STAFF REPORT

DATE: May 28, 2008
TO: Redevelopment Agency Board
FROM: Katherine Hess, Director of Community Development Department

Danielle Foster, Housing Programs Manager

SUBJECT: 233 and 239 J Street Properties

Recommendation
1. Review options.
2. Adopt the attached resolution (Attachment 4), directing staff to further analyze Option 1
through the completion of a more detailed feasibility analysis.

Summary
In August 2005, the Davis Redevelopment Agency purchased two 6,000 square foot lots located

at 233 and 239 J Street, within the Old East neighborhood R-2 area. As currently entitled, these
lots could accommodate two primary housing units on each, for a potential of four single-family
homes. The Agency originally purchased these lots with affordable housing funds with the
following objectives:
e Provision of affordable ownership housing near the downtown.
e Provision of owner-occupied units on these lots.
e (Consideration of the relocation of historic and contributing historic homes to these lots,
based on rehabilitation costs, moving costs, and the availability of appropriate homes.
e Consideration of site-built affordable housing as an alternative to the relocation of homes,
estimating a minimum of 4 to 6 units.

It has been over two years since the purchase of these lots. The Agency has a five-year deadline

to renew its intent to develop, use, or sell the properties and repay the affordable housing fund. In

the time since purchase, approval of the B and Third Streets Visioning Plan has revived

discussions related to the relocation of homes. This report outlines five potential options for the

Agency Board’s consideration related to the properties at 233 and 239 J Streets, with estimates of

potential costs.

e Option 1: Relocate two historic/contributing historic houses to 233 and 239 J Street and
build two additional units

e Option 2: Develop 233 and 239 J Street with a total of four to six site-built single-family
homes.

e Option 3: Sell 233 and 239 J Street lots with affordability and owner-occupancy
requirements

e Option 4: Sell 233 and 239 J Street without any restrictions

e Option 5: Hold 233 and 239 J Street until the market improves



Staff is seeking Council input and direction on the use of these properties. Once staff receives
direction from Council, staff will return with a more detailed analysis of the preferred option or
options for Council to give final direction.

Fiscal Impact
Outside of already-budgeted staff time, no additional resources have been committed to any of

the options discussed in this staff report. The Redevelopment Agency originally paid $825,000
for the properties located at 233 and 239 J Street and $28,000 for additional site work (to remove
the remnants of a former basement and replace with fill dirt). This investment equates to
approximately $426,500 per lot. To complete weed abatement on the properties, the Agency pays
approximately $400 annually.

Potential costs related to each option for the properties are discussed in the Background and
Analysis Section of this report. A feasibility analysis of Option 1, being recommended by staff,
would likely cost less than $10,000 in total. Costs of the analysis could include items like the
creation of a project proforma (further detailing potential costs) and thorough inspections of
potential houses for relocation that would be approximately $1,000 per inspection. These costs
related to analysis of any option would be paid for through redevelopment affordable housing
funds.

Council Goal(s)

“Provide a mix of high quality housing to meet community needs.” Any of the options provided
in this report could support the above-stated goal. The Agency can either directly provide
affordable housing, partner to provide a desired housing product, or sell the properties to regain
income to the Housing Set-Aside fund for the purpose of providing affordable housing.

Background and Analysis

In August 2005, the Redevelopment Agency used affordable housing funds to purchase two
6,000 square foot lots located at 233 and 239 J Street. The properties are zoned R-2 and are
surrounded by a large duplex to the south, single family homes to the north and west and
apartments on the northeast and east corners. The intent was to provide affordable ownership
units on these lots. The lots are currently vacant and the Agency needs to decide how to use
these sites within the next two years.

Subsequently, in June of 2007, the City Council adopted the zoning to implement the B and
Third Streets Visioning Process. A number of the properties identified for potential intensified
uses in this area currently contain designated or eligible historic resources or contributing
structures. Relocation of these houses becomes a key issue in the implementation of the B and
Third Streets Visioning. As interest in the B and Third streets properties continues to rise, the
City/Agency needs to gauge its interest in accepting the relocation of one or more of these
structures.

Keeping in mind the issues arising from the 3™ and B Visioning Process, staff has identified five
possible options for the use of the properties at 233 and 239 J Street, which are discussed in the
following table.



Summary of

Options Description Benefits Costs Disadvantages
Option 1 Relocate two - Preserves two eligible - Approximately - Uncertainty
historic and historic/contributing units | $997,675 in related to
contributing - Provides affordable units | permanent subsidy, availability of
historic structures |- Ensures owner- but could reduce to and need for
and construct two | occupancy $690,880 if upgrade upgrades to
on-site units for a and relocation costs existing
total of 4 units are negotiated eligible
historic units.
Option 2 Construct 4-6 - Maximizes provision of - Approximately - Does not
new units on-site. affordable units $1,068,570 to address
- Ensures owner- $1,174,830 in relocation of
occupancy permanent subsidy eligible
- New construction historic or
- Agency oversees all costs contributing
and timing structures.
Option 3 Sell 233 and 239 | Ensures affordability - Approximately - Does not
J Street with - Ensures owner- occupancy| $625,000 or more address
Affordability & | Defined costs estimated to be lostin | eligible
Occupancy a reduced price historic or
Restrictions contributing
structures
Option 4 Sell now without |- Replaces funds to the Estimated revenue - No ensured
restrictions Housing program, to be from sale between affordability or
used on other projects. $700,000 to $840,000 | owner-
-Agency would likely occupancy
recoup most funds spent - Does not
on purchase of properties. address
historic
structures

- Will likely lose
money based
on current
market.

- Raises
questions
about why we
purchased
property
originally.

Option 5 Sell in one to two | Agency would likely - Costs related to - No ensured
years without recoup all funds spent on | carrying the affordability or
restrictions purchase of properties in properties ($400/yr) owner-

later sale - Revenue uncertain in occupancy
current market. Fair | Does not
market price could be | address
less than purchase historic
price. structures.




Option 1: Relocate Two Historic/ Contributing Historic Houses to 233 and 239 J Street
and Build Two Additional Units

This option would relocate two historic/contributing historic houses to 233 and 239 J Street.
Based on the size and configuration of the lots, along with the limitations inherent in designing
around a relocated structure, staff believes that two additional, new units could be built on site.
All units would have affordability and owner occupancy restrictions.

Costs for this option are high on a per-unit basis. The Agency paid $825,000 for the land and
$28,000 for site preparation work. Land costs alone for four units would be slightly more than
$213,000 per unit. Pursuing use of the properties under this option would cost approximately
$437,295 to $588,145 per unit; a summary of estimated costs is shown in Attachment 1. With a
maximum allowed sales price of $275,000 to $290,000 per affordable unit, it is estimated that
each unit would require a $222,720 to $237,720 subsidy. Under standard affordable housing
requirements, all of the units would have resale restrictions to limit appreciation. This would
result in a permanent subsidy (loss) into the project estimated to be approximately $890,880,
without including any funds for development profits. Within these assumptions, staff has
included use of a construction manager and/or project manager who would be paid hourly and
would not require profits from the unit sales.

Although adding more than four units would decrease the per unit land cost, staff does not
believe the lot configurations, with the relocated homes, would allow for more than four units
total to be located on the two sites. Even building two new on-site homes with the two relocated
homes will be challenging. Although the two properties are 6,000 square feet each (50’ by

120°), staff would recommend maintaining historic setbacks as much as possible. In addition,
the 15° recorded easement on the west end of the properties would need to be maintained. (This
easement currently acts as a secondary driveway for the duplex at 227 J Street.) If Option 1 were
pursued, the two historic structures could front onto streets in order to maintain the historic feel
of the neighborhood. Neighbors would likely welcome owner-occupied historic homes.

The City would attempt to negotiate the relocation/moving of eligible historic and contributing
historic houses without charge to the City. Staff would also recommend negotiating for necessary
upgrades to relocated structures, prior to the City accepting them. Necessary upgrades could
include such things as wiring, plumbing, lead paint and asbestos abatement, but it is difficult to
estimate what upgrades will be needed. If upgrades were negotiated and not paid for by the City,
costs of the relocated units would decrease to a cost of about $337,295 each, resulting in a
permanent subsidy of about $74,295 per unit on the two relocated structures. This would also
provide a reduction in total project subsidy of about $200,000, decreasing it to $690,880
($172,720 per unit).

Although relocation of two houses could both provide affordable housing and preserve eligible
historic and contributing historic homes, the uncertainty related to this option is high.
Availability of historic structures for this purpose is an additional unknown factor, although staff
is aware of two houses that may be coming available, pending decisions about new projects on
their current parcels. If there is interest from the Agency regarding this concept, staff would
recommend the completion of detailed unit inspections and negotiations with projects related to
any potential relocations of historic and contributing historic units. The inspections and



negotiations would provide more certain costs and additional information regarding available
units.

Attachment 3 of this report lists properties within the B and Third Streets’ visioning area by
addresses and lists their sizes. Staff has bolded the addresses of homes that could potentially fit
onto these two properties, although site plan details would need additional work. With the
additional information regarding the potential costs related to relocated houses, staff would
recommend the completion of a more detailed proforma about specific units to be brought back
for the Agency Board’s review.

Option 2: Develop 233 and 239 J Street with a total of four to six site-built single-family
homes.

Building all new units would maximize the number of units that could fit on the lots, although
building more than four units on these properties would require a rezoning. This type of zoning
change, if pursued, would include additional neighborhood outreach and the need for a creative
and quality site plan and design.

This option also includes substantial per-unit costs. For example, if six units are built, due to
land costs related to the project and the project costs shown in Attachment 1, the permanent per
unit subsidy would be close to $214,730, if only four units were built the per unit subsidy would
be closer to $286,430. The overall permanent project subsidy would range from $1,145,720 to
$1,288,380 with the higher amount needed in the six unit project. This subsidy estimate is based
on an assumption that all of the affordable units would be sold at moderate income prices (120%
of Area Median Income). If the Agency wishes to provide low income ownership units in this
project, the subsidy would need to be greater. This option would also include in its budget a
project manager. Hiring a project manager, rather than conducting a Request for Proposals
process on the project, is likely to be more cost effective, since a project manager does not
require developer profits to be included in the budget.

If the Agency would like to pursue this option, staff would recommend issuing a Request for
Qualifications in order to identify a project manager who would produce a proforma and further
refine a project budget. In order to produce preliminary site plans for this project, staff would
also recommend preliminary work with an architect to determine site layout and unit capacity.

Option 3: Sell 233 and 239 J Street Lots with Affordability and Owner-Occupancy
Requirements

In Option 3 the Agency would not develop or relocate any housing units to these properties.
Instead, the Agency would attach affordability and ownership requirements to these properties
through deed restrictions, and then sell the lots with the restrictions. Since two of the objectives
of the Agency are to provide affordable housing and owner-occupied units on these properties,
the Agency could attach the following type of restrictions:

e Owner Occupancy Requirement. All housing units developed on these properties shall be
occupied by all owners that purchase said units, upon the completion of unit construction
and issuance of a certificate of occupancy.

e Sale Price Cap. All housing units developed on these lots shall be priced at a level that is
in accordance with the city’s moderate income housing prices set for a household with an
income level at 120% of the Area Median Income (currently $290,000 for a three-
bedroom unit).



e Income and Resale Restrictions. All housing units shall be sold to a household at or
below 120% of Area Median Income, based on the current prices and income levels
available at the time that the units are sold. Resale restrictions would ensure ongoing
affordability, consistent with the Agency’s affordability requirements.

These restrictions would provide affordable housing units near the downtown. As is typical with
affordable ownership units, affordability income restrictions and prices would be set at moderate
income levels. Affordable housing funds of the Redevelopment Agency must be used to provide
housing for very low, low, and moderate income households. If prices exceeded moderate
levels, funds from the Redevelopment Agency housing set-aside account could not be utilized
and the affordable housing fund would have to be reimbursed for all of its costs to date related to
the original purchase and maintenance of these two properties. General redevelopment funds,
not funds specifically set-aside for affordable housing, could assist with workforce housing units
that target a slightly higher income level, such as middle income. Staff is not recommending this
approach, since the intent has been to use the Agency’s affordable housing funds on these
properties.

The drawbacks of this option are that it decreases the value and resulting price of the properties
at 233 and 239 J Street and it provides less certainly as to when affordable units would be
provided. Rather than getting the Agency’s full $825,000 back on the two sites, the sale price for
the lots would likely be reduced by more than seventy-five percent or greater. This option is less
attractive if it results in a $625,000 or greater subsidy (loss) in order to gain four owner-occupied
moderate income housing units. Further, staff is not sure if there would be interest from local
developers in purchasing and building on the properties with these types of restrictions.

Selling the properties with these restrictions, leading to an Agency loss, does not constitute
financial assistance to a project and would not trigger prevailing wage in the buyer’s project as
long as the properties are sold for their Fair Reuse Value. To pursue this option, the Agency
would need to direct staff to work with legal counsel on the creation of these deed restrictions
and to conduct an assessment of the properties’ Fair Reuse Value with said restrictions. If there
is interest in this option, staff would first recommend the completion of outreach to ensure that
there are potential buyers prior to investing significant time and resources.

Option 4: Sell 233 and 239 J Street without any Restrictions

After speaking with local realtors, staff confirmed that it is likely that if each of the two lots
(under R-2 zoning) was sold individually, they would be worth $350,000 to $420,000 apiece.
This may repay the Agency for its land costs of $825,000, but not costs associated with weed
abatement or site preparation. The Agency would have essentially bought the properties during a
strong real estate market and then sold in the “softer” market conditions. We might not even
recoup full value of our initial $825,000 purchase price. When checking with realtors, there was
a consensus that the properties would likely increase in value in the next few years. Regardless,
whatever funds would be accrued in sale of the properties would have to reimburse the housing
set-aside fund of the Agency.

One possible purchaser for the properties could be someone wishing to acquire the land as a
relocation site for 311 B Street or other structures to be relocated as a result of development.



This option does not provide any direct public benefit. The properties would not require owner
occupancy or affordability. To accomplish this option, Council would direct staff to take the
necessary steps to sell the properties at 233 and 239 J Street. Proceeds of sale would be re-
deposited into the Agency’s low- and moderate-income housing fund.

Option 5: Hold 233 and 239 J Street Until the Market Improves

Although the properties may currently yield $350,000 to $420,000 on each lot, if the Agency
waits until 2009 or 2010 there may be opportunity to sell the land at a higher price to repay the
Agency’s housing fund. The Agency should sell its land at or above Fair Market Value in order
to ensure that no subsidy has been provided to the project. Subsidies to projects through a
reduced price result in the same type of reporting requirements and labor standards as direct
financial assistance.

While this option could generate income for the Agency, it does not provide any public benefit
for the future units built on these properties and it keeps approximately $825,000 funds
unavailable for Agency use until the time when the properties are sold. The Agency will also be
responsible for maintaining the property over the next one to two years. It is also difficult to
speculate the amount by which these properties could increase in value, but any increase would
be offset by inflation and ever-changing construction costs. If the Agency wishes to pursue this
option, it can direct staff to proceed in holding these properties for the next two years, with intent
to sell once their resale value increases.

Conclusion

Options 1 and 2 would provide public benefits to the City and Agency of Davis, but will require
large permanent subsidies. Options 3, 4, and 5 are more cost effective options that will likely
prove to be less risky for the Agency but vary in their levels of providing public benefit. This
staff report is aimed at providing adequate information for the Agency to discuss the options and
provide direction to staff on next steps. Based on an overall review of potential costs and
benefits, staff recommends that the Agency direct staff to pursue Option 1 with an initial step
being a feasibility analysis for consideration by the Board before making a final decision this
option.

Attachments

1. Option 1 and Option 2 Cost Estimate Information

2. Parcel map that includes 233 and 239 J Street

3. Chart of B and Third Streets homes, bolding potential homes for relocation
4. Resolution directing staff to pursue Option 1



Option 1 and Option 2 Cost Estimate Information

ATTACHMENT 2

Two Units Relocated

Two Units Built

Four to Six Units Built

Land Costs and
Site Prep Costs

$426,000 ($213,000/unit)

$426,000
($213,000/unit)

4 units: $213,000/unit
6 units: $142,200/unit

Detailed
Inspection of
Historic Home

$2,000 (at $1,000/unit)

N/A

N/A

Moving Costs* $0-$75,000 (at $35,000- | N/A N/A
$40,000/unit)

Home Upgrade | $25,000-$150,000 (up to | N/A N/A

Costs* $75,000/unit)

Soft Costs (arch, | $50,000 ($25,000/unit) $125,000 $50,000/unit

engineer, legal, ($62,500/unit)

etc)

Planning Approximately $10,350 ($2,590 per unit) $10,350

Application**

Building Permit | Permit fees at Permit fees at Permit fees approximately

Fees and approximately $5,000 approximately $22,500 | $12,000/unit.

Development ($2,500 per unit), ($10-$12,000 per unit),

Impact Fees™***

Impacts fees at
approximately $52,610

Impacts fees at

approximately $52,610

Impact fees approximately
$26,305/unit.

($26,305/unit) = $57,610 | ($26,305/unit) =

$75,110

Foundation $58,800 ($29,400/unit) N/A N/A

Building Costs N/A $495,000 $247,500/unit
($247,500/unit)

Construction $100,000 ($25,000/unit) $25,000/unit

Mgmt & Project

Consulting

Category $674,590-874,590 (up to | $1,176,290 ($588,145 | N/A

Estimate $437,295 per unit) per unit)

Total Cost Approximately $1,850,880 to $2,050,880 4 units: $2,305,720

Estimate ($466,793 to $512,720 per unit) ($576,430/unit)

6 units: $3,028,380
($504,730/unit)

Revenue from
Sales

$1,160,000, based on a sales price of $290,000/unit

4 units: $1,160,000
6 units: $1,740,000

Permanent
Subsidy

$690,880 to $890,880 ($172,720 to $222,720 per

unit)

4 units: $1,145,720
($286,430/unit)

6 units: $1,288,380
($214,730/unit)




*Due to a wide range of variables related to upgrades costs, it is difficult to accurately estimate costs
without the completion of a detailed inspection on a unit. These costs and moving costs may also be
negotiated with owners, resulting in a wide range of possible costs.

**Even if four units are provided on the two lots, as currently permitted in R-2 zoning, it is likely
that a Planned Development would be needed to accomplish the likely setback variations.

*#*Unit valued at $247,500 based on 1500 square foot unit at $165/square foot. Development
Impact fees are based on recent December update. A credit would be provided to any properties that
the two relocated units would be coming from; staff could try to negotiate for the impact fees credit.
This would decrease city subsidies by almost $58,000 in this option ($26,305 per unit).



Parcel map including City/Agency properties at Third and J Streets, lots 14 and 15
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ATTACHMENT 3

Property Address Year Built Approximate Size of Unit in
Square Feet
(excluding detached garages)

225 B Street 1917 1586

229 B Street 1925 1763

233 B Street 1920 720

241 B Street 1920 2274

301 B Street 1922 2360

305 B Street 1932 990

311 B Street 1931 1462

315 B Street 1935 1168

319 B Street 1933-1940 1239

337 B Street 1894 1400

246 Fourth Street 1933-1940 987

232 Third Street 1870 est. 942

235 Third Street 1922 1550

236 Third Street 1933-1940 1464

239 Third Street 1933-1940 1175

240 Third Street 1933-1940 1000

247 Third Street 1932 670

Note: The units that might be coming available or that might fit onto the properties based on unit

size are bolded above.




ATTACHMENT 4

RDA RESOLUTION NO.

RESOLUTION OF THE CITY OF DAVIS REDEVELOPMENT AGENCY DIRECTING
STAFF TO FURTHER ANALYZE THE COSTS AND FEASIBILITY OF THE
RELOCATION OF TWO HISTORIC/CONTRIBUTING HISTORIC HOUSES AND THE
CONSTRUCTION OF TWO NEW HOUSES AT 233 AND 239 J STREET

WHEREAS, the Agency has an objective and responsibility for providing low and moderate
affordable units with its affordable housing funds; and

WHEREAS, the Agency supports the creation of affordable ownership opportunities near the
Core Area and UC Davis that support the local workforce and decrease the need for car usage;
and

WHEREAS, the Agency supports the reuse of historic/contributing historic houses for the
purpose of affordable housing, as a method for preserving history and maximizing available
community resources.

NOW, THEREFORE, BE IT HEREBY RESOLVED that the Davis Redevelopment Agency

Board of Directors:

1. Directs staff to further analyze “Option 17 of the staff report prepared by staff for the January
8, 2008 meeting of the Board. This option includes the relocation of two eligible
historic/contributing historic houses and the new construction of two houses on the properties
located 233 and 239 J Street for the purpose of providing affordable low/moderate ownership
housing.

2. Directs staff to meet with owners, perform inspections, and negotiate potential costs related
to the relocation of existing historic/contributing historic structures.

3. Directs staff to prepare a more detailed project proforma, and hire an expert as needed, in
order to determine more definitive costs for the completion of Option 1.

4. Directs staff to complete the necessary analysis without incurring more than $10,000 in
additional costs, outside of already budgeted staff time and annual weed abatement costs
related to 233 and 239 J Street.

5. Directs staff to return to the Board once these items have been completed and a more
comprehensive analysis is available for review and action by the Board.

PASSED AND ADOPTED by the Redevelopment Agency of the City of Davis this eighth day
of Janaury 2008 by the following votes:

AYES:
NOES:

ABSENT:

ATTEST: Sue Greenwald, Board Chair

Margaret Roberts, Agency Clerk



