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December 19,2024

Ms. Angela Calvillo, Clerk

Mayor Breed and Honorable Supervisor Dorsey
Board of Supervisors

City and County of San Francisco

City Hall, Room 244

1 Dr. Carlton B. Goodlett Place

San Francisco, CA 94102

Re: Transmittal of Planning Department Case Number 2024-008952PCA

Development Impact Fees and Requirements for Non-Residential to Residential Conversion Projects
Board File No. 240927

Planning Commission Recommendation: Approval with Modifications

Dear Ms. Calvillo, Mayor Breed and Supervisor Dorsey,

On December 12,2024 the Planning Commission conducted a duly noticed public hearing at a regularly
scheduled meeting to consider the proposed Ordinance, introduced by Mayor Breed and Supervisor Dorsey
that would amend Planning Code Section 406 and 210.5. At the hearing the Planning Commission adopted
a recommendation for approval with modifications.

The Commission’s proposed modifications were as follows:

e Modify the language in 406 (j) (3) calculation of space to be consistent with the definition of Gross
Floor Area in Planning Code Section 102; and

e Extend the pipeline date from January 1, 2025 to April 1, 2025 to align with when the ordinance
would be in effect; and

e Recommend the TAC include the inclusionary housing requirement for adaptive reuse projects in
their work program.
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The Commission discussed removing the modification provisions proposed in Planning Code Sec. 406(j)(5)
and replace with language in Article 4 that acknowledges the Zoning Administrator’s ability to interpret
previously conditions of approval related to impact fees and affordable housing for projects as being met
when a project changes how it complies with affordable housing requirements to be consistent with more
current controls. Relocate the eligibility criteria for previously approved projects from Sec. 406(j)(5) to Sec.
406(j)(1).

The proposed amendments are not defined as a project under CEQA Guidelines Section 15060(c) and 15378
because they do not result in a physical change in the environment.

Supervisor, please advise the City Attorney at your earliest convenience if you wish to incorporate the
changes recommended by the Commission.

Please find attached documents relating to the actions of the Commission. If you have any questions or
require further information please do not hesitate to contact me.

Sincerely,
Aaron D. Starr
Manager of Legislative Affairs

cc: Austin Yang, Chief Attorney
John Carroll, Office of the Clerk of the Board
Madison Tam, Aide to Supervisor Dorsey
Jacob Bintliff, OEWD
Tom Paulino, Office of Mayor Breed
Sara Trejo, Office of Mayor Breed

ATTACHMENTS :

Planning Commission Resolution
Planning Department Executive Summary
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PLANNING COMMISSION RESOLUTION NO. 21663

HEARING DATE: DECEMBER 12, 2024

Project Name: Development Impact Fees and Requirements for Non-Residential to Residential Conversion
Projects

Case Number:  2024-008952PCA Board File No. 240927

Initiated by: Mayor Breed and Supervisor Dorsey / Introduced September 24,2024

Staff Contact:  Lily Langlois, Citywide Planning
Lily.langlois@sfgov.org, 628-652-7472

Reviewed by: ~ Aaron Starr, Manager of Legislative Affairs
aaron.starr@sfgov.org, 628-652-7533

RESOLUTION ADOPTING A RECOMMENDATION FOR APPROVAL OF A PROPOSED ORDINANCE THAT
WOULD AMEND THE PLANNING CODE TO EXEMPT CERTAIN TYPES OF PROJECTS IN THE DOWNTOWN
AREA THAT REPLACE NON-RESIDENTIAL USES WITH RESIDENTIAL USES FROM DEVELOPMENT IMPACT
FEES AND REQUIREMENTS, INCLUDING THE INCLUSIONARY HOUSING FEE, CREATE A PROCESS FOR
PREVIOUSLY APPROVED PROJECTS TO REQUEST MODIFICATION TO CONDITIONS OF APPROVAL RELATED
TO DEVELOPMENT IMPACT FEES, SUBJECT TO DELEGATION BY THE PLANNING COMMISSION, AND
REMOVE THE APPLICATION DEADLINE FROM THE COMMERCIAL TO RESIDENTIAL ADAPTIVE REUSE
PROGRAM; ADOPTING FINDINGS, INCLUDING ENVIRONMENTAL FINDINGS, PLANNING CODE SECTION
302 FINDINGS, AND FINDINGS OF CONSISTENCY WITH THE GENERAL PLAN AND PLANNING CODE
SECTION 101.1.

WHEREAS, on September 24, 2024 Mayor Breed and Supervisor Dorsey introduced a proposed Ordinance
under Board of Supervisors (hereinafter “Board”) File Number 240927, which would amend Section 406 of
the Planning Code to waive impact fees and requirements for certain projects Downtown which replace
non-residential uses with residential uses. The proposed Ordinance would create a process for previously
approved projects to request modification to conditions of approval related to development impact fees,
subject to delegation by the Planning Commission. The proposed ordinance would also amend Planning
Code Section 210.5 and remove the application deadline from the Commercial to Residential Adaptive
Reuse Program.

WHEREAS, the Planning Commission (hereinafter “Commission”) conducted a duly noticed public hearing
at a regularly scheduled meeting to consider the proposed Ordinance on November 21, 20204 and,

WHEREAS, the proposed Ordinance has been determined to be categorically exempt from environmental
review under the California Environmental Quality Act Section 15378 and 15060(c)(2); and
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Resolution No. 21663 Case No. 2024-008952PCA
December 12, 2024 Development Impact Fees and Requirements for
Non-Residential to Residential Conversion Projects

WHEREAS, the Planning Commission has heard and considered the testimony presented to it at the public
hearing and has further considered written materials and oral testimony presented on behalf of
Department staff and other interested parties; and

WHEREAS, all pertinent documents may be found in the files of the Department, as the Custodian of
Records, at 49 South Van Ness Avenue, Suite 1400, San Francisco; and

WHEREAS, the Planning Commission has reviewed the proposed Ordinance; and

WHEREAS, the Planning Commission finds from the facts presented that the public necessity, convenience,
and general welfare require the proposed amendment; and

Findings

Having reviewed the materials identified in the preamble above, and having heard all testimony and
arguments, this Commission finds, concludes, and determines as follows:

The proposed Ordinance will improve the financial feasibility of adaptive reuse projects. Development
impact fees and the inclusionary housing fee were identified as financial burdens for adaptive reuse
projects based on current economic conditions. This legislation is a small but important part of
incentivizing the conversion of underutilized non-residential buildings into housing. Reducing constraints
to support feasibility will help to increase the City’s housing stock, establish new housing options for all
San Franciscans and create a more vibrant 24/7 neighborhood.

General Plan Compliance

The proposed Ordinance and the Commission’s recommended modification is consistent with the
following Objectives and Policies of the General Plan:

DOWNTOWN PLAN
OBJECTIVE 7

EXPAND THE SUPPLY OF HOUSING IN AND ADJACENT TO DOWNTOWN.

POLICY 7.1
Promote the inclusion of housing in downtown commercial developments

POLICY 7.2
Facilitate conversion of underused industrial and commercial areas to residential use.

The proposed Ordinance would help to improve the financial feasibility of adaptive reuse projects.

HOUSING ELEMENT
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December 12, 2024 Development Impact Fees and Requirements for
Non-Residential to Residential Conversion Projects

OBJECTIVE 4.C
EXPAND AND DIVERSIFY HOUSING TYPES FORALL.

The proposed Ordinance is designed to create an environment more conducive to project feasibility. In doing
so, a greater number of projects are likely to be built.

Planning Code Section 101 Findings

The proposed amendments to the Planning Code are consistent with the eight Priority Policies set forth in
Section 101.1(b) of the Planning Code in that:

1. That existing neighborhood-serving retail uses be preserved and enhanced and future
opportunities for resident employment in and ownership of such businesses enhanced;

The proposed Ordinance would not have a negative effect on neighborhood serving retail uses and
will not have a negative effect on opportunities for resident employment in and ownership of
neighborhood-serving retail.

2. Thatexisting housing and neighborhood character be conserved and protected in order to preserve
the cultural and economic diversity of our neighborhoods;

The proposed Ordinance would not have a negative effect on housing or neighborhood character.
3. Thatthe City’s supply of affordable housing be preserved and enhanced;

The proposed Ordinance would not have an adverse effect on the City’s supply of affordable housing.
The proposed ordinance would help enable the conversion of underutilized commercial buildings to
add to the city's housing stock, and without these changes these buildings will likely remain
commercial uses and not otherwise developed for housing.

4. That commuter traffic notimpede MUNI transit service or overburden our streets or neighborhood
parking;

The proposed Ordinance would not result in commuter traffic impeding MUNI transit service or
overburdening the streets or neighborhood parking.

5. That a diverse economic base be maintained by protecting our industrial and service sectors from
displacement due to commercial office development, and that future opportunities for resident
employment and ownership in these sectors be enhanced,

The proposed Ordinance would not cause displacement of the industrial or service sectors due to
office development, and future opportunities for resident employment or ownership in these sectors
would not be impaired.

6. Thatthe City achieve the greatest possible preparedness to protect against injury and loss of life in
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December 12, 2024 Development Impact Fees and Requirements for
Non-Residential to Residential Conversion Projects

an earthquake;

The proposed Ordinance would not have an adverse effect on City’s preparedness against injury and
loss of life in an earthquake.

7. That the landmarks and historic buildings be preserved;

The proposed Ordinance would not have an adverse effect on the City’s Landmarks and historic
buildings.

8. That our parks and open space and their access to sunlight and vistas be protected from
development;

The proposed Ordinance would not have an adverse effect on the City’s parks and open space and
their access to sunlight and vistas.

Planning Code Section 302 Findings.
The Planning Commission finds from the facts presented that the public necessity, convenience and

general welfare require the proposed amendments to the Planning Code as set forth in Section 302.

NOW THEREFORE BE IT RESOLVED that the Commission hereby ADOPTS A RECOMMENDATION FOR
APPROVAL WITH MODIFICATIONS the proposed Ordinance with the following recommendations:

e Modify the proposed language in 406(j)(3) calculation of space to be consistent with the definition
of Gross Floor Area in Planning Code Section 102; and

e Extend the pipeline date from January 1, 2025 to April 1, 2025 to align with when the ordinance
would be in effect; and

e Recommend the TAC include the inclusionary housing requirement for adaptive reuse projects in
their work program.

| hereby certify that the foregoing Resolution was adopted by the Commission at its meeting on December
12, 2824.

Jonas P. lonin
Commission Secretary

AYES: Campbell, McGarry, Braun, Moore, So
NOES: Williams, Imperial
ABSENT: None

ADOPTED: December 12,2024
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EXECUTIVE SUMMARY
PLANNING CODE TEXT AMENDMENT

HEARING DATE: November 21, 2024

90-Day Deadline: When the 90-day review period ends or the new expiration date from an extension resolution

Project Name: Development Impact Fees and Requirements for Non-Residential to Residential Conversion
Projects
Case Number:  2024-008952PCA Board File No. 240927
Initiated by: Mayor Breed and Supervisor Dorsey / Introduced September 24, 2024
Staff Contact:  Lily Langlois, Citywide Planning
Lily.langlois@sfgov.org, 628-652-7472
Reviewed by:  Aaron Starr, Manager of Legislative Affairs
aaron.starr@sfgov.org, 628-652-7533

Environmental
Review: Not a Project Under CEQA

RECOMMENDATION: Adopt of Recommendation for Approval with Modifications

Planning Code Amendment

The proposed Ordinance would amend Planning Code Section 406 to exempt certain types of projects in the
downtown area that replace non-residential uses with residential uses from development impact fees and
requirements, including the Inclusionary Housing fee. To be eligible for these waivers a project must be
located in a C-3 district, or a C-2 district east of or fronting Franklin Street/13th Street and north of Townsend
Street. The proposed Ordinance would create a process for previously approved projects to request
modification to conditions of approval related to development impact fees, subject to delegation by the
Planning Commission. The proposed Ordinance would also amend Planning Code Section 210.5 to remove
the application deadline for the Commercial to Residential Adaptive Reuse Program.
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Executive Summary Case No 2024-008952PCA
Hearing Date: November 21, 2024 Development Impact Fees and Requirements for Non-Residential to
Residential Conversion Projects

The Way It Is Now:

1. The City charges development impact fees on residential and non-residential projects for various
public purposes, including fees for transit, streets, parks, childcare and art. Development impact fees
are set forth in Article 4 of the Planning Code.

2. The Affordable Housing Fee (Planning Code Section 415) applies to new market-rate housing
developments of 10 units or more. A project can satisfy the fee requirement by providing the
affordable units on-site, in a separate building (off-site) or pay a fee to the City which the City uses to
construct affordable housing.

3. When a project is approved by the Planning Commission, applicable development impact fees are
listed in the conditions of approval.

4. The Commercial to Residential Adaptive Reuse Program (Planning Code Section 210.5) allows certain
projects to receive waivers from the Planning Code. To be eligible for the program an application
must be submitted by December 31, 2028.

The Way It Would Be:

1. Impact fees would be waived for certain projects Downtown which replace non-residential space
with residential space. The waiver would be limited to 110% of the Gross Floor Area of Non-
Residential use converted to Residential use.

2. The Affordable Housing Fee (Planning Code Section 415) would be waived for certain projects
Downtown that replace non-residential space with residential space. The waiver would be limited to
110% of the Gross Floor Area of Non-Residential use converted to Residential use.

3. The Planning Code would allow the Planning Commission to delegate the modification of conditions
of approval related to development impact fees and performance timelines for previously approved

projects to the Planning Director.

4. There would be no deadline to submit an application for the Commercial to Residential Adaptive
Reuse Program (Planning Code Section 210.5).

Background

The Commercial to Residential Adaptive Reuse Program (Planning Code Section 210.5) was established in
July 2023 to facilitate the adaptive reuse of commercial buildings to housing. The Program allows adaptive
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Hearing Date: November 21, 2024 Development Impact Fees and Requirements for Non-Residential to
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reuse projects in specific zoning districts Downtown to waive certain Planning Code requirements that can
be challenging to meet when converting an existing commercial building to housing, such as Lot Coverage,
Open Space, Streetscape and Pedestrian Improvements, Dwelling Unit Exposure, Bicycle Parking, and
Dwelling Unit Mix.

On April 3,2023, the Land Use and Transportation Committee heard two presentations on repurposing
Commercial real estate for Residential use: one from the Budget and Legislative Analyst (BLA), and one from
SPUR/Gensler/ULI/HR&A Advisors. Both the BLA and SPUR reports recommended, among other policy
solutions, reducing impact fees and affordable housing requirements for adaptive reuse projects.

In June 2023, the City issued a Request for Interest (RFI) for Adaptive Reuse of Downtown Commercial
Buildings. The goal of the RFl was to identify projects where the City could help speed up or enhance
adaptive reuse projects through zoning and other regulatory changes, financial incentives, or other means.
Respondents to the RFI were asked to describe the project and show how the City's assistance could either
make the project financially feasible or increase the public benefits offered by a potential project. The
feedback received from the RFI affirmed the Planning Code changes needed to facilitate adaptive reuse
projects. However, three financial barriers for adaptive reuse projects were identified: (1) real estate transfer
tax, (2) property tax and (3) development impact fees and the inclusionary housing fee.

In March 2024 voters approved Proposition C, a ballot measure which waives the real estate transfer tax on
up to a cumulative 5 million square feet of commercial-to housing conversion projects downtown. In
September 2024 Governor Newsom signed Assembly Bill 2488 that allows San Francisco to create a special
Financing District for commercial-to-housing conversion projects that would reinvest incremental property
tax revenue to offset a portion of the development costs for these projects. Enacting legislation is expected
to be before San Francisco decision makers in 2025. The proposed legislation addresses the third of the
three recommended financial measures to improve feasibility of conversion projects by waiving
development impact fees and the inclusionary housing fee.

To date the Department has approved two project applications under the Commercial to Residential
Adaptive Reuse Program. 785 Market Street would convert approximately 90,637 square feet of office use to
create 124 dwelling units. 988 market Street would convert approximately 28,863 square feet of office use to
create 45 dwelling units.

Issues and Considerations

Like many jurisdictions, San Francisco assesses impact fees on development projects that the City uses to
offset the cost of infrastructure, the cost of providing public services, or other social costs associated with the
new development. The size of these fees varies, based on the project use, location and scale, and the fee
rates are set based on both a maximum legal amount set by a “nexus study” and are informed by financial
feasibility studies done at the time the fees are established. While generally carrying a smaller cost than the
inclusionary housing requirement, these fees add to project costs and can therefore affect project feasibility,
particularly in the downtown area and in other neighborhoods in the eastern portion of the City, where
impact fees are generally higher. According to a 2018 analysis by the Terner Center of a range of development
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Executive Summary Case No 2024-008952PCA
Hearing Date: November 21, 2024 Development Impact Fees and Requirements for Non-Residential to
Residential Conversion Projects

fees in a sample of several California cities (not including San Francisco), the cumulative effect of
development fees is to “substantially increase the cost of building housing”.!

The cumulative effect of development fees is to substantially increase the cost of building
housing.

Notably, when fee rates are established, they are typically informed by the real estate development
economic conditions at that time. Many fees in San Francisco were established or last set during the robust
economic climate of the 2010s. Since that time, especially since the Covid pandemic, development
economics have substantially changed, with construction costs (both hard and soft costs) rising dramatically
and revenues not keeping pace. In response, in 2023 the City made changes to the way that the City sets,
imposes, and collects impact fees. Importantly, it creates predictability and stability by setting a flat rate at
which impact fees increase over time, assigns and stabilizes fees upon project approval, reinstates a fee
deferral program to allow projects to pay their fees immediately prior to the project being ready for
occupancy, and reduces fees by 33% for development projects approved by November of 2026 and begin
construction within 30 months of approval. In addition, the City reduced the Inclusionary Housing Program
requirements of the Planning Code (Board File No. 23-0769) for all housing projects citywide.

General Plan Compliance

Program Area 7 of the Housing Element Implementation Program is to expand housing choices. The
Expanding Housing Choices program area includes various programs that will increase housing choices for
residents in a variety of housing types by increasing housing production. This program includes rezoning to
accommodate Regional Housing Needs Assessment (RHNA) goals, allowing more homes in small and mid-
rise multifamily buildings, and support for ADUs in existing residential buildings. Importantly, it also
encourages actions to support additional housing near major transit nodes and jobs centers, such as new
housing and conversions of existing office space downtown.

Removing the burden of many of the City’s development impact fees will make these types of
projects more financially feasible.

Action 7.3.4 of the Housing Element is to: “Study feasibility challenges and support proposals for adaptive re-
use of vacant and underutilized commercial office buildings to potentially increase housing and affordable
housing opportunities, especially if building types work well for groups that would benefit from their
proximity to transit, services, or institutions, such as seniors, teachers, or students.” Though not currently
deemed to be feasible in part due to factors outside the government’s control (namely high construction
costs), removing the costs of development impact fees is an important step to make these types of projects
more financially feasible. If market conditions improve, the reduction in building costs combined with the
reduction of fees and removing certain Planning Code requirements, could lead to thousands of new housing
units downtown.

Y https://ternercenter.berkeley.edu/wp-content/uploads/pdfs/Development_Fees_Report_Final_2.pdf
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Hearing Date: November 21, 2024 Development Impact Fees and Requirements for Non-Residential to
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Racial and Social Equity Analysis

One of the primary goals of the proposed ordinance is to improve the feasibility of residential development
in San Francisco, which is consistent with the policies in the City’s Housing Element and contributes to the
City’s state-mandated housing production targets. Improving the feasibility of residential development will
lead to increases of the City’s housing stock, which mitigates or reduces pressures for housing costs to rise.

The proposed Ordinance would help to improve the financial feasibility of residential development
Downtown; with few sites available for new development due to the heavily built-up nature of downtown,
conversions of some existing commercial buildings is necessary to increase housing opportunities
downtown and diversify the land use mix. The waiver of the affordable housing fee could mean more
housing will be built Downtown, but less affordable housing would be required for conversion projects. New
construction projects and additions would still be subject to development impact fees and the inclusionary
housing fee.

Much of Downtown falls within the Priority Equity Geographies (PEG), areas with a higher density of
vulnerable populations. This is generally due to the demographics of the adjacent neighborhoods and the
boundaries of the census tracts. The areas Downtown where the City is waiving impact fees and the
inclusionary housing fee is a more limited geography and includes the Financial District, Mid-Market and
Union Square areas. In general, the proposed changes are intended to stimulate development to provide
more housing, add more people to support local businesses and the transportation system and grow the
local economy and tax base. These benefits would apply broadly to San Francisco.

Implementation

The Department has determined that this ordinance will not impact our current implementation procedures.

Recommendation

The Department recommends that the Commission approve with modifications the proposed Ordinance
and adopt the attached Draft Resolution to that effect. The Department’s proposed recommendations are as
follows:

1. Modify the language in 406(j)(3) calculation of space to be consistent with the definition of
Gross Floor Area in Planning Code Section 102. Recommended language:

Calculation of Space. In a new mixed-use project with Residential and Non-Residential uses, common
areas used by Residential and Non-Residential uses shall be divided proportionally relative to the Gross
Floor Area of such uses in the remainder of the building, as defined in Planning Code Section 102-inetude

the proportion that such areas serve the Residential use to the total square feet of Gross Floor Area
served by such areas.
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2. Remove the modification provisions proposed in Planning Code Sec. 406(j)(5) and replace with
language that acknowledges the Zoning Administrator’s ability to interpret previously
conditions of approval related to impact fees and affordable housing for these projects as being
met when a project changes how it complies with affordable housing requirements to be
consistent with more current controls. Relocate the eligibility criteria for previously approved
projects from Sec. 406(j)(5) to Sec. 406(j)(1).

Basis for Recommendation

The shift to hybrid work in response to the COVID-19 pandemic, together with impacts on tourism and other
economic sectors, had immediate impacts on the number of workers and visitors downtown and has
continued to cause ripple effects on the City’s economy and public realm. Many of those impacts are

most acutely felt Downtown. The ongoing reduction in foot traffic and public transit use combined with
changes in demand for office space have impacted the ecosystem that is essential to the City’s economy.
While Downtown has flexible zoning that has always allowed for a mix of uses including housing, the
concentration of office uses was largely due to market forces. This legislation is a small but important part of
incentivizing the conversion of non-residential buildings to create new housing opportunities. Reducing
constraints to support feasibility will help to increase the City’s housing stock, establish new housing options
for all San Franciscans and create a more vibrant 24/7 neighborhood.

Recommendation 1: Modify the language in 406 (j) (3) calculation of space to be consistent with the
definition of Gross Floor Area in Planning Code Section 102. As currently drafted the language is
inconsistent with the definition of Gross Floor Area in Planning Code Section 102. Amending the language
will ensure the definition and calculation are consistent with the Planning Code definition.

Recommendation 2: Remove the modification provisions proposed in Planning Code Sec. 406(j)(5) and
replace with language that acknowledges the Zoning Administrator’s ability to interpret previously
conditions of approval related to impact fees and affordable housing for these projects as being met
when a project changes how it complies with affordable housing requirements to be consistent with
more current controls. Relocate the eligibility criteria for previously approved projects from Sec.
406(j)(5) to Sec. 406(j)(1). The Zoning Administrator has historically interpreted conditions of approval
that only document existing Planning Code controls to be met for a project when such controls are later
amended and a project is modified to meet those new controls. For example, when minimum parking
requirements were removed from the Planning Code there were projects that had a condition of approval
documenting the Code-required amount of parking. However, because those projects were still being
consistent with the Code’s parking controls by reducing parking, the associated conditions of approval were
still considered to be met. This interpretation has also been applied to conditions of approval stating the
applicability of a specific impact fee.

While this interpretation has not been used in the past for conditions of approval for affordable housing, the
underlying rationale is similar and could be applied to those conditions as well. Adding Code language
acknowledging this interpretation of affordable housing conditions of approval for these conversion projects
would provide direction and clarity to allow these projects to take advantage of current affordable housing
controls without the need to modify conditions of approval.
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Required Commission Action

The proposed Ordinance is before the Commission so that it may adopt a recommendation of approval,
disapproval, or approval with modifications.

Environmental Review

The proposed amendments are not defined as a project under CEQA Guidelines Sections 15378 and
15060(c)(2) because it would not result in a direct or indirect physical change in the environment.

Public Comment

As of the date of this report, the Planning Department has not received any public comment regarding the
proposed Ordinance.

ATTACHMENTS:

Exhibit A: Draft Planning Commission Resolution

Exhibit B: Board of Supervisors File No. 240927

Exhibit C: Letters of Support/Opposition or other supporting documentation, etc.
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PLANNING COMMISSION
DRAFT RESOLUTION

HEARING DATE: November 21, 2024

Project Name: Development Impact Fees and Requirements for Non-Residential to Residential Conversion
Projects

Case Number:  2024-008952PCA Board File No. 240927

Initiated by: Mayor Breed and Supervisor Dorsey / Introduced September 24, 2024

Staff Contact:  Lily Langlois, Citywide Planning
Lily.langlois@sfgov.org, 628-652-7472

Reviewed by:  Aaron Starr, Manager of Legislative Affairs
aaron.starr@sfgov.org, 628-652-7533

RESOLUTION ADOPTING A RECOMMENDATION FOR APPROVAL OF A PROPOSED ORDINANCE THAT
WOULD AMEND THE PLANNING CODE TO EXEMPT CERTAIN TYPES OF PROJECTS IN THE DOWNTOWN
AREA THAT REPLACE NON-RESIDENTIAL USES WITH RESIDENTIAL USES FROM DEVELOPMENT IMPACT
FEES AND REQUIREMENTS, INCLUDING THE INCLUSIONARY HOUSING FEE, CREATE A PROCESS FOR
PREVIOUSLY APPROVED PROJECTS TO REQUEST MODIFICATION TO CONDITIONS OF APPROVAL RELATED
TO DEVELOPMENT IMPACT FEES, SUBJECT TO DELEGATION BY THE PLANNING COMMISSION, AND
REMOVE THE APPLICATION DEADLINE FROM THE COMMERCIAL TO RESIDENTIAL ADAPTIVE REUSE
PROGRAM; ADOPTING FINDINGS, INCLUDING ENVIRONMENTAL FINDINGS, PLANNING CODE SECTION
302 FINDINGS, AND FINDINGS OF CONSISTENCY WITH THE GENERAL PLAN AND PLANNING CODE
SECTION 101.1.

WHEREAS, on September 24, 2024 Mayor Breed and Supervisor Dorsey introduced a proposed Ordinance
under Board of Supervisors (hereinafter “Board”) File Number 240927, which would amend Section 406 of
the Planning Code to waive impact fees and requirements for certain projects Downtown which replace
non-residential uses with residential uses. The proposed Ordinance would create a process for previously
approved projects to request modification to conditions of approval related to development impact fees,
subject to delegation by the Planning Commission. The proposed ordinance would also amend Planning
Code Section 210.5 and remove the application deadline from the Commercial to Residential Adaptive
Reuse Program.
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WHEREAS, the Planning Commission (hereinafter “Commission”) conducted a duly noticed public hearing
at a regularly scheduled meeting to consider the proposed Ordinance on November 21, 20204 and,

WHEREAS, the proposed Ordinance has been determined to be categorically exempt from environmental
review under the California Environmental Quality Act Section 15378 and 15060(c)(2); and

WHEREAS, the Planning Commission has heard and considered the testimony presented to it at the public
hearing and has further considered written materials and oral testimony presented on behalf of
Department staff and other interested parties; and

WHEREAS, all pertinent documents may be found in the files of the Department, as the Custodian of
Records, at 49 South Van Ness Avenue, Suite 1400, San Francisco; and

WHEREAS, the Planning Commission has reviewed the proposed Ordinance; and

WHEREAS, the Planning Commission finds from the facts presented that the public necessity,
convenience, and general welfare require the proposed amendment; and

Findings

Having reviewed the materials identified in the preamble above, and having heard all testimony and
arguments, this Commission finds, concludes, and determines as follows:

The proposed Ordinance will improve the financial feasibility of adaptive reuse projects. Development
impact fees and the inclusionary housing fee were identified as financial burdens for adaptive reuse
projects based on current economic conditions. This legislation is a small but important part of
incentivizing the conversion of underutilized non-residential buildings into housing. Reducing constraints
to support feasibility will help to increase the City’s housing stock, establish new housing options for all
San Franciscans and create a more vibrant 24/7 neighborhood.

General Plan Compliance

The proposed Ordinance and the Commission’s recommended modification is consistent with the
following Objectives and Policies of the General Plan:

DOWNTOWN PLAN
OBJECTIVE 7

EXPAND THE SUPPLY OF HOUSING IN AND ADJACENT TO DOWNTOWN.

POLICY 7.1
Promote the inclusion of housing in downtown commercial developments

POLICY 7.2
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Facilitate conversion of underused industrial and commercial areas to residential use.

The proposed Ordinance would help to improve the financial feasibility of adaptive reuse projects.
HOUSING ELEMENT

OBJECTIVE4.C
EXPAND AND DIVERSIFY HOUSING TYPES FOR ALL.

The proposed Ordinance is designed to create an environment more conducive to project feasibility. In doing
so, a greater number of projects are likely to be built.

Planning Code Section 101 Findings

The proposed amendments to the Planning Code are consistent with the eight Priority Policies set forth in
Section 101.1(b) of the Planning Code in that:

1. That existing neighborhood-serving retail uses be preserved and enhanced and future
opportunities for resident employment in and ownership of such businesses enhanced;

The proposed Ordinance would not have a negative effect on neighborhood serving retail uses and
will not have a negative effect on opportunities for resident employment in and ownership of
neighborhood-serving retail.

2. Thatexisting housing and neighborhood character be conserved and protected in order to
preserve the cultural and economic diversity of our neighborhoods;

The proposed Ordinance would not have a negative effect on housing or neighborhood character.

3. That the City’s supply of affordable housing be preserved and enhanced;

The proposed Ordinance would not have an adverse effect on the City’s supply of affordable
housing. The proposed ordinance would help enable the conversion of underutilized commercial
buildings to add to the city's housing stock, and without these changes these buildings will likely
remain commercial uses and not otherwise developed for housing.

4. That commuter traffic not impede MUNI transit service or overburden our streets or
neighborhood parking;

The proposed Ordinance would not result in commuter traffic impeding MUNI transit service or
overburdening the streets or neighborhood parking.

5. That a diverse economic base be maintained by protecting our industrial and service sectors from

San Francisco
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displacement due to commercial office development, and that future opportunities for resident
employment and ownership in these sectors be enhanced;

The proposed Ordinance would not cause displacement of the industrial or service sectors due to
office development, and future opportunities for resident employment or ownership in these sectors
would not be impaired.

6. That the City achieve the greatest possible preparedness to protect against injury and loss of life
in an earthquake;

The proposed Ordinance would not have an adverse effect on City’s preparedness against injury and
loss of life in an earthquake.

7. That the landmarks and historic buildings be preserved;

The proposed Ordinance would not have an adverse effect on the City’s Landmarks and historic
buildings.

8. That our parks and open space and their access to sunlight and vistas be protected from
development;

The proposed Ordinance would not have an adverse effect on the City’s parks and open space and
their access to sunlight and vistas.

Planning Code Section 302 Findings.

The Planning Commission finds from the facts presented that the public necessity, convenience and
general welfare require the proposed amendments to the Planning Code as set forth in Section 302.

NOW THEREFORE BE IT RESOLVED that the Commission hereby ADOPTS A RECOMMENDATION FOR
APPROVAL WITH MODIFICATIONS the proposed Ordinance with the following recommendations:

o Modify the proposed language in 406(j)(3) calculation of space to be consistent with the definition
of Gross Floor Area in Planning Code Section 102; and

e Remove the modification provisions proposed in Planning Code Sec. 406(j)(5) and replace with
language that acknowledges the Zoning Administrator’s ability to interpret previously conditions
of approval related to impact fees and affordable housing for these projects as being met when a
project changes how it complies with affordable housing requirements to be consistent with more
current controls. Relocate the eligibility criteria for previously approved projects from Sec.
406(j)(5) to Sec. 406(j)(1).
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| hereby certify that the foregoing Resolution was adopted by the Commission at its meeting on
November 21, 2024.

Jonas P. lonin
Commission Secretary

AYES:
NOES:
ABSENT:
ADOPTED:
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FILE NO. 240927 SUBSTITUTED ORDINANCE NO.
10/15/2024

[Planning Code - Development Impact Fees and Requirements for Non-Residential to
Residential Conversion Projects]

Ordinance amending the Planning Code to: 1) exempt certain types of projects in the
downtown area that replace non-residential uses with residential uses from
development impact fees and requirements, including the Inclusionary Housing fee; 2)
create a process for previously approved projects to request modification to conditions
of approval related to development impact fees, subject to delegation by the Planning
Commission; and 3) remove the application deadline from the Commercial to
Residential Adaptive Reuse Program; affirming the Planning Department’s
determination under the California Environmental Quality Act; making findings of
consistency with the General Plan, and the eight priority policies of Planning Code,
Section 101.1; and making findings of public necessity, convenience, and welfare

pursuant to Planning Code, Section 302.

NOTE: Unchanged Code text and uncodified text are in plain Arial font.
Additions to Codes are in single-underline italics Times New Roman font.
Deletions to Codes are in .
Board amendment additions are in double-underlined Arial font.
Board amendment deletions are in strikethrough-Arial-font.
Asterisks (* * * *)indicate the omission of unchanged Code
subsections or parts of tables.

Be it ordained by the People of the City and County of San Francisco:

Section 1. Land Use and Environmental Findings.
(a) The Planning Department has determined that the actions contemplated in this
ordinance comply with the California Environmental Quality Act (California Public Resources

Code Sections 21000 et seq.). Said determination is on file with the Clerk of the Board of
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Supervisors in File No. ___ and is incorporated herein by reference. The Board affirms this
determination.

(b) On , the Planning Commission, in Resolution No. :
adopted findings that the actions contemplated in this ordinance are consistent, on balance,
with the City’s General Plan and eight priority policies of Planning Code Section 101.1. The
Board adopts these findings as its own. A copy of said Resolution is on file with the Clerk of

the Board of Supervisors in File No. , and is incorporated herein by reference.

Section 2. Legislative Findings.

(a) San Francisco’s Regional Housing Needs Allocation in the current 2023-2031
Housing Element cycle is 82,069 units over eight years, which is more than 2.5 times the
allocation of the previous eight-year cycle.

(b) The City’s Chief Economist has estimated that approximately 5,000 new market-
rate housing units per year would be required to keep housing prices in San Francisco
consistent with the general rate of inflation.

(c) Atthe same time, demand for office space has declined and commercial vacancy
rates have increased. The impacts to office space demands wrought by the COVID-19
pandemic — most notably the shift toward remote work — persist even as public health threats
have waned. These changes have been particularly prominent in the Greater Downtown Area,
defined as the North Financial District, South Financial District, Mid-Market, Union Square,
Jackson Square, Mission Bay/China Basin, North Waterfront, Showplace Square, South of
Market, and the Van Ness Corridor (collectively, “Downtown”). In the Greater Downtown Area,
the office sector has experienced a fivefold increase in total vacancy rate between the first

quarter of 2019 and the first quarter of 2024.

Mayor Breed; Supervisor Dorsey
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(d) To address the twin problems of under-utilized office space and lack of affordable
and available housing in San Francisco, a recent report from the Board of Supervisors’
Budget and Legislative Analyst, dated January 6, 2023, urges City policymakers to consider
programs to incentivize the conversion of office space into residential units (“BLA Report”).
The BLA Report identifies various policy options to incentivize the conversion of office
buildings, including reducing regulatory hurdles, such as protracted approval timeframes;
exempting projects from or relaxing various standards in the Planning Code; and offering
financial incentives to offset the costly architectural and engineering challenges of these
conversions.

(e) San Francisco is also the economic hub for the Bay Area. Prior to the COVID-19
pandemic, two-thirds of the City’s total jobs were located Downtown, representing more than
three-quarters of the City’s gross domestic product (“GDP”). With a $250 billion annual GDP
in 2022, San Francisco accounted for more than one-quarter of the nine-county Bay Area
economy — and 79% of the City’s share of the Bay Area economy stems from office-based
industries concentrated Downtown. Downtown-based businesses have historically generated
nearly half of the City’s sales tax revenue and almost all (95%) of the City’s business tax
revenue. This revenue funds many key services such as public safety, cleaning, open space,
and transportation.

(H The shift to hybrid work, with its consequent reduction in office workers and foot
traffic, has adversely impacted the City’s Downtown and other sectors of the City’s economy,
including retail and small business, and more broadly has impacted use and activation of
public space, transportation, and public safety.

(g) On February 9, 2023, Mayor Breed issued a Roadmap to San Francisco’s Future.
Several of the plan’s key policies include: (1) the economic diversification of Downtown and

repurposing underutilized office space there; (2) expanding Downtown housing; (3) activating

Mayor Breed; Supervisor Dorsey
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Downtown and enacting zoning controls that draw people Downtown; and (4) maximizing
flexibility for uses and economic activity in the Union Square area, which has historically
played a unique role citywide, regionally, and internationally as a center for shopping,
entertainment, and services.

(h) On July 5, 2023, the City approved Ordinance 122-23 which established the
Commercial to Residential Adaptive Reuse Program to facilitate residential uses Downtown
by exempting eligible projects from certain Planning Code standards and requirements,
including those concerning rear yard, open space, streetscape improvements, dwelling unit
exposure, bike parking, transportation demand management, dwelling unit mix, and
Intermediate Length Occupancy controls.

(i) On December 14, 2023, consistent with Housing Element Implementing Action
8.5.2, and following the Board of Supervisors’ approval of the Housing Production Ordinance,
enacted as Ordinance No. 248-23, the Planning Commission passed Resolution No. 21473,
which delegated authority to the Planning Director to make findings necessary for waivers and
concessions under the State Density Bonus law, pursuant to Planning Code Section 206.6.

() In March 2024, San Francisco voters approved Proposition C, which amended the
Business and Tax Regulations Code by waliving the real estate transfer tax for first time
transfers on non-residential properties converted to residential use, as long as the property
owner receives permission to convert the property before January 1, 2030. The exemption is
available for up to 5 million square feet of converted properties.

(k) Despite these efforts, increased costs of construction and financing continue to
present obstacles to the conversion of under-utilized non-residential spaces. Permit
applications for new projects have declined and many previously approved projects have

stalled.
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() Itis reasonable to further incent the conversion of non-residential space into
residential units by exempting eligible projects from local inclusionary housing requirements

and development impact fees in Article 4 of the Planning Code.

Section 3. Atrticles 2 and 4 of the Planning Code are hereby amended by revising
Sections 210.5 and 406, to read as follows:

SEC. 210.5. COMMERCIAL TO RESIDENTIAL ADAPTIVE REUSE PROGRAM.

SEC. 406. WAIVER, REDUCTION, OR ADJUSTMENT OF DEVELOPMENT

PROJECT REQUIREMENTS.

* * * *

(1) Waiver for Certain Non-Residential to Residential Conversion Projects. This subsection

406(j) provides eligible Non-Residential to Residential conversion projects with a waiver of any

Development fee or Development impact requirement imposed by this Article 4, as specified in this

subsection.

(1) Eliqgible Projects. To be eligible for the waiver, a project must replace Gross Floor

Area of existing Non-Residential uses, other than a Hotel use, with Gross Floor Area established as

Residential use, whether as part of a change of use of existing Gross Floor Area, or through the

demolition of Non-Residential Gross Floor Area and construction of new Gross Floor Area for

Residential use. For purposes of this subsection 406(j), any Gross Floor Area established as

Live/Work use shall be considered as Residential use. Projects must be located in a C-3 district, or a

C-2 district east of or fronting Franklin Street/13th Street and north of Townsend Street.

Mayor Breed; Supervisor Dorsey
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(2) Waiver Amount. Eligible projects shall be entitled to a waiver from any applicable

Development fee or Development impact requirement imposed by this Article 4 on any net new Gross

Floor Area of Residential use in an amount up to 110% of the Gross Floor Area of Non-Residential use

converted to Residential use. Converted Non-Residential Gross Floor Area shall be calculated as the

net reduction of Non-Residential Gross Floor Area resulting from the project.

(3) Calculation of Space. In a mixed-use project with Residential and Non-Residential

uses, the Gross Floor Area of Residential use shall include mechanical space and common areas such

as spaces for circulation, lobbies, storage rooms, balconies, roof terraces, laundry rooms, and other

resident amenity spaces, including parking spaces or garages, in the proportion that such areas serve

the Residential use to the total square feet of Gross Floor Area served by such areas.

(4) Limitation of Waiver. Any portion of a project’s Gross Floor Area that is not

entitled to this waiver shall be subject to the otherwise applicable Development fees and Development

impact requirements of this Article 4, including the Inclusionary Housing Program. Applicable

Development fees and Development impact requirements shall be calculated based solely on the

proportion of the project that is not entitled to this waiver, and not on the project as a whole. In the

event the project provides On-site or Off-site Affordable Units to satisfy the requirements of Section

415.1 et seq., the equivalency, minimum size, and distribution of any such Affordable Units shall be

based on consideration of the project as a whole, and the requirements of the Inclusionary Housing

Program shall apply.

(5) Modification of Previously Approved Projects. Notwithstanding the definitions in

Section 401 and 415A.2, a project shall be considered Finally Approved for purposes of this subsection

406(j), if prior to January 1, 2025, it received: (1) approval of its first Development Application; or (2)

planning approval of its first site or building permit, if a project only requires a building permit; or (3)

if either of the Development Application or building permit were appealed, the final decision upholding

the Development Application, or first site or building permit, on the appeal by the relevant City Board

Mayor Breed; Supervisor Dorsey
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or Commission. Projects that have been Finally Approved, and have not been issued a First

Construction Document shall be entitled to request a modification under this subsection 406(j) to that

project’s conditions of approval, conditions on a project permit, notice of special restrictions, or other

requirements necessary to: (1) waive any Development fee, and/or Development impact requirement of

this Article 4, as specified in this subsection 406(j); and (2) modify conditions that require a project

sponsor to obtain a site permit or building permit within a certain timeframe after project approval.

The project shall comply with all other conditions of approval, conditions on a project permit, or notice

of special restrictions and any applicable requirements of the Planning Code.

(A) Planning Commission Review. Any modification of the conditions of

approval, conditions on a project permit, or notice of special restrictions consistent with this subsection

406(j) that would result in the significant modification of approved plans shall require review and

approval by the Planning Commission under the modification process otherwise applicable to the

project, including but not limited to Planning Code Sections 303(e), 309(j), or 329(f)(7). A significant

modification shall include:

(i) a change in the number of Residential or Group Housing units by

more than 20%, or a change of more than 10% in Gross Floor Area; or,

(i1) a change of use from Dwelling Units to Group Housing.

(B) Administrative Modifications. If the Planning Commission has delegated its

authority to the Planning Director to review and approve requests for modifications consistent with this

subsection 406(j), the following modifications shall be reviewed and approved by the Director of the

Planning Department, and the Planning Commission shall not hold a public hearing for discretionary

review. Modifications under this subsection 406(j) shall not be subject to review under Planning Code

Sections 303(e), 309(f), 309(j), or 329(f)(7). If so delegated, the Planning Director shall be authorized

to modify one or more of the following:

Mayor Breed; Supervisor Dorsey
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(i) The applicable Development fee or Development impact requirement,

including the applicable Inclusionary Housing fee.

(i1) The applicable percentage of On-site or Off-site units.

(iii) For projects that elected to develop using the State Density Bonus

Law, Government Code Section 65915, or State Density Bonus Program: Individually Requested, under

Planning Code Section 206.6, the number of on-site Affordable Units, and the affordability levels of

those on-site Affordable Units if such levels require modification for the project to continue to qualify

for the same amount of density bonus previously approved, and findings required by Section 206.6(e)

related to eligibility for a density bonus, concessions, and incentives and/or waivers of development

standards. Notwithstanding the previous sentence, modifications to a density bonus project that are

significant as set forth in subsection 406(j)(5)(A), shall be reviewed by the Planning Commission.

(6) Relationship to Other Planning Code Sections. The waiver in this subsection

406(j) may be combined with any other reduction or waiver of fees or development impact

requirements applicable to the project, as provided in this Article 4.

Section 4. Effective Date. This ordinance shall become effective 30 days after
enactment. Enactment occurs when the Mayor signs the ordinance, the Mayor returns the
ordinance unsigned or does not sign the ordinance within ten days of receiving it, or the Board
of Supervisors overrides the Mayor’s veto of the ordinance.

1

1

1
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Section 5. Scope of Ordinance. In enacting this ordinance, the Board of Supervisors
intends to amend only those words, phrases, paragraphs, subsections, sections, articles,
numbers, punctuation marks, charts, diagrams, or any other constituent parts of the Municipal
Code that are explicitly shown in this ordinance as additions, deletions, Board amendment
additions, and Board amendment deletions in accordance with the “Note” that appears under

the official title of the ordinance.

APPROVED AS TO FORM:
DAVID CHIU, City Attorney

By: /sl
AUSTIN M. YANG
Deputy City Attorney
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