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Executive Summary

The City of San Diego’s new Affordable Homes Bonus
Program (AHBP) has shown initial success with a surge in
applications to produce more market-rate and affordable
homes.

In 2016, the City of San Diego adopted an innovative new
AHBP to encourage the development of new homes.
The AHBP provides meaningful financial incentives to
developers that choose to build a percentage of their
developments as affordable.

The AHBP builds on the existing California Density Bonus
Law, which offers a variety of benefits to developers,
namely added development capacity, when they choose
to provide at least some deed-restricted affordable homes.
Proposed by Mayor Faulconer’s administration, San Diego’s
AHBP was approved unanimously by the San Diego City
Council. Circulate San Diego led a coalition of advocates to
support the program’s adoption.

While no project has yet been built using the AHBP, it can
be evaluated by examining project application data. In the

few short months of its existence, the AHBP generated a
surge of applications for new market-rate developments in
the City of San Diego that plan to include affordable homes.

An analysis of data from the San Diego Housing Commission
shows that compared to the predecessor Density Bonus
Program, the AHBP is set to produce:

e 900 percent increase per month for projects
applying to use the program.

e 473 percentincrease per month for deed-restricted
affordable units.

e 453 percent increase per month for combined
affordable and market-rate homes.

The AHBP is an early success for the concept of city-wide
policymaking to advance the goals of housing production
and sustainable growth for San Diego. The City of San Diego
should monitor the program closely to ensure its continued
success.
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Introduction

Circulate San Diego recently launched our #PlanDiego
initiative, to provide research and policy advocacy related
to sustainable land uses in the San Diego region.

This report provides an initial evaluation of the City of San
Diego’s Affordable Homes Bonus Program (AHBP), which
was proposed by Mayor Faulconer’s administration and
adopted by the City Council in 2016.! The program builds
on California’s existing Density Bonus Law, which provides
incentives for developers that choose to set-aside at least
some of their new units as affordable.?

In the few short months of the AHBP’s existence, San Diego
has seen a surge of new applications for projects seeking
density bonus benefits. These applications are substantially
higher than applications using the predecessor basic
Density Bonus Program, which complied with state law but
did not go above and beyond to encourage more home
production. While the AHBP is too new to have resulted in
new construction, the application data demonstrates the
substantial market response to the AHBP, and it provides a
window for what San Diego can expect from its use going
forward.

“In the few short months of
the AHBP’s excistence, San
Diego has seen a surge of
new applications for projects
seeking density bonus
benefits.”

San Diego is facing a housing affordability crisis, as is
much of California. Part of San Diego’s response to this
crisis is the development and adoption of the AHBP, an
award winning program® which is considered to be one
of the most ambitious and robust bonus programs in the
state.* The City of San Diego has received significant praise
and positive press coverage for its efforts to promote
affordability through the AHBP.*

The Q by Jonathan Sega
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Background

The initial concept for the AHBP was developed through
a working group convened by the author in 2014 while
he was the Director of Policy at the San Diego Housing
Commission. That working group included representatives
from the Building Industry Association and the San Diego
Housing Federation, as well as numerous developers,
architects, and City of San Diego staff with an expertise
in land use policy. The working group developed an initial
program proposal which became the framework for the
eventual AHBP.

After the initial proposal was completed, the working group
was continued by the City of San Diego’s Development
Services Department under Dan Normandin, who drafted
the implementing municipal code.

San Diego’s AHBP program builds on the baseline policy
of California Density Bonus Law. California law requires
that developers may receive a 35 percent density bonus
when they build 11 percent of their initial zoning capacity
as affordable homes.” San Diego’s AHBP goes beyond this
baseline to allow developers to receive up to 50 percent
additional capacity, if they provide up to 15 percent of
zoning capacity as affordable homes. San Diego’s AHBP
also allows developers to receive up to five incentives,
whereas the California Density Bonus Law limits incentives
to three. “Incentives,” in the language of California Density
Bonus Law, are concessions from development standards
to streamline entitlement and to accommodate added
development capacity.

In addition to the density and incentive enhancements,
the AHBP implements Assembly Bill 744, which requires
localities to provide parking relief for projects that
incorporate affordable homes near transit.® Studies show
that locating affordable homes near transit creates a
measurable reduction to greenhouse gas emissions.® While
the AHBP program applies city-wide, the parking benefits
from AB 744 apply only near transit, focusing the AHBP
toward transit oriented development.

San Diego’s AHBP strikes a bargain, benefitting developers
that invest in new market-rate residential projects, and
the advocates that seek affordable homes. The AHBP also
helps implement the City of San Diego’s Climate Action
Plan by promoting development near transit, allowing
more residents to commute to work without relying
on a car. This win-win-win arrangement is why a broad
coalition of industry groups, environmental organizations,
and affordable housing advocates supported the AHBP
through a coalition organized by Circulate San Diego.'° As
San Diego continues to develop public policy to address the
affordability crisis, advocates should consider the win-win-
win approach of the AHBP as a model.'!

“San Diego’s AHBP program
strikes a bargain, benefitting
developers that invest in
new market-rate residential
projects, and the advocates
that seek affordable homes.”

The changes to policy in the AHBP program are relatively
modest, building on existing policy tools. They do not
require wholesale updates of community plans, or entire
reimagining of neighborhoods. Instead, they utilize the
existing community planning documents, and provide for
limited enhancements to individual projects, and only when
those projects contribute to the City’s goals for affordable
homes and implementing the Climate Action Plan. No
neighborhood is singled out, and all share in the program
equally. This approach recognizes that city-wide problems
like housing affordability require city-wide solutions.

North 30 by Andrew Malic
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The Numbers

Data on the AHBP’s performance shows substantial benefits
from the program, and a dramatic increase in pipeline
housing production compared with the former Density
Bonus Program.

To evaluate the AHBP, Circulate San Diego requested
production and application figures from the San Diego
Housing Commission. We requested data through two
separate requests, and compared production figures from
the predecessor Density Bonus Program with data reflecting
applications for projects seeking to use the AHBP.?2

The new AHBP application data spans the eight months
between August 27, 2016,* and March 2017. By
comparison, production for the former Density Bonus
Program has 12 years of data available.

The data for the AHBP projects represent applications only,
because the program has not been in effect long enough
for projects to be entitled and constructed. Nonetheless,
the application figures demonstrate a significant market
response to the AHBP.2* A summary of application data is
provided below.

e 18 market-rate developers have already
submitted applications for the AHBP. 36 market-
rate developers received Density Bonus benefits
between 2005 and 2016. That is a 900 percent
increase in projects using the program per month.

e The projects applying for the AHBP dedicate an
average of 14 percent of their base density units as
affordable, compared with only 13.5 percent under
the former Density Bonus Program. The increase
in the percentage of affordable units per project is
modest, but the total number of projects choosing
to build the affordable units is much greater.

e The AHBP projects will receive an average density
increase of 35 percent, compared with 28 percent
under Density Bonus.

e The current AHBP applicants are set to produce
229 units of market-rate bonus housing above
base-density, compared with 669 from the entire
Density Bonus Program, a 616 percent increase in
production per month.

e The AHBP is set to produce 96 units of deed-
restricted affordable homes, compared with 365
for the life of the Density Bonus Program, a 473
percent increase per month.

e The AHBP is set to produce 12 deed-restricted

affordable homes per month, compared to only 2.5
per month with the former Density Bonus Program.
The AHBP is expected to produce 29 market-rate
units per month, compared with only 2.5 from the
former program.

e The total number of units set to be produced using
the AHBP is 997 units, compared to 3959 with
the former Density Bonus Program, a 453 percent
increase per month.

e |If all of the current applications for the AHBP
are constructed, and applications continue at
the current pace, the AHBP will out-produce the
entire 12-year history of the former Density Bonus
Program in three years.

These figures represent a significant accomplishment

for the City of San Diego to make a dent in the housing
affordability crisis facing our region.

The North Parker by Jonathan Sega
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Average Density Bonus

Percent of Base Density Restricted as Affordable Homes

Home Production Per Month
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Next Steps for the AHBP in San Diego

The numbers show a clear market interest for the AHBP.
If the program continues at its current rate, it will result
in substantial new production for both market-rate and
affordable homes. San Diego should continue to implement
the program, and adjust the policy as necessary to ensure
that the program’s potential is realized.

Circulate San Diego recently published a variety of
recommendations for improving the AHBP in our report
titled “Transit Oriented Development.”*® The City of San
Diego subsequently reconvened the bonus program
working group, which is planning to consider many of our
below recommendations:

e Create an exempt Affordable Homes staff lead
in Development Services who is responsible for
ensuring compliance and expedites for the AHBP.

¢ Allow automatic Floor Area Ratio bonuses equal
to the density bonus, without requiring use of an
incentive.

e Ensure off-site procedures are more streamlined
and routine than the inclusionary zoning variance
process, while implementing the equity provisions
in the AHBP code.

e (Clarify waiver and incentive language to ensure
compliance with changing state law.

e Allow developers to purchase binding pre-review
of incentives and waivers for projects.

e Clarify that the AHBP can be used for projects that
do not propose to use existing maximum density,
including projects downtown that are not reaching
FAR maximums.

e Conduct a more complete program review in two
years to evaluate more changes.

Kalos Apartments by Community Housing Works
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Conclusion

The AHBP has demonstrated great potential for building
new affordable and market-rate homes for San Diego. In
the few short months since the program was adopted,
data from the San Diego Housing Commission shows that a
substantial number of developers have applied to use the
program.

If the AHBP continues at its current pace, it is likely to
produce a substantial number of affordable homes, as well
as an even larger number of market-rate units.

While the AHBP alone is not likely to solve all of San
Diego’s affordability problems, it will make a meaningful
contribution toward addressing housing needs. The City of
San Diego should continue to closely monitor the program’s
usage, and also consider a variety of improvements to
encourage even more production from the AHBP.

The North Parker by Jonathan Sega
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