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GETTING AFFORDABLE IN THEIR SITES
BY J.K. DINEEN
San Francisco Business Times

When Trumark Urban started buying up 
condo development sites around the city in 
2012 and 2013, the group was intent on 
paying a fee to satisfy city affordable housing 
requirements.

But times have changed. 
Instead of “feeing out” — paying $172,000 to 

$373,000 per market-rate unit depending on its 
size — Trumark has agreed to build affordable 
units at most of its 550-unit, seven-project 
pipeline.  In total, Trumark will build 60 units of 
affordable housing across its portfolio and pay 
$7 million for the two other projects where it 
won’t provide on-site affordable units.

“We have gotten a clear message that 
most neighborhoods prefer on-site affordable 
housing so we are doing that as a policy across 
our portfolio,” said Arden Hearing, managing 
director of Trumark Urban. 

Under what’s known as inclusionary housing 
rules, developers of market-rate housing in 
San Francisco are legally required to provide 
affordable housing, too. But they’ve had 
options: They can pay the city a fee based on 
20 percent of the total project cost, devote 12 
percent of the market-rate project to affordable 
units, or build 20 percent at a different site 
within a one-mile radius.

With the groundswell of concern that the 
city’s housing boom caters to top tech earners 
and well-heeled empty-nesters, rather than 
average San Franciscans, the city is pushing 
back against market-rate developers who would 
rather pay the fee. The change is being driven by 
neighborhood groups in development-intensive 
areas like Upper Market, SoMa and Hayes 

Valley who don’t want their neighborhoods 
turned into ghettos for the well-to-do.

Olson Lee, who heads the Mayor’s Office of 
Housing, said that the department is pushing 
on-site affordable whenever it is feasible. “We 
believe in economic diversity and all diversity — 
it makes for better neighborhoods,” said Lee.

Peter Cohen, of the San Francisco Council of 
Community Housing Organizations, said 2014 
will bring a push for developers to do on-site 
or off-site affordable housing (called BMRs, for 
“below market rate,” in developer lingo) rather 
than “fee outs.” His group is looking at ways to 
tweak the inclusionary housing ordinances to 
encourage on-site and off-site projects, rather 
than fees.

This year will see only one project made 
up entirely of off-site BMRs for a market-rate 
project. Developer Brian Spiers, who is building 
Linea at 1998 Market St., is close to completing 
1600 Market St., a 23-unit for-sale building 

affordable to folks making 70 
percent of the area median 
income. (About $56,000 
for one person.) For condo 
developers, doing on-site is 
tricky because you essentially 
need two business plans and 
two marketing schemes. The 
BMR units are sold through a 
large bureaucracy — the Mayor’s 
Office of Housing – so there is 
that to deal with too.

Off-site projects are required 
to be within a mile of the 
market-rate one. A certificate 
of occupancy must be issued 
for the affordable project before one unit of 
market-rate housing is sold. All the rules make 
it “like juggling on a unicycle,” Hearing said.

Spiers said a unique convergence of 
circumstances made his off-site project 
possible.

“I was fortunate enough to have a piece 
of property I was looking at for a market-rate 
project,” said Spiers. “It worked for all of us. It 
allowed me to get a loan for both projects at 
the same time. Politically, if I had applied for 
an in-lieu fee I would have faced significant 
resistance.”

In the first round of the lottery Spiers got 66 
qualified buyers for the units, which range from 
$200,000 to $225,000. “I don’t think we have 
had one person walk away from the deal,” he 
said.

But for affordable housing developers, the 
inclusionary housing calculus is more complex. 
The city has collected about $17 million in 
fees this years, up from $10 million last year, 
and $1.5 million in 2011. Eventually that 

money will go toward new affordable housing 
development.

Don Falk, executive director of the Tenderloin 
Neighborhood Development Corp., said it’s 
difficult to take the long view when there 
is a gold rush and market-rate builders are 
snapping up every available site.

“Every time there is a hot market we talk 
about buying land and land banking it,” said 
Falk. “But the counter-argument is ‘No, we 
need to build housing now. We need all our 
money to build as much as we can, as fast as 
we can.”

 Lydia Tan, an executive at Related of 
California, which builds both affordable and 
market-rate housing, said the debate pits 
timing versus production.

“To me it’s the balance of timing versus 
number of units,” said Tan. “Any off-site or 
payment of fee is going to lead to an increased 
number of units. On-site gets them built faster, 
but you don’t get as many units.”
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“It worked for all of us,” Spiers says. “If I had applied for 
an in-lieu fee, I would have faced significant resistance.”

he said. “There is a lot of desire to see the trust fund 
money going to new development and it will. We 
won’t take all of the trust fund money.”

The public housing crisis comes as San Francisco 
affordable housing developers are scrambling to 
come up with financing for hundreds of approved 
units languishing in the pipeline. Tenderloin 
Neighborhood Development Corp. Director Don 
Falk said there is no question the housing author-
ity is a pressing need. Like other nonprofits, TNDC 
will bid on renovating some 
of the public housing proj-
ects. But for every housing 
trust fund dollar that goes 
to fixing public housing, that 
is one less dollar for build-
ing new projects. “If we use 
the Prop. C money for the 
housing authority, where is 
the new housing production 
money going to come from?” 

Depending on how much 
of the Prop. C money goes 
to fixing public housing, 
Falk said that a new ballot 
measure might make sense, 
although he wondered if vot-
ers would be in the mood to 
bankroll affordable housing 
so close to the passage of Prop. C.

Along with the likely redirection of Prop. C money 
into public housing, builders have other fiscal obsta-
cles. From 2002 to 2012, there was a steady stream 
of money from state bond measures gushing into 
affordable housing. In 2002, there was the $2.1 billion 
Proposition 46. In 2006 California voters passed Prop. 
1C, a $2.8 billion affordable housing bond measure. 
The last of that money ran out a year ago.

“Right now we don’t have a state source or any 
consistent federal sources and we are still waiting 
for Prop. C money to kick in,” said Whitney Jones, 
development director for the Chinatown Community 

Development Center. “If we don’t have the state or 
federal money, it means we need much more local 
money and thus local money serves fewer projects.”

Doug Shoemaker, president of Mercy Housing 
California, said in a booming market, affordable 
housing developers don’t get a break when it comes 
to materials or labor. 
“We have to be counter-cyclical and buy land and 

start building when the market is soft. When the 
market gets really hot, we get priced out,” he said. 

“Everyone freaks about housing costs right at the 
moment you have the least ability to do anything 

about it.”
Politically, the lack of funds for 

affordable housing could impact mar-
ket-rate development. While the city 
has thousands of units under construc-
tion right now, much of it targets the 
city’s highest wage earners. The imbal-
ance between the supply of chic glassy 
towers and the kind of housing middle-
class residents can afford is fueling the 
type of anti-development sentiment 
that San Francisco hasn’t seen since 
the dot-com boom.

Peter Cohen of the San Francisco 
Council of Community Housing 
Organizations is part of a group 
of advocates pushing for a linkage 
between the pace of building permit-
ting for market-rate and affordable 

units.  “There should be a clear relationship between 
market-rate and affordable. We have a shared 
responsibility to make sure that affordable housing 
for low- and middle-income San Franciscans is keep-
ing up,” said Cohen.

Olson Lee said groups on both side of the afford-
able housing debate should be patient. 
“For us it’s not a sprint, it’s a marathon,” he added. 

“We will continue to build and build and build. Over 
30 years, we will be better off with the housing trust 
fund than without the housing trust fund.”
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THE LANDSCAPE
San Francisco’s affordable  
housing developers are 
scrambling to find financing 
for hundreds of units 
languishing in the pipeline. 
Much of the Prop. C money 
will go to fixing public housing 
and the 10-year stream 
of money from state bond 
measures has dried up.

Project (Developer) Units

■ Under construction: 
695 units

■ Awaiting funding: 958 units

Each block equals 
10 units.

Franciscan Towers, 217 Eddy 
(TNDC)

909-921 Howard St. 
(TNDC)

5800 Third, Phase III (Bayview Hunters 
Point Multipurpose Senior Services)

1036 Mission St.
(TNDC)

Rose Parks II, 1251 Turk St. 
(TNCD, Bethal AME Church)

Phelan Loop (Bernal Heights 
Neighborhood Center)

800 Presidio Ave.
(Equity Community Builders)

200 Sixth St.
(Mercy Housing)

55 Laguna 
(Mercy Housing, OpenHouse)

153

181

121

83

98

71

74

67

110

“IT MAY DIVERT 
PROP. C
MONEY TO
PRESERVATION
RATHER THAN
PRODUCTION —
BUT WE
DON’T HAVE
A CHOICE”

— Olson Lee, Mayor’s 
Office of Housing

AFFORDABLE HOUSING 
REQUIREMENT OPTIONS
1) Pay a fee ranging from $172,000 
for each market-rate studio to 
$373,000 for each three-bedroom.
2) Provide 12 percent of units 
on-site affordable to low- to 
moderate-income households.
3) Provide 20 percent of units off-
site that are affordable to low- to 
moderate-income households.
4) Dedicate land to the city for 
future affordable housing projects.
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