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EXECUTIVE SUMMARY
The overarching theme of our research is that California is desperately undersupplied for housing,
and costs are driving prices out of reach for many prospective homeowners. Total employment in
the State of California grew 13% from 2000-2016, fueling demand for housing. In addition,
California’s younger population is hitting life milestones, like marriage and having children, both of
which are impetuses for household formations. Further, the homeless rate across the State of
California increased 2.1% from 2015 to 2016 (per Department of Housing and Urban
Development), and the areas with the highest homeless rates are those that have both population
growth and high home prices.
The diagram below outlines the typical cost drivers associated with new home construction in
California, and how individual costs of an “average” new home are distributed to end up at
approximately $650,000 for a 2,400 square foot new single-family home (based on all 2017
single-family closings in California as summarized by Zonda). Further detail and explanation for
how key cost factors have impacted, and continue to impact, the cost of new home construction can
be found later in this report.
Estimated Cost Factors Related to New Home Construction

COST DRIVERS IMPACTING HOUSING │STATE OF CALIFORNIA

4

INTRODUCTION
The Cost Drivers Impacting Housing | State of California study identifies the impact and
implications of cost drivers imposed on the building industry in the process of entitling, building and
selling homes in California, and the impact these costs have made.
Many people are drawn to California for the “California Lifestyle” (mild weather, culture,
entertainment, higher education institutions, etc.). Many California-born individuals could not dream
of moving, and many people living outside California aspire to live here. These factors have
contributed to steady population growth over the years. Total population in California grew 16%
from 2000 to 2016 and 66% from 1980 to 2016. Forecasts show this upward trend will continue
for the foreseeable future. The key question from this trend is: where will this additional population
live?
For all intents and purposes, California offered a very healthy and growing economy from 1980
to 2016. The workforce grew by 67% (chart below) and subsequently population grew by the
same (second chart below). The trend diverges when reviewing growth in the 2000s, due to the
Great Recession, when total employment peaked in 2007 and then dropped 8% to the trough in
2010. Since that time, however, total employment has gone back up 15%, exceeding the previous
peak. Overall, total employment in the State of California grew 13% from 2000 to 2016.
Non-Farm Employment In California
Source: Federal Reserve Economic Data (FRED);
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California also has the 10th highest median income in the U.S. From 2000 to 2016, median household
income in California grew by 46%, and by over 250% from 1980 to 2016 (see chart following).
Although this should help with increased cost of living in California, it only intensifies the situation as
housing supply is constrained and strong employment and population growth lead to an
undersupplied housing market. So the question is, how long will this last if the cost of living continues
to increase and new home supply continues to diminish?
Median Household Income
Source: U.S. Census Bureau; Moody’s Analytics
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Along with strong employment, population, and income metrics, California is among the most diverse
employment markets in the country (see map below). But once again, how long will this last if the
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workforce continues to struggle with cost of living and housing undersupply? An economy needs
both a diverse mix of high and low paying jobs to remain at a healthy and diversified equilibrium.
When opportunity costs of migrating to neighboring states and regions begin to outweigh those to
stay, soon the state may find itself out of equilibrium and without a culturally rich and diversified
economy.
Currently, trade, transportation, and utilities account for 18% of the labor market, while three other
sectors each account for 15% of the share: government, professional and business services, and
education and health services. California’s employment diversity rivals Arizona, Texas, Oklahoma,
and North Carolina, and the broad range of jobs, sectors, and incomes support varied lifestyles,
locations, price points, and product preferences for the housing market.
Industry Diversity By State
Source: WalletHub; Meyers Research
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FINDINGS
Three major factors impacting the cost of living and undersupply highlighted in the previous sections
are 1.) material costs and shortages, 2.) development fees, and 3.) regulation. See the following.

COSTS AND SHORTAGES
“Costs” in California, whether they be related to land, labor, material, capital, or finished goods,
have increased over the last 30 years for very definable reasons. For the housing industry, these
include but are not limited to:
Land prices are driven by pre-development costs. The largest component of the cost of a home in
California is the land. Finished lot prices generally account for 40%-45% of the price of a new
home, and it is not unusual to find ratios closer to 50% in the higher priced coastal markets (note
that the finished lot price typically includes raw land costs, along with improvement costs, impact
fees, and the “carry costs”). When the cost of entitlement to convert a raw lot into an approved lot
is added, the lot-to-home-price ratio can easily increase to the high 40s for non-coastal markets.
For perspective, these ratios are typically in the 18-25% range in the suburban markets in Texas,
Charlotte, Orlando, and Phoenix. It is important to note that our research shows that prices for land
in areas appropriate for residential growth are inelastic.
The past influences the future. Before the housing boom of the mid-2000s, land prices stayed
within a relatively narrow band. During the economic expansion, land prices reached levels never
before seen. Behavioral economics explains part of the reason why land prices have not returned
to their pre-boom levels. Land prices during the mid-2000s created an “anchor” in the minds of
land owners. Once that anchor price was set (meaning they ‘know’ that their land is worth a certain
amount), it becomes very difficult for prices to adjust downward, particularly since developable
land is scarce.
Further, without taking a political stance, any time the supply of a good is restricted, upward
pressure is exerted on pricing. Increasing types of building code requirements and making it more
difficult to develop land is likely to yield such an effect. So, in general land prices are very much
impacted by land use restrictions.
In addition to land, Homebuilders face a variety of material shortages which drive-up the cost
to build a home and consequently the price of a home to the consumer (charted below). 1.)
Framing lumber was noted by builders as their biggest material shortage, with 21% of respondents
being impacted. Other building materials, such as 2.) concrete, 3.) plywood, and 4.) gypsum, are
also very high on the list with roughly 10% to 14% of builders experiencing the same shortages.
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Share Of Builders Reporting Shortages (% Of Respondents Who Purchase Material)
Source: NAHB; Meyers Research
Framing Lumber

21%

Ready-Mix Concrete

14%

Trusses

14%

Cabintes

13%

Cement

13%

Oriented Strand Board (OSB)

13%

Plywood

13%

Windows and Doors

13%

Clay Brick

13%

Concrete Brick and Block

11%

Gypsum Wall Board

11%

Hardwood Flooring

10%

Ceramic Tiles

9%

Structural Insulated Panels (SIP)

9%

Millwork

9%

Roofing Materials

9%

Steel (Lightweight for Framing)

8%

Steel Beams

8%

Plumbing Fixtures and Fittings

7%

HVAC Equipment

6%

Copper Wiring

6%

Vinyl Siding
Insulation Material

5%
4%

1.) Lumber shortages have pressed prices upward to near pre-recession levels. During the
housing boom of the early 2000s, lumber prices were around $450 per 1,000 board feet.
At the depths of the recession, prices decreased to $200. More recently, prices are back
up, edging towards their $450 peak. This is attributed to both demand and the tariff the
U.S. government assigned to Canadian lumber. This regulation includes a 30% tariff on
imported lumber, increasing the price for domestic homebuilders. Roughly a third of U.S.
homebuilders use foreign lumber, and +/-90% of that comes from Canada. Lumber
contributes to between 5% to 8% of the cost a new home.
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Framing Lumber Prices Per 1,000 Board Feet
Source: NAHB; Calculated Risk Blog; Meyers Research

2.) Ready-mix concrete was noted by builders as the second biggest building material
shortage. As with lumber, the increased demand and shortage of supply is impacting prices.
Concrete prices have reached an all-time high, representing a 19% increase over the
previous peak in 2009. This is 76% higher than levels in 2000.
Producer Price Index: Ready-mix Concrete
Source: Bureau of Labor Statistics; Meyers Research
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3.) Plywood prices are at an all-time high. The Plywood Price Index peaked pre-recession in
2004 at 118. The price index then dropped to its lowest at 89 in 2009, a 25% decline
since 2004’s peak. Since then, the price for plywood has fluctuated, briefly surpassing
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2004’s high at 120 in 2013 before hovering around 110 until 2016. Currently, the price
index for plywood has been increasing again, reaching an all-time high in May 2017 at
121.
Plywood/Engineered Wood Manufacturing Price Index
Source: BLS; Meyers Research

4.) Gypsum prices are up 5% past the previous peak. During the housing boom, the price
index for gypsum reached a pre-recession peak of 160 in 2006. For the next several years
the price index dropped and reached a trough in 2011. Due to an increase in demand, the
price of gypsum has been on a steady rise and currently stands at 168 (5% higher than the
previous peak).
Gypsum Product Manufacturing Price Index
Source: BLS; Meyers Research
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Another increased cost associated with homebuilding is the shortage of qualified construction labor.
During the “great recession”, there was a mass exodus of construction labor moving into other
industries. Construction workers left the housing industry for other jobs, and learned new skills and
trades. The resulting lack of construction labor puts upward pressure on construction wages.
Construction wages in California are at an all-time high ($58, 010 per year in 2017), which is 57%
higher than the wage in 2000 and 18% higher than that of 2010.
Further, a survey conducted by the National Association of Homebuilders (NAHB) in 2016 noted a
50%+ shortage for carpenters, framers, bricklayers, painters, and electricians. The resulting
consequences range from a delay in bringing homes to the market on time, to higher wages for
construction employment, to builders having to increase home prices.

DEVELOPMENT FEES
Development fees fall under the umbrella of either impact or service fees. Service fees account for
staff hours and overhead tied to the development process, including paying for plan reviews, permit
approvals, site inspections, and any other service as a project moves through each city department.
Time and money associated with those efforts impact the viability of the proposed development.
Whether it is the extended review or length of the overall process (cost of capital associated with
time), all have a notable impact on development.
Impact and other offset fees are supposed to offset the public costs of new development (i.e. the
need for new infrastructure due to an increase in new residents). In 1987, California passed the
Mitigation Fee Act (AB 1600) providing cities broad guidance to use impact fees which are defined
as payments to a local agency as a condition of approval for a development project. These fees
can range from a few hundred dollars to hundreds of thousands of dollars, depending on the
circumstance and location.
We have identified more than 500 different fees in 20 different categories that exist in California
municipalities (note that not all exist in every location) and this just adds to the complexities and
inefficiencies from one municipality to another. The illustration below highlights those that tend to
be most prominent. A list of the approximately 500 fees can be found in the Appendices (page
52).
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“Universe of Costs” Word Cloud – Most Common Fees Associated With New Home
Development
Source: Infogram, Various Cities, Individual Building Industry Association (BIA) Chapters
and Meyers Research

For the fees outlined above and the list provided in the appendices, the Mitigation Fee Act applies
a broad “reasonable relationship” standard to fees and exactions. Fee amounts must be
reasonable relative to the impacts of the project. A nexus study must be commissioned to determine
that the type and amount of AB 1600 fees charged for the new development represent a
reasonable connection to the impact of the new development itself. However, the nexus study
provides cities with wide latitude related to fees as the external impacts of development themselves
are broad and often difficult to pinpoint.
Development fees from one city to the next are inconsistent and range widely (these fees can vary
as much as 5x between different cities). The Terner Center for Housing Innovation identified that
fees for multifamily housing can range from a low of $12,000 per unit in Los Angeles to $75,000
per unit in Fremont (chart below). Fees for single-family housing range from $21,000 per home in
Sacramento to $157,000 per home in Fremont. Fees alone represent anywhere from 6% to 18%
of the current median home price depending on location (chart below).
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Sum of City Service and Impact Fees by Type, Estimated for a Unit in Prototypical
100-Unit Multifamily and 20-Home Single Family Projects
Source: Various Cities and the Terner Center for Housing Innovation
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Estimated Development Fees Per Single Family
Home Compared with Median Single-Family Home Prices
Source: Various Cities and the Terner Center for Housing Innovation

During their research, the Terner Center repeatedly came to the same conclusions:


Development fees are extremely difficult to estimate.



Development fees are usually set without oversight or coordination between city
departments, and the type and size of impact fees levied vary widely from city to city.



Individual fees add up and substantially increase the cost of building housing.



Projects are often subject to additional exactions not codified in any fee schedule.

We also determined that permit fees (as a percentage of total price) increase as density increases.
Our review of permit fees from a number of new home communities throughout California reveals
a direct relationship between the fee and project density (on a units-per-acre basis). As density
decreased, fees per unit typically decreased as well. Conversely, as density increased, fees began
to increase on a per unit basis. A good example of this is in San Diego where a typical new home
COST DRIVERS IMPACTING HOUSING │STATE OF CALIFORNIA
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project with lots that are over 7,000 square feet in size may pay fees of 5% of the purchase price.
At the same time, a project with lots that are less than 3,500 square feet in size would pay 10%
of the purchase price. This is further exacerbated in dense projects (planned for more attainablypriced homes) that have longer review timeframes that also increase costs.
The most troubling outcome of this relationship is that while density is required to build more
attainable product in California, that density will have higher fees, ultimately offsetting the potential
for affordability.

Permit Fee Premium By
Density

Relationship Between Permit Fees And Product Density (11 Units Per Acre Represents “0”
Premium)
Source: Various Builders and Meyers Research
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Our research indicates that less than 25% of the new home market is both higher-density (i.e. more
than 12 units per acre) and priced attainably. High density housing has the most expensive fee
structure as a percentage of total sale price. Higher density product (more attainably priced
product) is therefore often economically unfeasible to produce.
Distribution Of Active New Home Projects In California By Density And Price
Source: Meyers Research; Zonda
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A few other observations arose from our research related to the challenges faced by
community/land developers. In addition to fees covered under the Mitigation Fee Act, new
developments are sometimes required to provide public good through the introduction of public art
fees and affordable housing fees. Beyond these predetermined fees, cities may also charge project
specific fees or require other contributions in exchange for project approvals. These additional
exactions can be negotiated through a Development Agreement or a Community Benefits
Agreement (The Terner Center of Housing Innovation, UC Berkley).


Often a “normal” fee is negotiated higher in a mitigation agreement with the land
developer. There can also be additional exactions not codified in a standard fee structure.
Many of these added fees and exactions are agreed upon through development
agreements negotiated at various points throughout the entitlement process and often on a
project-by-project basis.
‒ Another name for these fees is the “cost of doing business fee.” Development
agreements are often required to gain support from planning commissioners or city
council members. This further politicizes the development process and can cause
many projects to be delayed, modified, or canceled.



School impact fees are typically estimated annually by each school district but can change
during the EIR process sometimes as a means of negotiation (by as much as 100%).



Transportation and/or Transportation Corridor Fee and Traffic Impact Fee are also common
in most jurisdictions. These pay for future improvements to the sub-regional road networks
and are usually detailed in each jurisdiction’s mobility plans. They can vary widely and are
collected only from new developments. Transportation and Traffic Impact Fees often do not
result in major infrastructure improvements in a timely manner because of the time required
to collect the revenue.



Local water districts also typically charge annexation fees on total project acreage. This
includes land that will not require water like open space. Water fees are difficult (and
sometimes impossible) to negotiate since these fees fund the district’s capital improvement
budget.



Many community developers are required to set aside some open space/preserve in
perpetuity, requiring a significant endowment to ensure long-term revenue for the
maintenance and management of this open space. For a 1,000 acre community that is going
through entitlements, the developer’s endowment may range from $1.5 million to $2.0
million with the potential to be even higher.

The outcomes of the Mitigation Fee Act and the associated fees that municipalities are imposing are
that California metro areas are introducing much less new housing than other major metro areas in
the U.S. Zelman and Associates determined that there was direct correlation between FHA loan
limits (California metro areas have the highest limits in the country), high impact fees (California
metro areas have the highest limits in the country), and permit activity. Across 37 metro areas in
COST DRIVERS IMPACTING HOUSING │STATE OF CALIFORNIA
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the U.S. they found that the six with the highest ratio of impact fees to FHA loan limit were all in
California, and that these metro areas all trend toward the bottom for 2015 permit activity as a
percentage peak activity over the last decade. High impact fees are having a direct effect on the
number of homes being built in California when compared to the rest of the U.S (chart below).
Impact Fees Impede Housing Growth (2015 Permit Activity and March 2016 Impact Fees)
Source: Zelman and Associates; and Meyers Research
The chart below reflects impact fees as a percentage of the FHA loan limit (x-axis) versus 2015
new home construction as a percentage of peak over the last decade (y-axis), by metro area.

Below is a Case Study that highlights just how much land development fees have increased
over the last 15 years
Developers Research reviewed cost data associated with actual residential land development
projects over the last 15 years in Riverside County, and determined that various costs have
increased by 30% to 140%. Some of the largest increases have been related to impact
fees/regulations and storm water capture requirements.
COST DRIVERS IMPACTING HOUSING │STATE OF CALIFORNIA

18

The following summarize a number of reasons for the increases in land development costs by
category:


Impact Fees – Water and sewer fees increased as far more facilities for reclaimed water
became needed.



Other Indirect Costs (Permits, Bonds, Etc.) – California building requirements became more
strict, and therefore, more costly. Costs increased over 60% (+/-$4,000) since 2000.



Site Preparation, Grading and Erosion Control – Construction labor and material costs
increased with inflation by over 110%, or roughly $13,000.



Storm Drain, Sanitary Sewer, Water Systems – New State regulations mandate storm
water to be a resource, requiring compliance in capture, treatment, and discharge.



Street Improvements (Concrete and Asphalt) – Material costs increased with inflation.



Landscaping, Common Costs – Landscape costs have not risen as dramatically, as
sustainable or “green” landscape and irrigation trends became more viable and require
less flora/fauna.



Dry Utilities – The refining process of raw materials to create piping products (such as PVC)
has escalated, and inflation has contributed to rising costs for unit pricing (i.e. per unit costs
for streetlights increased from $1,000 to $5,000 over the last 16 years).
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The chart below highlights where the largest increases occurred.
Increase In Cost Associated With Land Development In The Last 15 Years (Riverside County Case
Study)
Source: Developers Research and Meyers Research

Below we have outlined a few atypical fees that we found during our research, underscoring just
how arbitrary the entire process can be.


Between May 2016 and May 2017, the Fremont Unified School District in Northern
California increased impact fees for both new housing and existing home additions (greater
than 500 square feet) from $5.70 to $26.11 per square foot, accounting for a 4x increase
in one year. The typical new home constructed in Fremont ranged from 2,200 to 2,400
square feet, implying an increase in school impact fees of roughly $45,000 to $48,000 per
housing unit from 2016 to 2017. For perspective, school fees in 2016 were roughly
$13,000 per housing unit and then increased to $60,000 in 2017.
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The City of Ventura's water fee is based on the amount needed to supply a new home
development, plus a 20% surplus usage. This translates into approximately $26,457 per
acre-foot of water. The median new home lot size in 2017 in Ventura was approximately
4,200 square feet, equating to a fee of $2,550 per unit.



In San Diego County, the City of Solana Beach approved a new fee that will spread the
cost of future transportation projects across all new development — an approach rarely, if
ever, taken by cities in California. The change will add $15,714 to the cost of a new singlefamily home and $11,206 for each new apartment in Solana Beach, a city where single
family homes start in the high $1.0 million dollar range and monthly apartment rents are
typically above $2.00 per square foot. The fee will also apply to new commercial and
industrial development. Almost all of the money collected in Solana Beach will be used to
finance pathways for bicycles and pedestrians. Since less than 1% of the city remains
undeveloped (according to the staff report), this implies that there is only enough room for
28 single-family homes, 423 apartments or condominiums, and about 30 acres of mixeduse buildings and other facilities.



Also, in San Diego County, the City of Carlsbad has a $10,000 per acre agricultural
conversion fee, which goes into a fund that “offsets” either farmworker housing needs or
“environmental mitigation” projects. For example, when a five-acre flower growing
operation or greenhouse location is converted to another use, the City of Carlsbad must be
paid $50,000 to allow the conversion.



East Contra Costa Regional Fee and Financing Authority imposed an impact fee on all new
housing in Antioch, Brentwood, Oakley, Pittsburg and unincorporated eastern Contra Costa
County for $18,006 per single-family unit and $11,054 per multi-family unit. The goal is
to pay for regional transportation improvements, including widening State Route 4 and the
BART expansion. This fee is in addition to the current transportation fee.



Palo Alto has the highest affordable housing impact fee in the San Francisco Bay Area at
$75 per square foot for a single-family home. The average size of a newly constructed
home in Palo Alto in 2017 is 3,314 square feet implying an affordable housing impact fee
of $248,517 per housing unit. Condominiums and townhouses have a similar fee set at $50
per square foot.



A “Sense of Place” fee of $2,428 per unit has been imposed in Sunnyvale, to fund common
improvements, such as pedestrian crossings, way-finding markers and other elements
identified in the plan as well as matching funds for grants. The in-lieu fee for parks is $130
per square foot.



Park fees in 2017 for a single-family home in North San Jose are $58,000 per unit.
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REGULATIONS
Beyond material costs and impact fees, there are regulations that impact project timing, construction
processes and requirements, and labor and wage guidelines.
The California Environmental Quality Act (CEQA) has had one of the largest impacts on housing and
development in California. Introduced in 1970, CEQA applies to most public agency decisions, and
was designed to carry out or approve both private and public projects. The objective of CEQA is
to disclose to decision makers (and the public) significant environmental effects of a proposed
project, and to identify ways to avoid or minimize those effects. For projects that may result in
significant environmental impacts, CEQA requires preparation of an environmental impact report
(EIR). Instead of prohibiting jurisdictions from approving projects with significant impacts, it requires
that the decision makers and the public be fully informed about the impacts, allow public comment,
and avoid or reduce these impacts when feasible.
A jurisdiction has certain limited latitude in deciding whether impacts of a project are significant by
adopting “Standards of Significance” thresholds. However, any significant thresholds must establish
whether a project would cause a substantial or potentially substantial adverse change to the
environment. In addition, jurisdictions have latitude in deciding who will prepare the CEQA analysis,
including the jurisdiction staff, a jurisdiction consultant, or an applicant’s consultant. Regardless of
who prepares the CEQA analysis, the jurisdiction ultimately is responsible for its contents and
compliance with CEQA.
CEQA's broad scope and lack of clear thresholds often lead to litigation, both by groups that
support development, and individuals and agencies opposing such development. These lawsuits add
months, if not years, to development timelines. A few examples of this follow:


Per “In the Name of the Environment: Litigation Abuse Under CEQA” – a 2015 publication
by Holland & Knight – it is estimated that approximately 80% of CEQA lawsuits target infill
development projects and not the “greenfield” projects that the law was originally written
to identify and disclose environmental impacts of future development.



CEQA lawsuits are frequently used to oppose projects for reasons other than environmental
impact. About two-thirds (64%) of the petitioners filing CEQA lawsuits are either individuals
or “other” organizations or associations. Recognized state and national environmental
advocacy groups, by contrast, comprise only 13% of the CEQA petitioners.



Environmental Impact Reports (EIR) are frequently used as the grounds for CEQA lawsuits,
stating the reports are light and do not offer the detail or investigation that is needed.
However, EIRs do not have true guidelines for length and content, and are dictated by the
municipality.

Additionally, local policy “add-ons” to CEQA exist in the Municipal Code. These “add-ons” allow
for additional appeals and public hearings on CEQA, far beyond what the act requires. Every time
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an appeal or public hearing occurs, added regulatory costs are assumed by the developer, which
is ultimately passed on to the consumer. During CEQA appeals, “normal impact” fees are typically
negotiated upward in a mitigation agreement or additional development exactions are introduced,
which either delay or impact a project financially.
So what impact has all this had? One high-level metric of the impact of California Environmental
Quality Act (CEQA) is that until 1970 the difference in price between homes in California and the
rest of the United States was consistently around 30% higher (see chart below). In 1970, CEQA
became law and with it came new environmental guidelines, regulations, and the right for citizens,
labor, unions, competing business and others to litigate against developments. The key impacts that
CEQA brought were costs associated with increased entitlement timeframes, a reluctance by capital
sources to pursue proposed developments with CEQA challenges and more litigation. It was at this
point that home prices in California began to diverge significantly from the trajectory that U.S.
home prices had followed for decades following the introduction of CEQA, increased constraints on
supply, and new home construction (law of supply and demand, low supply and high demand
increase prices).
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The graphic below shows how median resale home prices in California diverged from the U.S. due
to the new CEQA-associated costs and others, with an 80% premium associated with California. In
January 2015, the Legislative’s Analyst Office of California published a report that calculated a
144% difference in the average resale home price in California versus the United States.
Price Difference Of Existing Single-Family Homes In California Versus
The United States Median Price
Source: U.S. Census Bureau; Public Records; and Meyers Research

Further, the process of developing a new home project includes interaction between various
regulatory agencies, their staff, policymakers, and the public, by way of five distinct phases:
entitlement, mapping, infrastructure, permit review, and construction. A number of these phases
overlap, and because of the overly complex nature of the current process, it can take many years
to complete. In fact, projects will often switch ownership a few times before any structures are
actually built. It is because of these lengthy development phases that when additional hoops and
regulations are implemented many times projects become financially inviable, or time frames get
so long that it could take most of a career to bring the planned community to fruition (depending
COST DRIVERS IMPACTING HOUSING │STATE OF CALIFORNIA

24

on size). Below we have highlighted the typical phases and timeframes of the homebuilding process
and the impact that regulation can have on it.
Phases Of Homebuilding – A Project Can Take 90 To 185 Months To Complete (7.5 To 15+
Years)
Source: Fermanian Business & Economic Institute, Various Homebuilders, and Meyers Research
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The time and cost associated with the current entitlement process is at the core of California's
inability to create new housing at a rate commensurate with its growth. A key driver to long
entitlement timeframes is CEQA, which creates inefficiencies in the entitlement process (most litigation
involving a project’s entitlement process is based on CEQA). Project opponents typically claim the
CEQA documents have failed to identify and analyze all environmental impacts (these are typically
arbitrary guidelines). CEQA litigation abuse is well documented and the burden to legally challenge
under CEQA is small. When plaintiffs prevail in their CEQA litigation, they typically recover legal
costs and fees. However, when project proponents and jurisdictions prevail, the ability to recover
damages or fees from suits is severely limited.
Below is a sample timeline for a master planned community in the Central Valley (in a large town
with a population of roughly 65,000). A few high level items to notice on this timeline: 1) the process
has taken more than thirteen years (so far); 2) the land has only recently broken ground; 3) the
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project was challenged under CEQA eight times during two different submittals; 4) building
requirements have continued to evolve over the life of the project in a manner that would be
impossible to predict at the beginning of the process; and, 5) over the last decade, fees have
continued to increase year over year.
Here is a summary of key benchmarks in the development’s timeline:













2004 Nearly 2,000 acres are purchased.
2006 Comprehensive Plan submitted to county staff.
2008 Board of Supervisors for county approves the plan.
The Environmental Impact Report (EIR) was challenged under CEQA by four separate
parties.
2012 In response to EIR challenges, the developers enter into agreement with irrigation
district.
2012 Developer voluntarily enters into Emission Reduction Agreement with the Air Pollution
Control District.
2012 Board of Supervisors once again approves the community.
The Revised Environmental Impact Report (REIR) was once again challenged under CEQA by
4 separate parties (two of which were the original and two were new parties).
2014 all CEQA challenges have been resolved and appeal periods have now passed,
making the project’s existing entitlements fully secure.
2017 Master plan acquires its federal (e.g. Army Corps of Engineers, Bureau of
Reclamation, State Water Resource Control Board, etc.) and state (e.g. California
Department of Fish and Wildlife) permits from the resource agencies.
2017 Master plan breaks ground and is projected for move-ins in late 2018 early 2019.

A few notes on fees and the shifting requirements that occurred during the approximately 14year entitlement process:


Over 2018, the local municipality is expected to raise permitting fees by roughly 13.6% to
37.2%. This increase does not take into account increases that have been incurred over the
previous 14 years of the project. If we assume a 5% increase year-over-year from 2008
to present, permit fees will have increased over 130% from 2004 to 2018.



California Energy Commission increases the stringency (and cost) of the energy efficiency
standards every three years.



The State keeps increasing the stringency (and cost) to the building and fire safety standards
(e.g. in 2011, fire sprinkler systems became required in all new homes at a cost of $5,000$6,000 per home).



Introduction of the Sustainable Groundwater Management Act (SGMA) ‒ if a property does
not have surface water, the developer needs to show that for every acre foot that is taken
out of the ground, an acre foot is being replaced into the ground.
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Financial Impact Of Time Delays And Legislative/Municipality Mandates
Source: Various Builders; Economy.com; Land Developers; City of Clovis; and Meyers Research
Proposed
2017-18 Fees

Category

2016
Fees

Fee Estimates Based Typical Annual Change
2015
2014
2013
2012

2011

2010

2009

2008

Avg. Permit Fee (City of Clovis)

$23k

$19k

$18k

$17k

$16k

$15k

$15k

$14k

$13k

% Increase from 2008 to 2017 (10 years)

82%

5%

5%

5%

5%

5%

5%

5%

5%

5%

New SFD Price (Madera County)

$275k

$233k

$209k

$192k

$175k

$168k

$158k

$136k

$180k

$210k

% Increase from 2008 to 2017 (10 years)

31%

11%

9%

9%

5%

6%

16%

-24%

-15%

-24%

Fees as a % of Home Price

8%

8%

9%

9%

9%

9%

9%

10%

7%

6%

Median Income

$70k

$68k

$65k

$62k

$61k

$60k

$60k

$59k

$58k

$58k

% Increase from 2008 to 2017 (10 years)

22%

5%

4%

1%

1%

0%

2%

1%

1%

1%

Construction Wages

$59k

$58k

$56k

$55k

$55k

$55k

$54k

$53k

$51k

% Increase from 2008 to 2016 (9 years)

16%

2%

2%

0%

1%

2%

2%

3%

4%

$13k

Note: Fees are set on current and proposed fee structures for the local municipality. Historical
numbers based on a conservative annual appreciation of 5% and are consistent with actual fees at
the time in the local area.
Reviewing the table above over the last 10 years of the development, process fees increased over
80% while homes prices and wages increased by only 16% to 31%. Using the timeline from the
previous page, we outlined the possible financial impact of time delays and legislative/municipality
mandates below. These are highlighted by the following impacts: CEQA, permit fees, cost of
capital, labor and materials (in Madera County, California).
An example of legislation resulting in new regulatory requirements is the California Global
Warming Solutions Act of 2016 (SB 32). Regulations prompted by this Senate bill could lead to a
new “zero emission building” (ZEB) standard which would require new homes to significantly mitigate
their annual greenhouse gas emissions. The table that follows shows the incremental costs of meeting
a ZEB standard for a new California home, estimated by ConSol, Inc. In addition to increased levels
of energy efficiency measures beyond those required by the minimum standards which took effect
on 1/1/17, ConSol estimates that a two-story, 2,700 square foot home in Sacramento would
require a large 7.2kW rooftop photovoltaic energy system and a battery in the garage for a total
additional cost of $36,621.
While the costs can differ substantially for houses of different sizes and locations, ConSol advises
that it represents a reasonable approximation of what the average new residential construction
costs will be if SB 32 is fully implemented and results in a ZEB mandate for new homes. According
to ConSol’s calculations, this figure represents an estimated 7½ % increase in the cost of building
a new California home.
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Incremental ZNE Construction Costs
Source: ConSol, Inc.;
All Electric

Offset GHG

Offset GHG

9.6 kW PV

7.2 kW / 14 kWh battery

Photovoltaic System

$35,808

$26,856

-

$5,500

$415

$415

$64

$64

Reduced ACH (4.0 -> 3.5)

$351

$351

R-21 Insulation (Below Roof Deck)

$694

$694

$98

$98

16 SEER / 9.0 HSPF

$1,483

$1,483

3.17 Heat Pump Water Heater

$1,160

$1,160

Efficiency Total

$4,265

$4,265

Total

$40,073

$36,621

Battery
R-49 Ceiling Insulation
R-30 Floor Insulation (Above Grade)

High Efficiency Windows (0.31 U-value, 0.22 SHGC)

Lastly, regulations related to labor and wages such as the introduction of prevailing wage to
residential home construction would have one of two impacts: 1) home prices would continue to
outpace household incomes, leaving an even larger affordability gap; or 2) the cost increases would
make an additional number of projects economically infeasible. The key driver here is that
construction labor represents approximately 41% of current construction expenditures (per Blue Sky
Consulting). As wages increase so will the cost of goods and housing.
The table below highlights how much wages would increase across a number of primary construction
occupations. These estimates represent an average hourly labor cost increase of 89%.
Residential Construction Market Wages Versus Prevailing Wages
Source: Blue Sky Consulting
Primary Construction

Market Wages

Occupations

Base Rate

Prevailing Wages
Benefits

Total

Base Rate

Benefits

Percentage
Total

Difference

Carpenter

$24.18

$3.66

$27.84

$32.99

$21.44

$54.43

95.5%

Drywall Installer

$25.13

$3.80

$28.93

$29.48

$21.61

$51.09

76.6%

Electrician

$27.06

$4.09

$31.15

$29.03

$14.19

$43.22

38.7%

Plumber

$26.06

$3.94

$30.00

$36.26

$21.26

$57.52

91.7%

Sheet Metal Worker

$23.91

$3.62

$27.53

$22.60

$15.87

$38.47

39.7%

Roofer

$20.81

$3.15

$23.96

$29.92

$14.87

$44.79

86.9%

Construction Laborer

$18.96

$2.87

$21.83

$28.86

$18.28

$47.14

115.9%

Prevailing wage increases will also impact construction costs associated with building a new home.
Direct costs (defined as construction labor and materials used in construction of a home) in California
average $88 per square foot (Blue Sky Consulting) of which 41% is related to construction labor
($20 to $35 per square foot). Note that our graphic on page 4 uses a lower direct hard cost of
$76.00 per square foot. If $88 per square foot is used (instead of $76/sf) the absolute cost of
“sticks and bricks” construction increases to over $211,000 ($88/sf x 2,400/sf = $211,200). This
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almost $29,000 additional cost would leave $9,000 of profit on a $650,000 home (1.4% profit
margin). The implication would be catastrophic for a home builder.
Once the 89% increase in wages that Blue Sky references is applied, the direct cost per square
foot would move-up from $88 to $120. This represents an 13% expansion (or $84,000) to the
price of a new home in California based on the example presented by Blue Sky (an average new
home size of 2,600 square feet and a sales price $645,000). To put that into context, an $84,000
increase is approximately equivalent to a typical down payment in today’s housing market. The
table below illustrates the calculations above.
The Impact of Prevailing Wage on Directs and New Home Prices in California
Source: Blue Sky Consulting

Prices will continue to increase as material costs rise, the shortage of construction labor accelerates,
and further price appreciation of housing (due to limited supply) continues to have an effect on
demand.
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IMPLICATIONS
What cause and effect are we currently experiencing with increased material costs and shortages,
high development fees, and new regulation? When we look at the public sector (local governments)
and the private sector (homebuilding and land development organizations), we see that that they
are two sides of the same coin. If they are not able to come together and reduce entitlement time
frames and manage the cost drivers related to housing, the state’s economy will suffer. Consider a
few of the following anecdotes that indicate some challenges already in place:


Tech jobs are expanding in Seattle but contracting in the Bay Area (source: Indeed.com);



Finance jobs are expanding rapidly in Denver, Florida, and Texas, while lagging in high
cost coastal cities, like San Francisco, New York, and Boston; and



Texas, Nevada, and Arizona have aggressive Economic Development Campaigns and are
actively and successfully marketing against California’s high cost environment;

The employment statistics are good, but there have been some shifts in the overall marketplace. For
example, in a study produced by Spectrum Location Solutions “California Business Departures: An
Eight-Year Review 2008-2015” it is estimated that roughly 10,000 companies have disinvested in
California since 2008. The approximately10,000 figure is extrapolated from the 1,687 California
disinvestment events that were reported in the news from 2008 to 2015 (Spectrum Location Solutions
argues that for every one public announcement, there are at least five that are not reported).
Sample Of Companies That Have Relocated Outside Of California
Source: Various Articles and Meyers Research
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Although the strong economic fundamentals are there, one of the primary reasons for these
relocations is directly tied to the limited availability of attainably priced homes and decreased
affordability, along with a difficult business climate. In California, the cost of living implies that
$100 only allows $89 of purchasing power. Companies that left California went to relatively more
affordable states, like Texas ($103.50) and Tennessee ($111). Other notable affordable locations
are Arizona, Nevada, and Utah which have lower tax rates (or no state income tax).
Which State Offers The Biggest Bang For Your Buck? – Relative Value $100
Source: Tax Foundation and Meyers Research

Additionally, California is under-producing housing relative to its population. California has built
half of the housing units it has needed since 1980 (typically ranging from 100,000 to 200,000 with
the mid- to late 1980s exceeding 250,000 permits) and that is just to keep up with demand. This
is confirmed by a 2015 report from the California Legislative Analyst’s Office (LAO). In highdemand regions, like the San Francisco Bay Area and Los Angeles, the housing deficit is even
greater. “Most of California’s coastal counties needed to build three times as much (or more) housing
as they did,” the report claims.
Discussions with homebuilders throughout the state identify a labor shortage as one of the single
biggest threats to the industry. Alternate views state that a shortage of qualified workers is not the
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problem, but rather that low wages for construction labor limit the work force. Without diving
deeper into the merits of this argument, we conclude that higher wages would significantly drive up
the cost of a home.
Supply and demand are out of balance. Looking historically at the employment-to-permit (E/P)
ratio, one can see just how far out of equilibrium new home activity is in relation to job growth within
California. Typically, a balanced market has an employment-to-permit ratio of 1.0 to 1.2
(generally one to 1.2 jobs for every new home permit represents equilibrium). Over the last 50
years, California has averaged near equilibrium at a ratio of 0.94. However, over the last ten
years, the ratio has been over 1.5. In fact, the ratio was nearly 5.0 for the last five years. That
means California has been creating nearly five times more jobs than the new housing units it needs
to achieve a supply/demand housing balance.
While both population and households are trending up, the rate of population growth is outpacing
household formations. From 1980 to 2016, total population in California increased by 66% while
households grew by only 54%. The difference in population versus household growth caused the
average household size to increase from 2.74 in 1980 to 2.94 in 2016.
Average Household Size In California
Source: U.S. Census Bureau; Moody’s Analytics; Zonda by Meyers Research
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These metrics can largely be explained by three different factors:


Affordability. Affordability is a major constraint on household formations in California.
Some individuals are willing (or forced by necessity) to double-up in their homes, whether
having roommates or living with extended family, to combat rising home prices and other
increases to their cost of living.



Multigenerational living. California is increasingly becoming more ethnically diverse, and
some cultures rely on multigenerational housing. Plus, some of the aging Baby Boomer
population is doubling up with their children. Builders are catering to this trend by providing
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the option to add an “additional dwelling unit,” which also contributes to a lower household
formation number.


Rentals. For-rent living is popular in California for many reasons. California's workforce is
transient and renting makes sense for some individuals that have not decided where they
would like to settle down. Additionally, more individuals find it hard to save for a down
payment in an age of rising rents, student loan debt, and other bills. Lastly, there is
something to be said for convenience. As rental markets have improved their quality of life,
some qualified homebuyers actively choose to live in a rental property for the lifestyle
benefits.

All Major Metropolitan Areas Are Experiencing Population Growth. Population trends on a
metropolitan level show Los Angeles/Orange County with the most residents in 2017, up modestly
from the prior year. Forecasts show the population in the Los Angeles Metropolitan Statistical Area
(MSA) increasing by roughly 25,000 people through the end of 2019. Despite obvious affordability
concerns, population in San Francisco and San Jose increased 0.6% and 0.4%, respectively, from
2016 to 2017. Forecasts project these markets will continue to grow through the end of 2019 as
well. All of the top metropolitan areas in California are anticipated to have population growth over
the next 24 months. For example, the combined growth from the seven metropolitan areas listed
below from 2018 to 2019 forecast is roughly 146,000 new residents. The increased population is
not being met with increased housing supply, which further exacerbates California’s affordability
crisis. To put this into perspective, statewide population growth in 2018 is equivalent to providing
housing for the entire population of the City of Sunnyvale (population of 156,000).
Population Trends Among Top Metropolitan Areas In California
Source: U.S. Census Bureau; Moody’s Analytics; Zonda by Meyers Research
Metropolitan

2016 to

2018

2019

2018 to

2017

2017 YOY

Forecast

Forecast

2019 YOY

Los Angles/Orange County

13,353,910

0.2%

13,375,549

13,402,054

0.2%

San Francisco

4,727,357

0.6%

4,755,499

4,786,589

0.7%

Riverside/San Bernardino

4,580,670

1.3%

4,632,542

4,672,007

0.9%

San Diego

3,337,685

0.6%

3,359,419

3,379,012

0.6%

Sacramento

2,324,884

1.3%

2,340,540

2,354,075

0.6%

San Jose

1,998,463

0.4%

2,006,357

2,016,497

0.5%

Fresno

989,255

1.0%

996,002

1,001,950

0.6%

Statistical Area

Total Population Increase from 2018 to 2019 (For Select Metropolitan Areas Listed Above)

146,275

California Home-Ownership Below National Average. The homeownership rate in California is
typically below the national average. The national rate has been trending down since the 2006
peak and currently sits at 64%. At California’s peak, ownership reached 60%. Just like the national
average, the percent sank during the Great Recession. Currently, the ownership rate has declined
to 54%, just below the 32-year average of 56%.
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Homeownership Rate From 1984 To 2015
Source: U.S. Census Bureau; Moody’s Analytics; Zonda by Meyers Research

70%
68%

Homeownership Rate

66%
64%
62%
60%
58%
56%
54%
52%

1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

50%

One notable reason for the lag in homeownership shown above is that building permit activity is
well below the historical average.
Building permit data confirms there is a housing supply problem in California. The latest data for
single-family permits show issuance is down 44% (2017 annual permits) from the 63-year historical
average (166,000 total permits). Acknowledging an overheated market driven by a euphoric
belief in rising home prices and lax mortgage lending practices during the peak years, singlefamily permits are still down 42% from the peak even when the 2003-2005 peak is removed from
the historical average. We expect single-family permits to remain below the historical average as
easily developable land in many markets is essentially built out.
As the alternative to single-family development, the data shows a steady pace of multifamily
building. Some entrepreneurs find it more cost effective to provide multifamily housing (most of
which is rental). This further exacerbates the lack of owner-occupied opportunities.
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California Historical Building Permits
Source: CIRB (Construction Industry Research Board), a service provided by the California
Homebuilding Foundation http://www.mychf.org/cirb.html and Moody’s Analytics
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Permit Activity Over The Last Twelve Months
Source: CIRB (Construction Industry Research Board), a service provided by the California
Homebuilding Foundation http://www.mychf.org/cirb.html
Metro Area

Total
Permits

Multifamily
Permits

Single-Family
Permits

Share of
Single-Family

Sacramento

7,597

1,072

6,525

86%

Inland Empire

10,643

2,427

8,216

77%

Orange County

9,554

4,452

5,102

53%

San Jose

5,837

3,734

2,103

36%

San Francisco

14,281

9,677

4,604

32%

San Diego County

9,092

6,709

2,383

26%

Los Angeles County

22,159

16,569

5,590

25%

Reviewing the table above, the metropolitan areas with the lowest share of single-family permits
are the ones most in need of single-family housing: San Jose, San Francisco, Los Angeles, and San
Diego.
McKinsey Global Institute conducted an analysis of the housing supply in 2014/2015 and defined
the shortage of new and existing homes in California to be over two million units. At current
construction rates, by 2025, under-supply is expected to expand to two and a half million units
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(current backlog of two million homes + future demand of one and a half million homes – one million
new homes built at the current construction rate of one hundred thousand homes a year for ten years
= backlog of two and a half million homes).
Shortage Of New And Existing Home Supply
Source: McKinsey Global Institute
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Further, when comparing 50 metropolitan areas throughout the United States, there is a direct
correlation between the increase in home prices and changes in housing stock (areas with a large
increase in the total number of housing units experienced much lower price appreciation, and vice
versa). The chart below highlights this relationship:
Correlation Between Change In Housing Prices And Change In Housing Units
Source: BuildZoom; U.S. Census Bureau; FHFA

In cities marked by a triangle, legacy housing supply exceeds current demand, so the impetus to
build is weak. The larger labeled circles represent the 24 largest metropolitan areas in the U.S.
while the scattering of smaller circles represent the next largest 28 metropolitan areas as
distribution reference points.

When we evaluate where the highest demand/undersupply is located within the market place (see
table below), 43% of all housing demand is for housing priced under $450,000 in California based
on household income (per Meyers Research Housing Demand Model). Additionally, 24% of demand
is associated with prices from $450,000 to $675,000. Note that 67% of all housing demand in
California is for product at or below $675,000 and that the median price of a detached home in
Coastal Cities exceeds $800,000 (see page 40).
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Distribution of Housing Demand By Home Price And Unique Age/Life-Stage Groupings
Source: U.S. Census; Moody’s Analytics; and Meyers Research
▬ 2017 to 2021 Total Demand by Home Price Range ▬
Annual Household
Income Range

HH by
Income

% of Total
HH

Home Price
Purchase Range*

% of Annual
Demand

Income $35,000 - $49,999

1,521,783

10.7%

$125,000

to

$200,000

10%

Income $50,000 - $74,999

2,177,782

15.4%

$200,000

to

$300,000

17%

Income $75,000 - $99,999

1,833,953

12.9%

$300,000

to

$450,000

16%

Income $100,000 - $149,999

2,393,936

16.9%

$450,000

to

$675,000

24%

Income $150,000 - $199,999

1,266,752

8.9%

$675,000

to

$900,000

15%

Income $200,000 +

1,536,099

10.8%

$900,000

or Greater

18%

Distribution of Rental Demand By Home Price And Unique Age/Life-Stage Groupings
Source: U.S. Census; Moody’s Analytics; and Meyers Research
▬ Five-Year Total Demand by Rent Range ▬
Annual Household
Income Range

HH by
Income

% of Total
HH

Rent Range
Affordability*

Income $25,000 - $34,999

1,113,570

7.9%

$700

to

$975

17.8%

Income $35,000 - $49,999

1,483,855

10.5%

$975

to

$1,375

21.5%

Income $50,000 - $74,999

2,123,337

15.0%

$1,375

to

$2,075

21.6%

Income $75,000 - $99,999

1,785,735

12.6%

$2,075

to

$2,750

15.2%

Income $100,000 - $149,999

2,329,592

16.4%

$2,750

to

$4,125

14.2%

Income $150,000 - $199,999

1,232,092

8.7%

$4,125

to

$5,500

4.6%

Income $200,000 +

1,494,089

10.5%

$5,500

or Greater
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California as an undersupplied market results in only 35% of households being able to afford a
new home. The new home affordability ratio below looks at the percent of households that can
afford the median priced home based on income. The latest data for 2017 shows that the ratio is
35% (43% nation-wide) and trending down towards pre-recession levels. As prices continue to
increase and supply is slow to expand, affordability challenges will enhance this trend. There are
also other outside factors to take into consideration:
New Home Affordability Ratio In California
Source: U.S. Census Bureau; Moody’s Analytics; Zonda by Meyers Research
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Mortgage availability. Prior to the most recent housing crash, 19-25% of individuals in
California could afford the median new home price (see chart above). Many realtors and new
home professionals would probably agree however, lending institutions saw it differently. With
the creative mortgages introduced during the last housing boom, more people were able to
purchase despite a very low affordability ratio. Post-recession, more restricted lending
practices are diminishing qualified buyers. Without speaking to the merits of this change, the
change translates into fewer qualified buyers.



Mortgage rates. Even though new home prices are now above the maximum set in 2006, the
affordability ratio shows housing is more affordable than the previous peak. This is because
current interest rates are hovering around 4.5%, below the 5.0% to 6.0% in the mid-2000s.
The percent of individuals that can afford the median new home price will decrease quickly if
mortgage rates start to move in lockstep with the rising short-term rates, as the Federal Reserve
is predicting into 2018.

An additional result of high costs, long entitlement time frames, and regulations in an undersupplied
market is a wide gap between new and existing home prices. In Los Angeles/Orange County, the
price difference between new and existing homes is over 40% (see next table). Builders are
struggling to attract millennials and first-time buyers given they cannot provide a product within the
acceptable/attainable price range.
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In markets like San Francisco and San Jose, the price spread (6% and -16%) is more narrow
because of the significant lack of supply and the fact that new single-family product is much higher
density than the older single-family stock (see table below). Highly paid employees in the Bay Area
and Silicon Valley (many in technology related businesses) are commute-focused. Builders are
working to supply a small lot product to compete with the existing housing stock.
New Versus Existing Single-Family Dwelling (SFD) Prices With Top Markets In California (2018)
Source: Public Record Data; Zonda by Meyers Research
Metro Area

New SFD
Price

Existing
SFD Price

Difference

Los Angeles/OC

$946,958

$666,091

42%

Inland Empire

$443,436

$338,361

31%

San Diego

$761,500

$593,361

28%

Sacramento

$477,104

$386,094

24%

San Francisco

$908,208

$857,500

6%

San Jose

$960,125

$1,142,568

-16%

United States

$317,897

$260,478

22%

New homes have become a luxury item. Home sales trends are a function of all the aforementioned
headwinds for California. New home closings are hovering right around 42,000 in California (2016
and 2017), far below the 20-year average of 62,000 units per year. The lower sales are partly
due to the home prices and affordability, but are also related to limited developable land and a
lack of inventory.
Total New Home Closings In California
Source: Public Record Data; Zonda by Meyers Research
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Total New Home Closings By Geographic Area - 2017
Source: Public Record Data; Zonda by Meyers Research
Ratio of
New
Geography
State of California

Sales

Resales

Total

Resales

Sales

to New

42,598

449,439

492,037

10.6 - 1

Los Angeles/OC

8,285

115,165

123,450

13.9 - 1

San Diego

3,040

40,668

43,708

13.4 - 1

San Francisco

4,742

48,172

52,914

10.2 - 1

Inland Empire

8,007

69,701

77,708

8.7 - 1

Sacramento

5,536

37,732

43,268

6.8 - 1

Looking across a variety of metropolitan areas in California, resales substantially outsell new homes.
In the United States, new home sales typically comprise 1 in 10 of total housing transactions (new
plus resale), but this ratio is more divergent in some markets than others. For example, in Los Angeles
and San Diego, existing homes may outsell new homes at a 14 to 1 pace. In contrast, there’s more
developable land in Sacramento, so builders are able to supply more new homes than compared
to the coastal markets, contributing to a lower resale to new home ratio of 6.8 to 1 pace.
Currently, California represents 43% of all the zip codes in the country with an average closing
price over $1 million, up from 25% in 2010.
Zip Codes With Average Closings Over $1.0 Million
Source: Public Record Data; Zonda by Meyers Research
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When highlighting the least affordable counties across the country, six of the top ten are in
California. The affordability ratio represents the percentage of households in the local area that
earns at or above the qualifying income. Qualifying income is based on an estimated monthly
payment that assumes the current median detached new home price, 20% down payment, property
taxes, and current 30-year fixed mortgage. To estimate the qualifying income, Meyers assumes
30% of the buyer’s household income is used toward housing.
Top 10 Least Affordable New Home Counties In The U.S. (Lower Percentage Is Less Affordable)
Source: Zonda by Meyers Research
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CONCLUSIONS/RECOMMENDATIONS
Municipalities should be more cognizant of the time value of money and its impact on the cost
of housing. Both builders and municipalities need to work together to determine the most efficient
way they can both advance through the processes of entitlement, approval, plan check, permitting,
inspecting, and the closing process. Any opportunities to expedite these processes will have a
positive effect on the new home prices that new home buyers of new homes face. These financing
costs, associated with a long development process, can increase prices by another 10 to 20% at
the end of a project’s life. This could represent an additional $40,000 to $50,000 that buyers
would not need to pay if the process were more streamlined. The ultimate goal is to provide more
attainably priced housing for our population, so we can keep jobs and improve the quality of life
for all people in California
High Land Costs and Impact Fees Leave Little Room for Profits at Current FHA Loan Limits.
Homes that fall within Federal Housing Administration (FHA) loan limits are more affordable than
conventional (non-FHA qualified) homes. While FHA limits vary by County, the importance of the
limits relate to lower prices and the ability for home buyers to qualify for a Government Sponsored
Enterprise (GSE) loan. Zelman and Associates, a respected housing industry analyst, provides some
insight about the fact that cost drivers make the development of FHA qualified homes very difficult.
The conclusion is that because of the high cost to build there is a disincentive for a builder to develop
this hypothetical community because of a virtually non-existent profit margin (3% or
$11,500/$355,350). See the diagram on the next page.
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Hypothetical Profit & Loss for an Entry-Level Home in the Inland Empire, California
(Riverside and San Bernardino Counties)
Source: Federal Housing Administration (FHA); Zelman & Associates

The Fees Required To Build Homes In California Could Pay For A Complete House In Many Of
The Major Metropolitan Areas In The United States. The table below highlights the impact fees
displayed on the previous page. Currently, it is typical to see fees of approximately $185,000
for a standard home in California (source: Various Homebuilders, Various Cities, Fermanian Business
& Economic Institute). If prevailing wage is included, the fee could increase to $269,000 (source:
Blue Sky Consulting). In fact, the implementation of SB32 could increase the underlying cost to build
a home even further to $305,000 (source: ConSol, Inc.). These additional fees alone are greater
than the average single-family resale home price in 63 of the largest 97 housing markets in the
U.S. (38 of the largest 97 markets from a new home price perspective).
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The Impact Of Fees And Regulation In California
Source: Various Cities; Individual Building Industry Association (BIA) Chapters; ConSol, Inc.;
Developers Research; and Meyers Research

New And Existing Prices In Key Metro Areas In The U.S.
Source: Public Record and Meyers Research
Metro Area

Median New Single-Family Price

Median Existing Single-Family Price

Houston

$276,683

$215,825

Phoenix

$304,360

$238,000

Dallas

$325,105

$241,034

Las Vegas

$347,252

$247,290

Charlotte

$310,349

$199,892

Tampa

$268,136

$184,554
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A few practical ways both the community and local governments may benefit from reevaluating the development process:


Re-evaluate how impact fees are being implemented throughout the state and create clear
guidelines on how these fees will be determined. Fees generally burden new housing in
California and are the primary short-term solution for fiscal challenges that municipalities
face. Further, communities and local governments should be cognizant of how they are
impacting housing prices and should not be handicapping these projects with excessive fees.



Density should be considered a valuable and effective way to lower the overall cost of
housing. Architects and planners have been very creative in developing density solutions
that offer a great quality of life and are an effective way to provide suitable primary
housing at a typically more affordable price than single-family detached product.

Housing is prohibitively expensive in California because of the increasing number of fees,
costs, regulations, and extended timeframes for approval that are added to the development
process. These effectively become barriers to construction.
Consider the following challenges that make it difficult for the homebuilding industry to provide
attainably priced homes in California:


Time and cost associated with increasing amount of fees and regulations imposed by
municipalities continue to squeeze development pipelines and are taxing the ability for
projects to even be viable. Increases in permit fees to the magnitude of 5-10% annually
are typical. Mitigation fees are lumped onto already high housing prices, and CEQA
increases both direct and indirect costs associated with development. The possible
introduction of prevailing wage to private residential construction will cause more and more
projects to become unviable to build or unattainable for middleclass Californians to
purchase because of higher labor costs;



Housing undersupply keeps home prices and rents high (and therefore, affordability remains
low). One of the contributing factors to this undersupply is that 97.6% of all the cities and
counties in California are failing to approve the housing needed to keep pace with current
population growth. The California Department of Housing and Community Development
released a list showing that more than 500 cities and counties are not on track to meet
guidelines for the development of market-rate housing, affordable housing or both (only 13
local jurisdictions made the list of those that have approved enough housing for all income
levels, including sufficient affordable housing);



Complex entitlement processes limit the ability to add new supply;



Material costs related to development are increasing; and,



Land prices in California are some of the highest in the country on an absolute basis (per
acre or per square foot) and the ratio of residential lot-price-to-home-price can be up to
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55% in coastal markets. This ratio is generally in the low-to-mid 20% range in Arizona,
Texas, or Nevada. Home prices have been fueled by a limited supply that is further hurt
by entitlement process complexities.
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California Legislature, where he developed the first modern property tax forecasting model used
by the state's Legislative Analyst's Office. He also conceptualized, designed and implemented the
CSUS Forecast of the Sacramento Region, the region’s first econometric forecasting model.
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Act (CEQA) over two separate three-year study periods: 2010-2012 and 2013-2015. This study
is designed to provide comprehensive information about current CEQA litigation practices: what
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The purpose of this study is to determine what impact the interaction of SB 32 and CEQA would
likely have with the immediate imposition of a Zero Net Energy (ZNE) standard on new construction
in California.
The report was authored by Michael Genest. In January 2011, Mr. Genest founded Capitol Matrix
Consulting with Brad Williams and Peter Schaafsma. Mr. Genest served on Governor
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SB 35 STATEWIDE DETERMINATION SUMMARY -- California Department of Housing and
Community Development
This is a state-mandated report/process that sets the number of housing units that must be included,
at all affordability levels, in each local jurisdiction’s housing element. Under SB 35, if cities are not
on track to meet those goals, then approval of projects will be streamlined if they meet a set of
objective criteria, including affordability, density, zoning, historic, and environmental standards,
and if they pay prevailing wage for construction labor.
IT ALL ADDS UP, THE COST OF HOUSING DEVELOPMENT FEES IN SEVEN CALIFORNIA CITIES
– The Terner Center of Housing Innovation, UC Berkley
The Terner Center for Housing Innovation has undertaken a detailed analysis of development fees
in seven sample cities across California—Berkeley, Oakland, Fremont, Los Angeles, Irvine,
Sacramento and Roseville—to examine the total amount of fees charged in each city, the makeup
of these fees, and the extent to which information on development fees is available to builders.
Permit data was obtained from CIRB (Construction Industry Research Board), a service provided by
the California Homebuilding Foundation. CIRB data offers valuable insight into the health and
activity of the building industry in California. Monthly statewide reports provide residential and
non-residential construction permit statistics for all California counties and reporting cities within. For
more information on monthly subscriptions or custom reports, please contact Allison Paul at (916)
340-3346 or chf-cirb@mychf.org or visit the CIRB website at http://www.mychf.org/cirb.html.
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APPENDICES
LIST OF +/- 500 POSSIBLE FEES ACROSS CALIFORNIA REGIONS
Universe of Costs” – List Of Possible Fees Associated With New Home Development
Source: Various Cities, Individual Building Industry Association (BIA) Chapters and Meyers Research

Agency
Encroachment
Geotechnical/Soils Review
Grading Permit
Grading Plan Check
Improvement Inspection
Improvement Plan Check
Lancscaping Plan Check
Land Plan Check
Other
Public Works Review
Stormwater
Building Fees
Building Permit
Building Standards
Business License
Construction Excise Tax
Fire Department Review
General Plan
Green Building Fee
Long Range Planing
Plan Check
Residential Development Tax
Strong Motion
Tech Surcharge
Zone Check
Capital Facilities & Connections
C.A.R.I.T.S.
Connection Fee
Construction Water
Drainage Fee
East Orange County Water District
Fixture fees
Foothill Transportation Corridor
In-Lieu Affordable Housing Fee

In-Lieu Park Facilities Fee
Inspection Fee
Landscape Inspection Fee
Landscape Plan Check
Line Assessment
Maintenance & Inspection Fee
Moulton Niguel
New Water and Sewer Services
Other Traffic/Road fees
Park Facilities In-Lieu
Sanitation District
Sanitation District Annex.
Sewer
Sewer - Studies
Sewer Impact
Sewer Studies
Signal Assessment
Storm Drain Assessment
Storm Drain Impact
Tansportation Corridor
Thoroughfare Acreage
Traffic Impact/ Road fees
Traffic Signal Assessment
Transportation Impact
Water Connections
Department Fees
Administrative Review Map Phasing
Building Permit
Conditions of Approval/Appliance
Encroachment
Formation of Planned Drainage Area, Sewer Area
General Plan Maintenance
Grading Plan Check
Maintenance District Formation Fee
Non Summary Vacation
Public Improvement Plan Check

COST DRIVERS IMPACTING HOUSING │STATE OF CALIFORNIA

52

Parks/Open Space
Police
Public/Capital Facilities
Roadway
School
Sewer
Solid Waste
Traffic
Transit
Transportation
Impact/Capacity
Art Fee
Bridge Development
City Facility Plan
Fire/EMS
Habitat Environmental
Inclusionary Housing
IT Improvement
Library
MSCP
Other
Other Fees
Parks
Police
Recycling Deposit
Road Improvement
School
Sewer
Specific Plan
Sprinkler
Stormwater
Traffic(Signals)
Transportation
Water Meter Install
Jurisdiction Fees
Animal Control
Capital Facilities
Drainage
Fire
Flood Control
Groundwater Optimization
IT Recovery
Measure A (STA)
School

Sewer
Transportation
Water
Major Subdivision
Annexation
Compliance
Design Review
Development Agreement
Encroachment
Environmental Impact Report
Final Map
General Plan Amendment
Geotechnical/Soils Review
Grading Permit
Grading Plan Check
Improvement Inspection
Improvement Plan Check
Landscaping Plan Check
Other
Planned Development(PRD)
Rezone
Sensitive Land/Resources
Site Development Plan
Special Use Permit
Specific Plan
Tenative Map
Variance
Green Building Code Plan Check Fee
Improvement Program
In-Lieu Affordable Housing Fee
Issuance
Laguna Transportation Corridor
Landscape Inspection
Landscape Plan Check
Landscape/irrigation
Law Enforcement Facilities
Mitigated Negative Declaration
Negative declaration
New Development Tax
NPDES Water Quality Management Plan
NPFD
Other Fees
Park Land/Open Space
Parkway Tree Fee
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Sign Permit Permanent
Street Permit
Developer Contribution
Developer Contribution Impact Fees
Engineering & Subdivision
Backflow Device Inspection
Building Addressing
Documentation fee
Elevation Plan
Final Tract Map
Geotechnical/Soils Report Review
Grading - Geotechnical Review Fee
Grading - Permit Fee
Grading - Plan Check & Inspection Fee
Grading Inspection
Grading Negative Declaration
Grading Permit
Grading Plan Check
Grading/Rough & Precise
Grading/WQMP
Hydrology Studies
Improvements Checking/Review
Improvements Submittal
Landscape
Landscape Inspection Fee
Lot Line Adjustment
Maintenance & Inspection Fee
NPDES Review
Offsite Improvement
Offsite Plan Check
Other Traffic Impact/Road Fees
Others: Encroachment Permit
Public Improvement Inspection
Public Works Plan Check
Sanitation District Annex
Sewer
Sewer Connection
Sewer Fees
Sewer Impact
Sewer Improvement
Sewer Inspection
Sewer Main Line
Sewer Studies
Soil Report Review

Steet Improvement/offsite plan check
Storm Drain
Storm Drain Impact
Storm Drain Plan Check
Storm Drain/Main Line
Storm Drain/Water Quality
Stree Improvement PC
Street Improvement (off-site)
Street Improvement (on-site)
Street Improvement Plan Check
Street Improvement/Offsite Plan Check
Street Included
Street Included in Grading Insp
Surface Drainage
Traffic Study, Traffic Control
Vacation of Easement
Water
Water (Hydrology) Studies
Water Inspection
Water Main Line
Water Quality Management Plan
Environmental
Categorical Exemption
Coastal Development Permit
EIR Processing
Environmental Assessment
Fiscal Impact Analysis Fee
Initial Determination
Initial Study
Local Coastal Plan
Mitigated Negative Declaration
Negative declaration
Traffic Impact Analysis Fee
Impact Fees
Affordable Housing
Conservation
Drainage/Flood
Electric Backbone
Fire Tax
Habitat Conservation
Habitat Mitigation
Humbug/Willow Creek
Light Rail
Park

COST DRIVERS IMPACTING HOUSING │STATE OF CALIFORNIA

54

Planned Unit Development
Planning Plan Check/Inspection
Police Facility Fee
Pre-Application
Pre-Application Plan Review
Public facilities construction fund
Public safety construction fee
PW Construction Inspection Fee
RCFPP
Residential Development Fee
Right of Way Permits
Sanitation Fees
Seismic
Minor Subdivision
Annexation
Coastal Development Permit
Compliance
Design Review
Development Agreement
Final Map
General Plan Amendment
Neighborhood Development permit
Other
Planned Development (PCD)
Rezone
Sensitive Land/Resources
Site Development Plan
Specfic Plan
Special Use Permit
Tenative Parcel Map
Variance
Other Fees
Agriculture Preservation
Annexation
Beach Parking/Impact
Building Construction Cost
California Seismic Fee
CEQA
CEQA Checklist
City Park and Recreation
Civic Center Construction Fee
Coastal Development Permit
Site Clean-up Deposit
SMIP

Specific Plan Consideration
Subdivision Improvement Inspection
System Development
Systems development
Traffic Model Fee
Transportation Corridor
Transportation Fee
Transportation System
Variance
Water Assessment
Water Frontage
Water Impact
Water Quality Management Plan
Zoning Confirmation Letter
Permit Fees
Administrative
BSASRF
Building Permit
Cal Green
CBSC
City Records
Construction Debris Collection Deposit
Energy
Fire
General Plan Maintenance
Inspection fee
License fee
Construction Excise Tax
Construction Inspection Fee
County Tract Map
Development Agreement
Development Mitigation
Dispatch Impact Fee
Downtown Specific Plan
EIR
Encroachment
Energy P/C
Environmental Reserve Tax
Excise Tax
Fair share
FCWP Fee (Site, Building, Grading & Plumbing Permits)
Final Tract - Planning
Fire Facilities
Fire Impact
Fire Prevention Tax
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Fire Protection
Fire Services
Fire Sprinkler PC
Fire Station Fee
Fire Suppression Facilities
Flood Plain Letter
Foothill Circulation phasing plan
G.I.S.
General Government Fee
General Plan Maintenance fee
Grading Permit (flatland)
Green Building Code Permit Fee
Mapping
Master/Subsequent Check Fee
MPE Permits
Other Agency Collection of fees
Plan Check
Seismic
State Rev. Fee

Development Code Agreement
Development Review
Director's Review - All others
Director's Review - Existing Single Family
Drainage
Element Change to General Plan
Environmental Impact Report
Environmental Review Negative Declaration
Extension
Extension to Vested Rights
Extenstion Conditional Use Permit
Fee Program Updates
Filing
Final Map Amendment
Final Parcel Map Check
Final Site Plan Review
Final Tract Map
Final Tract Map Check
Fish & Game Environmental Impact Report
Fish & Game Negative Declaration
Planning & Zoning
Frontage Lane
Additional Fee after Two Checks
General Plan Amendment
Administrative
General Plan Maintenance Fee
Agricultural Preserve and Contract Formation of Cancellation General Plan Maintence Fee
Agricultural Preserve and Contract Notice of Non-Renewal Home Occupation
Appeals
Indefinite Extension Conditional Use Permit
Appeals All Projects (Except Land Divisions)
Site Plan Review - Minor
Appeals Land Divisions
Site Plan/ Planned Development Review
Area Plan
Specific Plan
Area/ Specific Plan
Specific Plan Agreement
Banner Permit
Specific Plan Amendment
CC&R Review
Specific Plan Review
Certificate of Compliance
Staff Review Committee Permit
Change Map
Street Renaming
Change Plan
Substantial Performance Review
Completeness Review
Supplemental Offsite Water
Concurrent GPA/ZC
Surface Mining Permit
Conditional Use Permit Appeals
Temporary Animal Permit
Conditional Use Permits
Temporary Site Development Permit
Conditional Use Permits/Variances
Tenative Parcel Map
Conditions of Approval/Appliance
Tenative Tract Map
CUP with Neg Dec
Time Extension All projects
CUP without Neg Dec
Transit
Density Bonus
Variance
Design Review
Variance - All others
Development Agreement
Variance- Existing SFD
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Variance- Existing Single Family Lot
Vendor Permit
Wall & Landscape Review
Water
Wetland Mitigation/Preserve
Zone Change
Zone Text Amendment
Zoning Map Amendment
Zoning Modification
Interim Sewer
Library
Local Coastal Plan
Lot Line Adjustment
Major
Major Conditional Use Permit
Major Site Plan Review
Master Plan
Minor Conditional Use Permit
Minor Site Plan Review
Modification to Approve Plans
New Planned Development
Non PUD & PCD Zone Change
Ordinance Amendment
Other Community Development Appeals
Other Traffic Impact/Road Fees
Other: Coastal Development Fee
Other: General Plan Fees
Other: Landscape Review
Other: Parcel Issuance Fee
Other: Planning Plan Review
Other: Pre Application
Other: Tenative Parcel Map
Parcel Map Waiver
Parcel Merger
Park
Petroleum Wells
Plan Area Impact Fees
Plan Check Review
Planned Community
Processing Fees
Processing Fees
School Facilities
Fountain Valley Elementary
Irvine Unified School District

Library Fee
Residential
Sign Fees
Sign Permit Fee
Temporary Banner Permit
Temporary Banner/Sign Permit
Subdivision
Approval/Compliance
Building Permit
Encroachment
General Plan Maintenance
Grading Plan Check
Sign Permit
Strong Motion Instrumentation
Transportation
Transportation
Transportation Corridor
Eastern Transportation Corridor Fee
Planned Community/Development Review
Planned Development Permit
Planned Unit Development
Planning Advertised
Planning Posted Only
Posting of Environmental Review Documents
Preliminary Plan Review
Preliminary WQMP
Project Continuance Request
Public Appeal
Public Facilities
Public Hearing Notice
Public Hearing Sign Posting Administration
Public Land Acquisition
PUD & PCD Zone Change
Revise Approved Map
Revise Tenative Tract
Revised Approved Map
Revised Plan
Revised Tenative Parcel Map
Roadway
Sewer
Sign Permit
Sign Program Permit
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Site Development Permit
Site Inspection
Site Plan / Planned Development Review
Site Plan Appeals
Site Plan Review
Site Plan Review - Major
Water
Construction Water Meter
Fire Protection Fee
Portable Water
Potable Water
Reclaimed
Service Call Fee
Storm Drain Including in Grading Inspection
Street Included in Grading Inspection
Water
Water (Hydrology) Studies
Water Annexation Fee
Water Assessment Fee
Water Supply Facilities Fee
Waterline Assessment Fee
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