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Summary Report
Purpose
California suffers from inadequate housing construction, inadequate investment in transportation infrastructure, and inadequate planning that fails to provide for higher density infill housing close to existing and future job centers.  

The predictable result is unaffordable housing, gridlocked highways, and a diminished quality of life as workers spend increasing amounts of time commuting between home and work. 

The Transportation and Housing Committee’s February 8th hearing was intended to ascertain the current state of affairs with respect to housing and transportation in California and examine the impacts of our current patterns of growth.  The hearing was further intended to explore some of the opportunities before us with respect to meeting our state’s future job, housing, and transportation needs in a more coordinated and efficient manner.  

Brief Synopsis of Speakers’ Remarks
Diane Eidam, California Transportation Commission
Ms. Eidam testified that California’s transportation as on the verge of collapse.  The annualized transportation need is in the range of $16 billion per year.  Funding specified in current law should provide $4.5 billion per year, but for the fourth year in a row, the budget proposes to divert an additional $1.4 billion in Proposition 42 revenues.  
As a result, the California Transportation Commission has not allocated funding for new capacity projects since June of 2003 and has not been able to fund a traffic congestion relief project since December 2002.  Absent new funding, these moratoria will continue.  Moreover, the commission has the cash available to fund only half of the $1.8 billion programmed for the already constrained State Highway Operation and Protection Program, the state’s highway maintenance program.

The outlook for the future is equally dire. The commission is in the process of developing the 2006 State Transportation Improvement Program and faces the very real prospect of not only including no new projects, but also deleting earlier projects from the program.

Lucy Dunn, Department of Housing and Community Development

Ms. Dunn defined California’s housing problem as essentially too few new homes to accommodate a steadily growing population.  This phenomenon is exacerbated by historically low interest rates and changing demographics that alter the types of housing needed.  California’s population consistently grows by an average of 500,000 persons per year, creating an annual housing need of at least 220,000 units.  Housing construction has not come close to meeting this figure for approximately 15 years.  Moreover, the proportion of multifamily housing, which tends to be more affordable, has dropped dramatically.  The result is skyrocketing home prices (the statewide median home price in December 2004 was $473,000), declining affordability (only 19% of California households can afford the median priced home and 40% of renters are overpaying for rent), and increasing concern among residents (24% of poll respondents say the price of housing is forcing them to seriously consider moving and 77% are concerned about their children’s ability to buy a home in their region).  
Ms. Dunn stated that housing is not only the second biggest industry group affecting the state economy and the major source of personal wealth for most households, but that affordable housing is also critical to California’s economic competitiveness.  In its efforts to address the issue, the administration is focused on increasing overall housing supply in the right places at the densities to provide more housing choices for our growing population.

Part of the administration’s effort in this regard is to get Proposition 46 funds out for affordable housing development.  By the end of this fiscal year, $1 billion of the bond funds will have been allocated, creating more than 58,000 affordable units and shelter spaces.  These bond funds will run out in 2007.  

The administration is also committed to removing regulatory and legal hurdles to new housing development.  Housing supply is constrained in large part by the lack of a sufficient amount of land properly designated and zoned.  Ensuring available land is zoned at increased densities and streamlining the permitting and environmental review processes are critical.  Strengthening the effectiveness of the housing element will ensure a mix of housing types, including densities and development standards to accommodate low and moderate income housing.  In addition, removing barriers to infill development and restraining the upward pressure on development fees are needed.  
Jim Wunderman, Bay Area Council
Mr. Wunderman testified that the lack of housing affordable to the workforce in the Bay Area threatens the economic competitiveness of the region.  The productivity of Bay Area workers exceeds the national average by 94%.  But when the cost of living is factored in, with the cost of housing being by far the greatest factor, the advantage drops to 31%.  

Polls of Bay Area residents find that housing is the third most significant problem facing the region (after transportation and the economy), and a survey of 515 business leaders found that the high cost of housing had the greatest negative impact of any factor on their businesses.  

The problem is a result of the fact that Bay Area cities and counties under-produce housing, including a 19,000 unit deficit from 1999-2003.  Over 60% of Bay Area jurisdictions are not meeting their fair share of housing production determined by the Association of Bay Area Governments through the regional housing needs determination.  More ominously, there is a projected deficit of 300,000 units between now and 2030 based on projected job generation and current land use plans.  

Placing needed housing closer to jobs, services and transit is critical to the economic vitality and quality of life of the region.  To accomplish this, significant policy changes are needed.  The Legislature must revamp local land use planning, provide financial incentives for cities to approve housing, create greater certainty in the entitlement process for transit-oriented and infill developments, improve CEQA, and address the costs of construction defect insurance.  With such changes, the market can begin to produce enough housing for projected population growth and job generation.  

Bill Allayaud, Sierra Club
Mr. Allayaud cited a number of studies that document the cost of sprawl development, including a classic 1974 study by the Real Estate Research Corporation that found that higher densities result in lower economic costs, environmental costs, natural resource consumption and personal costs for a given number of dwelling units.  He stated that sprawl also has a huge impact on air quality, contributing to the 160% increase in vehicle miles traveled between 1970 and 1995, as well as the 2.8 million workdays lost, 1.3 million school absences, 9000 hospitalizations, and 6500 premature deaths related to asthma and air pollution.  Sprawl also results in the loss of 100,000 acres of wetlands per year, the loss of significant amounts of prime farmland, the loss of habitat in private forestlands, and the fragmentation and loss of viable stands of commercial timber.  

Numerous studies have led to the same policy conclusions that California must renew and maintain existing urban areas, develop vacant and underutilized sites within these urban areas, and when development of greenfields is necessary, promote higher density development adjacent to urbanized areas and away from greenbelts, farms, open spaces and habitat.   Mr. Allayaud emphasized that we do not need more studies and reports from stakeholder groups, blue ribbon panels, and commissions.  We have the information we need and we know the solutions.  He said the Legislature and the Governor need to provide leadership to really get smart growth going.

Mr. Allayaud also described the need to create more certainty in the land use process, both for developers who need to know where they can build and for environmentalists who seek to preserve open spaces and natural resource lands.  The Sierra Club supports inclusionary zoning, redevelopment of older suburban areas, and linking mandatory capital improvement plans to a community's general plan.  Mr. Allayaud urged the administration to implement AB 857, which requires the state to allocate infrastructure funding in a smart growth fashion, and to fulfill the campaign promise to develop an Infill Incentives Package.  Lastly, Mr. Allayaud pointed out the rarity of CEQA litigation and cautioned against looking at overregulation as the cause of high housing costs, including making growth management schemes and CEQA scapegoats for the skyrocketing price of housing.   He finished with a quote from the Bank of America's 1996 study Beyond Sprawl:  “Continued sprawl may seem inexpensive for a new homebuyer or a growing business on the suburban fringe, but the ultimate cost -- to those homeowners, to the government, and to the society at large -- is potentially crippling.  Allowing sprawl may be politically expedient in the short run, but in the long run it will make California economically uncompetitive and create social, environmental, and political problems we may not be able to solve." 

Kalima Rose, PolicyLink
PolicyLink has found that individuals and families do best when they have access to decent, affordable housing that is located in attractive neighborhoods near high-performing schools, living wage jobs, transit, and amenities.  In contrast, the prevailing development pattern since World War II has been characterized by outward movement of jobs, population, and capital to suburban, single-family neighborhoods.  This has isolated low-income communities and people of color in neighborhoods that lack economic, educational, and social opportunities.  
In California, communities continue to use zoning to exclude lower-cost housing types.  Nonetheless, disproportionate amounts of school construction funding are allocated to these growing communities, further exacerbating educational inequalities.  

In order to address issues of regional equity, California needs to ensure diverse housing opportunities, such as through inclusionary zoning.  Second, infrastructure funds should leverage other social goals.  Housing funds should incent mixed-income housing around transit, jobs, and educational facilities, and educational and other infrastructure funds should reward local land use policies that promote diverse housing.  Third, we need to link neighborhoods to regional opportunity through strategic transit investments.  Last, we need to leverage state funds to create jobs in low-job neighborhoods and affordable housing in job-rich areas.  By connecting housing to regional opportunity we can achieve our shared vision of racial inclusion and strengthened families.  
Dr. Pat Mokhtarian, UC Davis Professor of Civil and Environmental Engineering
Dr. Mokhtarian stated that obesity rates have doubled in the last 20 years, and two-thirds of Americans are now overweight or obese.  She posed the question of to what extent we can blame the obesity epidemic on car-dependant urban sprawl.  

Research shows that physical activity has declined for 50 years as a result of various technology and lifestyle shifts, including dispersed development patterns.  One also has to look at the calorie intake side of the equation, however.  One study suggests that the obesity epidemic can be explained by a net increase of 100 calories per person per day.  Ultimately, we don't know what proportion of that increase is due to eating more versus exercising less.  

There is unanimity among researchers that people living in suburbs use the car more and walk less than people in urban environments.  On the other hand, obesity levels among people of color and lower-income persons, especially women, are higher even though they disproportionately live in urban environments.  All of these findings, however, are confounded by the self-selection question: Is the built environment changing behaviors, or are individuals seeking out built environments that support their desired behaviors? In summary, it is clear that the built environment can both facilitate and constrain physical activity, but the evidence for a truly causal influence of the built environment on physical activity is limited.  

To more definitively answer these questions, more research is needed.  In the meantime, however, there are some policies worth implementing that create choice in the marketplace and that do not cost very much.  In addition, there are many reasons to promote pedestrian- and transit-friendly communities besides the physical activity benefits. 
Mitch Solomon, The Olson Company
Mr. Solomon described the difficulties of building infill housing.  The biggest challenge is finding a piece of property that could actually be used for housing.  Almost inherently, infill development means reusing a piece of property that had a prior use other than housing.  Requesting a zoning change raises a lot of questions related to the community’s tax base (will housing bring in enough revenue?), school overcrowding, and adjacent land uses.  For each site the Olson Company develops, they look at 150 to 200 pieces of property.  

The second challenge is the fact that infill sites are often contaminated.  Cleanup is both expensive and risky and can expose the selling property owner to disclosure risks regarding the level of contamination.  
A third issue is land assemblage.   The Olson Company ideally looks for projects of 200-300 units, but generally has a minimum of 30 units.  Even a 30-unit project requires a couple acres of land.  There are very few such sites in major urban areas, especially those that could be purchased at a price that makes housing economically feasible after the existing structures are torn down.  

Neighborhood opposition presents another important challenge to infill development.  Every single infill project has vocal neighborhood opposition from smart people, especially around issues of density where there are often misperceptions.  It is easier to get a project approved on the urban fringe where there are only dumb cows who cannot object.  Almost invariably, infill opponents can be turned around, but the opposition creates enormous risks.  
Prevailing wages are also an important issue.  Many of the best infill opportunities are redevelopment sites which require a subsidy to develop.  The prevailing wage requirement adds roughly $3 million to a 100-unit project.  This either wipes out the value of the land to the seller or makes it difficult for the redevelopment agency to fund.  
The cost of insurance for attached housing limits the availability and affordability of condominiums.  Condos and townhouses should be the most affordable homeownership options, but are often the hardest and more expensive option to build.  Lastly, it is difficult and more expensive to stage a major construction project in a busy urbanized area.
Transit-oriented development (TOD) raises unique issues.  Transit stations would generally be considered a hostile residential environment because of all the noise, vibration, and traffic created by the trains, buses, cars, and people.  It requires careful site planning that takes a long time, and mitigating the noise and vibrations from train tracks is very, very expensive.  A bigger challenge, however, is getting transit agencies to part with the surface parking lots that constitute the majority of land immediately around the station, especially given that there is very little money to build parking garages.  Transit agencies are unsure of the impact of TOD on ridership if parking for commuters becomes more difficult to navigate.  The agencies often do not coordinate with the local governments on their land use plans, drawing the entitlement process out for 10-15 years.  Lastly, the railroads are almost always opposed to dense residential development near their facilities.  For these reasons, The Olson Company will build near a station, but not at the station itself.  
The policy changes that would most help infill and transit-oriented development include limiting condo liability, providing funding for parking garages at transit stations to free up land, conducting a study of how TOD impacts transit ridership, getting cities to prioritize infill and transit-oriented development, and reducing fees and prevailing wage requirements on such development.  

Bob Leiter, San Diego Association of Governments

Mr. Leiter described SANDAG’s recently adopted Regional Comprehensive Plan (RCP) and how the region has linked transportation funding and local land use decisions through the plan.  The RCP represents a vision for the San Diego region in the year 2030 when there will be an additional one million residents.  The plan connects land use and transportation planning, uses those plans to guide the provision of other types of infrastructure, and uses incentives and collaboration to encourage implementation by local governments.  
Included within the RCP are programs to provide transportation funding first and foremost to communities that support smart-growth land uses.  The plan will identify smart-growth opportunity areas, especially those along transit corridors, and funding will be steered toward those communities that amend their local land use plans accordingly.   This applies also to the recently approved extension of the half-cent transportation sales tax.  When expending these funds, priority will be given to communities that have committed to smart-growth land uses.  In addition, the ballot measure earmarked $280 million for a smart-growth incentive program to support infrastructure that is needed for individual smart-growth developments.  
The RCP is changing the way communities in San Diego accommodate growth and provides a model for other regions.  

Tim Rood, Calthorpe Associates
Mr. Rood testified that modes of transportation other than the private automobile are chosen every day by millions of Californians and are vital to California’s economy and its future.  Public transit carries 1.2 billion Californians every year and represents as much as 38% of all peak-time trips in congested corridors.  Moreover, it provides a vital lifeline for the growing number of residents who do not drive.  Mr. Rood argued that we need to fund transit equitably and explore new technologies that reduce the cost of transit infrastructure.

Clustering housing, services, and jobs in transit-oriented developments is necessary to accommodate California’s growing population and take advantage of the tremendous investments in transit.  Mr. Rood said that the state needs to partner with communities and transit agencies to make transit-oriented development the rule rather than the exception.  

Californians are walking less than they did a generation ago, due in part to faster roads, greater distances, and less pedestrian-friendly neighborhoods.  Today, 47% of all trips under half a mile are made in a vehicle.  Programs to create safe pedestrian and bicycle routes to schools and offices encourage people to walk more, and 84% of poll respondents in America favor using part of the transportation budget to design safer streets and sidewalks.  In addition, one cheap and effective way to increase transit ridership is to provide secure bike parking.  

In addition to transit-oriented development, our new suburban neighborhoods can be built in a pedestrian and bicycle-friendly manner and with a mix of higher density uses that will support transit.  Incorporating transit, pedestrian, and bicycle-friendly elements into existing and new neighborhoods will help California meet both its housing and transportation needs and promote public health.  

Mark Watts, Save Prop. 42 Coalition

Mr. Watts stated that California’s transportation funding system faces several vulnerabilities.  The Bay Bridge costs overruns require additional funding.  The federal transportation authorization has been delayed a year, and the ultimate funding level is uncertain.  The tribal gaming bonds are tied up in litigation.  Lastly, additional transfers of Proposition 42 funds have been proposed.  Even if all four issues were to come out right, California would be able to fund the current STIP but not add any new projects.  If any of these issues go the wrong way, the CTC would have to pull up to $4 billion worth of projects out of the upcoming STIP.  If projects are pulled out, it would be impossible for local governments to advance funding to keep the projects alive, and Caltrans would have to consider downsizing its capital outlay staff.  Given this reality, we are working to ensure that the four funding issues turn out positively.

Beyond these more near-term funding challenges, it is becoming clear that California’s transportation system will require additional resources to meet future demand.  The state has to start looking at increasing gas tax revenues to meet these future needs.

Mr. Watts argued that before we look at additional revenues, however, we need to clean up our current financing mess.  Second, we need to transform California’s transportation project management system to improve project delivery.  

Julie Snyder, Housing California
Ms. Snyder discussed the need to create an on-going revenue stream for the state’s Housing Trust Fund.  In order to make housing affordable to lower-income households, there must be public subsidy.  Even excluding land costs, the basic costs of construction put housing out of reach for millions of California households.  

Reforming local land use policies in a way that provides more opportunities for high-density multifamily housing is also critical, but even with all the right zoning in place, affordable housing providers cannot build without public assistance.  

Meeting the backlog of 650,000 affordable housing units and the additional annual growth need of 52,000 units would require an annual state investment of $3.75 billion.  Such funding would not only provide essential shelter in a smart-growth context, but also create thousands of jobs and help restore California’s economic competitiveness.   

Twenty-eight other states have created dedicated revenue sources for affordable housing development.  The two most common revenue sources are transfer taxes and document recording fees, though Housing California is not wedded to any particular source. Ms. Snyder said that funding a Housing Trust Fund is an achievable goal for California, and the time is right.  

Conclusion and Recommendations of the Chair
The ability to maintain California’s economic competitiveness and quality of life in the face of unwavering population growth depends on our ability to build workforce housing in a more land-efficient manner and to link that housing with jobs, schools, shopping, and entertainment through a variety of efficient transportation options.  Achieving this goal will require far-reaching changes in land use practices and the provision of sustained funding for both transportation infrastructure and affordable housing in a mutually-reinforcing manner.

With that in mind, the Chair of the Senate Transportation and Housing Committee, Senator Tom Torlakson, proposes the following recommendations to meet both California’s housing and transportation needs and create linkages between the two:

· Restructure local revenue sources in a way that ensures new housing comes with sufficient revenues to cover service costs.  

· Provide local governments with the necessary financial tools to both plan for and implement higher-density development in existing urban areas, especially in areas near job centers or well served by public transportation.  

· Maximize the use of detailed specific plans that allow a range of housing types and ensure the mitigation of environmental impacts, and then limit project-level review to non-discretionary actions such as design review.  

· Hold local governments accountable for zoning sufficient land to accommodate the housing needs of all income groups and for approving quality housing developments. 

· Create a dedicated revenue stream to support affordable housing development over the long term.  

· Reform the project delivery system at Caltrans to ensure the most efficient use of scarce transportation resources.  

· Lock in Proposition 42 revenues for transportation.

· Consider gas tax increases to meet current and future transportation needs.  

· Leverage new transportation resources for local governments to achieve desired housing and land use objectives.  

In this way, transportation planning and investment, land-use decisions, and housing laws and policies can work together in the 21st century and continue making California a quality place to live, work, and raise families. 
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