


San Francisco Transportation Sustainability Fee: Economic Feasibility Study

l. Introduction

The Association of Bay Area Governments (ABAG) estimates that the City of San Francisco will add
190,000 jobs and 100,000 households by 2040." Much of this growth is already occurring — projects
aimed at creating housing for upwards of 60,000 new residents are currently under construction or are
being reviewed. More housing and more jobs means more travelers using the City’s roads and transit
lines, further straining the City’s already-congested and overtaxed transportation system. To offset the
impact of new development, San Francisco needs to invest in updated infrastructure, including
transportation system improvements. In 2013, Mayor Edwin M. Lee convened a Transportation Task
Force to investigate what San Francisco can do to update its transportation network and to prepare it
for future travelers. The Task Force found that in order to meet current need and future demand, the
City would need to invest $10 billion in transportation infrastructure through 2030, which will require
$6.3 billion in new revenues.’

The Transportation Sustainability Program (TSP) is an initiative to improve and expand San Francisco’s
transportation system. This economic feasibility study presents findings of an economic evaluation of
the potential impact of the proposed TSP on new development in San Francisco. The Transportation
Sustainability Fee (TSF), the TSP component examined in this study, is a proposed citywide impact fee
that will help fund new transit, bicycle and pedestrian improvement projects as well as capital
maintenance. The TSF would provide additional revenue to help fill the City’s transportation funding gap
and ensure that new developments pay their fair share for impacts on the City’s transportation system.
Another TSP component examined in this study is the reform of the California Environmental Quality Act
(CEQA) review process, which has the potential to enhance the City’s ability to deliver new development
in a more reliable, timely and cost efficient manner.

San Francisco is currently experiencing a surge in residential and commercial real estate construction
and absorption, after a significant recessionary period that ended in 2012. Increased demand from both
business expansion and new residents, combined with the relatively slow pace of development that has
occurred for more than a decade, has contributed to rapidly escalating sales prices and rental rates.
Recognizing the need for new development (particularly housing development) to meet the needs of a
growing population and to ensure that prices do not continue to escalate to unsustainable levels, the
goal of this study is to evaluate and inform the development of the TSP to ensure that the program will
not impair development feasibility overall.

This report presents the following information:

I. Introduction— describes the purpose of the study and its organization.

[I. Summary of Findings— summarizes the results of the economic feasibility analysis.

lll. Description of Proposed Transportation Sustainability Program— provides an overview of the
TSP and its three interrelated components: the Transportation Sustainability Fee (TSF), which
will replace the current Transit Impact Development Fee (TIDF), California Environmental Quality
Act (CEQA)/ Level of Service (LOS) reform, and Citywide Transportation Demand Management
(TDM).

! Association of Bay Area Governments, Projections 2013.
? For more information on the Mayor’s 2030 Transportation Task Force, please visit:
http://transportation2030.sfplanning.org
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VI.

VII.

VIII.

San Francisco Transportation Sustainability Fee: Economic Feasibility Study

Study Goals and Methodology— presents the key goals for the study, along with a summary of
the analysis methodology, including the selection of ten prototypical developments (prototypes)
for evaluation.

Cost and Time Savings from CEQA / Level of Service Reform— describes the potential cost and
time savings for environmental review that may occur with the TSP and analyzes what savings
may occur for the ten development prototypes with TSP.

Results From Analysis of Base Case TSF Levels— presents the financial results, assuming the TSF
would be established at the fee rates listed in the 2012 Draft TSF Ordinance (after adjusting for
inflation, to 2015 dollars) and assuming the proposed consolidation of non-residential fee
categories, as described in the 2015 San Francisco Transportation Sustainability Fee Nexus
Study. (For purposes of this study, these fee rates are referred to as “Base Case TSF.”)
Sensitivity Analysis of Alternative TSF Levels— compares the financial results, assuming
alternative TSF levels at 125 percent (%), 150% and 250% of the Base Case TSF (2012 Draft TSF
Ordinance levels inflated to 2015 Dollars).

Conclusion
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Il. Summary of Findings

This economic feasibility study evaluates the potential impact of the proposed Transportation
Sustainability Program (TSP) on ten prototypical development types (prototypes) commonly found in
San Francisco. This evaluation is done by analyzing how the proposed Transportation Sustainability Fee
(TSF) would increase development costs and affect overall development feasibility, as measured by
changes in residual land value.? This study also examines the potential economic benefits from
streamlining the City’s environmental review process as a result of California Environmental Quality Act
(CEQA)/ Level of Service (LOS) reform.

A. Impact of Base Case TSF on New Development

The Transportation Sustainability Fee (TSF) is a proposed citywide impact fee on both residential and
non-residential development that will replace the current Transit Impact Development Fee (TIDF), which
currently applies to most non-residential development. This study first evaluates the economic impact of
imposing transportation impact fees at rates based on the 2012 Draft TSF Ordinance, also referred to as
the “Base Case TSF” scenario.” (See Section III.A for a more detailed description of the proposed TSF.)

For non-residential development, the Base Case TSF rates are roughly equivalent to the current TIDF
rates. For residential development, the Base Case TSF would represent an additional cost burden of
$6.19 per gross square foot (/GSF), although this may be partially offset by fee credits and/or
environmental review time and cost savings. (Residential developments within certain plan areas, such
as Eastern Neighborhoods or Market and Octavia, may be eligible for a fee reduction— referred to as a
fee credit in this report— equal to the transit portion of the applicable area plan impact fee.) While the
potential financial impact of the TSF on development projects varies according to factors such as use,
location and certain key costs, the study found that:

* Non-residential development would experience the least financial impact from TSP, as the Base
Case TSF is about the same as the existing TIDF for most land uses.

e The residential cost burden due to the imposition of the Base Case TSF is equivalent to an
average increase in direct construction costs of about 1-2% depending on the type of
construction. In neighborhoods where the bulk of development is occurring, this level of
increase would not have a major impact on overall project feasibility or resulting housing costs.

e The impact of the additional fee on residential uses is partially mitigated in situations where a
project is eligible for a prior-use credit, area plan fee credit or predevelopment time and cost
savings due to CEQA/LOS Reform (as described in the next section).

® Residual land value is the difference between what a developer expects to receive in revenues, less all costs
associated with developing the buildings. Land residual models are useful when comparing the impact of different
policy options on land values because they can test and compare the economic impact under a variety of site-
specific conditions and development assumptions.

* The Base Case TSF levels are defined as the fee rates in the 2012 Draft TSF Ordinance (Board File No. 120524),
adjusted for inflation to 2015 dollars, with the proposed consolidation of non-residential fee categories as
described in the 2015 draft San Francisco Transportation Sustainability Fee Nexus Study (2015 TSF Nexus Study).
The 2012 Draft TSF Ordinance can be found here:
http://www.sfbos.org/ftp/uploadedfiles/bdsupvrs/committees/materials/lu120524tdr.pdf
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In neighborhoods where current market rent and/or sales prices are not high enough to warrant
development investment, the TSF will further inhibit the ability of new development to become
financially feasible. However, the TSF itself will not cause these developments to be infeasible.

B. Impact of CEQA/LOS Reform on New Development

Another component of the TSP is reform of the California Environmental Quality Act (CEQA) review
process called for under Senate Bill (SB) 743, specifically the elimination of the transportation Level of
Service (LOS) analysis requirement in Transit Priority Areas (which encompass most of the developable
area of San Francisco). In analyzing this change, the study found that:

If a project is currently required to undertake a transportation Level of Service (LOS) analysis,
the TSP will provide modest economic benefits if the level of environmental review remains the
same. In these cases, the elimination of LOS analysis could reduce consultant costs by $25,000
to $95,000 and result in a time savings of 5 months during the entitlement period, which would
potentially decrease predevelopment carrying costs. This scenario applies to four of the ten
prototypes evaluated in this study. For two of these prototypes, the combination of consultant
cost savings and predevelopment savings could fully offset the impact of the Base Case TSF.
Projects that would be eligible for a lesser level of environmental review as the result of
CEQA/LOS reform would achieve the greatest economic benefit. For instance, one of the
prototypes studied might be eligible for a Community Plan Exemption (CPE) under the TSP,

as compared to a Focused Environmental Impact Report (FEIR) under current conditions.

This could potentially result in direct cost savings of about $560,000 in environmental
consultant/Planning Department fees and predevelopment time savings of 5 months, which
could fully offset the impact of the Base Case TSF.

The time and cost savings described above, combined with greater predevelopment
predictability, could help offset the financial impact of the TSF for a subset of new development.
For developments that do not currently need a transportation study (which is typically the case
for smaller developments), no direct predevelopment cost or time savings would likely occur as
a result of CEQA/LOS reform. However, these projects may experience indirect benefits, as
CEQA/LOS reform would minimize the time spent on environmental review and reduce backlogs
for City staff, potentially shortening the predevelopment process for all projects.

The study recognizes that predevelopment savings may or may not occur, due to environmental analysis
of other topics or issues that may arise during the entitlement process, and thus the study analyzes the
financial impact on RLV with and without predevelopment savings.

C. Transportation Sustainability Fee Sensitivity Analysis

Given the study findings that the TSF (at Base Case TSF levels) would not have a major impact on overall
project feasibility and potential predevelopment savings from CEQA/LOS reform could help offset this
financial impact, this report examines the impact of higher TSF levels that could provide increased
funding for new transit, bicycle and pedestrian improvement projects. A sensitivity analysis was
performed to test the effect of higher TSF levels— 125%, 150% and 250% of the Base Case TSF— which
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are all well within the maximum justified fee amounts identified in the 2015 draft San Francisco
Transportation Sustainability Fee Nexus Study (2015 TSF Nexus Study), as shown below:’

Alternative TSF Scenarios for Sensitivity Analysis (2015 Dollars)
Base Case 125% TSF 150% TSF 250% TSF Maximum
Use TSF (S/GSF) | (S/GSF) (S/GSF) (S/GSF) Justified Fee
(not modeled)®
Residential $6.19 $7.74 $9.29 $15.48 $30.95
Non-residential $14.43 $18.04 $21.65 $36.08 $87.52
PDR’ $7.61 n/a n/a n/a $26.09

The sensitivity analysis results indicate that:

The financial impact of fees at 125% of the Base Case TSF on new development is similar to the
results found at Base Case TSF. Overall development costs would increase by about $1.60/GSF
(to $7.74/GSF) for residential and by about $3.60/GSF (to $18.04/GSF) for non-residential
development, without consideration of fee credits or predevelopment savings. This level of
increase would not have a major impact on overall project feasibility or resulting housing costs
in neighborhoods where most of new development is occurring.

At 150% of the Base Case TSF, the fee does not impact overall project feasibility for the majority
of prototypes, but development costs would substantively increase for both residential and non-
residential uses. Potential predevelopment streamlining benefits only offset the fee increase
under one prototype scenario. In some areas of the city and for certain land use and
construction types, the TSF at this level could inhibit development feasibility.

Fee increases to 250% of the Base Case TSF would more significantly increase the cost of
development for most of the prototypes, to a level that could not be offset by potential time
and cost savings under CEQA/LOS reform for any of the prototypes. In many areas of the city
and for a broad range of development types, the TSF at this level could significantly inhibit
development feasibility.

If the City’s real estate market were to experience a downturn and future revenue growth is not
sufficient to cover construction and other development costs, new development will be more
sensitive to higher impact fees.

For all of these reasons, and as further described in the final chapters of this report, the findings
from the economic analysis indicate that the TSF should be established at no more than 125% of the
initial fee level.

> All of these fee levels are within the maximum justified fee amounts identified in the 2015 San Francisco
Transportation Sustainability Fee Nexus Study (2015 TSF Nexus Study).

® Maximum Justified Fee is not modeled but is presented in the San Francisco Transportation Sustainability Fee
Nexus Study (2015).

" New development of PDR uses was not analyzed in the feasibility study.
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lll. Description of Proposed Transportation Sustainability Program

The Transportation Sustainability Program (TSP) is an initiative intended to improve and expand

San Francisco’s transportation system, which will help to keep people moving as the City grows. Today,
San Francisco’s streets are congested while transit lines are already at or near capacity, with record
numbers of riders traveling on Muni, BART and Caltrain. If San Francisco does not change its current
development practices and invest in transportation improvements citywide, future development could
result in unprecedented traffic gridlock on San Francisco’s streets and overcrowding on San Francisco’s
buses and trains. Without investing in transportation infrastructure, San Francisco will have more than
600,000 vehicles added to its streets every day by 2040, which is more traffic than all the vehicles
traveling each day on the Bay Bridge and Golden Gate Bridge combined.? Caltrain ridership has grown by
60% in the last decade. Ridership on Muni is projected to increase by 300,000 trips per day (or 43%) by
2040.° Significant design measures need to be implemented to make it safer for cyclists and pedestrians
to navigate San Francisco’s heavily-trafficked streets.

The TSP will help fund transportation improvements so San Francisco’s streets are safer and less
congested and minimize new development’s impact on the transportation system. Further, the TSP will
help improve environmental performance from development by shifting trips away from cars to less
polluting modes of transportation.

The TSP project goals include:

e Make it easier to safely, reliably and comfortably travel to get to work, school, home and other
destinations.

e Help manage traffic congestion and crowding on local and regional transit.

e Improve air quality and reduce greenhouse gas emissions

e Enhance the safety of everyone’s travel, no matter which mode of transportation they choose.

To help achieve these goals, the TSP seeks to:

e Enhance Transportation to Support Growth: Fund citywide transportation improvements,
including the addition of Muni buses and trains, helping to accommodate new residents and
new members of the workforce.

e Modernize Environmental Review: Make the review process align with the City’s longstanding
environmental policies by changing how the City analyzes the impacts of new development on
the transportation system under CEQA. The new practices will be more reliable and will
emphasize travel options that create less traffic.

e Encourage Sustainable Travel: Make it easier for new residents, visitors and workers to get to
their destination by means other than driving alone, and by integrating environmentally friendly
travel options into new developments. New practices will provide on-site amenities so that
people have options other than driving their cars by themselves (such as car-sharing and shuttle
services).

The TSP consists of three policy components: 1) the Transportation Sustainability Fee (TSF), which will
replace the current Transit Impact Development Fee (TIDF); 2) California Environmental Quality Act

® San Francisco County Transportation Agency, San Francisco Transportation Plan 2040.
9 .
Ibid.
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e Improved bike infrastructure; safer walking and bicycling. Expand bike lanes to reduce
crowding on transit. Secure millions of dollars for bicycle infrastructure and pedestrian safety
improvements.

The TSF would replace the existing Transit Impact Development Fee (TIDF), which currently applies to
most non-residential development, and would include market-rate residential development, major
hospitals and universities. The TSF would be assessed in proportion to the size and use of the proposed
development. As described in the 2015 TSF Nexus Study, the TSF would also consolidate non-residential
fee categories. (For further information on the TSF, please refer to the Transportation Sustainability
Program website and the 2015 TSF Nexus Study.™)

The TSF economic feasibility study evaluates the impact of the proposed TSF at various potential fee
levels on prototypical developments. Table 1 compares the current TIDF fee rates (referred to as Base
Case TIDF in this study) with the rates contained in the 2012 Draft TSF Ordinance (with dollar amounts
adjusted for inflation to 2015 dollars), and assumes consolidated non-residential fee categories per the
2015 TSF Nexus Study (referred to as Base Case TSF in this study). Sensitivity analysis on higher TSF rates
was also conducted, at 125%, 150%, and 250% of the Base Case TSF levels, as described in Chapter Vit

Table 1. Existing TIDF vs. 2012 Draft TSF Ordinance Rates

Transit Impact Development Fee (TIDF) Transportation Sustainability Fee (TSF)
(Base Case TIDF: Existing 2015 Fee) (Base Case TSF')
Use Fee [S/GSF] Use Fee [S/GSF]
Management/Information/Professional 513.87 ) . 5$6.19
. Residential
Services (MIPS)

Retail/Entertainment 514.59 | Non-residential $14.43

Cultural/Institution/Education 514.59 | PDR S7.61

Medical 514.59

Visitor services 513.87 Note:

Museum 512-12 ! Fee rates from the 2012 ordinance have been
adjusted for inflation to 2015 dollars, and non-
residential fee categories have been consolidated,

] L . . consistent with other existing impact fees, as shown in

Production/ Distribution/Repair (PDR) 57.46 the 2015 SF Transportation Sustainability Fee Nexus
Study. These fee levels are also referred to as “Base
Case TSF” in this study.

Source: San Francisco Planning Department, 2015

10 Transportation Sustainability Program website: http://tsp.sfplanning.org

" The Base Case TSF levels are defined as the fee rates in the 2012 Draft TSF Ordinance (Board File No. 120524),
adjusted for inflation to 2015 dollars, with the proposed consolidation of non-residential fee categories as
described in the 2015 TSF Nexus Study. The 2012 Draft TSF Ordinance can be found at:
http://www.sfbos.org/ftp/uploadedfiles/bdsupvrs/committees/materials/lu120524tdr.pdf
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A portion of the impact fee funding from certain area plans is dedicated to transit projects. Under the
Transportation Sustainability Fee proposal, residential projects inside some plan areas would receive a
credit for the transit portion of the area plan impact fee.*

B. California Environmental Quality Act and Level of Service Reform

Over the last 2 years, the City of San Francisco and the State of California have been actively working on
Level of Service (LOS) reform and on improvements to the environmental review process under the
California Environmental Quality Act (CEQA). With the adoption of the Sustainable Communities and
Climate Protection Act of 2008 (SB 375), California is promoting land use and transportation planning
decisions and investments that reduce vehicle miles traveled, thereby helping to lower greenhouse gas
emissions as required by the California Global Warming Solutions Act of 2006 (AB 32).

On September 27, 2013, Governor Jerry Brown signed Senate Bill 743 (SB 743)."® A key provision of

SB 743 is the elimination of the use of LOS as a metric for measuring traffic impacts of projects in
“transit priority areas” — defined as areas within % mile of a major transit stop, which encompasses most
of the developable area of San Francisco.'* *® Senate Bill 743 also requires the California Office of
Planning and Research (OPR) to develop revisions to the CEQA Guidelines establishing alternative
criteria for determining the significance of transportation impacts of projects within transit priority areas
that promote the “...reduction of greenhouse gas emissions, the development of multimodal
transportation networks, and a diversity of land uses.”

On August 6, 2014, OPR published the Updating Transportation Impacts Analysis in the CEQA Guidelines
document, in response to SB 743.'® These Draft CEQA guidelines indicate that the travel distance and
amount of driving that a development project might cause should be the primary consideration when
reviewing the project’s transportation impact. Accordingly, OPR proposes that the LOS metric be
replaced with a Vehicle Miles Traveled (VMT) metric. Level of Service analysis could be used for traffic
engineering or transportation planning purposes, although not for environmental review.

Level of Service reform would eliminate the need for intersection LOS analysis for development projects
that require a transportation impact study (TIS), which is typically required for larger developments.
Level of Service analysis is a lengthy and costly process that can frequently drive the overall schedule for
the TIS and broader CEQA analysis process. Level of Service analysis typically requires: identifying study

12 Projects in the Transit Center District Plan (TCDP) do not receive a TSF area plan fee reduction—referred to as a
fee credit— as the Transit Center Transportation and Streets Fee is designated to address the substantial impacts
on transit associated with such a high density development. Projects in the Rincon Hill and Visitacion Valley area
plans also do not receive a TSF area plan fee credit, since these area plan fees do not include a transit component.
* SB 743 can be found on-line at:
http://leginfo.legislature.ca.gov/faces/bilINavClient.xhtmI?bill_id=201320140SB743

 public Resources Code, Chapter 2.7, Division 13, Section 21099. “Modernization of Transportation Analysis for
Transit-Oriented Infill Projects.”

> A “transit priority area” is defined in as an area within one-half mile of an existing or planned major transit stop.
A "major transit stop" is defined in Section 21064.3 of the California Public Resources Code as a rail transit station,
a ferry terminal served by either a bus or rail transit service, or the intersection of two or more major bus routes
with a frequency of service interval of 15 minutes or less during the morning and afternoon peak commute
periods.

'® Document available at:

http://www.opr.ca.gov/docs/Final_Preliminary_Discussion_Draft_of Updates_Implementing_SB_743_080614.pdf
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intersections; calculating the project’s travel demand; distributing the project’s trips on the surrounding
roadway network; conducting traffic counts; and running a traffic simulation model that measures the
impact of the project-related trips on study intersections.

The existing LOS analysis requirement creates uncertainty, as only toward the conclusion of a
transportation impact analysis (well into the pre-entitlement process) does a developer fully realize if a
project’s traffic impact would necessitate a higher level of environmental review (such as an
Environmental Impact Report). As the environmental approvals must be completed prior to project
approval hearings, this situation represents a significant risk to the developer, who must invest time and
money for environmental review of projects that could ultimately be rejected. Thus, time and cost
savings for environmental review, as well as earlier certainty around the TIS findings, will help reduce
the pre-entitlement risk taken on by project sponsors.

The overall effect of LOS reform is to more accurately measure the environmental impacts of new
development, simplify the transportation impact analysis and environmental review process and
increase development certainty. This economic feasibility analysis evaluates the direct time and cost
savings that typical projects may experience in the preparation of the TIS and related CEQA
documentation. Additionally, there may be indirect economic benefits for all projects, as the removal of
LOS analysis from transportation and environmental review documents would minimize the time spent
on environmental review (thereby reducing backlogs for City staff and facilitating new development).

C. Transportation Demand Management (TDM) Development

One goal of the TSP is to minimize single-driver car trips while maximizing trips (from new
developments) made via sustainable modes of transportation, such as walking, biking, ridesharing and
mass transit. Transportation Demand Management (TDM) measures aim to reduce single occupancy
vehicle (SOV) trips through programming and policies that encourage walking, bicycling, public or
private transit, carpooling, and other alternative modes. Transportation Demand Management
measures include both project design measures (such as way-finding signage or bicycle parking) and
operational measures (such as employer transportation programs). The California Office of Planning and
Research has recommended the use of TDM trip reduction strategies in the preliminary CEQA guidelines
to implement Senate Bill 743."

San Francisco is studying the benefits of implementing TDM measures on the choice of transportation
mode. The City’s policies already require many TDM measures — for instance, the Planning Code requires
residential developments to include a certain number of Class | and Class Il bicycle parking facilities.™®

For the purposes of this feasibility analysis, the development prototypes incorporate TDM measures
that are currently required as part of City policy — for instance, all prototypes include the required level
of bicycle parking facilities and carshare parking spaces, consistent with the Planning Code. However,
this study does not separately calculate the direct costs (such as increased space for bicycle parking) and
benefits (such as lower construction costs from less vehicular parking) associated with TDM measures,
nor any potential legislative changes to TDM requirements, as these TDM measures and legislative
changes are not yet defined.

Y http://www.opr.ca.gov/docs/Final_Preliminary_Discussion_Draft_of_Updates_Implementing_SB_743_
080614.pdf
'® San Francisco Planning Code, Section 155.2
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IV. Study Goals and Methodology

The purpose of this study is to evaluate the potential impact of the proposed TSP on new development
in San Francisco. The study has three primary goals:

e Evaluate the potential impact of the TSP on development feasibility.

e Gather input from the development community on development revenues and costs, as well as
how CEQA/LOS reform might help streamline the development process.

e Conduct sensitivity analysis on potential development scenarios (e.g. alternative TSF levels).

A. Methodology Overview

This section briefly describes the methodology and underlying data that Seifel Consulting Inc. (Seifel)
used to perform the economic analyses. All of the core components of the methodology, assumptions
and analysis were developed and vetted in collaboration with City staff and Urban Economics (the City’s
nexus study consultant) over a series of meetings held during 2014 and 2015. The methodology
leverages prior economic analyses and reports that were prepared when the TSP was originally being
conceptualized in 2009 through 2012, as well as other studies that the City has commissioned to
evaluate proposed modifications to the City’s impact fees, inclusionary housing programs and
neighborhood land use plans. (For a more detailed discussion of the methodology, development
assumptions and data sources used in this study, please refer to Appendix A.)

The data and analysis presented in this study and its appendices have been gathered from the most
reliable sources available and are designed to represent current market conditions, taking in to account
a long-range view of real estate cycles in San Francisco. This information has been assembled and
analyzed for the sole purpose of performing an economic evaluation of the proposed adoption of the
TSP. Actual potential financial impacts on new development may vary from the estimates presented in
this study.

B. Selection of Development Prototypes

The first step in the analysis was to select a set of prototypical developments to be analyzed.

Ten development prototypes — eight residential, two non-residential — were developed in order to
represent the range of typical potential developments citywide that would see changes as a result of the
TSP. The study placed greater emphasis on residential prototypes since the TSF proposal represents a
new fee on residential uses. Seifel worked with City staff to identify common development types and
locations by analyzing existing data sources, such as the San Francisco Planning Department’s
development pipeline, the Housing Inventory Report, Preliminary Project Assessments (PPAs), and
market data sources.

The residential prototypes were also designed to represent the broad range of development sizes that
would likely be built in San Francisco. Figure 2 (following page) illustrates typical residential project sizes
constructed in 2004-2014 and in the current development pipeline. As the top graph in Figure 2 shows,
72% of housing units constructed in the past decade are located in larger developments, sized 50 units
or more. Less than 1% of housing units constructed during the last decade consist of single-family units,
with about 11% of units located in developments sized between 2-19 units, and about 16% in
developments 20-49 units in size.
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According to the current development pipeline, the City can expect a reduced proportion of future
residential development to be smaller-sized developments (19 units or fewer), representing about 3% of
housing units. About 4% of new housing units are projected to occur in developments ranging in size
from 20 to 49 units, while about 93% are anticipated to occur in larger developments (50 units or more).

About half of these housing units in larger developments (50 units or more) are located in major
development projects with development agreements or other contracts that specifically exempt future
development from having to pay the TSF. Those agreements specify other developer obligations to
mitigate development impacts, such as construction of local transportation infrastructure. While these
projects would not be subject to the TSF, they nonetheless will fund substantial improvements to the
City’s transportation system, helping to mitigate development impacts. Given this, none of the selected
prototypes is located in major development projects that would not also be subject to the TSP. Most of
the larger residential projects currently in the development pipeline are located in area plans, and three
of the development prototypes (Prototypes 5, 8 and 9) are representative of larger residential
developments with 100 or more housing units that are located in area plans.

According to Planning Department data, most residential projects are mixed use developments,
consisting of retail on the ground floor and residential on the upper floors. In addition, most of

San Francisco’s developable infill sites have zoning requirements that require active uses (such as retail)
on street frontages. Thus, all but one of the residential prototypes is mixed use with retail development
included on the ground floor.

The project team sought prototype locations both inside and outside of area plans in order to study
different impact fee scenarios. In addition, prototype locations were chosen to represent varied
transportation conditions in order to study different environmental review scenarios. Where possible,
prototypes were selected to correspond with those analyzed in the concurrent Affordable Housing
Bonus and Central SoMa feasibility analyses, in order to ensure that key development assumptions are
consistent across these studies.

For purposes of distinguishing residential prototypes by development size, small projects are defined as
consisting of 19 or fewer units (Prototypes 1 and 4), medium projects consist of 20—60 units (Prototypes
2, 3 and 6), and large projects consist of 61 or more units (Prototypes 5, 8, 9). The two non-residential
prototypes are large office buildings with ground floor retail (Prototypes 7 and 10), which are reflective
of typical office developments in the development pipeline.

The development revenue and cost assumptions were developed based on developer input and data
gathered from a variety of real estate professionals, including market specialists, real estate brokers and
general contractors. Figure 3 shows locations throughout the City of the development prototypes
analyzed for the feasibility study and Table 2 provides an overview of the prototypes.
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Figure 3. TSF Economic Feasibility Study Prototypes & Adopted Area Plans
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! Corresponds with Affordable Housing Bonus / Central SoMa feasibility studies.
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Table 2. Overview of Economic Feasibility Study Prototypes!

Prototype Lot Area Housing (T\Ie:t“;ez:: Non-residential Area Plan
P (Square Feet) Units q (Net Square Feet)
Feet)

1. Geary Ave’

(small residential mixed 5,000 8 8,800 1,400 (retail) None
use)

2. Van Ness Ave’

(medium residential 24,300 60 59,800 8,100 (retail) None
mixed use)

3. Outer Mission®
(small residential mixed 14,400 24 30,000 2,900 (retail) None
use)

4. Mission

. . , . Eastern
(small residential mixed 6,000 15 14,300 2,300 (retail) .
Neighborhoods
use)

5. Central Waterfront Eastern
(large residential mixed 35,000 156 118,800 4,500 (retail) Neighborhoods
use)

6. East SoMa* Eastern
(medium residential 10,000 60 43,100 4,500 (retail) .

) Neighborhoods
mixed use)
2 224,400
. . East

7 E/aSt SoMa 35,000 ; - | (202,100 office and | _ hborisoscrj:
(large office) 22,300 retail) &

8. East SoMa* Eastern
(large residential mixed 15,000 128 119,800 6,800 (retail) I
use)

. Transit Center

3. T;rans't Ce d"tetf / 15,000 229 241,300 - District Plan
(large residential) (TCDP)

. 320,300
L Nl g (s 20,000 - - | (307,500 office and TCDP

(large office)

12,800 retail)

Source: San Francisco Planning Department.

Notes:

! Numbers rounded to nearest 100.

2 Prototype corresponds with prototypes studied in the Affordable Housing Bonus / Central SoMa feasibility studies.
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C. Transportation Impact Fees

In order to evaluate the impact of the TSF on new development, Seifel worked with City staff to
calculate transportation impact fees and other development impact fees for each of the feasibility study
prototypes. Table 3 compares the transportation fee obligation for each of the prototypes currently
under the TIDF with the Base Case TSF levels, which are defined as the fee rates in the 2012 Draft TSF
Ordinance (adjusted for inflation to 2015 dollars) with the proposed consolidation of non-residential fee
categories. (Refer back to Section Ill.A for more information.)

D. Evaluation of Potential Time and Cost Savings with TSP

For each of these development prototypes, City staff documented the level of environmental review and
associated costs that would likely be required currently (before consideration of the TSP) and what
would be required with the adoption of the TSP. The potential costs and time spent on environmental
review for each of these prototypes was then compared under these two conditions in order to
understand the potential direct economic benefits from the adoption of the TSP. For example, if the
prototype being analyzed might currently be required to do a transportation study that includes an LOS
analysis (as was found to be the case for Prototypes 5, 7, 8, 9 and 10), City staff evaluated what
predevelopment cost and time savings might occur if no LOS analysis was required. Chapter V describes
in greater detail how the analysis of potential TSP savings was performed and summarizes the results for
each development prototype.

Time saved during the development entitlement period can decrease the amount of predevelopment
carrying costs that a developer would need to pay, which could increase the amount a developer would
be willing to pay for land. The economic analysis assumes that predevelopment costs (including land)
are equal to about 5% of development value (typically within a range of 5-15% of development value or
total development cost, according to the Urban Land Institute).’® While predevelopment costs vary by
development (e.g. whether land is purchased up front or purchased at the end of an option period, with
option payments made in the interim, and the extent of upfront predevelopment costs), this estimate is
considered to be generally representative of a potential predevelopment carry scenario. The economic
effect of predevelopment time savings is measured by multiplying estimated predevelopment costs by a
12% annual equity carrying cost (conservative assumption as equity during entitlement period often
requires a higher return threshold) times the number of months saved divided by one year.”

As described further in Chapter V, transportation is just one of several topics that may be analyzed as
part of a project's environmental review, so these predevelopment savings may not occur in all cases.
Thus, the financial analysis evaluates each prototype assuming that the potential level of
predevelopment cost and time savings would occur or would not occur.

% As described in Chapters 2 and 3 in “Finance for Real Estate Development,” Charles Long, ULI, 2011.
2 For example, five months in potential time savings would result in potential predevelopment carry savings equal
to about 0.25% of development value or about 0.5% of direct construction costs.
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Table 3. Comparison of Transit Impact Development Fee (TIDF) and
Transportation Sustainability Fee (TSF) for Development Prototypes*

TIDF . | TSFAreaplan | 1 NetFee
Base Case TSF .3 (Increase over
Prototype (2015 fee) Credit L
[a] [b] ] existing fees)
[b—a+c]

1. Geary Avg o $18,900 $88,800 S0 $69,900
(small residential mixed use)

2. Van Ness Ave
(medium residential mixed S0 $458,900 S0 $458,900
use)

3. Outer Mission $0 $42,400 $0 $42,400
(small residential mixed use)

shlaldi) $17,800 $55,700 ($14,300) $23,600
(small residential mixed use)

5. Central Waterfront $3,600 $421,700 ($168,300) $249,900
(large residential mixed use)

6. East SoMa
(medium residential mixed $35,600 $263,300 ($100,600) $127,600
use)

7. East SoM.a $3,388,100 $3,510,800 S0 $122,700
(large office)

SolEsrteil $109,400 $1,041,400 ($292,800) $639,200
(large residential mixed use)

9. Transit anter 50 $2,059,700 S0 $2,059,700
(large residential)

10. Transit Fenter $5,346,000 $5,551,200 $0 $205,200
(large office)

Source: San Francisco Planning Department, 2014.

Notes:
" Numbers rounded to nearest $100. Some numbers may not precisely subtract due to rounding.

%Fee rates from the 2012 draft TSF ordinance have been adjusted for inflation to 2015, and non-residential
fee categories have been consolidated, consistent with the SF Transportation Sustainability Fee Nexus
Study. Prior use fee credits have been applied for eight prototypes (Prototypes 1 through 8), reflecting
typical conditions for infill sites.

3Residential developments in some area plans may be eligible for a TSF area plan fee reduction— referred
to as a fee credit— equivalent to the transit component of the applicable area plan impact fee. For
residential projects in the Eastern Neighborhoods area plans (Prototypes 4, 5, 6, 7 and 8), the credit is 10%
of the area plan fee. Projects in TCDP (Prototypes 9 and 10) are not eligible for a TSF area plan fee credit as
the Transit Center Transportation and Street Improvement Fee is designated to address the substantial
impacts on transit associated with such high-density development.
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E. Residual Land Value Analysis

In order to evaluate the direct economic effect of the TSP, Seifel developed land residual models to
estimate and compare the value of land before and after the proposed adoption of the TSP for the

10 prototypical developments described above. Residual land value (RLV) models calculate the potential
amount a developer would be willing to pay for land, given anticipated development revenues, costs
and a target developer margin. The developer margin represents a target return threshold that takes
into account development risk, including the timeline it takes to complete the development, the
uncertainty of future development revenues and costs and the level of returns that must be achieved to
attract private capital. Developers commonly use RLV models at the initial stages of development to test
feasibility and determine how much they can afford to pay for land.*

The RLV is the difference between what a developer expects to receive in revenues (e.g., sale of
condominium units), less all costs associated with developing the buildings (e.g., predevelopment costs,
hard construction costs, tenant improvements, construction financing, developer overhead,
marketing/sales costs, other soft construction costs and target developer margin).?> RLV models are
useful tools to test the financial impact of different public policies on land values and development
feasibility because they can compare the financial impact on land values given variable development
scenarios, including variations in development land uses, revenues, costs and policy options.

The RLV analysis compares the potential land value for each development prototype under current
conditions with the potential land value assuming the imposition of the TSF, both with and without the
anticipated predevelopment savings.” The next chapter describes the potential predevelopment cost
and time savings in greater detail.

! The Urban Land Institute (ULI) has published literature that describes how developers analyze the feasibility of
potential development projects, including the use of residual land value analysis. Refer to Chapters 2 and 3 in
“Finance for Real Estate Development,” Long, ULI, 2011.

2 As part of the economic evaluation process, Seifel compared the projected development values, residual land
values, target developer margins, and other financial metrics in the RLV models with current real estate data on
similar transactions, including recent rental rates and sales prices, comparable land sales, market capitalization
rates and financial pro forma information gathered from the development community. The RLVs for each
prototype under current conditions were also compared to land values that are currently being assumed in recent
developer pro formas, as well as information obtained from recent land sales and valuation input from Clifford
Advisory. According to recent market information, the minimum market sales price for residentially zoned land in
San Francisco is about $90,000 per unit (“per door”), and the RLV under the Base Case TIDF for residential units
was found to be $100,000 or more for all prototypes except for Prototype 3, which is located in the Outer Mission
area. (Current sales prices and rents in many of San Francisco’s outer neighborhoods are not sufficiently high to
support the higher cost of mid-rise construction and generate strong land values, particularly on sites where
zoning restrictions significantly limit residential density (such as Prototype 3), which limits the number of units that
can be built.) The calculated RLV for the two office prototypes is approximately $130/Building NSF, which is also
within current market value range. For most prototypes, RLV ranges between 10 and 20% of development value or
condominium sales price (after taking into account the cost of sale), which is also within the typical percentage
ranges in development pro formas. For Prototype 3, the RLV is less than 5% of development value, which also
indicates some developments in outer neighborhoods may not currently be feasible.

2 Without predevelopment savings, the difference in RLV is directly attributable to the increase in development
impact fees from the TSP, as no offsets to development costs are assumed from CEQA/LOS streamlining.
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V. Cost and Time Savings from CEQA / Level of Service Reform

As previously described, the removal of LOS analysis under CEQA reform would eliminate the need for
intersection LOS analysis for projects that require a transportation impact study (TIS), which is one of
the main drivers of the overall schedule of the environmental review (and subsequently, the
development entitlement process). Eliminating the LOS analysis could simplify the transportation
analysis and decrease the amount of time spent on environmental review. This study evaluates the
potential financial impact of both the direct time and cost savings that some projects may experience as
a result of these improvements to the environmental review process from the TSP, as further described
below.

A. Direct Time Savings

The time savings that an individual project may experience would vary depending on its level of required
environmental review. Under CEQA, there are three major levels of environmental review documents,
listed in ascending order of complexity and time required:

1. Exemption (i.e. a Categorical Exemption (Cat Ex) or Community Plan Exemption (CPE))
2. Mitigated Negative Declaration (MND)
3. Environmental Impact Report (EIR)

The level of required environmental review and type of document to be prepared largely depends on
the size and scale of the proposed project, its location and whether or not it may benefit from — or be
“tiered” from — a previous EIR, such as the City’s Housing Element EIR or the Eastern Neighborhoods
Area Plan and Rezoning EIR. For example, a Community Plan Exemption (CPE) document can only be
prepared for a qualifying project within a plan area that does not result in any new significant impacts or
require any new mitigation above and beyond what is analyzed in the Area Plan EIR.

After CEQA/LOS reform is implemented through the TSP, project sponsors may experience two types of
potential direct time savings:

1. Time savings associated with not having to do an LOS analysis as part of the Transportation
Impact Study.

2. Time savings associated with streamlining the overall environmental review process, with
the greatest savings potentially occurring in situations where the level of environmental review
for a project can be reduced (for example, a Mitigated Negative Declaration or Exemption
instead of an EIR). This latter scenario is somewhat rare and would happen in instances where a
project is required to undergo a more extensive level of environmental review solely due to
transportation LOS impacts.

Table 4 shows that the potential average time savings due to the removal of the LOS analysis
requirement in the overall CEQA document preparation ranges from zero to five months, assuming that
this does not change the level of environmental review required.

Greater time savings may be possible in situations where the removal of the LOS analysis results in a
lower level of environmental review than would otherwise be required. However, the CEQA review
process is just one part of the overall predevelopment timeline, which also includes obtaining land use
entitlements and other project approvals. For this reason, the overall project entitlement time savings
may not be as great as the potential CEQA time savings.
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Table 4. Average CEQA Document Time Savings due to CEQA/LOS Reform?

Average Document Preparation Time

Type of Environmental Before CEQA Reform: After CEQA Reform: Potential Time Savings
Document With LOS Analysis Without LOS Analysis
Community Plan 11 months 6 months 5 months

Exemption (CPE)

Mitigated Negative 12 months 9 months 3 months
Declaration (MND)

Environmental Impact 22 months 18 months 4 months
Report (EIR) — Focused'
Environmental Impact 32 months 32 months 0 months

Report (EIR) — Full?

Source: San Francisco Planning Department, 2014.

Notes:

! A “Focused EIR” would include the analysis of select environmental topics (typically four or fewer).
% A “Full EIR” would include the analysis of all or most of the environmental topics.

® The timeframes in this table assume that the TIS is the most time-consuming background study that is required for
a project. If other background studies (such as Historic Resource Evaluation) are required and take longer than
the TIS, the timeframes might need to be adjusted. This table shows timeframes from the date an environmental
coordinator is assigned to a project.

B. Direct Cost Savings

Currently, the costs associated with environmental review include both Planning Department fees and
environmental consultant fees. Planning Department fees include an environmental review fee, which is
based on the type of environmental review document and the cost of project construction. Projects that
require a transportation impact study must also pay Planning Department and SFMTA transportation
study review fees, regardless of whether or not the study includes a LOS analysis.

Environmental review consultants represent an additional cost and are typically retained to prepare the
environmental review document and the TIS, if required. Consultant fees vary based on the size and
complexity of the project, the type of environmental review document being prepared and whether or
not an LOS analysis is required as part of the TIS.**

Under CEQA/LOS reform, fee amounts for Planning Department environmental review and SFMTA
transportation review will remain the same for projects that do not experience any change in the type of

** Based on Planning Department interviews with environmental consultants in 2014, the cost savings associated
with the removal of the LOS analysis from the transportation study are estimated to be about 25% of the
transportation study costs for all projects, regardless of size.
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environmental document required. For instance, a project in an area plan may currently be required to
prepare a TIS with a LOS analysis as part of a Community Plan Exemption (CPE). Under the proposed
TSP, the project may still need to prepare a CPE, but it would include a simplified TIS without a LOS
analysis. The Planning Department and SFMTA transportation fees would remain the same, but the
project would benefit from consultant cost savings and time savings from not having to do the LOS
analysis. As the environmental review document also incorporates technical analysis from the TIS, the
consultant time required to prepare the environmental document would also be reduced, resulting in
additional cost savings.

However, a project may experience greater cost savings if the removal of the LOS analysis results in a
lesser level of environmental review being required. For instance, if a project no longer requires a
focused EIR (which is conducted by environmental consultants) and could be eligible for a CPE (typically
prepared in-house by Planning Department staff), the cost savings would be substantial.

C. Indirect Benefits

In addition to these direct benefits, CEQA/LOS reform would also result in greater certainty for project
sponsors, as described earlier. As the environmental approvals must be completed prior to project
approval hearings, these environmental approvals represent a significant risk to the developer, who
must invest time and funds for environmental review of projects that might ultimately be rejected.
Thus, any savings in environmental review time and costs can help reduce the pre-entitlement risk taken
on by developers. Further, CEQA/LOS reform would simplify and minimize the time spent on
environmental review, potentially reducing backlogs for City staff and shortening the predevelopment
process for all projects, not just those benefitting from CEQA streamlining due to TSP.

While these indirect economic benefits could be significant to the development community, the
financial analysis solely focuses on evaluating the direct time and cost savings in the preparation of the
TIS and related CEQA documentation.

D. CEQA Streamlining Benefits for Feasibility Study Prototypes

The CEQA streamlining benefits associated with the implementation of the TSP were identified and
analyzed for each of the development prototypes by comparing the scope of the environmental review
with and without a LOS analysis. The level of environmental review for each prototype was determined
based on the following information for each prototype:

e Project description, including land use, intensity of development, building envelope and project
location.

e Environmental constraints associated with the project sites in these areas of the City.

e Programmatic EIRs (typically from area plans) from which the project-level environmental
review documents could be tiered (where applicable).

e Planning Department guidelines and standard practices for environmental review as of March
2015.

The Planning Department identified the technical studies that would be required on the topics of
transportation®, air quality, noise, hazardous materials, wind, shadow, archeological resources, geology

> The type of transportation study required was based on a calculation of the PM peak-hour automobile trips that
would be generated by the development program identified for each prototype.
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and historic resources. The level of environmental review was based on the findings typically associated
with the conclusions of those studies.

The current level of environmental review for each prototype was then compared to the anticipated
level of environmental review and transportation analysis that would be needed with the TSP, assuming
no other environmental topic area (such as historic resources) would result in impacts that would cause
a more stringent environmental review process.

The potential time and cost savings for each prototype was then estimated by Planning Department
staff based on recent environmental review costs incurred for similar projects, in consultation with
outside environmental consultants. Table 5 at the end of this Chapter summarizes the type of
environmental review document that would be required for each feasibility study prototype with and
without LOS reform under TSP. Each of the prototypes except Prototype 5 would require the same type
of environmental review document, with and without TSP.

Prototypes 1 through 4 and Prototype 6 are smaller projects that would not currently require a LOS
analysis. Therefore, under TSP there is no change to the transportation study or the environmental
review process and no environmental review time or cost savings.

Prototypes 7 through 10 are all large projects within area plans and would require LOS analysis,
according to current practices, but would not require LOS analysis under TSP. *® Thus, each of these
prototypes experiences a time savings of approximately five months and varied consultant costs savings,
both associated with the preparation of a streamlined TIS.

Prototype 5 is a medium-sized project located in the Central Waterfront area of the Eastern
Neighborhoods. Based on the project size, the background traffic conditions in the surrounding streets
and the level of new development anticipated in the area, a LOS analysis of this project would likely
identify a significant unavoidable traffic impact that would trigger the preparation of a focused EIR
under current practice. Prototype 5 is unlikely to result in other significant unavoidable impacts;
therefore, under the TSP, this project would no longer need to conduct an EIR, resulting in substantial
time and cost savings. The combined cost savings of reduced Planning Department fees and consultant
fees is approximately $560,000 and the associated time savings is approximately five months.”’

In summary, this analysis demonstrates the potential variation in potential direct time and cost savings
for environmental and transportation review with the TSP for a variety of development types
throughout San Francisco, summarized below and in Table 5.

e With TSP, no time or cost savings are anticipated for Prototypes 1 through 4 and Prototype 6,
which is primarily attributable to the small-scale of development that each represents.

e Prototype 5 is estimated to potentially receive the most significant level of cost savings with TSP,
as the environmental review document would be modified from a CPE and a Focused EIR to a

*® For the purposes of this analysis, it was assumed that the governing environmental documents would enable this
to occur.

g Although the change in the scope of the environmental review would reduce the CEQA documentation timeline
from 22 months to 6 months (a 16-month time savings), the timeline for the required entitlements could likely only
be reduced by 5 months given that some of steps in the technical analysis and the approval process take a certain
amount of time and would not be able to be further shortened with TSP. Therefore, a conservative estimate of

5 months of time savings is estimated to occur within the overall predevelopment timeline.
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CPE. It would also likely benefit from time savings of 5 months in the predevelopment review
process.

e Prototypes 7 through 10 are anticipated to experience more modest cost savings given that
their level of environmental review would remain the same under TSP. These prototypes would
also likely benefit from time savings of 5 months in the predevelopment review process.

As described above, the projected time and cost savings presented for each prototype assumes that no
other type of topic area (such as historic resources) would result in further intensification of
environmental review. In order to take into account the possibility that no time or cost savings might
occur, the land residual analysis evaluates the financial impact with and without the potential
predevelopment time and cost savings that are described in this Chapter.
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Table 5. Potential Environmental Review Time and Cost Savings from CEQA/LOS Reform by Prototype

. . . . 1
Environmental Review Time Savings

Environmental Review Cost Savings2

Environmental Environmental Predevelopment Planning Dept. Estimated Total
Review Document: | Review Document: Period Time Environmental Consultant Cost Environmental
TIDF (Existing) TSP (Proposed) Savings® Fee Savings Savings Cost Savings
Prototype
1. Geary Avg . . Class 32 CatEx Class 32 CatEx None SO SO SO
(small residential mixed use)
o L) Ness A\{e ) ) Class 32 CatEx Class 32 CatEx None SO SO SO
(medium residential mixed use)
3. Outer Mission
) ) ] Class 32 CatEx Class 32 CatEx None SO SO SO
(small residential mixed use)
4. Mission
CPE CPE None 0 0 0
(small residential mixed use) > > 2
5. Central Waterfront CPE + Focused EIR CPE 5 months $386,300 $175,000 $561,300
(large residential mixed use)
6. East SoMa
CPE CPE N 0 0
(medium residential mixed use) one > ? =
7. East SoMa CPE + Focused EIR | CPE + Focused EIR 5 months® $0 $95,000 395,000
(large office)
8.EastSoMa CPE CPE 5 months® $0 $25,000 $25,000
(large residential mixed use)
9. Transit Center a
; . CPE CPE 5 months SO $25,000 $25,000
(large residential)
10. Transit Center CPE CPE 5 months® $0 $50,000 $50,000

(large office)

Source: San Francisco Planning Department, 2014

Note: Numbers rounded to nearest $100.

! This assumes that no other type of environmental review (such as historic resources) would result in further intensification of environmental review. As further
described in this report, the land residual analysis accounts for an alternative environmental review situation where no time or cost savings would occur, as it evaluates
the financial impact with and without the anticipated predevelopment savings from a streamlined CEQA process.

’These cost savings do not include potential predevelopment savings associated with lower predevelopment carrying costs due to a shorter entitlement timeline, which
is evaluated in the land residual models.

*The predevelopment period includes both the environmental review and the entitlement process. Thus, changes to the environmental review timeline may not
translate directly to equivalent time savings in the predevelopment period.

*Time savings due to dissolution of transportation LOS analysis requirement.
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