs may be granted 
if the review authority finds all of the following:  

a. An actual cost reduction is achieved through the concession or incentive. 
b. Evidence demonstrates that the cost reduction allows the builder to provide 

affordable rents or affordable sales prices. 
c. The developer has provided all information as may be requested by the 

Community Development Director to ensure that the findings can be made 
and supported by substantial evidence. 

5.  Parking Modifications. State Density Bonus provides alternative parking requirements that 
may potentially be lower than City parking requirements. Parking reductions specified in 
Government Code Section 65915 are not counted as a concessions, incentives, or waivers. 
However, the applicant may request additional concessions, incentives, or waivers related to 
parking.  

6. Denial of Concessions and Incentives. The review authority shall grant a requested 
concession or incentive unless the review authority makes any of the following findings, in 
writing and supported by substantial evidence:  

a. The concession or incentive does not result in identifiable and actual cost reductions 
to provide for affordable rents or affordable ownership costs.  

b. The concession or incentive would have a specific adverse impact, as defined in 
Government Code section 65589.5(d)(2), upon the health, safety, or the physical 
environment with no feasible method to satisfactorily avoid or mitigate. 

c. The concession or incentive would have an adverse impact on a real property that is 
listed in the California Register of Historical Resources with no feasible method to 
satisfactorily avoid or mitigate. 

d. The concession or incentive would be contrary to State of Federal Law. 
 

G. Waivers. Developers of state density bonus eligible projects may seek a waiver of any 
development standard that would physically preclude the construction of a housing development 
with the density bonus and incentives for which the applicant is entitled. The applicant shall bear the 
burden of demonstrating that the development standards that are requested to be waived will have 
the effect of physically precluding the construction of the housing development with the density 
bonus and incentives. There is no limit to the number of waivers that can be granted. A request for a 
waiver must be submitted in writing as part of the application process specified in Section 32.19.D. 
Granted waivers shall be identified by staff in entitlements. The City shall grant a waiver unless the 
review authority makes any of the following findings in writing and supported by substantial 
evidence: 

1. The waiver would have a specific adverse impact, as defined in Government Code section 
65589.5(d)(2), upon health, safety, or the physical environment, and there is no feasible 

http://www.codepublishing.com/CA/Fremont/cgi/defs.pl?def=18.25.180


ATTY/RESO.0032/PC RESO RECOMMENDING COUNCIL TO ADOPT ARTICLE 29 AFFORDABLE HOUSING 
REV: 04-26-18 PR 

Page 18 of 18 

method to satisfactorily mitigate or avoid the specific adverse impact without rendering the 
development unaffordable to lower and moderate income households. 

2. The waiver would have an adverse impact on a real property that is listed in the California 
Register of Historical Resources with no feasible method to satisfactorily avoid or mitigate. 

3. The development standard for which a waiver is requested would not physically preclude the 
construction of the housing development with the density bonus and incentives or would 
otherwise be contrary to State or Federal law.  

 
H.  Affordability and development standards.  All Affordable Housing Units must comply with the 
standards specified in Section 29.6 (Standards for Affordable Housing).   

 
I. Commercial Density Bonus 

1. A "commercial density bonus" is a modification of development standards mutually agreed 
upon by the City and an applicant for a nonresidential development project that is eligible for 
such a bonus under Government Code 65915.7.  Examples of a commercial density bonus 
include an increase in floor area ratio, increased building height, or reduced parking. 

2. Developer shall enter into an Affordable Housing Plan and Agreement with the City that meet 
the requirements of Section 29.7 (Affordable Housing Plan and Agreement) that 
demonstrates how the developer intends to provide the affordable housing required to 
qualify for a commercial density bonus under Government Code 65915.7.  An Affordable 
Housing Plan and Agreement under this section may take the form of a "partnered housing 
agreement."  For purposes of this section, a partnered housing agreement is an agreement 
between the developer, the City, and a third-party housing developer who will provide the 
affordable units on behalf of the developer.  

3. Any approved housing agreement for a commercial density bonus shall be described in the 
City’s housing element annual report as required by Government Code Section 65915.7(k) 
and shall require the following: 

a. At least 30 percent of the total units in the housing development project shall be made 
available at affordable ownership cost or affordable rent for low-income households, 
or at least 15 percent of the total units in the housing development project shall be 
made available at affordable ownership cost or affordable rent for very low-income 
households. 

b. The nonresidential development project developer must agree either to directly build 
the affordable units; donate a site consistent with Section 32.19.I.4 for the affordable 
units; or make a cash payment to the housing developer for the affordable units. 

4. Housing site.  Housing development shall be at the same site as the nonresidential 
development project or on a site within the City that is within a quarter-mile of the site, or 
within one-half mile of a major transit stop and is located in close proximity to public 
amenities, including schools and employment centers.  

5. Eligibility for State Density Bonus.  The housing development project shall remain eligible for 
any State Density Bonus, incentives, concessions, waivers, or parking modifications the 
housing development project would otherwise be eligible for and that are provided by this 
Section 32.19. 
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Memorandum 
To:  
Diana O’Dell, Principal Planner  
Planning and Housing Division, City of Redwood City 
Redwood City, CA 94063 

From: 
Joshua Abrams 
Baird + Driskell Community Planning 
2635 Benvenue Ave 
Berkeley, CA 94704 

Date: April 25, 2018 

Subject: Inclusionary Housing Analysis 

 

 

Executive Summary: 

In March 2018, Baird + Driskell Community Planning, in partnership with Century Urban, reviewed 
construction data for Redwood City to make recommendations for a possible Inclusionary Housing 
Ordinance.  

Our analysis indicates that the market in Redwood City is healthy and can adjust to new requirements. 
Generally, if Redwood City switches to an inclusionary requirement, developers will be able to use the 
California Density Bonus Law, allowing them to build more units, which will mostly offset the new 
affordable housing requirements. If the particulars of their development make the bonus units 
unattractive, development may not be feasible with the higher requirements.  

Specifically, we make the following recommendations: 

Rental 

• 15% of the units affordable to Very Low Income households1 or 20% of the units affordable to a 
mix of income levels (10% Moderate, 5% Low, 5% Very Low)2 

• In lieu fee of $400,000 per affordable unit 
• Fractional units pay a percent of the in lieu fee 
• Retain the impact fee for developments under 20 units, and no fee for fewer than 5 units.  

                                                           
1 Very Low Income Units are available to households making up to 50% of the Area Median Income and priced 
based on 40% of the Area Median Income. In 2018, a 2 bedroom unit would rent for approximately $1,297.  
2 Moderate Income Units are available to households making up to 120% of the Area Median Income and priced 
based on 110% of the Area Median Income. Low Income units are available to households making up 80% of the 
area median income and priced based on 70% of the Area Median Income.  
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Ownership 

• 15% of the units affordable to Moderate Income households3  
• In lieu fee is the difference between the sales price and the affordable price 
• Fractional units pay a percent of the in lieu fee 
• Retain the impact fee for developments under 20 units, and no fee for fewer than 5 units.  

Rental 

Set Aside and AMI Targeting 

The consultant team modeled a 225 unit rental development typical of what might be built in Redwood 
City. It included a mix of unit sizes from studios to three bedrooms, with most of the units being one 
bedroom or two bedroom. The density was assumed to be 225 units per acre. The total development 
cost was approximately $133.64 million, including affordable housing impact fees.  

We assumed the following unit sizes and rents 

Unit Type Number in 
development 

Square Footage Rents  

Studio 16 563 $2,821 
1 Bedroom 135 774 $3,351 
2 Bedroom  68 1,149 $4,389 
3 Bedroom 6 1,441 $5,519 

 

The team then modeled what would happen with a 15 percent inclusionary zoning requirement 
affordable to Very Low Income households as well as Low Income Households. The developer would be 
entitled to a 27.5% density bonus for the Low Income units and a 35% density bonus for the Very Low 
Income units. They would also be entitled to flexibility in the zoning code4. Additionally, the city would 
typically no longer charge affordable housing impact fees, reducing the costs for developers by $22,500 
per unit.  

The model also assumes lower land costs. (Or potentially land costs that stay constant as all other costs 
increase.) Holding all other factors constant, real estate economics predicts that prices for developable 
land will decrease based on new government requirements. This is consistent with the experience of 
other cities as well. We initially assume land prices will drop 5%, but see below for calculations for 
achieving 20% of the units as affordable.  

                                                           
3 Moderate income units are available to households making up to 120% of the Area Median Income and the 
pricing is based on 100% of the Area Median Income.   
4 The density bonus calculation is complicated in several ways. The density bonus could increase the cost of 
construction if different building technologies are needed, while the required zoning flexibility could reduce it. 
Therefore, we do not change the cost of construction. The model assumes that developers will only use a 25% 
bonus to be conservative.  
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In today’s market, a developer in Redwood City would likely seek a profit of approximately 18-20% of 
total development costs and a yield on cost (another measure of profit) of 5% - 5.25%.5 The modeled 
development would meet those returns. 

 

Assumptions Profit (as a profit as a percent of 
development cost) 

Yield on cost 

Today’s conditions 19.1% 5.06%  
Very Low Income  18.3% 5.03% 
Low Income6 21.3 % 5.15% 

 

There are several options if the city is interested in increasing the affordable set aside to 20%7. 

Option 1 – Require developers to provide 20% of the units affordable to a mix of income levels. The 
consultant team modeled the finances of requiring 10% of the units to be affordable to Moderate 
Income, 5% to Low and 5% to Very Low. Assuming a 20% density bonus and land prices decrease 5%, 
this development would be feasible (19.9% profit, 5.1% yield on cost).  

Option 2 – Require developers to provide 20% of the units affordable to Low Income households. The 
profit for the modeled development would be 18.9% and the yield on cost would be 5.05%, which is at 
the low end of feasible 

Option 3 - The city may want to consider passing a local ordinance that mirrors SB 35 or offers a greater 
density bonus than required by the state. Developers in a number of cities (Cupertino, Berkeley, etc.) 
have shown a willingness to accept lower rates of return if there is more certainty in the process. 
Developers also save on financing cost associated with the quick approval process. In the State version 
of the legislation, developers are entitled to fast, guaranteed approvals if they meet objective zoning 
criteria and provide 50% of their units at affordable prices. Redwood City could develop its own version 
with thresholds tailored to local conditions. CEQA analysis would be required.  

Option 4– Consider tying higher affordable requirements to rezoning. Typically, land prices increase 
rapidly when cities increase the zoning. Increasing affordable housing requirements reduces the 
increase in the price of developable land. It is important to remember, land prices can only decrease so 
much. Housing developers may be unable to buy land and still make a profit if the requirements are too 
high. This is because commercial development or the current use are more profitable.  

In Lieu Fee 

Cities that are interested in having developers provide units instead of fees, use one of two strategies. 
They only allow in lieu fees with city permission or they set a high in lieu fee compared to the 

                                                           
5 Profit thresholds are based on risk, potential revenue from other investments, ability to get loans/investors, etc.  
6 If the requirement targeted Low Income units, it would likely not have a downward pressure on land prices 
reducing profits to the level of existing conditions.  
7 Affordable housing requirements above 15% may face additional State scrutiny, though it is likely that providing a 
15% option would mitigate this risk.  
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inclusionary requirement. One way to measure this is the point of indifference or the dollar amount 
where a developer makes the same return by paying the fee versus providing the units.  

For the modeled rental development with a 15% Very Low Income requirement, the point of 
indifference is approximately $425,000 per affordable unit or $51,000 per market rate unit.  

However, the calculations are a little more complicated. Most developers will actually pay more than the 
point of indifference, because they would prefer not to administer the affordable units. On the other 
hand, developers would eliminate their density bonus units if they provided the fee. If a developer were 
fully using the density bonus, one would expect them to be less interested in paying the in lieu fee, 
which is reflected in a lower point of indifference, $62,000 per affordable unit.  

Most cities want to ensure that if they receive in lieu fees they can afford to build affordable units. Every 
development is different, but in recent years cities in San Mateo County, the local match (or amount 
that cities need to contribute to make an affordable developments happen) is approximately $65,000 
per affordable unit (Source: San Mateo County Department of Housing personal communication).  

Fractional Units 

Often the affordable requirement does not come out to a whole number, e.g. 10.3 units. Some cities 
round to the closest whole number. This can lead to developers adjusting their proposals to try to have 
their obligation round down to the lower number. An alternative is to give the developer the option to 
round up to the nearest whole number or pay a prorated portion of the in lieu fee. For example, if they 
were responsible for 10.3 affordable units, they could either provide 11 units or 10 units plus pay 0.3 
times the in lieu fee for one unit.  

Small Apartments 

Small rental developments are not currently feasible in Redwood City. This is because small 
condominium (ownership) projects are more profitable and therefore developers of this product can 
pay more for land.  

Additionally, it can be challenging for a city to work with owners to manage one or two affordable units. 
Many cities prefer to have small developers pay a fee instead.  

It is recommended that Redwood City continue to apply its impact fee on developments less than 20 
units.  

Ownership  

The consulting team modeled a 15 unit condominium townhome development on 0.5 acres, similar to 
what might be built in Redwood City. Construction cost would be approximately $13.97 million.  

Details are summarized below.  

 Unit Type Number in 
development 

Square Footage Sale price  

2 Bedroom  7 1,400 $1.16 M 
3 Bedroom 8 1,600 $1.36 M 

 



 
 

 

5 
 

The team then modeled what would happen with a 15 percent inclusionary zoning requirement 
affordable to Moderate Income households. With the affordable units, the developer would be entitled 
to a 10 % density bonus, or 1.5 units (rounding up to 2 units). As with the rental development, they 
would be entitle to zoning flexibility as well. Additionally, the city would typically no longer charge 
affordable housing impact fees, reducing the costs for developers by $32,500 per unit.  

In today’s market, a developer in Redwood City would likely seek a profit of approximately 12-17% for 
townhome ownership developments. (Yield on Cost is not used in for sale developments and profit 
thresholds tend to be lower for ownership compared to rental developments.) The modeled 
development would meet those returns, but it is heavily dependent on a developer being able to use 
those density bonus units.  

 

Assumptions Profit (as a profit as a percent of 
development cost) 

Today’s conditions 14.2% 
Moderate Income Units with 2 density 
bonus units 

15.5% 
 

 

 

In lieu Fee 

Most cities calculate in lieu fees differently for ownership and rental developments because the lost 
profit associated with the ownership unit is greater than with a rental unit. One option is to base the fee 
on the sales price of the market rate units. For example, the fee could be the sales price of the market 
rate unit, minus the affordable price.  

Fractional Units 

In the rental example, a fractional unit is not a significant cost to a developer, because they are 
supplying over 30 affordable units. For the modeled townhome development, where they are only 
supplying two units, a fractional unit can be a more significant cost proportionally. In the model, adding 
in a $250,000 in lieu fee would reduce the profit to 13.5%.   
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Appendix 

Rental Summary for Development with Very Low Income Units 

 

Units 281 (including bonus units) 
Average unit size 890 sf 
Average rent $3.82 - $5.01 per sf, depending on unit size 
Total construction cost  
 Hard costs $106,262,300 
 Soft costs $21,252,500 
 Fees $17,500 per unit (not including affordable 

housing fees) 
 Land $21,380,000 
Profit $29,655,800  
Exit cap rate 4.25 
Vacancy 5% 
Operating costs 30% 

 

Ownership Summary for Developments with Moderate Income Units 

 

Units 15 base units and 2 bonus unit 
Average unit size 1500 sf 
Average sale price $1,266,700 
Total construction cost  
 Hard costs $5,120,000 
 Soft costs/other costs 
(including sales costs) 

$1,262,000 

 Fees $892,500 (not including affordable housing fees) 
 Fractional unit fee $250,000 
 Land $7,125,000 
 Sales and marketing 
costs 

$3,153,120 

Profit $16,355,071 
Project value $93,673,196 

 

Point of Indifference Calculations 

15% Very Low Income development without density bonus 
The point of indifference is based on the capitalized cost of the difference between market rents and 
affordable rents, using the assumptions above.   
This can also be thought of as  
[Profit with no requirements] - [Profit with affordable units] = [Point of indifference] 
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Point of indifference or Amount developer is willing to pay: $14,400,000  
Price per affordable unit: $423,529 or ($14,400,000 / 34 affordable units) 
Price per market rate units: ($14,400,000 / 191 market rate units) 
 
15% Very Low Income development with density bonus 
The formula is slightly different when accounting for the density bonus.  
[Profit with no requirements] - [Profit with density bonus and affordable units] = [Point of indifference] 
Point of indifference / Amount developer is willing to pay: [31,740,000] - [29,600,000] = [$2,090,000]8 
Price per affordable unit: $61,500 or ($2,090,000 / 34 Affordable units) 
Price per market rate units: $10,900 or ($2,090,000 / 191 Market rate units)9 
 

Methodology -  

Our assumptions are based on a median quality Type III construction project for rental and V for 
ownership without unusual site work, construction or parking requirements, and that the project is built 
without a prevailing wage requirement. Affordable rates are priced ten percentage points below the 
maximum permitted rents to ensure an adequate pool of potential renters.  

Sources: 

Rents, unit size, amenities and operating assumptions: Databases (CoStar and Axiom Metrics). 
Interviews with sales brokers, managers of completed projects and developers. Review of city records 
on projects in various stages of development in Redwood City. General internet research.  

Interest rates and terms: Interviews with mortgage brokers and developers. 

Sales prices of completed rental developments, land price and capitalization rate: Databases (CoStar, 
Chicago Title, Old Republic Title), Mortgage firm reports. Interviews with land brokers, developers.  

Profit thresholds: Interviews with developers, sales brokers and mortgage brokers. 

Construction costs: Interviews with active developers in Redwood City and general contractors. 

                                                           
8 Numbers may not add up do to rounding 
9 This is based on the number of market rate units without density bonus because in the in lieu fee example, the 
developer would no longer be entitled to the extra units.  
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Memorandum - Supplemental 
To:  
Diana O’Dell, Principal Planner  
Planning and Housing Division, City of Redwood City 
Redwood City, CA 94063 

From: 
Joshua Abrams 
Baird + Driskell Community Planning 
2635 Benvenue Ave 
Berkeley, CA 94704 

Date: April 25, 2018 

Subject: Supplemental Analysis 

 

 

Dear Ms. O’Dell: 

Baird + Driskell conducted additional analysis to support consideration of Policy A, which would give 
developers a choice of three different affordability levels. Generally, we used the same assumptions as 
detailed in the original memo, except we changed the affordable pricing for the Low Income units so 
they are more affordable (targeted at people making 70% of the AMI). We did this to better balance the 
cost of the three options. We find the find all three scenarios feasible.  

 

 AMI Eligibility Affordable Set 
Aside 

Density Bonus 
Assumption 

Profitability 

Very Low Income 50% 12% 25% 20.4% 
Low Income 70% 15% 25%  20.3% 
Moderate Income 120% 20% 0% 19.5% 

 

If a developer cannot use the density bonus, e.g. because it would raise their construction costs, they 
would be expected to choose the Moderate income option. 
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