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CITY COUNCIL AGENDA REPORT

CITY OF ANAHEIM
COMMUNITY & ECONOMIC DEVELOPMENT 
DEPARTMENT

DATE: OCTOBER 24, 2017
FROM: COMMUNITY & ECONOMIC DEVELOPMENT,

PLANNING AND BUILDING DEPARTMENTS 

SUBJECT: POTENTIAL OPTIONS TO INCREASE THE PRODUCTION OF   
                        AFFORDABLE HOUSING

ATTACHMENT (Y/N): YES ITEM # 25

RECOMMENDATION:

That the City Council, by Motion, receive and file a report regarding local options that 
may be used to expand the availability of affordable housing in the City and; if desired 
direct the Community and Economic Development and Planning and Building 
Departments to develop an appropriate affordable housing funding and production 
program for the City. 

DISCUSSION:

On May 23, 2017, following a report provided by the Kennedy Commission regarding 
the current state of affordable housing in Orange County, and more specifically the lack 
of housing options for families whose income level fall within the very low and 
extremely low income categories, Councilman Moreno requested that staff bring forward 
options to aid in the increased production of affordable housing in Anaheim. Over the 
course of the last few months, staff has reached out to neighboring jurisdictions who 
have inclusionary ordinances as well as talked with several local stakeholders in order to 
get a balanced perspective on the benefits and concerns surrounding this subject matter. 
Additionally, staff engaged subject matter experts Keyser, Marston and Associates 
(KMA) and they have provided two comprehensive overview memorandums 
(Attachment 1) on the subject of affordable housing production tools, one related to 
imposing requirements on new housing production and the other related to impact fees 
on commercial development. Ms. Kathe Head from KMA, the author of these 
memorandums, remains available to provide further guidance or clarification as 
requested. 

As background, the City of Anaheim assesses and plans for its housing needs, including 
the provision of affordable housing, through the General Plan Housing Element.  The 
Housing Element provides a detailed analysis of Anaheim’s demographic, economic and 
housing characteristics as required by California Government Code Section 65583, et. 
seq. (“State Law”). The Housing Element also provides a comprehensive evaluation of 
the City’s progress in implementing the past policy and action programs related to 
housing production, preservation and conservation. 
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Based on the community’s existing housing needs, available resources, constraints and opportunities for 
housing production and preservation and past performance, the Housing Element identifies goals, 
objectives and action programs that address the housing needs of present and future residents.  State law 
requires local jurisdictions to update its Housing Element every eight years.  The State certified the 
City’s Housing Element in 2014 and it remains valid through 2021. State law also requires the City to 
provide an annual update to the State on the City’s progress towards implementing its Housing 
Element.  Council reviewed and approved submittal of the last annual update to the State at its meeting 
on March 21, 2017.

Historically, the City has been able to facilitate the development of affordable housing for a broad 
spectrum of income ranges through the implementation of progressive land use policies, streamlined 
business processes and by providing financial assistance.  As part of the 2004 General Plan Update, the 
City re-designated hundreds of acres of underutilized commercial and industrial land to residential land 
use designations.  The City also created a Housing Opportunities Overlay Zone as part of the latest 
Housing Element update to facilitate “by-right” residential development at strategic locations 
throughout the City, and continuously updates its existing regulations to create flexibility in 
development standards and further streamline the approval process for infill residential development. In 
2005, the City Council adopted the Affordable Housing Strategic Plan (the “Strategy”), which set a goal 
of constructing 1,200 affordable housing units for very low to moderate-income households. Funding 
from the Redevelopment Housing Set-Aside fund, the federal HOME Investment Partnership program 
and Section 8 Housing Vouchers were critical funding tools used to assist such development. The City 
met the goal set in 2005 and subsequently adjusted the goal in 2009 through 2014 to 3,112 units as well 
as expanded development activities to include homeownership and substantial rehabilitation options. 
Due to a reduction in funding by the State (SERF Payment), the City reduced this goal to 2,812 units.  
Unfortunately, the City did not meet this goal due to the elimination of Redevelopment, as well as the 
cuts in federal programs for affordable housing (See Attachment 2). 

As discussed on May 23, 2017, the funding landscape that existed in 2005 has changed dramatically 
due to the loss of Redevelopment and continued funding cuts to housing programs at the federal level. 
Additionally, available State funding sources increasingly favor transit-oriented development and/or 
impose regulatory restrictions, such as significantly reduced parking standards, that do not necessarily 
favor Anaheim. On September 29, 2017, Governor Brown signed a housing package that includes over 
one dozen bills passed by the Legislature in response to the State's housing crisis. The State will use 
this legislation to provide more money for affordable housing, with some of it designated for local 
government, in exchange for requirements for local jurisdictions to streamline housing development 
approvals. However, this is not expected to be a significant funding source for cities. Of particular note 
to this discussion is SB 35. This bill creates a more streamlined, ministerial approval process for 
development proponents of affordable multifamily housing. In order for developers to take advantage 
of this process, the local jurisdiction must be deficient in its progress towards meeting its share of the 
Regional Housing Needs Assessment (RHNA) and the proposed development must meet certain 
objective development standards and affordability requirements. Given the limited funding available for 
local governments to develop affordable housing, most cities in California, including Anaheim, simply 
cannot meet its share of the RHNA allocated units. Attachment 3 provides a brief summary of all of the 
bills that are a part of the recently enacted State housing package.

In California, over 170 jurisdictions have adopted some form of locally driven affordable housing 
programs. Production goals set forth by such initiatives are met, in part, by the adoption of inclusionary 
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housing requirements, residential impact fees and/or commercial linkage fees. Inclusionary housing 
programs focus on requiring developers to set aside a defined percentage of units in a market rate 
residential projects for low and moderate-income households.  The key advantage of inclusionary 
housing programs is that it can offer an effective tool to create mixed-income housing projects and 
mitigate the economic segregation by dispersing affordable housing throughout the community. Most 
inclusionary housing programs reviewed by staff offer the flexibility for developers, under certain 
perimeters, to pay an in-lieu fee, to opt-out of building affordable housing units on-site. The in-lieu fee 
is then used to support other affordable housing, as prescribed by the City. The key benefit of this 
option is that often market rate developers are not equipped with the knowledge or resources to 
properly lease and monitor affordable housing units and that role can be transferred to an experienced 
affordable housing developer. Until recently, the City could only impose inclusionary housing 
programs on homeownership projects and not rental projects due to previous litigation of this issue in 
another city.  However, SB 1505, recently approved by the California State Legislature in September 
2017, will open the door to allow cities to impose this requirement on rental projects should they 
choose to do so. 

A local jurisdiction can also elect to impose a residential affordable housing impact fee on both market 
rate rental and homeownership projects.  The primary focus of this option is to generate funds to 
mitigate the demand for affordable housing by imposing a fee on market rate residential development. 
The Courts support this option provided the fee, which requires a “nexus” study, is proportionate to the 
impact on the local affordable housing market. As developers produce market rate housing, the 
residents of these developments create a demand on local goods and services, which creates the demand 
for low and moderate-income workers and associated housing. The fee on the market rate development 
would provide a funding source that the City could use towards the provision of housing for these low 
and moderate-income workers. 

Commercial “linkage fees” can also provide a source of revenue to assist the development of affordable 
housing.  Commercial linkage fees are essentially an impact fee, similar to park fees, sewer fees, etc.   
The purpose of a commercial linkage fee is to apportion the financial responsibility for the increased 
need for affordable housing to the commercial uses that create that additional demand. A commercial 
linkage fee would be subject to the Mitigation Fee Act, which requires jurisdictions to document the 
linkages among construction of new commercial uses, employees that work in the new commercial 
uses, and the increased demand for affordable housing.   A nexus analysis would need to be prepared to 
determine the maximum impact fee amount that can be assessed to each commercial building type. 
Attachment 6 shows typical linkage fees from other cities. 

Staff conducted research on other cities in Orange and Los Angeles County that have implemented an 
inclusionary housing program (Attachment 4). Overall, most cities with an inclusionary housing 
program require a certain percentage of market rate units to be set aside and designated as affordable. 
Most cities also include an option that allows developers to pay an in-lieu fee instead of constructing 
affordable units as part of their projects. Some cities only allow an in-lieu fee for smaller projects and 
require projects of a certain size or larger to construct affordable units on-site. In speaking with staff 
from other cities, most developers seem to favor in-lieu fees over building on-site when in-lieu fees are 
available as an option for projects of any size. For those cities that require larger projects to construct 
affordable units on-site, developers tend to prefer using density bonus law to maximize the unit yield, 
which will often result in reduced development standards, such as parking.     
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Staff also contacted several developers who have constructed housing projects in the City or are 
actively working on projects to gain their general perspective and views on the issue of affordable 
housing, including inclusionary policies, and in-lieu fees.  Overall, the consensus shared in the 
preliminary conversations is that developers generally prefer incentive-based verses mandatory 
approaches to providing affordable housing.  Incentives might include such items as reduced or flexible 
development standards, expedited planning and building fees, and/or density bonuses.  While there is a 
general preference for incentive-based approaches, the developers contacted acknowledge the 
community benefits of affordable housing and understand that well-crafted and reasonable inclusionary 
housing policies can play an important role in the production of affordable housing.  If considering an 
inclusionary ordinance, the developers contacted recommended it be undertaken in a collaborative 
manner with stakeholders and offered the following general comments:

 It should create a “level playing field” for all residential developers – meaning to the maximum 
extent possible it should treat developers in the same situation equitably.

 Requiring more than 10% of market rate units to be set aside or designated as affordable may 
complicate project financing and potentially create an unsurmountable financial burden.

 Requiring affordable units in for-sale ownership projects is very difficult, especially for very-
low and low-income categories.  The required subsidy to make the home affordable is 
significant and the ratio of “cost invested per unit created” is often very high.

 The ordinance should include flexibility recognizing that each project may have unique 
attributes, such as (1) allow for the payment of in-lieu fees for smaller projects and for-sale 
ownership projects, (2) afford discretion on allocating or dispersing the affordable units within 
the project, (3) allow developers to partner with other developers or non-profits to construct the 
affordable units off-site, etc.

 The amount of the in-lieu fee should be reasonable and take into consideration the total fee 
“load” for the project.

 The City or its Housing Authority should consider assisting developers with the process of 
income qualifying residents per income category for the affordable units.

 If adopted, the ordinance should include a “phase-in period” recognizing that recent land 
purchases or those under consideration likely did not factor the cost of paying in-lieu fees or 
setting aside a percentage of affordable units.

 If developing within the Mixed Use Zone, developers should be allowed more flexibility 
(potential reduction) on the required amount of retail/commercial square footage in exchange 
for providing affordable units.

The Building Industry Association (BIA) of Orange County was also contacted by staff to gain their 
general perspective and views on the issue of affordable housing. In 2014, the BIA developed the 
Housing Futures Initiative (HFI) to help cities identify ways to facilitate the development of affordable 
housing through land use changes, flexible development standards, process streamlining and fostering 
relationships with community stakeholders (Attachment 5).  Similar to the sentiment of developers who 
are active in Anaheim, the BIA favors the adoption of policies that lead to the development of 
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affordable housing over mandatory initiatives such as inclusionary zoning and/or in-lieu fees, and 
recommends that the City adopt a resolution in support of their HFI. 

Working collaboratively with stakeholders, staff believes a strategy can be formulated that strikes a 
delicate balance of augmenting the City’s affordable housing efforts without imposing an undue burden 
on or dis-incentivizing development.  To this end, staff recommends the City Council consider the 
following options and provide direction to staff on its interest in pursuing any or all of these options, or 
others that may be of interest to the City Council.  The options presented below are not mutually 
exclusive. 

Policy Statement

Adopt, by resolution, a policy statement which states definitively that the production of 
workforce/affordable housing is a priority in the City of Anaheim.  The resolution could include broad-
based goal statements that would provide guidance to staff and housing developers, and help frame 
expectations.  This would provide a basis for staff and applicants of proposed housing developments to 
discuss, at the earliest possible time, options and issues for how to best address the City’s 
workforce/affordable housing priorities on a project-specific basis, ideally in a manner that does not 
unduly burden or otherwise render the proposed project infeasible. Workforce/affordable housing 
options could be evaluated concurrently with the various other issues reviewed as part of the 
development application review process (e.g., zoning code compliance and environmental issues).  The 
resolution could include a provision for the consideration of non-monetary based incentives to 
encourage provisions for workforce/affordable housing.  The goal would be to offer flexibility on 
certain development standards without complicating sensitive community issues, such as parking.  
While a resolution would not create a legal obligation, staff has found developers are generally open to 
working with the City to address priority issues if they are pursued in a reasonable manner and 
recognize that each project is unique.  Staff believes a resolution could be presented for the City 
Council’s consideration within the next 60 days.

Inclusionary Housing Ordinance

Direct staff to work with stakeholders to prepare and present an Inclusionary Housing Ordinance for the 
City Council’s consideration.  Experiences in cities throughout the State, including throughout Orange 
County, confirm that if such ordinances are carefully and thoughtfully crafted, they do not necessarily 
place an undue burden or create an insurmountable dis-incentive for housing development.  Consistent 
with other cities in Orange County, staff’s preliminary thinking is such an ordinance would establish a 
reasonable inclusionary goal (e.g., 10% of units constructed) and allow for the payment of an in-lieu fee 
for smaller projects or projects where developers objectively demonstrate the inclusionary requirement 
would place an undue burden or result in the project not being feasible.   An Inclusionary Ordinance, 
unlike the resolution discussed above, would create a legal basis for requiring the provision of 
workforce/affordable housing and/or the payment of an in-lieu fee.  Working cooperatively with 
stakeholders such as developers who have or are proposing projects in the City, the Building Industry 
Association of Orange County, Kennedy Commission, and others, staff believes an effective and 
successful ordinance can be crafted.  Allowing ample time to work with stakeholders, staff believes 
such an ordinance could be presented for the City Council’s consideration within six months, if so 
desired.  
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Linkage Fee

Direct staff to study and report back on the potential benefits and concerns of adopting a “linkage fee” 
ordinance similar in concept to what is being contemplated in the City of Los Angeles.  Several cities in 
the State have adopted such ordinances which generally assess a fee on a “per square foot” basis on 
commercial and industrial development, recognizing a connection or “linkage” that such development 
creates jobs which creates demand for housing.  If the City Council is interested in contemplating such 
a fee, staff would outreach with stakeholders (e.g., commercial and industrial developers, Orange 
County Business Council, the Chamber of Commerce, Hotel/Motel Association, and others).  In 
addition, staff would evaluate legal issues and assess tolerances for how such a fee might be established 
without dis-incentivizing development or creating unintended consequences.  Such a fee would be 
regarded as an “impact fee” (similar in concept to a traffic impact fee) which would require that the fee 
amount be substantiated by a detailed study that creates a “nexus” between the fee amount and the 
City’s anticipated workforce/affordable needs.   Based on the complexities of such a fee and the desire 
to meaningfully engage stakeholders, staff anticipates a report on the potential benefits and concerns 
could be presented to the City Council for consideration in six months.

State Legislative Bills

Direct staff to continue to work proactively to encourage the State’s legislative agenda to prevent or 
minimize bills that create more problems than they solve, such as bills that allow developers to take 
advantage of density bonus provisions that do not produce meaningful affordable housing but allow 
exemptions or significant reductions in required parking.

IMPACT ON BUDGET:

There is no budgetary impact.

Respectfully submitted,

John E. Woodhead IV David Belmer
Community and Economic Planning and Building Director
Development Director

Attachments:
1. KMA Memorandums
2. Affordable Housing Strategic Plan – 2005-2014 Production Goals
3. New Housing Legislation 
4. Comparison of Cities with Inclusionary Housing Ordinances and Linkage Fees
5. BIA-Housing Futures Initiative
6. Comparison of Cities with Linkage Fees


