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1
  The Mello Act defines “feasible” as “capable of being accomplished in a successful manner

within a reasonable period of time taking into account economic, environmental, social and technical
factors.” 

EXECUTIVE SUMMARY

The Mello Act is a state law that went into effect in January, 1982 intended to protect and
increase the supply of affordable housing in California’s Coastal Zone. The law imposes
two primary duties on local governments. One, a city or county may not approve a project
that removes or converts existing housing units occupied by low or moderate income
households, unless provision is made for their replacement one-for-one with new
affordable units. Exceptions based on feasibility1  are provided.  Two, a city or county may
not approve a new housing development unless it provides the affordable units it can
feasibly provide. The exceptions and rules based on “feasibility”enormously complicate the
local enforcement and administration of the Mello Act. 
 
In the City of Los Angeles, the Mello Act applies to the Pacific Palisades, Venice-Playa Del
Rey and San Pedro-Harbor, areas that collectively have a population of around 100,000.
As required by a settlement agreement that went into effect in January, 2001 that resolved
a lawsuit filed against the City in 1993, staff is proposing an ordinance (Appendix A) that
would replace the City’s existing Mello Act policy. This policy is set forth in a document
called the “interim administrative procedures,” which were negotiated during settlement
discussions and designed to give further specificity to an interim Mello Act policy that the
Council had actually adopted many years before in July, 1982. The proposed ordinance
would, at long last, provide the City with permanent Mello Act regulations. 

To help with development of these regulations, the settlement required the City to hire a
consultant to study the kinds of residential development projects typically proposed in the
Coastal Zone and their capacity to provide affordable housing. Since any affordable
housing requirement is an added cost of development, the consultant was asked to
determine how much of a contribution can be imposed without making the project
financially infeasible. If the required contribution is set so high that it causes developers to
stop building in the Coastal Zone, then the housing that remains would become even more
unaffordable than it already is. An effective affordable housing policy, on the other hand,
would redress the real estate market’s failure to provide shelter for low and moderate
income families without causing it to shut down.  

As highlighted below, the most significant changes to the City’s existing Mello Act policy
included in the draft ordinance are:

‘ Developers would have the option to pay a fee in lieu of directly providing required
affordable units. The advantage of fees is that they can be leveraged 3:1 to obtain
additional state and federal affordable housing dollars.

‘ Condominium conversions would be held to the same standard as new for-sale
housing projects. The current policy requires conversions to provide replacement
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but no inclusionary units. The proposed ordinance would require  them to provide
both.

‘ Two additional options would be added to the menu of methods approved for
providing required affordable units: (1) purchase and rehabilitation of vacant
residential buildings; and (2) purchase and conversion of existing market-rate units,
including units under construction, into affordable units. Both options would
compensate for the scarcity of suitable development sites in the Coastal Zone.

‘ The current exemption for projects with nine or fewer units from making an
inclusionary contribution would be lowered to projects with four or fewer units.

‘ The prior policy from 1982 through 2000 exempting new rental projects from making
an inclusionary contribution would be reinstated. 

‘ The current policy of allowing exemptions from the Mello Act’s one-for-one
replacement rule based on feasibility would be eliminated. 

‘ Affordable units could be located anywhere in the Coastal Zone or within three miles
of its inland boundary (within the City of Los Angeles) without the applicant having
to file an appeal or the appellate body having to make a feasibility finding. A more
restrictive geographic standard, however, could be imposed as a condition of project
approval.   

‘ The appeal standard would be tightened from feasibility to a violation of the federal
or state constitutions or laws. Staff believes that a tighter standard, combined with
the increased flexibility provided by the changes recommended above, should
increase compliance and reduce the number of appeals filed.  

Staff recommends many other beneficial changes to the City’s existing Mello Act policy,
some based on the consultant’s findings, others on staff’s experience administering the
interim procedures. The recommended changes also streamline the City’s approach to
complying with a statute that has proven, in practice, to be exceedingly difficult to interpret
and enforce. More importantly, these changes should produce more affordable housing
than is being produced under the current policy.  

Recommended In-Lieu Fees 

Recommended replacement and inclusionary in-lieu fees are shown in Table 1 on the next
page. The replacement fee equals 100 percent of the cost to fully subsidize one affordable
unit. The inclusionary fee, to be assessed against every market-rate unit in a new for-sale
or condominium conversion project, equals 10 percent of this amount, since the
recommended standard is 10 percent of all units set-aside for very low income households.
The discounted inclusionary fees for small projects equal 40 percent of the fees for large
projects. All of these fees are based on year 2004 data, and should be adjusted for recent
construction and land cost inflation before adoption. 
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Table 1. Recommended Replacement and Inclusionary In-Lieu Fees

COASTAL
ZONE

SUBAREA

FEE TO PROVIDE ONE 
AFFORDABLE

REPLACEMENT UNIT*

NEW FOR-SALE OR CONDOMINIUM
CONVERSION PROJECTS—FEE PER

MARKET-RATE UNIT**

10+ unit projects 5-9 unit projects

Pacific
Palisades 

$220,061 $22,006 $8,824

Venice-Playa
Del Rey

$209,075 $20,907 $8,383

San Pedro-
Harbor

$178,835 $17,883 $7,170

* See Table 3 for exemptions from requirement to provide replacement units.
**Exemptions provided for new rental housing projects of any size or new for-sale or condominium
conversion projects of four or fewer units.

Comparison of Existing and Proposed Mello Act Policy

The following tables compare the main components of the City’s existing Mello Act policy
and changes proposed by staff. Table 2 addresses policies that concern both replacement
and inclusionary units. Table 3 addresses policies concerning affordable replacement
units. And Table 4 addresses policies concerning inclusionary residential units. 

Table 2.  Policies Governing Both Replacement and Inclusionary Units

POLICY EXISTING PROPOSED

In-lieu fees Not allowed at all. Allowed by-right. 

Methods
approved to
provide
affordable units 

—New construction from the ground
up. 
—Adaptive reuse of non-residential
buildings.

—New construction from the
ground up. 
—Adaptive reuse of non-residential
buildings.
—Purchase and rehabilitation of
vacant residential buildings.
—Purchase of existing market-rate
units, including units under
construction.  

Affordability
covenants

30 years. 55 years.

Unit size Comparable for affordable units in
mixed-income buildings.  Affordable
units in 100% affordable projects
must comply with the Housing
Department’s standards.

Reduced unit sizes consistent with
the state’s administration of the
federal Low-Income Housing Tax
Credit Program.

Appeal standard Economic, environmental, social
and technical feasibility.

Violation of state or federal law or
state or federal constitutions. 
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Table 3. Affordable Replacement Units

POLICY EXISTING PROPOSED

Replacement
standard

One-for-one replacement is
required.

One-for-one replacement is
required.

Exemptions —Owner-occupied single-family
home.
—Unit vacant for more than one
year.
—Unit in a building a governmental
agency has declared a public
nuisance. 
— Depending on the existing and
proposed uses, additional
exemptions may be granted based
on a decision-maker’s finding of
infeasibility.

—Any owner-occupied dwelling
unit, except for a mobile home or a
mobile home lot. 
—Unit vacant for more than one
year.
—Unit in a building a governmental
agency has declared a public
nuisance.

Location 

 

—Replacement units must be
located in the Coastal Zone. 
—On appeal and the appellate
body’s finding that location inside
the Coastal Zone is infeasible,
replacement units may be located
within three miles of the Coastal
Zone’s inland boundary.
—The appellate body may require
the replacement units to be located
in a defined geographic area. 
—Replacement units must always
be located in the City of Los
Angeles.

—Replacement units may be
located in the Coastal Zone or
within three miles of its inland
boundary. 
—The initial decision-maker or
appellate body may require the
replacement units to be located in
a defined geographic area. 
—Replacement units must always
be located in the City of Los
Angeles. 

Affordability
standard

The replacement unit may be
offered at any level of affordability
(i.e., a moderate income unit may
replace a very low income unit.) 

The replacement unit must be
offered at the same level of
affordability (i.e., a very low income
unit may only replace a very low
income unit.)  
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Table 4. Inclusionary Residential Units

POLICY EXISTING PROPOSED

10+ unit projects —New for-sale and rental housing
projects must set aside 10% of all
units for very low income
households or 20% of all units for
low income households.
—Exemption: condominium
conversions.

—New for-sale housing projects
and condominium conversions
must set aside 10% of all units for
very low income households or pay
a substantial in-lieu fee (see Table
4).
—Exemption: new rental housing
projects.

5-9 unit projects Exemption: all projects. —New for-sale housing projects
and condominium conversions
must pay a modest in-lieu fee (see
Table 4) but are not required to
provide inclusionary units. 
—Exemption: new rental housing
projects.

4 or fewer unit
projects

Exemption: all projects. Exemption: all projects.

Location —Inclusionary units must be
located on-site. 
—On appeal and the appellate
body’s finding that location on-site
is infeasible, inclusionary units may
be located elsewhere in the Coastal
Zone or within three miles of its
inland boundary.
—The appellate body may require
the inclusionary units to be located
in a defined geographic area. 
—Inclusionary units must always be
located in the City of Los Angeles.

—Inclusionary units may be
located in the Coastal Zone or
within three miles of its inland
boundary.  
—The initial decision-maker or
appellate body may require the
inclusionary units to be located in a
defined geographic area. 
—Inclusionary units must always
be located in the City of Los
Angeles.
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2
 California Government Code Sections 65590 and 65590.1 

3
 The Mello Act defines “coastal dependent” to mean a non-residential use or development that

requires a site on, or adjacent to, the sea to be able to function at all.

4The Mello Act defines “coastal related” to mean a non-residential use or development that is

dependent on a coastal dependent use. 

ANALYSIS OF PROPOSAL

BACKGROUND

In January, 2001 the settlement agreement in Venice Town Council, et al., vs. City of Los
Angeles, BC089678 went into effect. The subject of the settlement was the City’s
compliance with the Mello Act,2 a state law that went into effect in January, 1982 intended
to protect and increase the supply of affordable housing in California’s Coastal Zone. The
settlement agreement requires the City to adopt  permanent regulations implementing the
Mello Act.   

Synopsis of the Mello Act

As spelled out in the Government Code, the Mello Act imposes three mandatory duties on
California’s cities and counties: 

‘ Under Section 65590 (b), a city or county may not approve a project that removes
or converts existing housing units occupied by low or moderate income households
unless provision is made for their replacement one-for-one  with new affordable
units. The replacement units must be located in the Coastal Zone, within the same
jurisdiction as the proposed project. If location inside the Coastal Zone is infeasible,
then the replacement units  may be located within three miles of the Coastal Zone’s
inland boundary. Exceptions apply if the new use is coastal dependent3 or coastal
related4, or the existing use consists of ten or fewer residential units, all of which
must be either single-family homes or duplex units. The exceptions may only be
granted if the city or county finds that providing the replacement units is infeasible.

‘ Under Section 65590 (c), a city or county may not approve a project that will replace
existing residential units with non-residential uses unless it finds that a  residential
use is no longer feasible at the project site or the new use is coastal dependent.
This rule applies to both market-rate and affordable units. If the city or county
approves the project, then any existing affordable units must be replaced pursuant
to the rules set forth in Section 65590 (b).     

‘ Under Section 65590 (d), a city or county may not approve a new housing
development unless it provides the affordable units it can feasibly provide. If
provision of affordable units on-site is infeasible but provision off-site is feasible,
then the units must be provided either elsewhere in the Coastal Zone or within three
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miles of its inland boundary. If both on- and off-site provision are infeasible then no
affordable units are required at all.   

The Mello Act’s final provision, Section 65590 (k), provides cities and counties with the
opportunity to opt out of the default standards itemized above and develop their own
ordinances that address the provision of affordable housing in the Coastal Zone.
Specifically, Section 65590 (k) states that the Mello Act:

“...establishes minimum requirements for housing within the coastal zone for
persons and families of low or moderate income. It is not intended and shall not be
construed as a limitation or constraint on the authority or ability of a local
government, as may otherwise be provided by law, to require or provide low- or
moderate-income housing in the coastal zone which is in addition to the
requirements of this section.” 

An opinion issued by the Legal Affairs Office of the state Department of Housing and
Community Development (HCD) in June, 1982 interprets this provision to mean that such
local ordinances must, in the case of replacement housing, provide as many low or
moderate income housing units as the Mello Act would otherwise require, and in the case
of inclusionary housing, more than the Mello Act would otherwise require.  

In addition to enabling cities and counties to better respond to local conditions and needs,
ordinances adopted pursuant to Section 65590 (k) would, as set forth in HCD’s legal
opinion,“save the community the administrative burden of going through the specific
‘feasibility’ finding process in the statute.” 

Staff has drafted and strongly recommends that the City of Los Angeles adopt its
permanent Mello Act Ordinance pursuant to Section 65590 (k). A later section of this report
explains how the proposed ordinance passes the “minimum requirements test” imposed
by this provision of the Mello Act. The report also explains how the flexibility provided by
Section 65590 (k) has been used to streamline and strengthen the City’s Mello Act
compliance system. 
 
California Coastal Commission

From the adoption of the Coastal Act in 1976 through the end of 1981, before the Mello Act
went into effect, the California Coastal Commission had responsibility for developing and
enforcing  the state’s policy on low and moderate income housing in the Coastal Zone. In
carrying out this responsibility the Commission would periodically issue “Interpretive
Guidelines” concerning the provision of affordable units in new residential projects. (The
Guidelines did not address the replacement of existing affordable units.)
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5
 Council File No. 81-6299, July, 1982

In May, 1981 the Coastal Commission issued its last set of Interpretive Guidelines. A little
more than a year later the Council adopted its interim Mello Act policy,5 which directed the
City Planning Department to enforce the Mello Act’s replacement requirements as
specifically set forth in the statute, and the law’s inclusionary requirements based on either
the local coastal program for the area, if the City Planning Commission had adopted one,
or if it had not, then on the most recent Interpretive Guidelines or “such other evidence as
appropriate to arrive at a fair, just and equitable decision.” 

To date, except for the Port of Los Angeles, the Planning Commission has not adopted any
local coastal program. This means that until the interim administrative procedures were
issued the City’s default inclusionary standard for Mello Act compliance had been the 1981
Interpretive Guidelines. 

Interim Administrative Procedures

During settlement negotiations the Council reaffirmed its interim Mello Act policy, but also
authorized and directed City staff to refine and strengthen it by writing interim
administrative procedures. Pursuant to Council’s instructions, these procedures were
negotiated with the Venice Town Council plaintiffs, which the City issued with their
concurrence in May, 2000. The final settlement was then drafted and executed, with the
procedures attached as an exhibit.  

Since the interim administrative procedures have been in effect, City staff have evaluated
286 projects for Mello Act compliance, covering the period from May, 2000 through the end
of June, 2005, the most recent date for which data is available. The following statistics
summarize the City’s track record:

‘ Eight large for-sale projects accounting for 264 new residential units were required
to sell either ten percent of all units to very low income households or 20 percent of
all units to low income households. One additional large for-sale project, accounting
for 298 new residential units, was allowed to reduce the number of required
inclusionary units from 10 percent very low income units to eight percent very low
income units. Four of these nine projects, accounting for 173 new residential units,
were allowed to provide the inclusionary units off-site. 

‘ 142 projects accounting for 286 new residential units were not required to provide
any inclusionary units because they were small projects that qualified for the “nine
or fewer” automatic exemption. 

‘ 27 existing affordable units were approved for conversion or demolition. Of these,
only six units were required to be replaced.  
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Table 5. Estimated Population, 2000

Subarea Persons Persons in Poverty Persons Age 65+

Number Percent Number Percent Number Percent 

Pacific Palisades 20,417 20.5 864 4.2 3,553 17.4

Venice-Playa Del Rey 41,657 41.9 4,409 10.6 4,389 10.5

San Pedro-Harbor 37,297 37.5 8,930 23.9 4,012 10.8

Total Persons 99,371 100.0 14,203 14.3 11,954 12.0

Source: 2000 U.S. Census; Los Angeles City Planning Department, Research Section; HR&A  Technical
Study, May, 2006

Table 6. Estimated Housing Units, 2000

Subarea Total Units Renter-Occupied Units

Number Percent Number Percent  

Pacific Palisades 8,828 19.3 1,559 17.7

Venice-Playa Del Rey 22,942 50.1 13,537 59.0

San Pedro-Harbor 14,028 30.6 8,474 60.4

Total Units 45,798 100.0 23,570 51.5

Source: 2000 U.S. Census; Los Angeles City Planning Department, Research Section; HR&A Technical
Study, May, 2006

In the Pacific Palisades, median household incomes ranged from $88,121 to $187,895; in
Venice-Playa Del Rey, from $34,306 to $96,611; and in San Pedro-Harbor, from $14,614
to $78,946.  

Each Coastal Zone subarea has very different development patterns, property
development regulations, and real estate market conditions. Most land in the Pacific
Palisades is zoned for and developed as single-family residential. In Venice-Playa Del Rey,
the pattern is more varied. This subarea includes a significant amount of land developed
at low and medium residential densities. The 2003 Venice Coastal Zone Specific Plan
generally limits development to one, two, or three units per lot, depending on the lot’s
location, although higher densities are allowed in some areas zoned for multi-family
residential and commercial uses. Densities in the San Pedro-Harbor subarea are generally
low, consistent with the requirements of the 1990 San Pedro Specific Plan’s 26-foot height
limit. 
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7
  Building permit data compiled by staff after HR&A completed its report shows that during

calendar year 2005 an additional 513 units were permitted in the Coastal Zone, 98 single-family and 415
multi-family units. In the Pacific Palisades, 69 units were permitted, 48 single-family and 21 multi-family
units. In Venice-Playa Del Rey, 92 units were permitted, 35 single-family and 57 multi-family units. San
Pedro-Harbor has experienced a recent surge of development activity, with an additional 352 units
permitted, 15 single-family and 337 multi-family units.  

Of the three subareas, Venice-Playa Del Rey has seen the most development activity in
recent years, accounting for over 85 percent of all new housing in the Coastal Zone. More
detailed information is presented in Table 7 below. 

Table 7. Residential Building Permits, 1999-20047

Subarea Single-Family Multi-Family Total Units

Number Percent Number Percent Number Percent

Pacific Palisades 125 37.8 0 0 125 10.3

Venice-Playa Del Rey 188 56.8 870 97.9 1,058 86.7

San Pedro-Harbor 18 5.4 19 2.1 37 3.0

Total Units 331 100.0 889 100.0 1,220 100.0

Source: Los Angeles Department  of Building and Safety, Plan Check Inspection System; HR&A Technical
Study, May, 2006

Recent development activity has also shown a decided shift away from rental toward for-
sale housing. During the 1999-2004 reporting period, 718 or 80.1 percent of all new multi-
family housing units permitted in the Coastal Zone were condominiums. 

Consistent with the Coastal Zone’s highly restrictive density and height regulations, most
projects in the Coastal Zone were fairly small. For example, all but one of the 12 apartment
projects permitted in the Venice-Playa Del Rey subarea (the exception was a 64-unit
project for the elderly) included less than 10 units. Among 12 condominium projects, eight
included 12 or fewer units. The other four ranged from 40 to 450 units. 

In the Pacific Palisades all of the building permits issued were for single-family homes.
Except for one triplex and one fourplex, all of the building permits issued in San Pedro-
Harbor were for single-family homes or duplexes.  

Model Development

As a first step in creating the financial model, HR&A developed “small” and “large”
conceptual housing prototypes. The prototypes were intended to bracket the range of
projects likely to be proposed in the Coastal Zone given the area’s development
opportunities, site constraints, and market conditions. The number of units included in each
prototype is shown in Table 8 on the next page. 
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Table 8.  Study Prototypes

Subarea Small Prototype Large Prototype

Pacific Palisades 5 units 18 units

Venice-Playa Del Rey 5 units 22 units

San Pedro-Harbor 7 units 24 units

Source: HR&A Technical Study, May, 2006

“Apartment” and “condominium” versions of each prototype were also developed, for a total
of 12 study prototypes.   

HR&A developed the prototypes by analyzing historical trends and consulting with real
estate professionals, architects, and developers with experience working in the area. City
staff were also consulted. All of the prototypes were assumed to be two stories above
semi-subterranean parking, all two-bedroom/two-bath units, and all wood and steel joist
construction. All of the condominium prototypes were assumed to be townhouses, and all
of the apartment prototypes were assumed to be single-level flats. The consultant further
refined the prototypes based on the City’s open space, parking, density, setback, and
height regulations. 

The consultant then estimated the total cost to develop each prototype. Land acquisition
and construction costs, professional fees, and financing costs were included in all
estimates. Conventional financing and no public subsidies was assumed, since the
competition for public money is stiff and there is no guarantee projects in the Coastal Zone
will be funded. Next, the consultant estimated market rents for the apartment prototypes
and market sales prices for the condominium prototypes. The consultant’s financial
assumptions are summarized in Table 9 below and Table 10 on the next page. 

Table 9.  Total Unit Development Cost by Prototype, 2004

Subarea Small Prototypes Large Prototypes

Apartments Condominiums Apartments Condominiums

Pacific Palisades $562,620 $610,480 $452,820 $491,110

Venice-Playa Del Rey $562,730 $615,720 $348,510 $382,140

San Pedro-Harbor $343,870 $383,110 $239,240 $268,590

Source: HR&A Technical Study, May, 2006; Technical Appendix Volume 1-G 
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8
 “Return on total development cost” is calculated as net operating income (gross rental and

other income less an allowance for vacant units, debt collection and all operating expenses) divided by
total development cost (costs of land, construction, financing, and other costs).

Table 10.  Apartment Monthly Rent and Condominium Price Assumptions, 2004

Subarea Apartment Monthly Rents Condominium Prices

Pacific Palisades $2.33 per SF $438 per SF

Venice-Playa Del Rey $1.89 per SF $487 per SF

San Pedro-Harbor $1.45 per SF $319 per SF

Source: HR&A Technical Study, May, 2006

Density Bonus Assumption

State law grants developers who set-aside affordable units on-site a bonus of additional
market-rate units that exceed the number of units permitted by the underlying zoning. Such
bonuses are the principal incentives local governments can offer developers to offset the
cost of providing affordable housing.

For study purposes staff directed the consultant to not assume that the prototypes would
use a density bonus since it cannot be assumed that all future projects in the Coastal Zone
will actually use one. However, under citywide legislation now under consideration, such
projects should be able to use generous incentives such as increased floor area and height
that will allow the use of a density bonus. Providing developers with the practical means
to use a density bonus will help them comply with the permanent Mello Act Ordinance. 

Feasibility Indicators

After specifying the characteristics of the prototypes and setting forth the study’s
assumptions, the consultant’s next step in developing the simulation model was to select
appropriate financial feasibility indicators. The real estate industry uses a variety of such
indicators for evaluating the viability of any given project. HR&A’s task was to select
indicators best suited to the study’s purpose, that is, to determine the level at which an
affordable housing contribution may cause a developer to proceed with a project or cancel
it. As mentioned at the beginning of this staff report, a contribution that is set too high may
trigger the unintended consequence of causing development to go elsewhere, and with it
the opportunity to provide affordable housing.  

Given this background, HR&A selected “return on total development cost” as the most
appropriate indicator for apartments8 and “gross margin” as the most appropriate indicator
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9
 “Gross margin” is calculated as gross sale proceeds minus the cost of sales (broker

commissions and closing costs) and total development costs, all divided by gross sale proceeds.

10 Ordinance No. 173, 815; Chapter 128, Division 5 of the Los Angeles Administrative Code. 

for condominiums.9 These indicators are typically used by the real estate industry as initial
project feasibility screening criteria. For example, they are used in deciding whether or not
to pursue any discretionary governmental approvals that may be required.  

For each indicator the consultant then identified a rate of return threshold that an
experienced and well-informed property owner or developer (or his or her lender) would
require in order for the prototype to be considered financially feasible. The consultant
identified nine percent as the most appropriate threshold for apartments, and 18 percent
as the most appropriate threshold for condominiums. Both thresholds represented a
compromise between current market conditions that may justify a lower return and longer
term trends that argue for a higher return.  

After selecting the appropriate indicators and rate of return thresholds, the consultant then
tested each prototype in the “base case,” meaning that 100 percent of the units were
assumed to be market-rate. If 100 percent market-rate projects were financially infeasible,
then any affordable housing obligation would make them even more infeasible than they
already are.    

After performing the base case analyses, the consultant then tested alternative affordable
housing requirements to determine if below-market rents and purchase prices would cause
the rate of return to fall below the identified threshold. The requirements were varied from
one up to five required affordable units, both on- and off-site. Each requirement was further
varied to reflect rents and purchase prices affordable to very low, low and moderate
income households. Depending on the number of units in the prototype, the affordable
housing percentages tested ranged from 4.2 to 28.6 percent. 

In-Lieu Fees

One of HR&A’s main tasks was to develop and test for financial feasibility the fees that
developers could pay in lieu of directly providing required affordable units. The settlement
agreement required that such fees be based on dollar amounts sufficient to provide, in
aggregate, the same number of affordable units that the City would otherwise require of
a developer. The fees would be deposited into the Coastal Zone Affordable Housing
Trust10 that the Council established in February, 2001, and which the Housing Department
would administer. Trust fund monies could be awarded to non-profit organizations  and
other providers with expertise in creating affordable housing. 

As a first step in deriving the fees, HR&A  constructed a prototypical Coastal Zone
affordable housing project that would qualify for funding with tax-exempt bonds, Low-
Income Housing Tax Credits, or the State’s Multifamily Housing Program. Specifically, the
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 HR&A calculated its recommended in-lieu fees based on year 2004 data. As such, prior to

their adoption, staff recommends that HR&A adjust them for recent land and construction cost inflation,
using the methodology as set forth in the draft administrative procedures (Exhibit 2).Thereafter, the
Housing Department would have to annually adjust these fees, which the Council would then adopt by
resolution.  

consultant schematized a 36-unit project on an R3 zoned lot with a 35 percent density
bonus, targeting a mix of very low income households (i.e., households with incomes
ranging from 30 to 60 percent of area median income).

Three separate development budgets were prepared, assuming the prototype would be
developed within the three-mile extended Coastal Zone adjacent to each geographic
subarea, where land is typically less expensive and where it can be expected that the
affordable units would be located.  HR&A’s land cost assumptions were: $95 per square
foot in the Pacific Palisades extended Coastal Zone; $85 in the Venice-Playa Del Rey
extended Coastal Zone; and $40 in the San Pedro-Harbor extended Coastal Zone.  

HR&A  assumed that no prototype would have any external financing, such as
governmental loans or grants, other than net operating income (NOI). Thus, the fee would
have to fill 100 percent of the subsidy gap, or the difference between total development
cost and the debt that can be amortized by NOI, a difference that is also known as the “net
capital subsidy.”  Table 11 below summarizes HR&A’s in-lieu fee calculations:

Table 11. Cost to Fully Subsidize an Affordable Housing Unit

Subarea Total Cost to
Develop a 36-

Unit Prototypical
Affordable

Housing Project 

Less
Supportable

Debt

Net Capital Subsidy 

Total Per Affordable
Unit

Pacific Palisades $9,102,794 ($1,180,600) $7,922,194 $220,061

Venice-Playa Del
Rey

$8,707,299 ($1,180,600) $7,526,699 $209,075

San Pedro-
Harbor

$7,618,656 ($1,180,600) $7,618,656 $178,835

Source: HR&A Technical Study, May, 2006   

After deriving the net capital subsidy required to provide one affordable unit, HR&A
calculated a fee that could be charged against every market-rate unit in a project, varied
by subarea. Since the assumed inclusionary requirement was 10 percent of all units for
very low income households, the fee per market-rate unit equals 10 percent of the whole
unit fee, as follows: $22,006 for the Pacific Palisades; $20,907 for Venice-Playa Del Rey;
and $17,883 for San Pedro-Harbor.11  Thus, each market-rate unit would provide a subsidy
equal to one-tenth of the cost of providing a single affordable unit. 
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Findings

HR&A’s technical study findings are summarized below.

New Rental Housing The consultant found that none of the apartment prototypes—large
or small—were financially feasible in the base case. Since even 100 percent market-rate
rental projects are infeasible, requiring them to provide affordable units or pay an in-lieu
fee would make them even more infeasible then they already are. Basically, HR&A found
that the very strong demand for ownership housing in the Coastal Zone has bid up the
price of land beyond what the typical apartment developer can afford to pay. HR&A’s
finding is consistent with recent data showing that most multi-family housing construction
in the Coastal Zone is for ownership units, and that many developers initially pulling
permits for apartments do so intending to sell them as condominiums.

New Ownership Housing The same market forces that have made new apartment
construction in the Coastal Zone generally infeasible have also made it generally feasible
for new condominium projects to provide affordable units. In other words, the profits
generated by the sale of ownership units are so high that they can accommodate the
expectations of investors while still allowing for the provision of affordable housing. 

HR&A found that all of the three large condominium prototypes could set aside,  on- or off-
site, 10 percent of all units for very low income households and still meet the target
threshold. Payment of the whole unit in-lieu fee was also found to be feasible.   

Of the three small condominium prototypes, only the Venice-Playa Del Rey prototype was
found to be feasible in the base case. While this prototype could not feasibly accommodate
a whole affordable unit, either on- or off-site, it could feasibly pay a reduced fee of $8,383
per market-rate unit.  While the Pacific Palisades and San Pedro-Harbor prototypes were
infeasible in the base cases, HR&A nevertheless calculated, for comparison purposes, a
reduced fee of $8,824 per market-rate unit for the Pacific Palisades, and a reduced fee of
$7,170 per market-rate unit for San Pedro-Harbor.  All of these reduced fees are around
40 percent of their associated full fees. 

COMPARISON OF EXISTING AND PROPOSED POLICIES

The following sections of the staff report compare and contrast the existing policies set
forth in the interim administrative procedures and the proposed policies set forth in the
recommended ordinance. 

Staff’s policy recommendations are based on the City’s experience administering the
interim procedures, the purpose of the Mello Act, and HR&A’s technical study findings.
Studies of the type conducted by HR&A, where a simulation model has been used to test
a limited number of prototypes, must be interpreted and generalized. In this particular case,
12 prototypes were developed to stand in for the board range of housing projects that
might be proposed in the Coastal Zone in the future. In staff’s view, the recommended
policy changes are adequately supported by the study’s rigorous methodology, level of
detail, and strong quantitative analysis. 



CPC-2005-8252-CA Page 19

12
  The Mello Act further specifies that if at least one person or family (excluding dependents) is

of low or moderate income, then the entire household shall be considered to be a low or moderate
income household.

Affordable Existing Residential Units

Under the Mello Act an existing residential unit is defined as “affordable” based on
household income and not rent.12 As mandated by the settlement agreement, however, the
City must use rent—at least  initially—as a proxy for household income. Specifically, an
existing residential unit must be deemed “affordable” if the current monthly rent is
affordable to a low or moderate income household. The settlement further specifies that
if the current monthly rent is not affordable to a low or moderate income household, then
rent over the last three years must be averaged, and if that averaged rent is affordable,
then the unit must be deemed “affordable.” 

A determination based on rent may be challenged by either the landlord or the household
to be evicted, in which case the City must use income to determine whether the unit is
“affordable.” If a challenge is made, verified income is the final determinant. 

The Mello Act and settlement agreement provide two exemptions from these rules. If a unit
has been vacant for more than a year or is located in a building a governmental agency
has declared a public nuisance, it shall not be considered “affordable” and therefore
subject to replacement if removed or converted.  

The provisions outlined above are carried forward into the permanent ordinance without
change. The only recommended change concerns a third exemption for owner-occupied
residential units. Under the interim procedures an owner-occupied single-family home is
not considered “affordable”. Staff recommends broadening this exemption to apply to all
owner-occupied units, except for mobile homes or mobile home lots. In these cases the
land is leased and not owned, and so, unlike other homeowners, these residents are
vulnerable to displacement, particularly in the Coastal Zone where the demand for
ownership housing is so high. 

Affordable Replacement Units

Both the interim procedures and the proposed ordinance require that removed or converted
existing affordable units be replaced one-for-one with new affordable units. As discussed
below, the interim procedures and the proposed ordinance differ with respect to
exemptions from this replacement rule, the conversion of residential units to non-residential
uses, and the required affordability level for replacement units. 

Exemptions As authorized by the Mello Act and settlement agreement, the interim
procedures provide exemptions from the statute’s replacement rule when existing
affordable units are located in developments of ten or fewer units—all of which must either
be single-family homes or duplexes—or when existing affordable units will be replaced by
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 Government Code Section 7060, et. seq. 

coastal dependent or coastal related non-residential uses. To grant either exemption the
City must find that replacement is infeasible. 

Both exemptions strike staff as rather arbitrary. For example, no exemption is permitted if
the existing affordable units are located in a triplex or other building with three or more
units. Furthermore, it seems to staff that if any uses are capable of providing replacement
units they are coastal dependent or coastal related uses. Staff is not sure why these two
uses may be granted a feasibility-based exemption while a new residential use must be
denied one. 

As Government Code Section 65590 (k) provides local governments with the flexibility to
develop their own regulations governing affordable housing in the Coastal Zone, staff
recommends eliminating both exemptions. Such a policy shift would help mitigate the
continuing effects of gentrification in the Coastal Zone, as well as further simplify the City’s
Mello Act compliance system.  

Conversion of Residential Units to Non-Residential Uses As authorized by Government
Code Section 65590 (c), the interim procedures contain a two-part rule concerning the
conversion of residential units into non-residential uses. The first part of the rule prohibits
the conversion of such units into non-residential uses, unless the non-residential use is
coastal dependent or the City finds that a residential use is no longer feasible at the subject
site. The second part requires that if the City approves the conversion then any existing
affordable units that are removed must be replaced as provided by Government Code
Section 65590 (b).

The rule’s first part, which applies even to market-rate units, would appear to conflict with
the Ellis Act.13 Adopted in 1986, four years after the Mello Act, the Ellis Act precludes local
governments from enacting regulations that bar property owners from getting out of the
rental housing business. Because this provision is of questionable value from a policy
perspective, and also because of the possible conflict with the Ellis Act, staff recommends
against carrying it forward into the permanent Mello Act Ordinance. Instead, such
conversions would be allowed, but any existing affordable units that are removed would
have to be replaced one-for-one with new affordable units. Government Code Section
65590 (k) again provides the City with the flexibility required to make this beneficial change.

Affordability Level for Replacement Units As specifically permitted by the Mello Act, the
interim procedures allow replacement units to be offered at any level of affordability. For
example, a new moderate income unit may replace a unit that was occupied by a very low
income household. Since the settlement agreement provides the last household to occupy
an existing affordable unit with a right of first refusal on a new one, staff recommends that
a tighter, “like-for-like” standard be adopted. For example, under the proposed ordinance
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 The Coastal Commission had found that “due to the extreme shortage of rental housing in the

coastal zone any new bona fide rental tenancy projects will represent a contribution to the community’s
stock of affordable housing....” 

a new very low income unit may only replace a unit that was occupied by a very low income
household. 

Inclusionary Residential Units

During settlement discussions the negotiators based the interim procedures primarily on
the City’s 1982 interim policy, which in turn had been based on the Coastal Commission’s
1981 Interpretive Guidelines. The negotiators also used various other sources and
rationales to craft viable interim procedures that would remain in force while work
proceeded on the technical study and permanent ordinance.

As discussed below, the interim procedures and the proposed ordinance differ with respect
to new rental projects, condominium conversions, the small-project exemption, the
inclusionary standards and income-targeting.  

New Rental Projects The negotiators agreed, as an interim measure, that new rental
housing projects should comply with the same inclusionary standard as new for-sale
housing projects, even though the City’s existing policy, based on the Coastal
Commission’s 1981 Interpretive Guidelines,14 had always exempted them. The thinking
was that a more restrictive  standard was appropriate so long as it was temporary.

Based on HR&A’s finding  that all of the apartment prototypes were infeasible in the base
case, staff now recommends reinstating the City’s prior policy. Any regulation that
discourages new rental housing from being built in the Coastal Zone would just push
existing rents higher than they already are.

Condominium Conversions The interim procedures (and the Mello Act) require
condominium conversions to provide replacement but no inclusionary units.  Under the
proposed ordinance they would be required to provide both. In short, condominium
conversions would be held to the same standard as new for-sale projects, a policy shift that
should put the brakes on development forces that in recent years have steadily eroded the
supply of rent-controlled apartments in the Coastal Zone and that, along with current trends
favoring the construction of ownership over rental units, could result in the area one day
being comprised almost entirely of for-sale housing. 

The Small-Project Exemption The negotiators decided to retain, as an interim measure,
the Coastal Commission’s long-standing policy of exempting new housing developments
of nine or fewer units from making any inclusionary contribution. 
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15 Report of the Los Angeles Housing Department, February 10, 2006, concerning Round One of
the 2006 Affordable Housing Trust Fund Notice of Funding Availability

The proposed ordinance does not impose this limitation on the Coastal Zone Affordable
Housing Trust Fund, however. Based on Council policy, in-lieu fees deposited into the trust
fund may be used to finance any appropriate mix of units affordable to moderate, low, or
very low income households.  

Double-Counting

As required by the settlement agreement, the proposed ordinance requires that any
replacement units a development must provide are first subtracted from total project size
before the number of required inclusionary units or in-lieu fee is calculated.   

Compliance Flexibility

As noted earlier in this report, the City’s three Coastal Zone subareas have very different
real estate market and socioeconomic characteristics. They are also subject to widely
varying zoning and other land use regulations. In addition, different projects will have
different capacities to provide affordable units or to take advantage of public subsidies or
incentives, including density bonuses. Accordingly, in staff’s view, providing the
development community with flexibility in complying with the Mello Act Ordinance will result,
in the long run, in  more affordable housing being built in the Coastal Zone than if overly
restrictive regulations are imposed  By providing by-right alternatives that take the realities
of development into consideration, the City should also expect fewer appeals—ideally, far
less resistance and much greater compliance. 

As discussed below and as authorized by Government Code Section 65590 (k), staff
specifically recommends providing flexibility with respect to in-lieu fees and the location of
required affordable units. Staff also recommends providing flexibility with respect to the
methods allowed to provide affordable units and their size.  

In-Lieu Fees In the absence of a study providing the appropriate technical documentation,
the interim procedures do not include an in-lieu fee option. Both parties to the settlement,
however, believed that the central feature of the City’s permanent Mello Act regulations
should be in-lieu fees. The key policy question is whether developers should be allowed
to pay in-lieu fees by-right or required to first prove that on-site provision is infeasible.
Currently, the interim procedures require proof that providing units on-site is infeasible
before off-site provision may be allowed. 

For several reasons staff recommends that developers be allowed to pay in-lieu fees by-
right. One, in-lieu fees are particularly advantageous: they provide a reliable source of local
funds that can be matched 3:1 to obtain state and federal affordable housing money.15 
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  As required by the Mello Act and the proposed ordinance, required affordable units

must always be provided in the City of Los Angeles. 

A second reason has to do with State Department of Real Estate rules that prohibit
discounting, based on income, the monthly assessments that all homeowners living in a
condominium development must pay. As a practical matter, especially in the high-priced
Coastal Zone, many low and moderate income households will be unable to pay these
assessments, even if their mortgage payments have been substantially reduced. While
technical “affordability” may be achieved upon first sale, long-term affordability is a different
matter. After the developer has sold all of the units an elected board of homeowners will
assume control of the property, and the City cannot tell this board what to do. As permitted
by law, the board can raise the monthly assessments or impose special assessments. If
the low or moderate income owner cannot pay these assessments foreclosure and loss
of the unit become a real possibility. Finally, an in-lieu fee for replacement housing will help
the City comply with the Ellis Act, since by paying a fee a property owner can still get out
of the rental housing business while giving the City the means to provide an affordable
replacement unit.  

Location The interim procedures require developers wishing to locate required inclusionary
units off-site, either elsewhere in the Coastal Zone or within three miles of its inland
boundary, to file an appeal. To grant the appeal the appellate body must find that on-site
provision is infeasible. Likewise, developers wishing to locate required replacement units
within three miles of the Coastal Zone’s inland boundary must also file an appeal. To grant
the appeal the appellate body must find that provision inside the Coastal Zone is infeasible.

Staff recommends that developers electing to directly provide required affordable units be
allowed to locate them anywhere in the Coastal Zone or within three miles of its inland
boundary.16  Such flexibility should also be afforded the Housing Department in its
administration of the Coastal Zone Affordable Housing Trust Fund.  

In staff’s view, since it is so difficult to anticipate where future development opportunities
may arise, such flexibility is necessary to maximize the number of affordable units that can
be provided under the Mello Act Ordinance. On the other hand, given the policy interest
in ensuring that such units are not concentrated in one area, the proposed ordinance
allows a more restrictive geographic standard to be imposed on a case-by-case basis.  

Methods Approved to Provide Required Affordable Units The interim procedures only allow
two methods for providing required affordable units: new construction from the ground up
and the adaptive reuse of non-residential buildings. The settlement allows additional
methods if permitted by the Mello Act and Council approves them by ordinance or
resolution. As discussed in HCD’s 1982 legal opinion, the Mello Act does not define what
is meant by the term “provide” in connection with affordable housing. “Consequently,” HCD
wrote, “the law permits substantial flexibility as to the type of provision which local
government may require.” Accordingly, staff recommends incorporating two additional
methods into the permanent Mello Act Ordinance. 
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The first method allows the purchase and rehabilitation of existing residential buildings,
subject to the following conditions: (1) the building is vacant; (2) the Housing Department
inspects and approves the building proposed for purchase and rehabilitation; (3) the
building is rehabilitated to comply with all applicable building, fire and life/safety standards;
(4) the rehabilitation is substantial; and (5) the Housing Department verifies that the useful
life of the building will be not less than 55 years after rehabilitation. 

The second method allows the purchase of existing market-rate residential units, including
units under construction, subject to these conditions: (1) none of the units are occupied by
a very low, low or moderate income household; and (2) all applicable provisions of the
City’s Rent Stabilization Ordinance are complied with.  

Both methods compensate for the scarcity of suitable development sites in the built-out
Coastal Zone.

Reduced Unit Size Standards As part of the technical study, HR&A first assumed that the
affordable units were the same size as the market-rate units in the prototype, and then that
they were smaller, consistent with the standards the state uses in administering the federal
Low-Income Housing Tax Credit Program. This program allows one-bedroom units to be
500 square feet, two-bedroom units to be 800 square feet, three-bedroom units to be 1,000
square feet, and four-bedroom units to be 1,200 square feet. Unsurprisingly, HR&A found
that reduced unit sizes increased feasibility. Specifically, two of the three larger
condominium prototypes could accommodate one additional affordable unit at the very low
and low income levels, and all three could accommodate one additional affordable unit at
the moderate income level. 

The settlement agreement and the interim procedures require that affordable units comply
with the Affordable Housing Incentives Guidelines that the City Planning Commission had
adopted on December 14, 1995 (as may be amended from time to time). These guidelines
implement the state’s density bonus law, and in 1995 they required that affordable units
included in a density bonus project be “comparable in every manner, except in the quality
of interior ‘finish’ materials (e.g., floor and wall coverings) to market-rate dwelling units,
including total square footage, bedroom size, closet space, amenities, number of
bathrooms, etc. The design of restricted dwelling units should generally reflect the average
number of bedrooms per dwelling unit in the development.” 

HR&A’s study showed that reduced unit sizes yielded a benefit of more affordable units.
The policy issue is what is more important: larger affordable units, but fewer of them; or
more affordable units, but smaller in size.  Given the critical shortage of affordable housing
in Los Angeles, staff believes it is more important to encourage the provision of as many
affordable units as possible. As such, staff recommends that the City Planning Commission
amend its Affordable Housing Incentives Guidelines (Exhibit 2) to allow affordable units
provided pursuant to the Mello Act Ordinance to conform to the Low-Income Housing Tax
Credit standards referenced above, but only if a density bonus is not used. The Housing
Department could allow, on a case by case basis, deviations from these standards if
needed to provide the affordable units. 
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Term of Affordability Covenants

Consistent with state density bonus law requirements, the interim procedures require a 30-
year term for affordability covenants. As part of the settlement agreement, the City’s Mello
Act consultant was required to determine if a longer-term (e.g., 55 years) was acceptable.
HR&A did so, concluding that:

 “Considering the public interest in maintaining a supply of housing affordable
to lower-income households in the City’s Coastal Zone for as long as possible, clear
precedent for imposing a compliance period as long as 55 years, and no obvious
interference in securing private project financing due merely to the term of the
compliance period, it is reasonable...for the City to require a 55-year affordability
compliance period in its Mello Act implementation procedures.”

Staff has incorporated HR&A’s recommendation into the draft ordinance. 

Appeal Standard

The interim procedures allow appeals based on “feasibility,” as defined by the Mello Act.
For the permanent ordinance staff recommends changing this standard to a claim that
state or federal law or the federal or state constitutions were violated, which would also
cover a claim that an unconstitutional taking is created that denies the appellant
economically viable use of his or her property. This sets a much higher bar for granting
appeals. In addition, as for most other land use approvals, the permanent ordinance also
allows appeals based on a claim that the decision-maker erred or committed an abuse of
discretion. 

If an unconstitutional taking is claimed, then the appellate body may require the appellant
to pay for the services of a qualified, independent consultant—selected and overseen by
the Housing Department—to prepare a report evaluating the appeal’s merits. The appellant
would have to pay the full cost of compensating the consultant. 

Minimum Requirements Test

As discussed earlier in this staff report, Government Code Section 65590 (k) provides cities
and counties with the opportunity to opt out of the state’s default Mello Act standards and
adopt their own ordinances governing affordable housing in the Coastal Zone. Such
ordinances must, however, pass the “minimum requirements test” posed by Section 65590
(k). The proposed ordinance passes this test because:  

‘ It exceeds the statute’s minimum replacement housing requirements. The ordinance
requires that removed or converted existing affordable units be replaced one-for-
one with new affordable units, but eliminates the feasibility-based exemptions
provided by Section 65590 (b).

  
‘ It exceeds the statute’s minimum inclusionary housing requirements. As established

by HR&A’s technical study, the ordinance requires new housing projects to provide
the number of inclusionary units they can feasibly provide or pay the equivalent in-
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lieu fee. By requiring condominium conversions to also provide inclusionary units
or pay the equivalent in-lieu fee, the ordinance exceeds this baseline.   

Administrative Procedures

The administrative procedures attached as Exhibit 1 augment and give further detail to the
various provisions of the Mello Act Ordinance. Specifically, the procedures assign
responsibilities to the Building and Safety, City Planning and Housing departments as
needed  to effectively administer and enforce the ordinance. 

Other Communities

A report prepared in 2003 by the California Coalition for Rural Housing and the Non-Profit
Housing Association of Northern California on inclusionary zoning in California yields useful
information on the practices employed by the 107 cities and counties in the state that have
adopted inclusionary zoning ordinances. According to the report, the mean inclusionary
percentage for both rental and for-sale housing is 13 percent. The most frequent
percentage is ten percent (44 percent of all jurisdictions). Most programs require that
inclusionary units be targeted to one or more pre-determined income groups, rather than
providing developers with discretion or choices about whom to serve. California’s
inclusionary programs typically offer developers one or more alternatives to constructing
affordable units on-site. The most popular alternative is paying in-lieu fees, offered by 81
percent of reporting programs.  The mean in-lieu fee level is $107,598 per unit, or a little
more than about half of what HR&A is recommending. Two-thirds of all programs allow off-
site construction.   

Staff’s research shows that very few Coastal Zone communities in California have actually
adopted policies or ordinances specifically implementing the Mello Act. The inclusionary
policies and, where applicable, Mello Act policies, of a sampling of other communities is
set forth below: 

‘ Playa Vista At least 15 percent of all dwelling units in the specific plan area must be
reserved for either low or moderate income households.

‘ Marina Del Rey At least of 10 percent of all residential units in new housing
developments must be reserved for low income households. If the County
determines that providing units on-site is infeasible, then the developer is allowed
to pay an in-lieu fee of $6.41 per square foot of new development. The County’s
Mello Act policy is currently under review.  

‘ Santa Monica On November 6, 1990, the voters of Santa Monica approved
Proposition R, which requires that at least 30 percent of all units in new multi-family
housing developments annually developed in the city be reserved for low or
moderate income households. At least 15 percent must be reserved for low income
households. The remaining 15 percent may be reserved for moderate income
households. In-lieu fees are $22.33 for apartments and $26.08 for condominiums.
Santa Monica does not have a replacement housing policy. 
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‘ Laguna Beach At least 25 percent of all lots or units in a subdivision of three or
more lots or units must be reserved for low or moderate income households. A fee
of $46,978 per lot/unit may be paid if on-site provision of the required units is
infeasible.

CONCLUSION

The recommended permanent Mello Act Ordinance is a streamlined regulation that will
replace the City’s existing policy as forth in the interim administrative procedures. The
ordinance is based on a thorough and objective technical study as well as staff’s
experience administering the interim procedures. Multiple options for complying with the
Mello Act’s key mission of protecting and increasing the supply of affordable housing are
provided, including payment of in-lieu fees and off-site provision of affordable units. In
addition, the ordinance establishes innovative new methods for  providing these units,
including programs  for the rehabilitation of vacant residential buildings and the conversion
of existing market-rate units into affordable housing, while also broadening the base of
projects that must participate in the City’s Mello Act program. The new regulation is a
significant improvement over the existing policy that should, in the long run, substantially
increase the number of affordable units provided in and near the Coastal Zone. 



CPC-2005-8252-CA Page 29

FINDINGS

Charter and General Plan

1. In accordance with Charter Section 556, the proposed ordinance (Appendix A) is
in substantial conformance with the purposes, intent, and provisions of the General
Plan. The ordinance implements Housing Element Goal 1, “A City where housing
production and preservation result in an adequate supply of ownership and rental
housing affordable to people of all income levels, races, ages, and suitable for all
needs;” Housing Element Objective 1.1., “Encourage production and preservation
of an adequate supply of rental and ownership housing to meet the identified needs
of persons of all income levels and special needs;” Housing Element Policy 1.1.8,
“Encourage and support public and private programs to increase the availability of
affordable rental housing for all city residents;” and Housing Element Objective 2.5,
“Encourage equitable distribution of affordable housing throughout the City.” 

The ordinance implements these Housing Element provisions by requiring new for-
sale housing projects and condominium conversions of ten or more units to provide
inclusionary residential units affordable to very low income households equal to at
least ten percent of all units in the project or pay a substantial in-lieu fee. In addition,
new for-sale housing projects and  condominium conversions of at least five but no
more than nine units must pay a modest in-lieu fee.

The ordinance implements Housing Element Policy 2.5.2, “Discourage
development, demolition, and conversions that contribute to the loss of affordable
housing and encourage one-for-one replacement (based on bedroom count) of
demolished affordable units;” and Housing Element Policy 1.1.4, “Support the
preservation of existing mobile home parks.”  To implement Policy 2.5.2, the
ordinance requires that removed or converted affordable existing residential units
be replaced one-for-one with new affordable units. Consistent with Policy 1.1.1 and
pursuant to the Mello Act, the ordinance also defines “existing residential units” to
include mobile homes and mobile home lots.  As such, these units would also be
subject to the ordinance’s replacement provisions. 

The ordinance implements Housing Element Policy 2.5.4, “Actively promote the
financing of affordable housing;” and Policy 1.1.7, “Support public and private
programs to maximize home ownership opportunities (including homeowner
counseling/training) through provision of private and public programs such as
subsidized interest loans, reduced down payments, and loan counseling and
packaging.”  The ordinance’s in-lieu fees will be deposited into the Coastal Zone
Affordable Housing Trust Fund. As a source of local matching funds, these
substantial in-lieu fees can be used to leverage additional state and federal dollars
at a ratio of 3:1 to expand the pool of money that can be used to provide affordable
housing in and near the Coastal Zone. 

2. in accordance with Charter Section 558 (b) (2), the proposed ordinance (Appendix
A) will have no adverse effect upon the general plan, any specific or community
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plans, or any other plans being created by the City Planning Department. The
ordinance does not amend or affect the general, specific, or community plans, or
any other plans being created by the City Planning Department that apply to the
Coastal Zone. Furthermore, the ordinance  advances the Housing Element goals,
policies, and objectives set forth above; and    

3. in accordance with Charter Section 558 (b) (2), the proposed ordinance (Appendix
A) will be in conformity with the public necessity, convenience, general welfare, and
good zoning practice. The ordinance does not change any zoning regulations or
development standards in the Coastal Zone. In addition, the ordinance will preserve
existing affordable housing while providing new inclusionary units to address the
shortage of affordable housing in and near the Coastal Zone.  

Environmental

4. Pursuant to CEQA and City guidelines for the implementation thereof, a Negative
Declaration (ENV-2005-8253-ND) was published on October 12, 2006.  On all
measures the proposed ordinance (Appendix A) will have either no or a less than
significant effect on the environment.  The proposed ordinance makes no changes
to existing zoning, any specific plans or other land use regulations that  affect the
physical environment. All projects subject to the ordinance require separate
environmental clearance.  

 

 





APPENDIX A

PROPOSED ORDINANCE FOR DISCUSSION

An ordinance adding a new Section 12.20.2.2 and a new Section 19.14 to the
Los Angeles Municipal Code establishing regulations to protect and increase the supply
of housing affordable to households with Very Low, Low, or Moderate Incomes in the
Coastal Zone; and amending Chapter 128 of Division 5 of the Los Angeles
Administrative Code concerning the Coastal Zone Affordable Housing Trust Fund and
establishing a new Mello Act Ordinance Appeals Trust Fund. 

THE PEOPLE OF THE CITY OF LOS ANGELES

DO ORDAIN AS FOLLOWS:

Section 1. A new Section 12.20.2.2 is hereby added to Article 2 of Chapter 1 of the Los
Angeles Municipal Code to read:

A. Purpose. In accordance with California Government Code Section 65590 (k), the
purpose of this section is to establish regulations to protect and increase the supply of
housing affordable to households with Very Low, Low, or Moderate Incomes in the
Coastal Zone. These regulations shall be known as the “Mello Act Ordinance.” 

B. Definitions. Notwithstanding any provisions of this chapter to the contrary, the
following definitions shall apply to this ordinance:

Administrative Procedures means the procedures adopted by resolution of  the
Council to administer and enforce this ordinance.

Affordable Existing Residential Unit means an existing Residential Unit
occupied by a household with a Very Low, Low, or Moderate Income, as determined by
the Los Angeles Housing Department (LAHD).

Affordable Housing Incentives Guidelines refers to the definition of
“Affordable Housing Incentives Guidelines” in Section 12.22 A 25 (b) of this Code. 

Affordable Housing Provision Plan is a document that shows how Affordable
Replacement Units or Inclusionary Residential Units will be provided in accordance with
this ordinance, the Administrative Procedures, and the Affordable Housing Incentives
Guidelines. 

Affordable Replacement Unit means a Residential Unit that has the same
number of bedrooms as the Affordable Existing Residential Unit that was removed or
converted, and is also a  “Restricted Affordable Unit” as defined in Section 12.22 A 25
(b) of this Code. 
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Coastal Zone means the Coastal Zone, as defined in California Public
Resources Code, Division 20 (commencing with Section 30000), including, but not
limited to, the Coastal Zone portions of Venice, San Pedro, Pacific Palisades, Playa
Vista, Wilmington, Fort MacArthur/White Point, Palms/Marina Freeway Area, and Del
Ray Lagoon, as depicted on the City of Los Angeles Coastal Zone maps, as prepared
and maintained by the Department of City Planning. In the case of any discrepancy, the
Public Resources Code shall govern. 

Coastal Zone Affordable Housing Trust Fund is the reserve account
described in Chapter 128, Division 5 of the Los Angeles Administrative Code.

Extended Coastal Zone means that area within the City of Los Angeles within
three miles of the inland boundary of the Coastal Zone.

Inclusionary Residential Unit means a Residential Unit that is also a
“Restricted Affordable Unit,” as defined in Section 12.22 A 25 (b) of this Code, but is not
an Affordable Replacement Unit.

Income, Very Low, Low, or Moderate refers to the annual income of a
household, as defined in Sections 50079.5, 50093, 50105, and 50106 of the California
Health and Safety Code.

Local Coastal Program refers to the definition of “Local Coastal Program” in
Section 12.20.2 B of this Code. 

Mello Act Project Permit Compliance shall mean a decision by the assigned
decision-maker that a Project complies with the regulations set forth in Section
12.20.2.2 E of this Code, either as submitted or with conditions imposed to achieve
compliance. 

Pacific Palisades Subarea means that area of the City of Los Angeles depicted
as subarea one on the Coastal Zone map attached to the Administrative Procedures. 

Project means any action requiring a building permit approved by LADBS or a
discretionary land use approval approved by a decision-maker that:

(1) removes one or more existing Residential Units through a change to a
non-residential use—Change of Use;

(2) converts one or more existing Residential Units to a condominium,
cooperative, or similar form of ownership—Condominium Conversion; 
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(3) removes one or more existing Residential Units through the complete
or partial demolition of a building, or by combining two or more units to make a larger
unit—Demolition; or 

(4) creates one or more new Residential Units for rent or for sale, either
through new construction or the adaptive reuse of existing, non-residential
structures—New Housing. 

Project Applicant means the person, partnership, corporation, governmental
organization or other entity filing an application for a Project with either LADBS or
LADCP. 

Rental Housing Production Fees means the fees set forth in Section 12.95.2 K
of this Code.

Residential Unit means a dwelling unit, efficiency dwelling unit, light
housekeeping room, or joint living and work quarters, as defined in Section 12.03 of this
Code; a mobile home, as defined in California Health and Safety Code Section 18008;
a mobile home lot in a mobile home park, as defined in California Health and Safety
Code Section 18214; or a guest room or efficiency unit in a residential hotel, as defined
in California Health and Safety Code Section 50519 (b)(1).  

San Pedro-Harbor Subarea means that area of the City of Los Angeles
depicted as subarea three on the Coastal Zone map attached to the Administrative
Procedures.

Venice-Playa Del Rey Subarea means that area of the City of Los Angeles
depicted as subarea two on the Coastal Zone map attached to the Administrative
Procedures.

C. Relationship to Existing Regulations. The relationship between this ordinance and
other regulations that also apply to the Coastal Zone is set forth below:

1. Every Project in the Coastal Zone must receive the proper review pursuant to
this ordinance regardless if the Project is regulated by any geographically specific plan
or Local Coastal Program. This requirement also applies to any Project exempted from
the requirement to obtain a coastal development permit.

2. In the case of conflict between this ordinance, any geographically specific
plan, Local Coastal Program, or any other regulation, the requirement that results in the
largest number of Affordable Replacement Units or Inclusionary Residential Units shall
apply. 
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3. This ordinance shall not abrogate any existing development agreement
between a property owner and the City of Los Angeles executed prior to this
ordinance’s effective date.

4. This ordinance and the Administrative Procedures shall replace and
supercede the interim administrative procedures that are attached as Exhibit A to the
settlement agreement that took effect on January 3, 2001, in the matter of Venice Town
Council, et al., vs. City of Los Angeles, BC089678.

D. Administrative Procedures. City decision-makers, departments, staff, employees,
agents, officers, commissions and appellate bodies must administer and enforce this
ordinance in accordance with the Administrative Procedures. 

E. Regulations.

1. Affordable Existing Residential Units. LAHD shall have up to 60 days from
the date of referral by LADCP to determine if any existing Residential Units in a Change
of Use, Condominium Conversion or Demolition Project are Affordable Existing
Residential Units. This time limit may be extended as mutually agreed upon in writing
by LADCP and LAHD. In the event that an existing Residential Unit is occupied by more
than one person or family, and if at least one such person or family (excluding
dependents) is of Very Low, Low, or Moderate Income, then the existing Residential
Unit shall be considered to be an Affordable Existing Residential Unit. 

Exemptions: No Residential Unit shall be considered to be an Affordable
Existing Residential Unit if it: (1)  was completely and continuously unoccupied for more
than one year immediately prior to the filing of an application for a Change of Use,
Condominium Conversion or Demolition Project; (2) is occupied by its owner or owners
at the time the application for a Change of Use, Condominium Conversion or
Demolition Project is filed, except for a mobile home, as defined in California Health
and Safety Code Section 18008; or a mobile home lot in a mobile home park, as
defined in California Health and Safety Code Section 18214; or (3) is in a building a
governmental agency has declared a public nuisance pursuant to Division 13
(commencing with Section 17000) of the California Health and Safety Code;  Chapter
IX, Article 1, Division 89 of this Code; or any subsequent provision of this Code adopted
pursuant to Division 13 of the California Health and Safety Code.

2. Affordable Replacement Units. All Affordable Existing Residential Units that
are removed or converted must be replaced one-for-one with Affordable Replacement
Units or an in-lieu fee is paid.   

(a) In-Lieu Fees. Project Applicants may pay the following fees in lieu of
directly providing required Affordable Replacement Units:
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Subarea Fee 

Pacific Palisades A fee of $220,061 must be paid for each required
Affordable Replacement Unit.

Venice-Playa Del Rey A fee of $209,075 must be paid for each required
Affordable Replacement Unit.

San Pedro-Harbor A fee of $178,835 must be paid for each required
Affordable Replacement Unit.

(b) Affordability Level. An Affordable Replacement Unit must be offered
at the same level of affordability as the Affordable Existing Residential Unit that was
removed or converted.

(c) Right of First Refusal. The last household to occupy a removed or
converted Affordable Existing Residential Unit shall have a right of first refusal to
occupy an Affordable Replacement Unit when it becomes available for occupancy, but
must have a qualifying income, as determined by LAHD.

(d) Legal Status. An Affordable Existing Residential Unit shall be subject
to the provisions of this subdivision regardless if it was legally permitted or not. 

3. Inclusionary Residential Units. All New Housing and Condominium
Conversion Projects consisting of five or more Residential Units for sale must either
provide Inclusionary Residential Units or pay an in-lieu fee. 

Exemption: The requirements set forth in this subdivision shall not apply to
additional market-rate Residential Units included in a New Housing Project pursuant to
a density bonus, as set forth in Section 12.22 A 25 of this Code. 

(a) Requirements. This ordinance’s requirements concerning Inclusionary
Residential Units are set forth in the following chart: 
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Subarea Project Size

5-9 units 10 or more units

Pacific
Palisades

The Project Applicant
must pay an in-lieu fee
of $8,824 for every
market-rate Residential
Unit in the Project. 

The Project Applicant must provide
Inclusionary Residential Units affordable
to Very Low Income Households equal to
at least ten percent of all Residential Units
in the Project or pay an in-lieu fee of 
$22,006 for every market-rate Residential
Unit in the Project.   

Venice-Playa
Del Rey

The Project Applicant
must pay an in-lieu fee
of $8,383 for every
market-rate Residential
Unit in the Project. 

The Project Applicant must provide
Inclusionary Residential Units affordable
to Very Low Income Households equal to
at least ten percent of all Residential Units
in the Project or pay an in-lieu fee of 
$20,907 for every market-rate Residential
Unit in the Project.   

San Pedro-
Harbor

The Project Applicant
must pay an in-lieu fee
of $7,170 for every
market-rate Residential
Unit in the Project. 

The Project Applicant must provide
Inclusionary Residential Units affordable
to Very Low Income Households equal to
at least ten percent of all Residential Units
in the Project or pay an in-lieu fee of 
$17,883 for every market-rate Residential
Unit in the Project.   

(b) Project Size Adjustment. Any required Affordable Replacement Units
shall first be subtracted from total Project size before applying the requirements set
forth in Section 12.20.2.2 E 3 of this Code.

(c) Fractions.  The number of Inclusionary Residential Units required
pursuant to Section 12.20.2.2 E 3 of this Code shall be rounded upwards from fractions
of one-half (½) and more to result in one more required Inclusionary Residential Unit;
and rounded downwards from fractions of less than one-half (½) to result in one less
required Inclusionary Residential Unit.

4. Additional Regulations. The following additional regulations shall apply to
the provision of Affordable Replacement Units and Inclusionary Residential Units. 

(a) Tenure. Affordable Replacement Units or Inclusionary Residential
Units may be either rented, leased, or sold.  
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(b) Location. Project Applicants may locate Affordable Replacement
Units or Inclusionary Residential Units anywhere in the Coastal Zone or the Extended
Coastal Zone. Notwithstanding, the assigned decision-maker or appellate body, in
consultation with LAHD, may require that the units be located in a defined geographic
area within the Coastal Zone or Extended Coastal Zone.  

(c) Availability for Occupancy.  Affordable Replacement Units must be
available for occupancy within three years of the date that work commenced on the
Change of Use, Condominium Conversion or Demolition Project. Inclusionary
Residential Units must be available for occupancy as follows:

(1) if provided on-site by the Project Applicant, at the same time as
the market-rate Residential Units are available for occupancy;

(2) if provided off-site by the Project Applicant, within three years of
the date LAHD approves the Affordable Housing Provision Plan; or

(3) if provided by a Coastal Zone Affordable Housing Trust Fund
provider, within three years of the date a contract is executed between LAHD and the
provider.  

(d) Approved Provision Methods.  Subject to LAHD’s review and
approval, Affordable Replacement Units or Inclusionary Residential Units may be
provided through either: 

(1) new construction from the ground up; 

(2) the adaptive reuse of existing non-residential buildings; 

(3) the purchase and rehabilitation of vacant residential buildings;
or 

(4) the purchase of existing market-rate Residential Units, including
units under construction.

(e) Affordable Housing Incentives Guidelines. Affordable Replacement
Units and Inclusionary Residential Units must be provided in accordance with the
Affordable Housing Incentives Guidelines, as applicable. 

(f) Affordable Housing Provision Plan. Project Applicants that will
directly provide required Affordable Replacement Units or Inclusionary Residential Units
must prepare an Affordable Housing Provision Plan for LAHD’s review and approval. 
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(g) Affordability Covenant and Agreement. LAHD shall develop and the
Project Applicant shall record a covenant and agreement guaranteeing that required
Affordable Replacement Units and Inclusionary Residential Units shall remain
affordable for at least 55 years from the date the covenant and agreement is recorded.
Tenants, rental applicants, purchasers and prospective purchasers of the Affordable
Replacement Units or the Inclusionary Residential Units shall have the right to seek an
injunction to enforce the affordability criteria, or to raise the affordability criteria as a
defense or counterclaim to a claim for rent or possession directly against the owner,
manager, and/or their successors in interest, of those units. 

(h) Registration and Occupancy Monitoring.  All Affordable
Replacement Units and Inclusionary Residential Units provided pursuant to this
ordinance must be registered with LAHD. LAHD shall annually monitor each Affordable
Replacement Unit and Inclusionary Residential Unit to ensure that it remains affordable
to and occupied by a Very Low, Low, or Moderate Income Household. All registration
and occupancy monitoring fees as set forth in Section 19.14 G of this Code must be
paid.  

F. Coastal Zone Affordable Housing Trust Fund. Pursuant to Chapter 128, Division 5
of the Los Angeles Administrative Code, LAHD shall administer the Coastal Zone
Affordable Housing Trust Fund. 

1. LADBS shall collect and deposit in-lieu fees into the Coastal Zone Affordable
Housing Trust Fund. 

2. If a Project Applicant elects to pay in-lieu fees, then they must be paid in full
prior to LADBS’s issuance of any permits. Alternatively, Project Applicants may post a
performance bond, acceptable to LAHD, that guarantees full payment of the in-lieu fees
within one year of LADBS’s issuance of any permits. 

3. If in-lieu fees, Rental Housing Production Fees, or any other similar affordable
housing fees all apply to a project, then the greatest of these fees shall apply. Any fees
collected shall first be deposited into the Coastal Zone Affordable Housing Trust Fund.
Then, to the extent that there are fees above and beyond those required for deposit into
the Coastal Zone Affordable Housing Trust Fund, those additional fees shall be
deposited into the Rental Housing Production Fund or similar applicable affordable
housing trust fund or reserve account.

4. In-lieu fees may be used to finance the development of Affordable
Replacement Units or Inclusionary Residential Units anywhere in the Coastal Zone or
the Extended Coastal Zone, subject to Council policy. These fees may not be used to
cover the City’s costs related to administering the Coastal Zone Affordable Housing
Trust Fund or this ordinance. 
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5. Every year LAHD shall adjust the in-lieu fees set forth in this ordinance to
account for the annual change in construction and land costs in the Coastal Zone and
Extended Coastal Zone. The City Council shall adopt the adjusted in-lieu fees by
resolution. 

G. Mello Act Project Permit Compliance.  A  Mello Act Project Permit Compliance is
required if the Project is a New Housing or a Condominium Conversion Project
consisting of five or more Residential Units for sale, or Affordable Existing Residential
Units will be removed or converted. 

1. Notice of Exemption. If a Project does not require a Mello Act Project Permit
Compliance then the Project Applicant shall be issued a notice of exemption.  

2. Application. To apply for a required Mello Act Project Permit Compliance, the
Project Applicant must file an application at a public office of the LADCP, on a form
provided by the Department, and include all information as required by the
Administrative Procedures. In addition, the Project Applicant must pay the applicable
administrative fee set forth in Section 19.14 D of this Code. 

3. Authority. The assigned decision-maker shall have the authority to approve,
approve with conditions, or deny an application for a Mello Act Project Permit
Compliance. 

4. Finding. In order to grant a Mello Act Project Permit Compliance the assigned
decision-maker must find that the Project, either as submitted or conditioned, complies
with the regulations set forth in Section 12.20.2.2 E of this Code.

5. Limitation. The granting of a Mello Act Project Permit Compliance shall not
imply compliance with any other provisions of this Code. 

6. Expiration Period. A Mello Act Project Permit Compliance shall become null
and void if not utilized within two years of its effective date. For purposes of this
subdivision, “utilized” shall mean that work on the Project has begun and been carried
on diligently without substantial suspension or abandonment. The assigned decision-
maker may extend the expiration period pursuant to an application filed by the Project
Applicant at any public office of the LADCP, accompanied by payment of a fee equal to
that specified in Section 19.01 M of this Code. The application must be filed prior to the
expiration date, and set forth the reasons why an extension of time is needed. If good
and reasonable cause exists then the assigned decision-maker may extend the
expiration period by up to one year.  

7. Procedures. If a Project requires both a Mello Act Project Permit Compliance
and one or more other discretionary land use approvals, then the procedures set forth
in Section 12.36 of this Code concerning multiple approvals shall govern. If a Project
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only requires a Mello Act Project Permit Compliance and no other discretionary land
use approvals, then the assigned decision-maker is the Director of Planning and the
procedures set forth below shall govern:

(a) Optional Public Informational Meeting.  The Director may hold a
public informational meeting concerning an application for a Mello Act Project Permit
Compliance if the Director decides that doing so would be in the public interest. In that
event, notice of the meeting shall be provided following the procedures set forth in
Section 12.20.2.2 H 3 (b) of this Code. 

(b) Time Limit and Failure to Act-Transfer of Jurisdiction. The Director
shall make a decision approving, approving with conditions or denying an application for
a Mello Act Project Permit Compliance within 75 days after the date the application is
deemed complete. This time limit may be extended as mutually agreed upon in writing
by the Project Applicant and the Director. If the Director fails to act within this time limit
then the transfer of jurisdiction procedures set forth in Section 11.5.7 C 5 of this Code
shall govern. 

H.  Appeals. The Project Applicant or any other person aggrieved by the decision-
maker’s decision may appeal the Mello Act Project Permit Compliance to the
designated appellate body. The appellate body may, by resolution, reverse or modify, in
whole or in part, the Mello Act Project Permit Compliance, so long as it finds that its
decision is consistent with the Mello Act. The appellate body’s decision shall be final
and effective as provided in Charter Section 245. 

1. Decision. The appellate body shall make its decision, based on the record, as
to whether the decision-maker erred or abused its discretion. Appellants shall have the
burden of proof, and shall present substantial evidence and specific facts to support
their appeal. Appellants must set forth specifically the points at issue and the reasons
for the appeal. If a violation of federal or state law or of the federal or state constitutions
is claimed, then the appeal shall set forth the basis upon which the appellant makes this
claim. 

2. Economically Viable Use. If the basis for the appeal is a claim that
application of the regulations set forth in the Mello Act Ordinance constitutes an
unconstitutional taking that denies the appellant economically viable use of the subject
property then the appellate body may require the appellant to pay the fees set forth in
Section 19.14 F of this Code to compensate a qualified and independent consultant,
selected and retained by LAHD, to prepare a report evaluating the merits of this claim.
Pursuant to Section 5.528.1 of the Los Angeles Administrative Code, LAHD shall collect
and deposit these fees into the Mello Act Ordinance Appeals Trust Fund. The
consultant’s report shall be submitted to the appellate body within 60 days of the
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appellate’s body request, or within an extended period as mutually agreed upon in
writing by the appellate body and LAHD.  

3. Procedures. If a Project requires both a Mello Act Project Permit
Compliance and one or more other discretionary land use approvals, then the
procedures set forth in Section 12.36 of this Code concerning multiple approvals shall
govern. If a Project only requires a Mello Act Project Permit Compliance and no other
discretionary land use approvals, then the appellate body is the Area Planning
Commission and the procedures set forth below shall govern:

(a) Filing of an Appeal.  An appeal must be filed within 15 days of the
date of mailing of the Director of Planning’s Mello Act Project Permit Compliance  on
forms provided by LADCP. The Mello Act Project Permit Compliance  becomes final
and effective upon the close of the 15-day appeal period if not appealed, or as provided
below if appealed. 

The Commission shall not consider any appeal not filed within the 15-day appeal
period. The filing of an appeal stays proceedings in the matter until the Commission has
made a decision. Once an appeal is filed, the Director shall transmit the appeal and the
file to the Commission, together with any reports that may have been prepared
responding to the allegations made in the appeal.

(b) Public Hearing. Before acting on any appeal, the Commission shall
set the matter for public hearing, at which evidence shall be taken. The Commission
may conduct the hearing itself, or may designate a hearing officer to conduct the
hearing. The Commission shall give notice in all of the following manners: 

(1) By at least one publication in a newspaper of general circulation
in the City of Los Angeles, designated for that purpose by the City Clerk, no less than
24 days prior to the date of the hearing; and

(2) By mailing a written notice no less than 24 days prior to the date
of the hearing to the parties specified in Section 12.20.2.2 I of this Code. 

(c) Time for Appellate Decision. The Commission shall act within 75
days after the expiration of the appeal period, or within any additional period that the
Project Applicant and the Commission both agree to in writing. The Commission’s
failure to adopt a resolution within this time period shall be deemed a denial of the
appeal.

I. Notice. A copy of the notice of exemption, Mello Act Project Permit Compliance,
notice of the optional public informational meeting, notice of appellate body public
hearing, and appeal decision shall be mailed to: the Project Applicant; to the owner of
the subject property, if other than the Project Applicant; to all occupants of buildings in a
Change of Use, Condominium Conversion or Demolition Project; to the owners of all
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properties abutting, across the street or alley from, or having a common corner with the
subject property; to all persons who have filed written requests for notice with LADCP;
the applicable Council office; LADBS; LAHD; the Department of Neighborhood
Empowerment; and to all persons as required by the Administrative Procedures.  

J. Annual Report. Every year after the effective date of this ordinance LAHD shall
compile, with the assistance of LADBS and LADCP, a report that covers the period
from July 1 through June 30 of the prior year.  

K. Severability.  If any provisions of this ordinance are found to be unconstitutional or
otherwise invalid by any court of competent jurisdiction, that invalidity shall not affect
the remaining provisions of this ordinance, which can be implemented without the
invalid provision, and to this end the provisions of this ordinance are declared to be
severable. 

Sec. 2.  Chapter 128 of Division 5 of the Los Angeles Administrative Code is hereby
amended to read:

CHAPTER 128

COASTAL ZONE AFFORDABLE HOUSING TRUST FUND SPECIAL FUNDS

Section 5.528. Coastal Zone Affordable Housing Trust Fund.

A. Creation and Administration of Fund. This ordinance creates within the
Treasury of the City of Los Angeles a special fund known as the Coastal Zone
Affordable Housing Trust Fund, referred to in this chapter as the Fund. (the “Fund”) The
Los Angeles Housing Department (LAHD) shall administer, have overall management
of and expend funds from the Fund in accordance with the provisions of this ordinance.
LAHD shall also administer the Fund in accordance with established City practice and
in conformity with Government Code Section 66000, et seq. All interest or other
earnings from money received into the Fund shall be credited to the Fund and devoted
to the purposes listed in this chapter.

B. Purpose. The Fund shall be used for the deposit of money paid to the City of
Los Angeles pursuant to the Mello Act Ordinance and any other money appropriated or
given to this Fund for affordable housing in the Coastal Zone, or within three miles of
the inland boundary of the Coastal Zone.

C. Expenditures. Except as set forth below, funds collected pursuant to the
Mello Act Ordinance and any other monies placed in this Fund shall be expended only
for the purpose of developing affordable housing in the Coastal Zone, or within three
miles of the inland boundary of the Coastal Zone.
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LAHD is authorized to make expenditures from this the Fund in accordance with
the Mello Act Ordinance. Administration of the Fund and expenditures from the Fund
shall also be in compliance with the requirements in Government Code Section 66000,
et seq., including the following:

1. The City Departments shall deposit all monies received pursuant to the
Mello Act Ordinance in the Fund and avoid any commingling of the monies with other
City revenues and funds, except for temporary investments, and expend those monies
solely for the purpose for which the in-lieu fee was collected. Any interest income
earned by monies in the Fund shall also be deposited in that Fund and shall be
expended only for the purpose for which the in-lieu fee was originally collected.

2. LAHD shall, within 180 days after the last day of each fiscal year, make
available to the public all the information required by Government Code Section 66006
(a).

3. The City Council shall review the information made available to the
public pursuant to Paragraph 2 within the time required by Section 66006, and give
notice of that meeting as required by that Section.

4. When required to do so by Government Code Section 66001 (e) and
(f), the City Council shall authorize refunds of fees paid to the Fund. Funds shall be
used for the purposes set forth in Subsection B. Should any project become infeasible
for any reason determined by the City Council or there are project savings, the City
Council may reprogram the applicable funds so long as the funds are used for the
purposes set forth above.

Regulations to administer these funds shall be promulgated by LAHD.

D. Reporting. LAHD shall report annually to the City Council and Mayor
identifying and describing in detail receipts and expenditures of the Fund. LAHD shall
submit each annual report within 60 days after the close of the fiscal year covered in
the report.

Section 5.528.1. Mello Act Ordinance Appeals Trust Fund.

A. Creation and Administration of Fund. This ordinance creates within the
Treasury of the City of Los Angeles a special fund known as the Mello Act Ordinance
Appeals Trust Fund (the “Fund”). The Los Angeles Housing Department (LAHD) shall
administer, have overall management of, and expend fund from the Fund in accordance
with the provisions of this ordinance. LAHD shall administer the Fund in accordance
with established City practice. All interest or other earnings from money received into
the Fund shall be credited to the Fund and devoted to the purposes listed in this
ordinance.
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B. Expenditures. Pursuant to Section 12.20.2.2 H 2 of the Los Angeles
Municipal Code, the Fund shall be used to cover LAHD’s cost to compensate
consultants to evaluate the merits of Mello Act Project Permit Compliance appeals
when the basis for the appeal is a claim that application of the regulations set forth in
the Mello Act Ordinance constitutes an unconstitutional taking that denies the Appellant
economically viable use of the subject property 

C. Procedures. LAHD is authorized to establish appropriate procedures to carry
out this ordinance.

Sec. 3. A new Section 19.14 is hereby added to Article 9 of Chapter 1 of the Los
Angeles Municipal Code to read:

MELLO ACT ORDINANCE ADMINISTRATIVE FEES.  In addition to all other
fees payable to the City of Los Angeles, the following administrative fees must be paid
in connection with Section 12.20.2.2 of this Code, otherwise known as the “Mello Act
Ordinance.”

A. A fee of $240.00 shall be charged and collected by the Los Angeles Housing
Department (LAHD) when the affordability status of an existing Residential Unit is
determined, and $300.00 when redetermined, pursuant to Section 12.20.2.2 E 1 of this
Code.

B. If an in-lieu fee pursuant to Section 12.20.2.2 E of this Code is paid, then a
surcharge equal to five percent of the total amount of the in-lieu fee shall be charged
and collected by LAHD.

C. A fee of $500.00 shall be charged and collected by LAHD when an Affordable
Housing Provision Plan prepared by a Project Applicant is reviewed, pursuant to
Section 12.20.2.2 E 4 of this Code.

D. Pursuant to Section 12.20.2.2 G of this Code, the Los Angeles Department of
City Planning (LADCP) shall charge and collect:

1. A fee of $232.00 when applications for a Mello Act Project Permit
Compliance and a discretionary land use approval are concurrently filed; or

2. A fee of $860.00 when only an application for a Mello Act Project
Permit Compliance is filed.

E. If a Mello Act Project Permit Compliance is appealed pursuant to Section
12.20.2.2 H of this Code, then LADCP shall charge and collect:
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1. The appeal fees connected to the discretionary land use approval if it
was filed concurrently with an application for a Mello Act Project Permit Compliance; or

2. The appeal fees set forth in Section 19.01 B of this Code if only an
application for a Mello Act Project Permit Compliance  was filed;

F. An initial fee of $5,000.00 shall be charged and collected by LAHD if the
assigned appellate body requests a consultant report when a Mello Act Project Permit
Compliance is appealed based on a claim that application of the regulations set forth in
the Mello Act Ordinance constitutes an unconstitutional taking that denies the appellant
economically viable use of the subject property pursuant to Section 12.20.2.2 H 2 of
this Code. This fee shall cover LAHD’s initial cost to compensate the consultant to
evaluate the merits of the claim. If LAHD’s cost to compensate the consultant exceeds
$5000.00, then the appellant shall pay a supplemental fee equal to the additional cost.
If the actual cost is less than $5000.00, then the LAHD shall refund the difference to the
appellant.

LAHD shall deposit the initial and supplemental fees into the Mello Act
Ordinance Appeals Trust Fund, as described in Section 5.528.1 of the Los Angeles
Administrative Code.

G. A one-time registration fee of $370.00 shall be charged and collected by
LAHD each time a certificate of occupancy is issued for an Affordable Replacement
Unit or an Inclusionary Residential Unit. Thereafter, an annual fee of $370.00 shall be
charged and collected by LAHD each time the occupancy of an Affordable
Replacement Unit or an Inclusionary Residential Unit is monitored pursuant to Section
12.20.2.2 E 4 of this Code.

Sec.4.  The City Clerk shall certify...
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1.0 INTRODUCTION AND SUMMARY

These Administrative Procedures augment and give further detail to Section 12.20.2.2
of the Los Angeles Municipal Code (LAMC), which establishes regulations known as
the “Mello Act Ordinance” pursuant to California Government Code Section 65590 (k). 

The purpose of the Mello Act Ordinance is to protect and increase the supply of
housing affordable to households with Very Low, Low, or Moderate Incomes in the
Coastal Zone. The ordinance accomplishes this purpose by requiring that all Affordable
Existing Residential Units that are removed or converted are replaced one-for-one with
Affordable Replacement Units or an in-lieu fee is paid. In addition, the ordinance
requires that New Housing and Condominium Conversion Projects consisting of five or
more units for sale provide either Inclusionary Residential Units or pay an in-lieu fee.  

1.1 ADMINISTRATION AND ENFORCEMENT

The following three City departments shall have shared responsibility for administering
and enforcing the Mello Act Ordinance:

‘ Los Angeles Department of Building and Safety (LADBS);

‘ Los Angeles Department of City Planning (LADCP); and

‘ Los Angeles Housing Department (LAHD).  

A matrix of inter-departmental responsibilities is attached as Attachment 1.  

1.2 AREA

The Coastal Zone in the City of Los Angeles consists of three distinct geographic 
subregions:

‘ Pacific Palisades; 
‘ Venice-Playa Del Rey; and
‘ San Pedro-Harbor. 

The Extended Coastal Zone is defined as that area within the City of Los Angeles within
three miles of the inland boundary of the Coastal Zone. The Coastal Zone and the
Extended Coastal Zone are depicted on the map attached as Attachment 2. 
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1.3 PROJECTS SUBJECT TO THE MELLO ACT ORDINANCE 

There are four types of Projects subject to the Mello Act Ordinance: 

‘ Change of Use—A Project that removes one or more existing Residential Units
through a change to a non-residential use.

‘ Condominium Conversion—A Project that converts one or more existing
Residential Units to a condominium, cooperative, or similar form of ownership.

‘ Demolition—A Project that removes one or more existing Residential Units
through the complete or partial demolition of a building, or by combining two or
more units to make a larger unit.

‘ New Housing—A Project that creates one or more new Residential Units for
rent or for sale, either through new construction or the adaptive reuse of existing,
non-residential structures. 

 
1.4 DEFINITIONS

Capitalized terms used in these Administrative Procedures shall have the same
meaning as capitalized terms used in the Mello Act Ordinance.

1.5 SCOPE

These Administrative Procedures augment the following provisions of the Mello Act
Ordinance:

‘ Initial Screening (Proper Review) 
‘ Affordable Existing Residential Units
‘ Affordable Replacement Units
‘ Regulations Applicable to Both Affordable Replacement Units and Inclusionary

Residential Units
‘ Coastal Zone Affordable Housing Trust Fund
‘ Mello Act Project Permit Compliance
‘ Notice
‘ Annual Report

The Procedures do not augment the following provisions of the Mello Act Ordinance:

‘ Inclusionary Residential Units
‘ Appeals
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2.0 INITIAL SCREENING

The following Administrative Procedures augment the Mello Act Ordinance’s
requirement that every Project in the Coastal Zone receive the proper review. [LAMC
Sec. 12.20.2.2 C 1]

2.1 Applications for a Building Permit

LADBS shall screen all building permit applications in the Coastal Zone to identify
Projects subject to the Mello Act Ordinance. 

‘ If a Project does not require a Mello Act Project Permit Compliance, LADBS shall
issue a notice of exemption. 

‘ If a Project requires a Mello Act Project Permit Compliance, LADBS shall refer
the Project Applicant to LADCP for follow-up processing. 

2.2 Applications for a Discretionary Land Use Approval

LADCP shall screen all discretionary land use approval applications in the Coastal Zone
to identify Projects subject to the Mello Act Ordinance. Discretionary land use approvals
include any action that requires the approval of a decision-maker (e.g., Director of
Planning, Advisory Agency, Zoning Administrator, City Planning Commission or Area
Planning Commission).  

‘ If a Project does not require a Mello Act Project Permit Compliance, LADCP shall
issue a notice of exemption. 

‘ If a Project requires a Mello Act Project Permit Compliance, LADCP shall require
the Project Applicant to file an application for a Compliance Permit. 

‘ If a Project requires both a Mello Act Project Permit Compliance and a
discretionary  land use approval, LADCP shall charge and collect the fee set
forth in LAMC Section 19.14 D 1.  

‘ If a Project only requires a Mello Act Project Permit Compliance and no
discretionary  land use approval, LADCP shall charge and collect the fee set
forth in LAMC Section 19.14 D 2.  

2.3 Project Information

LADCP shall not deem an application for a Mello Act Project Permit Compliance
complete until the Project Applicant has provided the following information: 

‘ A complete description of the proposed Project, including detailed plans and
photographs.
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‘ Number of existing Residential Units that will be removed or converted. 

‘ The number of bedrooms for each Residential Unit that will be removed or
converted. 

‘ Number of proposed new Residential Units, if applicable, broken down by the
number of units that will be for-sale and the number that will be for-rent. 

‘ Other information deemed necessary by LADCP to adequately review the
application for a Mello Act Project Permit Compliance.  

2.4 Case Files

LADCP shall assign an “MEL” suffix to the case file for each Project that requires a
Mello Act Project Permit Compliance. 

‘ If a Project requires a Mello Act Project Permit Compliance and a discretionary
land use approval, LADCP shall insert the Project information in the case file for
the discretionary  land use approval. The Compliance Permit will be processed
as part of the discretionary  land use approval. 

‘ If a Project only requires a Mello Act Project Permit Compliance and no
discretionary land use approval, LADCP must set up a separate case file. The
Compliance Permit will be processed as a stand-alone action.   

3.0 AFFORDABLE EXISTING RESIDENTIAL UNITS

The following Administrative Procedures augment the Mello Act Ordinance’s
requirement that the affordability status of existing Residential Units that will be
removed or converted be determined. [LAMC Sec. 12.20.2.2 E 1]

3.1 EXEMPTIONS

If an existing Residential Unit does not qualify for one of the following three exemptions,
LAHD shall complete Sections 3.2 through 3.6 below. 

3.1.1 Vacant Unit Exemption (LAHD must determine)

No Residential Unit shall be considered to be an Affordable Existing Residential Unit if it
was completely and continuously unoccupied for more than one year immediately prior
to the filing of an application for a Change of Use, Condominium Conversion or
Demolition Project.

3.1.2 Owner-Occupied Exemption (LADCP must determine)

No Residential Unit shall be considered to be an Affordable Existing Residential Unit if
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it is occupied by its owner or owners at the time the application for a Change of Use,
Condominium Conversion or Demolition Project is filed, except for a mobile home, as
defined in California Health and Safety Code Section 18008, or a mobile home lot in a
mobile home park, as defined in California Health and Safety Code Section 18214. 

3.1.3 Public Nuisance Exemption (LADBS must determine)

No Residential Unit shall be considered to be an Affordable Existing Residential Unit
if it is in a building a governmental agency has declared a public nuisance pursuant to
Division 13 (commencing with Section 17000) of the California Health and Safety Code; 
Chapter IX, Article 1, Division 89 of this Code; or any subsequent provision of this Code
adopted pursuant to Division 13 of the California Health and Safety Code. 

To qualify for the public nuisance exemption the Project Applicant must submit a
certified title report indicating that a public nuisance declaration has been recorded
against the residential structure and has not been terminated. In reviewing certified title
reports, LADBS must take Government Code Section 65590 (b) (4) into account:

“For purposes of this subdivision, no building, which conforms to the standards
which were applicable at the time the building was constructed and which does
not constitute a substandard building, as provided in Section 17920.3 of the
Health and Safety Code, shall be deemed to be a public nuisance solely
because the building does not conform to one or more of the current provisions
of the Uniform Building Code as adopted within the jurisdiction for new
construction.”

3.2 SEND NOTICE TO HOUSEHOLDS

LAHD shall send a notice to all households currently residing in the building proposed
for a Change of Use, Condominium Conversion or Demolition Project. The notice must
contain the following information:

‘ A description of the proposed Change of Use, Condominium Conversion or
Demolition Project.  

‘ A description of the Mello Act Ordinance and the City’s Mello Act compliance
review process.

‘ A description of the rights that households determined to have a Very Low, Low,
or Moderate Income have, including a right of first refusal to occupy an
Affordable Replacement Unit pursuant to Section 4.3 below.
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‘ A referral to: 

Western Center on Law and Poverty, Inc.
3701 Wilshire Boulevard, Suite 208
Los Angeles, CA 90010-2809
Attn:  Deanna Kitamura or alternative specified person

‘ A LAHD telephone number to call for additional information.

3.3 DETERMINE HOUSEHOLD INCOME BASED ON MONTHLY HOUSING COST

OR ACTUAL INCOME DATA

If current monthly housing cost data indicates that the existing Residential Unit is
affordable to a household with a Very Low, Low, or Moderate Income, then LAHD shall
presume that the Residential Unit is occupied by a household with a Very Low, Low, or
Moderate Income.

If current monthly housing cost data does not indicate that the existing Residential Unit
is affordable to a household with a Very Low, Low, or Moderate Income, then LAHD
shall collect prior monthly housing cost data for at least the previous three years. If the
average monthly housing cost over that period indicates that the existing Residential
Unit is affordable to a household with a Very Low, Low, or Moderate Income, then
LAHD shall presume that the Residential Unit is occupied by a household with a Very
Low, Low, or Moderate Income. 

If three years of monthly housing cost data is not available or readily obtainable, then
LAHD shall determine household income through the direct collection and verification of
actual income data.

3.4 DETERMINE ACCURACY OF HOUSEHOLD INCOME BASED ON MONTHLY

HOUSING COST DATA

LAHD shall provide households and Project Applicants with the opportunity to verify the
accuracy of household income determinations based on monthly housing cost.

LAHD shall provide households presumed not to have a Very Low, Low, or Moderate
Income with the opportunity to submit data verifying actual income.  Likewise, LAHD
shall provide Project Applicants with a roster of households presumed to have a Very
Low, Low, or Moderate Income, who may then submit data verifying actual income.
LAHD is responsible for verifying the accuracy of any submitted income data. LAHD
shall use actual income data to correct any incorrect household income determinations
based on monthly housing cost.
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3.5 IDENTIFY AND DETERMINE IF ANY EVICTIONS WERE FOR THE PURPOSE

OF EVADING THE MELLO ACT

LAHD shall conduct an investigation to carry out the following provisions of the Mello
Act concerning evictions, as set forth in Government Code Section 65590 (b):

“For purposes of this subdivision, a residential dwelling unit shall be deemed
occupied by a person or family of low or moderate income if the person or family
was evicted from that dwelling unit within one year prior to the filing of an
application to convert or demolish the unit and if the eviction was for the purpose
of avoiding the requirements of this subdivision.  If a substantial number of
persons or families of low or moderate income were evicted from a single
residential development within one year prior to the filing of an application to
convert or demolish the structure, the evictions shall be presumed to have been
for the purpose of avoiding the requirements of this subdivision and the applicant
for the conversion or demolition shall bear the burden of proving that the
evictions were not for the purpose of avoiding the requirements of this
subdivision.”

LAHD shall identify those Residential Units presumed to have a Very Low, Low or
Moderate Income based on its investigation. 

3.6 PREPARE A WRITTEN REPORT

LAHD shall prepare and submit to LADCP a written report, as follows: 

ADDRESS OF

STRUCTURE 

COASTAL

ZONE

SUBAREA

NUMBER OF

EXISTING

RESIDENTIAL UNITS

NUMBER OF 

AFFORDABLE

EXISTING

RESIDENTIAL UNITS

Structure 1

Structure 2

Structure 3

Structure 4

Structure 5

TOTAL
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LAHD shall provide the following information for each Affordable Existing Residential
Unit:

‘ Address;
‘ Names of household members; and
‘ Number of bedrooms. 

4.0 AFFORDABLE REPLACEMENT UNITS

The following Administrative Procedures augment the Mello Act Ordinance’s
requirement that all Affordable Existing Residential Units that are removed or converted
be replaced one-for-one with Affordable Replacement Units or an in-lieu fee is paid.
[LAMC Sec. 12.20.2.2 E 2]

4.1 DATE WORK COMMENCED 

Required Affordable Replacement Units must be ready for occupancy within three years
of the date that “work commenced” on the Change of Use, Condominium Conversion or
Demolition Project.  The date that “work commenced” shall be established as follows:

‘ Change of Use or Demolition Project—the date that LADBS issued the building
permit.  LADBS shall send LAHD a copy of the building permit. 

‘ Condominium Conversion Project—the date that LADBS issued the building
permit, if the Conversion requires a building permit.  LADBS shall send LAHD a
copy of the building permit. 

‘ Condominium Conversion Project—the date Council approved the final map for
recording, if the Conversion does not require a building permit. LADCP shall
send LAHD a copy of Council’s action.  

4.2 AFFORDABILITY LEVEL

An Affordable Replacement Unit must be offered at the same level of affordability as
the removed or converted Affordable Existing Residential Unit it will replace. 
Accordingly, if LAHD determined that the Affordable Existing Residential Unit was:

‘ occupied by a Very Low Income household, then the Affordable Replacement
Unit must be affordable to a Very Low Income household; or was

‘ occupied by a Low Income household, then the Affordable Replacement Unit
must be affordable to a Low or Very Low Income household; or was

‘ occupied by a Moderate Income household, then the Affordable Replacement
Unit must be affordable to a Moderate, Low, or Very Low Income household. 
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4.3 RIGHT OF FIRST REFUSAL 

Project Applicants and Coastal Zone Affordable Housing Trust Fund providers must
notify LAHD when Affordable Replacement Units are available for occupancy. LAHD
must then make all reasonable efforts to notify the last household to occupy the
removed or converted Affordable Existing Residential Unit of its right of first refusal. 

5.0 REGULATIONS APPLICABLE TO BOTH AFFORDABLE REPLACEMENT

UNITS AND INCLUSIONARY RESIDENTIAL UNITS

The following Administrative Procedures augment the Mello Act Ordinance’s additional
regulations applicable to the provision of both Affordable Replacement Units and
Inclusionary Residential Units. [LAMC Sec. 12.20.2.2 E 4]

5.1 APPROVED PROVISION METHODS

Subject to LAHD’s review and approval, four methods are approved to provide
Affordable Replacement Units or Inclusionary Residential Units: 

‘ New construction from the ground up;  

‘ Adaptive reuse of existing non-residential buildings; 

‘ Purchase and rehabilitation of existing residential buildings, subject to the
following conditions: (1) the building is vacant; (2) LAHD inspects and approves
the building proposed for purchase and rehabilitation; (3) the building is
rehabilitated to comply with all applicable building and fire and life/safety
standards set forth in City Codes; (4) the rehabilitation is substantial; and (5)
LAHD verifies that the useful life of the building will be not less than 55 years
after rehabilitation; and

‘ Purchase of existing market-rate Residential Units, including units under
construction, subject to the following conditions: (1) none of the units are
occupied by a Very Low, Low or Moderate Income household; and (2) all
applicable provisions of the Rent Stabilization Ordinance, as set forth in LAMC
Sec. 151.00, et seq., are complied with.  

5.2 AFFORDABLE HOUSING PROVISION PLAN 

Project Applicants that will directly provide required Affordable Replacement Units or
Inclusionary Residential Units must prepare an Affordable Housing Provision Plan for
LAHD’s review and approval. The Affordable Housing Provision Plan must document
how required Affordable Replacement Units or Inclusionary Residential Units will be
provided in accordance with the Mello Act Ordinance, these Administrative Procedures,
and the Affordable Housing Incentives Guidelines. Each Plan must include the following
information:
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‘ Address where Affordable Replacement Units or Inclusionary Residential Units
will be provided; 

‘ Methods by which Affordable Replacement Units or Inclusionary Residential
Units will be provided;

‘ Description of the Affordable Replacement Units or Inclusionary Residential
Units that will be provided, including the number of bedrooms, square footage,
and the number of parking spaces that will be provided, including guest parking;  

‘ Affordable housing incentives that will be used, including density bonuses or
other incentives provided by LAMC Section 12.22 A 25;

‘ Financing plan, including tax credits and public subsidies;   

‘ Project completion timetable; and

‘ Other information deemed necessary by LAHD.  

LAHD may require that a performance bond be posted or that other financial
assurances be made to assure compliance with the final, approved Affordable Housing
Provision Plan. LAHD may also require that periodic progress reports be filed that
describe the progress being made in implementing the approved Affordable Housing
Provision Plan.

5.3 REGISTRATION AND OCCUPANCY MONITORING

All Affordable Replacement Units and Inclusionary Residential Units provided pursuant
to this ordinance must be registered with LAHD. LAHD shall annually monitor each
Affordable Replacement Unit and Inclusionary Residential Unit to ensure that it remains
affordable to and occupied by a Very Low, Low, or Moderate Income Household. All
registration and occupancy monitoring fees as set forth in Section 19.14 G of this Code
must be paid.  

LAHD’s monitoring procedures may include a requirement that owners of Affordable
Replacement Units or Inclusionary Residential Units submit tenant income information
that has been verified by third party sources.

6.0 COASTAL ZONE AFFORDABLE HOUSING TRUST FUND

The following Administrative Procedures augment the Mello Act Ordinance’s
requirement that LAHD administer the Coastal Zone Affordable Housing Trust Fund.
[LAMC Sec. 12.20.2.2 F]  
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6.1 ANNUAL ADJUSTMENT OF IN-LIEU FEES

LAHD shall annually adjust the in-lieu fees set forth in the Mello Act Ordinance to
account for the annual change in construction and land costs in the Coastal Zone and
Extended Coastal Zone, using the following procedures: 

‘ The annual change in construction cost shall be measured based on the
Engineering News Record’s Construction Cost index or a similar appropriate
index.

‘ The annual change in land cost shall be measured based on the weighted
average annual change in median condominium sales prices by ZIP code in the
Coastal Zone and Extended Coastal Zone. (These data are published by the Los
Angeles Times,  using Los Angeles County Assessor data compiled by
Dataquick. They are also available on a subscription basis from other vendors,
such as First American Real Estate Solutions.) 

‘ The relative balance between land cost inflation and construction cost inflation
shall be determined based on current development cost data for recently
completed or construction-in-progress multiple-family affordable housing
developments assisted by LAHD.  A simple average of the ratio between land
and construction cost shall derive the land cost percentage. The inverse shall
derive the construction cost percentage. For example, if the average land cost
for recent developments was $3.0 million and the average construction cost was
$9.0 million, the land to land plus construction cost ratio would be 25 percent
($3.0 million / ($3.0 million + $9.0 million) and the construction cost to land cost
plus construction cost ratio would be 75 percent.  

6.2 COUNCIL APPROVAL 

The Council shall adopt the adjusted in-lieu fees by resolution. 

7.0 MELLO ACT PROJECT PERMIT COMPLIANCE

The following Administrative Procedures augment the Mello Act Ordinance’s
requirements concerning the required Mello Act Project Permit Compliance. [LAMC
Sec. 12.20.2.2 G] 

‘ Through its appropriate administrative office, the decision-maker or appellate
body must notify LAHD when a Mello Act Project Permit Compliance is final. A
Mello Act Project Permit Compliance is “final” when the time limit for filing an
appeal has passed and no appeal was filed, or, if an appeal was filed, the final
appellate body has issued its decision. 

‘ LAHD is responsible for enforcing the conditions set forth in the final Mello Act
Project Permit Compliance. 



Mello Act Ordinance DRAFT ADMINISTRATIVE PROCEDURES Page 14 of 18

‘ LADBS may not issue any building permit or certificate of occupancy for a
Project subject to the Mello Act Ordinance unless a valid notice of exemption has
been issued or LAHD has determined that the Project Applicant has complied
with all of the conditions set forth in the final Mello Act Project Permit
Compliance. 

8.0 NOTICE

The following Administrative Procedures augment the Mello Act Ordinance’s notice
requirements. [LAMC Sec. 12.20.2.2 I] 

For a period of not more than two years after the effective date of the Mello Act
Ordinance, copies of the documents listed in LAMC Sec. 12.20.2.2 I shall be mailed to
the person or persons designated for this purpose by attorneys for the plaintiffs in the
matter of Venice Town Council, et al., vs. City of Los Angeles, BC089678. 

After the end of this two-year period copies of these documents shall only be mailed to
this person or persons if the proper written request for such notice has been filed with
the appropriate City office. 

9.0 ANNUAL REPORT

The following Administrative Procedures augment the Mello Act Ordinance’s
requirement that every year after the effective date of this ordinance LAHD shall
compile, with the assistance of LADBS and LADCP, a report that covers the period
from July 1 through June 30 of the prior year. [LAMC Sec. 12.20.2.2 J]

No later than 60 working days after June 30 the required annual report must be
submitted to the Mayor and the City Council and released to the public. It must contain
the information listed below:  

‘ As provided by LADBS, the number of new Residential Units for which the City
issued building permits in the Coastal Zone;

‘ As provided by LADCP, the number of Inclusionary Residential Units that the
City required to be provided, either within the Coastal Zone or the Extended
Coastal Zone;

‘ As provided by LADBS and LAHD, the number and location of new Inclusionary
Residential Units for which construction was completed, either within the Coastal
Zone or the Extended Coastal Zone;

‘ As provided by LADCP, the number and location of Affordable Existing
Residential Units approved for removal or conversion; 
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‘ As provided by LADCP, the number and location of Affordable Replacement
Units that the City required to be provided,  either within the Coastal Zone or the
Extended Coastal Zone; and

‘ As provided by LADBS and LAHD, the number and location of Affordable
Replacement Units for which construction was completed, either within the
Coastal Zone or the Extended Coastal Zone.

This information must be organized by Very Low, Low, and Moderate Income
categories.   
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ATTACHMENT 1

MATRIX OF INTER-DEPARTMENTAL RESPONSIBILITIES

TASK LADBS LADCP LAHD

Initial Screening

1. Screen building permit applications to identify Projects
subject to the Mello Act Ordinance.

X

2. Screen discretionary  land use approval applications
to identify Projects subject to the Mello Act Ordinance.  

X

3. Issue notice of exemption to Projects that do not
require a Mello Act Project Permit Compliance.  

X X

4. Take in applications for a Mello Act Project Permit
Compliance and collect all relevant Project information. 

X

5. Set up case files for Projects that only require a Mello
Act Project Permit Compliance and no discretionary 
land use approval.  

X

6. Include Project information in case files that require
both a Mello Act Project Permit Compliance and a
discretionary land use approval.

X

Affordable Existing Residential Units

7. Identify existing Residential Units that qualify for the
vacant unit exemption.

X

8. Identify existing Residential Units that qualify for the
owner-occupied unit exemption.

X

9. Identify existing Residential Units that qualify for the
public nuisance exemption.

X

10. Determine the affordability status of Residential
Units that do not qualify for an exemption and notify
LADCP of results. 

X
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TASK LADBS LADCP LAHD

Mello Act Project Permit Compliance

11. Review applications. 

X

12. Approve, approve with conditions, or disapprove
applications. 

X

Appeals

13. Review and process appeals.

X

14. Pursuant to the appellate body’s request, oversee
the consultant’s preparation of a report when the basis
for the appeal is a claim that application of the
regulations set forth in the Mello Act Ordinance
constitutes an unconstitutional taking that denies the
appellant economically viable use of the subject
property.

X

Notice

15. Carry out all notice requirements as set forth in the
Mello Act Ordinance and these Administrative
Procedures.

X

Enforcement

16. Review and approve Affordable Housing Provision
Plans submitted by Project Applicants. 

X

17. Develop Covenant and Agreements for recording
with the Los Angeles County Recorder. 

X

18. Notify LAHD of date work commenced on Change of
Use,  Demolition, and Condominium Conversion
Projects that require a building permit.

X

19. Notify LAHD of date work commenced on
Condominium Conversion Projects that do not require a
building permit.

X

20. Notify last household to occupy a removed or
converted Affordable Existing Residential Unit of its right
of first refusal when an Affordable Replacement Unit is
available for occupancy.

X
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TASK LADBS LADCP LAHD

21. Annually monitor occupancy of Affordable
Replacement Units and Inclusionary Residential Units to
ensure they are occupied by qualified Very Low, Low or
Moderate Income households. 

X

22. Collect and deposit in-lieu fees into the Coastal Zone
Affordable Housing Trust Fund.  

X

23. Prepare and issue Notices of Funding Availability. X

24. Award funds and negotiate and execute contracts
with affordable housing providers. 

X

25. Annually adjust in-lieu fees and submit to Council for
approval. 

X

26. Carry out all other tasks required to manage the
Coastal Zone Affordable Housing Trust Fund, as set
forth in Chapter 128, Division 5 of the Los Angeles
Administrative Code. 

X

Annual Report

27. Compile and release required annual report with
assistance of LADBS and LADCP. 

X



ATTACHMENT 2

MAP OF THE COASTAL ZONE AND EXTENDED COASTAL ZONE

IN THE CITY OF LOS ANGELES



S
 M

A
IN

 S
T

VENTURA BLVD

W PICO BLVD

W 3RD ST

S
 F

IG
U

E
R

O
A

 S
T

S
 B

R
O

A
D

W
A

Y

S
 V

E
R

M
O

N
T

 A
V

W SUNSET BLVD

BEVERLY BLVD

A
V

A
LO

N
 B

LV
D

WILSHIRE BLVD

W O
LYMPIC

 BLVD

BURBANK BLVD

MELROSE AV

N
 S

E
P

U
LV

E
D

A
 B

LV
D

MAGNOLIA BLVD

C
R

E
N

S
H

A
W

 B
LV

D

VENICE BLVD

E 4TH ST

RODEO RD

MOORPARK ST

W JEFFERSON BLVD

S
 C

E
N

T
R

A
L 

A
V

W WASHINGTON BLVD

V
IS

 D
E

L M
A

R

E 7TH ST

W SLAUSON AV

HOLLYWOOD BLVD

S
 G

R
A

N
D

 A
V

W VERNON AV

V
IN

E
LA

N
D

 A
V

W FLORENCE AV

S BUNDY DR

W 9TH ST

V
IN

E
 S

T

S
 P

A
C

IF
IC

 A
V

W MANCHESTER AV

W
O

O
D

M
A

N
 A

V

E ANAHEIM ST

N
 V

E
R

M
O

N
T

 A
V

S
 S

A
N

 P
E

D
R

O
 S

T

C
U

LV
ER

 B
LV

D

WHITTIER BLVD

YORK BLVD

LA
 T

IJE
RA B

LV
D

D
A

LY
 S

T

PAC
IFIC

 AV

B
A

LB
O

A
 B

LV
D

S
 W

E
S

T
E

R
N

 A
V

N
 A

V
A

LO
N

 B
LV

D

W
H

IT
E

 O
A

K
 A

V

S
 C

E
N

T
R

A
L 

A
V

����

���������

�����

�����

������

������

������

������������
������

������

�����

�����

�����

���

����

����

����

�����
����������

�����

�����

������

Not to be reproduced without prior written permission
of the City of Los Angeles

�

Pacific Palisades
Subarea 1

Venice -  Playa Del Rey
Subarea 2

San Pedro -  Harbor
Subarea 3

City of Los Angeles Planning Department
Con Howe Director

Prepared by Systems and GIS Division -  October 2003

CWCZ85x11 102003

City of Los Angeles

COASTAL ZONE
The boundaries of the Coastal Zone are based on data suppplied
     by the California Coastal Commission, January 2000.

The Coastal Zone is defined in the California Public Resources Code
     (P.R.C.) , Division 20 (commencing with Section 30000),
     pursuant to the California Coastal Act of 1976.

Coastal Zone Boundary

Areas within three miles
of the Coastal Zone

Coastal Zone

Transportation Network

Copyright (c) 2003, Thomas Brothers Maps, Inc.

Freeways
Major Streets





1

RESOLUTION OF THE CITY PLANNING COMMISSION

AMENDING THE CITYWIDE AFFORDABLE HOUSING INCENTIVES GUIDELINES

WHEREAS, the state of California has established regulations commonly known as the
“Mello Act;” and

WHEREAS, the purpose of the Mello Act is to protect and increase the supply of
affordable units in California’s Coastal Zone; and 

WHEREAS, the City Planning Commission is responsible for developing and amending
Citywide Affordable Housing Incentives Guidelines; and

WHEREAS, the City Planning Commission is considering regulations implementing the
Mello Act within the City of Los Angeles; and

WHEREAS, a study completed by the consulting firm of Hamilton, Rabinovitz &
Alschuler has demonstrated that reduced sizes for affordable units consistent with the
state’s administration of the federal Low-Income Housing Tax Credit program can
increase the number of affordable units that can be provided in the Coastal Zone; and

WHEREAS, the City Planning Commission has determined that it is in the public
interest to encourage the development of as many affordable units in the Coastal Zone
as possible, 

NOW, THEREFORE, 

THE CITY PLANNING COMMISSION RESOLVES TO AMEND THE CITYWIDE
AFFORDABLE HOUSING INCENTIVES GUIDELINES BY ADDING THE FOLLOWING
TO SECTION VII OF THE GUIDELINES, “DESIGN STANDARDS FOR AFFORDABLE
UNITS”:

Mello Act Ordinance

Notwithstanding the above, affordable replacement units and inclusionary
residential units provided pursuant to the Mello Act Ordinance without a density bonus
may comply with the following unit size standards:

500 square feet for units with one bedroom
800 square feet for units with two bedrooms
1,000 square feet for units with three bedrooms
1,200 square feet for units with four or more bedrooms



2

Affordable units without a bedroom must comply with applicable provisions of the City’s
building and safety Codes. The General Manager of the Los Angeles Housing
Department may permit deviations from these standards, except for deviations from the
City’s building and safety Codes, if he or she determines that such deviations are
necessary to provide the affordable units.”

______________________________
MOVED

______________________________
SECONDED
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I.   EXECUTIVE SUMMARY 
 
 This Technical Study presents analysis of the degree to which alternative affordable 
housing requirements are financially “feasible” for developers of market rate multi-family 
projects to implement in projects planned for the Coastal Zone within the City of Los Angeles 
(“City”).  The analysis is intended to assist the City to draft a new ordinance to fulfill 
requirements of the Mello Act, pursuant to an agreement settling litigation between the City and 
Plaintiffs concerning the City’s past implementation of the Mello Act.  The Act sets forth 
requirements to replace existing housing in the Coastal Zone that is affordable to low- and 
moderate-income households, as defined (collectively, “affordable housing”), when such housing 
is converted to another use or removed to make way for new development, unless the jurisdiction 
makes factual determinations that doing so is not “feasible.”  The Act also requires that 
affordable housing be included in any new housing development planned for the Coastal Zone, 
also subject to specified options or determinations that doing so is not “feasible.”  
 
 The objective of the Technical Study is to produce independent analysis that will assist 
City staff and decision makers to draft a permanent ordinance to implement the Mello Act in a 
way that is as self-executing as possible.  This means that the permanent ordinance will include 
regulations about how to comply with the Mello Act in a way that does not require the City to 
make case-by-case determinations about whether the Mello Act requirements are financially 
“feasible,” except for those projects that differ substantially from the prototypical projects used 
in the Technical Study. 
 
 The Technical Study includes analysis of several alternative affordable housing 
requirements that will be considered by the City in replacing interim procedures with a new 
permanent ordinance to address the requirements of the Mello Act.  These include requirements 
for the inclusion of affordable units in new multi-family developments, either on-site, if feasible, 
or off-site elsewhere within the Coastal Zone, if feasible, or within a three-mile area from the 
Coastal Zone’s inland boundary (“Extended Coastal Zone”).  The analysis also addresses a 
potential development fee to be assessed on market rate residential developments in the Coastal 
Zone in lieu of providing the affordable housing that the City’s Mello Act regulations would 
otherwise require.  The Report also addresses several other policy issues which the City and 
Plaintiffs agreed require further study, including: (1) whether affordable replacement units 
should feature the same affordability characteristics as the affordable units proposed to be 
removed; and (2) the appropriate duration of the affordability covenant required for replacement 
or new construction affordable units.  This Report was prepared by Hamilton, Rabinovitz & 
Alschuler, Inc. (HR&A) under an amended contract with the City, and it conforms to a City-
approved Study Methodology. 
 
 The Technical Study is organized into five principal research and analysis tasks.  These 
are: (1) development of a database and statistical profile of Coastal Zone housing development 
and real estate market conditions; (2) development of a computer simulation model to test the 
financial feasibility of alternative Mello Act requirements for new housing development and for 
replacement of existing affordable housing in the Coastal Zone; (3) applying the feasibility 
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models to test alternative approaches to Mello Act compliance for new housing development in 
the Coastal Zone, the results of which are contained in a separate multi-volume Technical 
Appendix; (4) applying the feasibility models to test alternative approaches to Mello Act 
compliance for replacement of existing housing in the Coastal Zone, the results of which are also 
contained in the Technical Appendices; and (5) addressing various implementation issues as 
requested by the Department of City Planning. 
 
The Coastal Zone Subareas 
 
 Three areas of the City of Los Angeles – portions of Pacific Palisades, Venice-Playa Del 
Rey and San Pedro-Los Angeles Harbor – are located within the Coastal Zone.  They differ in 
terms of their development patterns, land use regulations and real estate market characteristics, 
all of which are important considerations in the analysis presented in this Technical Study.   
 
1. The Pacific Palisades Subarea 
 
 The Pacific Palisades subarea, located between the City of Malibu and the City of Santa 
Monica, has the largest land area of the three subareas, but the smallest population and housing 
stock, due to its mountainous terrain and large parkland areas.  This subarea’s housing stock is 
characterized by a predominance of single-family homes, with some condominiums and 
apartment buildings.  
 
 Land zoned for medium density residential, and commercial development which would 
also permit medium-density residential, is located along Sunset Boulevard and in the vicinity of 
Palisades Highlands.  A three-mile line inland from this Coastal Zone subarea extends up the 
Santa Monica Mountains and across Mulholland Drive, east along Sunset Boulevard to almost 
the San Diego Freeway, and southeast around the City of Santa Monica parallel to the San Diego 
Freeway.    
 
 Housing prices in this subarea are among the highest in the City.  It features the smallest 
number of multi-family housing units among communities in the City’s Coastal Zone and most 
of these are condominiums.  During 2004, this subarea recorded 69 condominium sales.  Two-
bedroom units ranged from approximately 1,200 to 2,600 square feet and sold for between 
$490,000 and $969,000 ($300-$540/s.f.).  Median condo prices per square foot in the Extended 
Coastal Zone were between five and 17 percent less, depending on the number of bedrooms.  
Apartment rents in the Pacific Palisades subarea for two-bedroom units average $2.23 per square 
foot.  Three miles from the inland Pacific Palisades Coastal Zone subarea, apartment rents 
average $1.90 per square foot for two-bedroom units, a 14 percent decrease.  During 2004, there 
were only four apartment building sales in the Palisades subarea.  Building sizes were relatively 
small, with all four ranging from seven to 13 units.  Three of the buildings were built between 
1948 and 1950, and one building is relatively new, having a construction date of 2001.  Price per 
unit ranges between $171,000 to $496,000 and the price per square foot ranges between $189 to 
$347.  During 2004, there were 179 home sales recorded in the Pacific Palisades subarea, most 
(70%) of which were three- and four-bedrooms.  Three-bedroom homes ranged from 
approximately 1,400 to 5,400 square feet and sold for between $982,000 and $4,400,000 ($455-
$1,350/s.f.).  Median prices per square foot for homes sold during 2004 in the Extended Coastal 
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Zone were between 32 and 81 percent less than in this Coastal Zone subarea, depending on the 
number of bedrooms. 
 
2. The Venice-Playa Del Rey Subarea 
 
 The Venice-Playa Del Rey subarea, located between the City of Santa Monica and the 
City of El Segundo, has the most varied existing and permitted land use mix.  It features low 
permitted densities, very small lots (with restrictions on assembling them into larger parcels), 
and a few areas of commercial zoning where medium density residential is permitted.  A 30 to 
35-foot height limit applies to most of the subarea.  It has the largest share of population (42%) 
and the largest share of housing units (50%) among the three Coastal Zone subareas.  Its housing 
stock features a higher proportion of multi-family housing and renter-occupied units than in the 
other two subareas. 
 
 About half of all Coastal Development Permit approvals issued by the City since 1984 
were for projects in this subarea, and a very large majority (87%) of all residential building 
permits issued within the Coastal Zone since 1998 were issued to projects in the Venice-Playa 
Del Rey subarea.  A three-mile line inland from this Coastal Zone subarea extends across the San 
Diego Freeway between Venice Boulevard and the Santa Monica Freeway, and includes all of 
the Palms, Mar Vista, Del Rey, Playa Del Rey and Westchester communities.   

 This subarea has the largest number of multi-family housing units among communities in 
the Coastal Zone.  However, development densities are low and there are relatively few large 
projects.  Opportunities for direct ocean or canal proximity and views, compared with many 
inland neighborhoods lacking these amenities, results in very wide price ranges.  During 2004, 
there were 290 condominium sales.  More than half were two-bedroom units, which ranged from 
approximately 800 to 2,100 square feet and sold for between $325,000 and $1,375,000 ($388-
$746/s.f.).  Median condo prices per square foot in the Extended Coastal Zone were between 36 
and 41 percent less, depending on the number of bedrooms.  Apartment rents for a two-bedroom 
unit average $1.89 per square foot.  In the Extended Coastal Zone (which encompasses parts of 
Playa Vista, Mar Vista and Palms), rent levels for two-bedroom units are about 31 percent less 
than inside the Coastal Zone.  This subarea had the largest number of single-family home sales in 
2004 among the Coastal Zone subareas.  However, most of the single-family homes in Venice 
are older: there were only six sales recorded for homes constructed since 2000.  The largest 
concentration of homes sold were two- and three-bedroom units (71%).  Two-bedroom homes 
ranged from approximately 600 to 3,000 square feet and sold for between $282,500 and 
$1,920,000 ($321-$1,446/s.f.).  Median prices per square foot for homes sold during 2004 in the 
Extended Coastal Zone were between eight and 40 percent less than directly in this Coastal Zone 
subarea, depending on the number of bedrooms. 

3. The San Pedro-Harbor Subarea 

 The San Pedro-Harbor subarea lies east of Harbor Boulevard from the Vincent Thomas 
Bridge south to 9th Street, east of Pacific Avenue from 9th Street south to 25th Street, and south 
of 25th Street to Western.  The San Pedro-Harbor subarea accounts for over one-third (38%) of 
the Coastal Zone population and nearly one-third (30%) of the Coastal Zone housing stock, 
which features about the same ratio of renter-occupied to owner-occupied units as in the Venice-
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Playa De Rey subarea.  The zoning density within the San Pedro-Harbor subarea is generally 
low; much of the multiple-residential area is zoned R2 and it is subject to a 26-foot height limit.   
 
 This subarea had the second highest scale of development activity, after Venice-Playa 
Del Rey, among the three subareas.  A three-mile line inland from this Coastal Zone subarea 
covers all of San Pedro and the Wilmington-Harbor City area.   

 Median housing prices are considerably lower here than in the other two Coastal Zone 
subareas.  This subarea has the second largest number of multifamily units after the Venice-
Playa Del Rey subarea.  There were 164 condo sales, the fewest among the three subareas.  Two-
bedroom units ranged from about 1,000 to 1,900 square feet and sold for between $349,000 and 
$700,000 ($275-$370/s.f.).  Median prices per square foot in the extended Coastal Zone were 
about 10 percent lower for two-bedroom units during 2004.  Average 2004 rents in the San 
Pedro-Harbor market were $1,100, or about $1.45 per square foot for two-bedroom units.  The 
Extended Coastal Zone in this area is comprised of the communities of Wilmington and parts of 
Harbor City, where the average rent for two-bedroom units was about 10 percent lower than in 
the Coastal Zone.  The San Pedro-Harbor subarea had 140 single-family sale transactions during 
2004, most of which were two- and three-bedrooms.  Two-bedroom homes ranged from 
approximately 600 to 3,000 square feet and sold for between $282,500 and $1,920,000 ($321-
$1,446/s.f.).  In the Extended Coastal Zone, prices were between eight and 40 percent less than 
directly inside the Coastal Zone, depending on the number of bedrooms. 

The Financial Feasibility Simulation Model 
 
 In order to measure the financial feasibility impacts of alternative affordable housing 
scenarios, including requirements for new construction, replacement of existing affordable units 
and payment of new construction in-lieu fees, HR&A developed a computer simulation model 
capable of testing prototypical development projects that bracket a range of projects likely to be 
proposed in the Coastal Zone.  These prototypes are based on City development regulations and 
historical evidence of market preferences.  The results, while not conclusive for every 
conceivable market rate multi-family development project that might be proposed in the Coastal 
Zone and subject to the City’s Mello Act requirements, provide a basis for establishing the levels 
of affordable housing requirements that are “feasible” for typical future private development in 
the City’s Coastal Zone – i.e., financially feasible, as measured by indicators that are often used 
in the real estate development industry.  More specifically, the model was designed to test the 
financial feasibility impacts of including between one and five affordable units within each of six 
prototypical projects, developed as either apartments or condominiums, at each of the three 
affordable household income levels, as well as the feasibility impacts of constructing one to three 
affordable units, at each affordable income level, at another permissible location, and the 
feasibility of paying a housing development fee to the City in lieu of constructing affordable 
units. 
 
 In keeping with the Study Methodology, the prototypes were limited to a set of multi-
family projects consistent with applicable zoning, and modeled as both apartment and 
condominium projects.  Analysis of the applicable zoning regulations, average lot sizes and 
recent building permit approvals in each subarea resulted in selection of six prototypical multi-
family projects.  These include one 5-unit and one 18-unit project in the Palisades (analyzed as 
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both an apartment building and a condo project), a five-unit and 22-unit project in the Venice-
Playa Del Rey subarea (also analyzed as both an apartment and condo project), and a seven-unit 
and 24-unit  project in the San Pedro-Harbor subarea (again, analyzed as both an apartment and 
condo project).  While the smaller prototypes are the most typical cases, we purposely selected 
larger prototypes which, though not as typical, provide a basis for testing alternative affordable 
housing requirements for projects toward the upper end of the range of most Coastal Zone permit 
applications.  It is acknowledged that it would be very difficult to find sites large enough for the 
larger prototypes, particularly in the Palisades and Venice-Playa Del Rey subareas, but 
assumptions about where they might occur are considered reasonable (e.g., on underdeveloped 
sites in the [Q]R3-1 zone along Sunset Boulevard and on Lincoln Boulevard within the Oxford 
Triangle Specific Plan). 
 
 These prototypes are, however, only conceptual physical forms.  They have been 
specified sufficiently to estimate buildable lot area, taking into account the City’s zoning 
regulations for maximum density, setbacks, open space, parking and building height.  All of the 
prototypes are assumed to be two stories above semi-subterranean parking.  Where building 
height regulations allow for it, lofts are assumed in some cases (e.g., smaller Venice townhouse 
prototype and upper floor of the Palisades prototypes).  The prototypes have not, however, been 
given architectural expression.  In addition, certain simplifying assumptions were made about 
them, including a standard unit type for each prototype (i.e., all 2-bedroom/2-bath units), rather 
than a unit mix.  The condominium versions of each prototype are the same physical form as the 
apartment versions, but the model captures differences in construction, finishes and certain other 
development costs that differentiate apartment construction from condominium construction.  
Altogether, the prototypes provide a basis for testing the financial feasibility implications of 
alternative on-site inclusionary scenarios ranging from 4.2 percent to more than 20 percent, by 
including between one and five on-site affordable units in each. 
 
 The financial feasibility simulation model estimates the cost, income, profit, rate of return 
and other indicators that an experienced and well-informed property owner or developer, or their 
lender, would consider in evaluating whether a project is financially “feasible.”  It consists of a 
set of interconnected Excel spreadsheets capable of systematically testing the affordable housing 
parameters specified in the Study Methodology.  Like all such models the results achieved from 
applying it depend on a number of assumptions.  HR&A has made every effort to use reasonable 
assumptions, based on the firm’s experience and familiarity with the Coastal Zone.  This 
includes a reconnaissance of available secondary data on market conditions and real estate 
transactions in the Coastal Zone, interviews with other professionals familiar with the Coastal 
Zone’s multi-family residential real estate market, and consideration of the analysis in the recent 
Citywide Inclusionary Study, insofar as it is relevant to the Coastal Zone.  The development cost 
assumptions used in the model include land acquisition costs, construction costs, professional 
fees and other “soft” costs and financing costs.  The specific cost assumptions, and income and 
operating expenditure assumptions applicable to the apartment and condominium versions of the 
prototypes, are summarized in the Report and fully detailed in the four-volume Technical 
Appendices. 
 
 Because real estate markets are very dynamic and operate in response to a number of 
variables that interact in complex ways, no model created today can perfectly predict conditions 
in the future.  The feasibility simulation model used in this analysis reflects a reasonable 
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approximation of the financial situation for typical multi-family residential development that 
might be proposed in the Coastal Zone today, but it does not account for all possible variations.     
 
 A key issue in this analysis is the selection of appropriate financial feasibility thresholds 
for determining whether alternative Mello Act compliance alternatives are financially “feasible.”  
Property owners and developers have varying degrees of experience, resources, ability to raise 
capital, skills and tolerances for navigating through the local land use approval process, and 
degrees of motivation to seek an alternative use of their properties.  The minimum acceptable 
financial returns that property owners and developers expect from a multi-family residential 
project in order to proceed with new construction, or to continue owning or managing an existing 
building, also vary.  Further, the minimum acceptable return will vary, to some degree, by 
project size, location, product type (e.g., condominiums versus apartments), elasticity of market 
rents and sale prices, and point in the real estate market cycle.   
 
 In HR&A’s experience, private multi-family real estate developers use a range of 
financial feasibility calculation approaches, and often a mix of approaches for the same project.  
Each approach involves different measurement concepts and minimum acceptable benchmarks, 
which are established through individual experience and consultations with lenders, investors, 
industry peers and information available from periodic surveys and other professional 
publications.  These benchmarks, or feasibility thresholds, differ among development products 
and market location, and change over time in response to changes in market conditions, interest 
rates, price inflation and associated yields available from less risky investments (e.g., US 
Treasury bills).  These thresholds establish the point at which a reasonably well-informed and 
experienced property owner or developer with a typical multi-family housing development 
project would decide whether to pursue a project.  A Mello Act affordable housing requirement 
that causes an otherwise feasible project’s financial return to fall below these thresholds can be 
used as a reasonable indicator that the requirement causes a project to become financially 
infeasible.   
 
 For this analysis, we utilize two feasibility thresholds from among several that could be 
used: “return on total development cost” for apartments, and “gross margin” for condominium 
projects.  These measures are frequently used by the real estate industry as initial project 
feasibility screening criteria.  They were also chosen because their calculation and comparison 
across the kinds of conceptual prototypes used in this analysis do not depend on individual 
developer financial circumstances and borrowing capacity, and because they have been used in 
many other related affordable housing regulatory analyses.  They were specifically approved as 
part of the approved Study Methodology.   
 

 Return on cost for the apartment prototypes is calculated as net operating income (i.e., 
gross rental and other income less an allowance for vacant units, debt collection and all operating 
expenses) divided by total development cost (i.e., costs of land, construction, soft costs and 
financing). We selected nine percent as the threshold for this analysis, as a compromise between 
long-term trends that argue for a 10 percent threshold, and current market conditions in which 
returns of eight percent are reportedly being accepted.   
 
 Gross margin is calculated as gross sale proceeds, minus cost of sales (e.g., broker 
commissions and closing costs) and total development costs, all divided by gross sale proceeds.  
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For projects of the scale used for the Coastal Zone prototypes, the gross margin should fall 
within a range of 15-20 percent to render a project feasible.  For reasons similar to those 
discussed above with respect to the return on cost threshold for apartments, we selected 18 
percent as the minimum threshold for gross margin (i.e., a compromise between long-term 
average conditions, and prospects for rising interest rates, in which a 20 percent gross margin 
would apply, and atypical current conditions in which a 15 percent gross margin may be 
acceptable).  This threshold also helps to account for the fact that the near-ideal entitlement 
circumstances assumed in the analysis and the associated risk reduction, including no tract map 
appeals for condominium projects, is not particularly common for projects in the Coastal Zone. 
 
 Several additional issues were considered in developing the financial feasibility 
simulation model so that it could be used to test the range of potential Mello Act implementation 
approaches itemized in the Study Methodology.  HR&A’s approach to these issues has been 
governed by the Study Methodology.  In general, incentives and flexibilities that are generally 
available to all developers are reflected in the model (e.g., reduced parking for on-site affordable 
units), but external financing that may not be used in all cases is not (e.g., tax-exempt bonds and 
Section 8 certificates).  In addition, density bonuses were not included, due to uncertainties about 
their interaction with Specific Plans and other regulations that govern development in much of 
the Coastal Zone, and particularly in light of new State law on this subject, whose 
implementation issues are now under study by City staff.   
  
Feasibility Model Results 
 
1. The Base Cases 
 
 The feasibility results for the base case version of each prototype (i.e., assuming all units 
are rented or sold at market prices, with no affordable housing requirements), establish the scale 
of profit margin above the selected feasibility thresholds in which alternative affordable housing 
requirements can be accommodated.   
 
 None of the apartment versions of the base case prototypes is financially feasible, based 
on the minimum nine percent return on cost feasibility threshold and the other assumptions used 
in the simulation model.  All but the larger Pacific Palisades apartment prototype result in a 
return on cost that is below eight percent, a threshold that might be considered feasible in the 
current historically low interest rate and capitalization rate environment, which is not expected to 
continue indefinitely.  The analysis indicates that even with the relatively high market rents that 
are charged in the Coastal Zone, the resulting net operating income is not sufficient to overcome 
high development costs, including the cost of land, for the scale of project that would typically 
be permitted in the Coastal Zone.  This means that no affordable housing requirement can be 
sustained by apartment developments similar to the prototypes tested, because, to the extent that 
such requirements add development cost or reduce net operating income, they would render such 
projects even less financially feasible.  Accordingly, any affordable housing requirement the City 
may wish to adopt for apartment developments as part of the Permanent Ordinance would have 
to operate as a stand-by requirement that would only come into play at such time as real estate 
market conditions change in a way that once again favor relatively small scale apartment 
development in the Coastal Zone, in general, or for an individual developer with an atypical 
project. 
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 The base case feasibility results for condominium versions of the prototypes, on the other 
hand, show that nearly all of them are feasible, as measured by the minimum 18 percent gross 
margin threshold.  The margin above the threshold, and therefore the ability to accommodate 
additional costs associated with alternative affordable housing requirements, varies with project 
size and location.  The larger prototypes of about 20 units are all feasible, but among the smaller 
prototypes of less than 10 units, only the 5-unit Venice-Playa Del Rey townhouse prototype is 
feasible.  The gross margins for the five-unit Pacific Palisades and seven-unit San Pedro-Harbor 
prototypes are also below 15 percent, a threshold that might be considered feasible in the current 
historically low interest rate environment, which is not expected to continue indefinitely.   
Furthermore, the larger prototypes exhibit a greater margin above the minimum feasibility 
threshold for accommodating alternative affordable housing requirements.  These findings lend 
support to the City Council’s initial judgment that projects of less than 10 units are more 
constrained in their ability to accommodate affordable housing requirements than projects of 
about 20 or more units. 
 
2. On-Site Affordable Requirements 
 
 Two different model runs were made to assess the range of feasibility implications for 
on-site affordable housing requirements.  The first, referred to as a “worst case,” because it has 
the greatest feasibility impact, assumes that a market rate unit is replaced by an affordable unit of 
the same number of bedrooms and unit size.  This reflects a policy position in the Settlement 
Agreement that affordable units included in market rate developments should be 
indistinguishable in all respects from market rate units.  The second run reflects a more flexible 
policy in which smaller affordable units (but also with more bedrooms) are used and the 
difference in floor area between the affordable units and market rate units they replace is 
redistributed to the remaining market rate units on the same floor of the development.   This 
approach reduces somewhat the dramatic difference between the sales price for the affordable 
and market rate units, and enables some internal compensating adjustments that also reduce the 
impact of the affordable units on overall project profit. 
 
 Even the more restrictive approach demonstrates that some levels of on-site affordable 
units are feasible for some prototypes in all subareas, and at all three income levels.  The analysis 
indicates that a more flexible policy about the size of affordable units introduced into larger 
developments would support somewhat greater on-site affordable requirement than a less 
flexible policy on affordable unit sizes, at least in some subareas and income levels.  But even 
with such flexibility, on-site affordable requirements are not feasible for projects with less than 
10 units that are similar to the prototypes tested.  More specifically, the more flexible approach 
supports a schedule of on-site affordable housing requirements for projects with more than 10 
units, as shown in Table 1. 
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 This schedule could be the basis for a stand-by requirement for apartment development, 
or some lesser percentages, such as those applicable to the new State density bonus law, as the 
City deems appropriate, considering that typical apartment development does not appear to be 
feasible in the Coastal Zone at this time. 
 
3. Off-Site Affordable Requirements 
 
 The next phase of feasibility testing involved off-site construction of affordable units, 
both elsewhere within the Coastal Zone and within the Extended Coastal Zone.  This was done to 
evaluate whether it is feasible for the five-unit Venice Playa-Del Rey prototype, which is feasible 
in the base case (i.e., 100% market rate), but cannot sustain an on-site requirement of any kind, 
to provide off-site units.  The off-site testing is also necessary to address certain related 
replacement affordable unit issues, and to provide policy guidance for other prototypes that are 
not feasible under current market conditions.  This testing was accomplished by systematically 
adding the net cost of developing one to three off-site units (i.e., an 800-square foot, two-
bedroom affordable single-family home, a duplex consisting of an affordable two-bedroom and 
one-bedroom unit, and a triplex consisting of a two-bedroom unit and two one-bedroom units) to 
the development budget for the base case prototypes.  The net cost is the difference between the 
total development cost for the off-site units and the amount of construction loan that the units can 
amortize, assuming they are rental units.   
 
 The results indicate that one off-site unit is feasible for the larger Venice-Playa Del Rey 
and San Pedro-Harbor prototypes in their respective Coastal Zone subareas, even at the price 
affordable to a very low-income household.  But San Pedro-Harbor is the only subarea in which 
up to three off-site units inside the same Coastal Zone subarea are feasible, regardless of the 
household income level.  The smaller five-unit Venice-Playa Del Rey prototype, which is 
feasible in the base case, cannot accommodate the additional cost for even one off-site affordable 
unit in the same subarea, and even at the moderate-income level.  The high land cost within the 
Coastal Zone, and no economies of scale for small numbers of off-site units, cause these results. 
 
 Switching the analysis to the Extended  Coastal Zone indicates a more feasible off-site 
result, as might be expected with much less expensive land.  There, up to three off-site units are 
feasible for the three larger prototypes in the areas adjacent to their respective Coastal Zone 

Coastal Zone Subarea
Very Low-

Income
Low-

Income
Moderate-

Income
Pacific Palisades 10% 10% 20%
Venice-Playa Del Rey 10% 10% 20%
San Pedro-Harbor 10% 15% 20%
1 Only one of the income level percentages in each subarea, not
 a combination of the three income level percentages.

Source: HR&A, Inc.

City of Los Angeles Coastal Zone

Table 1
Feasible On-Site Affordable Housing Requirements1

for 10+ Unit New Condominium Projects in the
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subareas, even at the price affordable to a very low-income household.  But once again, the 
smaller five-unit Venice-Playa Del Rey prototype, which is feasible in the base case, cannot 
accommodate the additional cost for even one off-site affordable unit in the Extended Coastal 
Zone subarea.  The combination of these results indicates that off-site replacement requirements 
of even one moderate-income unit is not feasible for otherwise feasible small market rate 
condominium projects of up to five units, and even if the replacement units are targeted to the 
Extended Coastal Zone subareas. 
 
4. In-Lieu Fees 
 
 The final phase of the feasibility analysis involved setting and testing a development fee 
that could, under certain conditions, be paid to the City in lieu of providing on-site or off-site 
units.  The fee proceeds would be deposited into the Coastal Zone Affordable Housing Trust 
Fund through which the City would facilitate construction of affordable units in or near the 
Coastal Zone.  The availability of such a fee for Mello Act requirements for new construction is 
identified in the Settlement Agreement, even though it is not specifically provided for in the Act 
itself.  On the other hand, the Act mentions the possibility of an in-lieu fee for replacement of 
existing affordable units. 
 
 Assuming that the amount of the fee must be reasonably related to the City’s cost to 
construct an affordable unit, estimates were made of the average cost to do so for a blend of very 
low household incomes that would qualify for tax-exempt bond financing, based on the City’s 
affordable housing development experience.  The estimate assumes that such housing would be 
sited in the Extended Coastal Zone so that total development cost would be competitive with 
other public financing programs.  The fee amount, however, does not take such resources into 
account.  Instead, it is set equal to the City’s construction cost, net of construction loan debt that 
its operation would support.  Applying the average land costs in the three Extended Coastal Zone 
subareas results in a fee per required affordable unit of $220,061 in the Palisades subarea, 
$209,075 in the Venice-Playa Del Rey subarea, and $178,835 in the San Pedro-Harbor subarea.  
When applied to the feasible condominium prototypes, and assuming further a 10 percent very 
low-income affordable housing requirement, the per-required unit fee translates to a development 
fee of $11.37 to $15.26 per square foot, depending on the prototype.  Using the feasibility model, 
it was determined that these fees are feasible for the three larger condominium prototypes, but 
infeasible for the smaller Venice-Playa Del Rey prototype, which was feasible in the base case, 
except under the current extraordinary market conditions (i.e., in which a 15% gross margin may 
be acceptable).  Further analysis of this prototype indicated that to be feasible at the 18 percent 
gross margin, the fee for this smaller prototype could not exceed $4.55 per square foot.  This 
finding and scaling the feasible fee for the Venice-Playa Del Rey prototype to the same ratio that 
the required fee per unit for the larger prototype in that subarea bears to the feasible fees for 
larger projects in the other two subareas generates the two-tier fee schedule shown in Table 2. 
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Other Mello Act Policy Considerations 
 
1. Replacement Unit Affordability Level Considerations 
 
 The first issue concerns whether affordable replacement units provided by market rate 
developers should feature the same affordability characteristics as the affordable units removed.  
The Mello Act does not require adherence to any particular replacement unit requirement.  It 
requires only that demolished or converted units that were occupied by low- or moderate-income 
persons be replaced, one way or another.  The Interim Administrative Procedures allow for 
replacement units to be offered at any affordable income level, regardless of the income level of 
the households whose unit would be replaced by new development.  The Settlement Agreement 
obligates the City to consider four options, ranging from “like-for-like” replacement (i.e., a unit 
that was affordable to a very low-income household must be replaced by a new one affordable to 
a very low-income household) to no targeting (i.e., the replacement unit may be made available 
for a household at any income category through moderate-income).   
 
 Inasmuch as nearly all City, State and Federal housing assistance programs target very 
low- and low-income households, it would seem consistent for the City’s Coastal Zone 
replacement policies to do likewise.  The so-called “intermediate targeting standard” would 
allow developers who provide their replacement units on site, off-site or elsewhere in the Coastal 
Zone to rent or sell those units at prices affordable to either very low- or low-income households, 
regardless of where in the spectrum of low- to moderate-income the households in the 
demolished or converted units were situated. 
 

Coastal Zone Subarea

Fee         
Per Unit 
Required

Fee       
Per SF2

10+ Unit Projects
Pacific Palisades $22,006 $13.03
Venice-Playa Del Rey $20,907 $15.26
San Pedro-Harbor $17,883 $13.86
Less than 10-Unit Projects
Pacific Palisades3 $8,824 $3.89
Venice-Playa Del Rey $8,383 $4.55
San Pedro-Harbor3 $7,170 $4.13
1  For illustrative purposes and subject to City determination
that in-lieu fees are an eligible alternative to new
construction.

3  Stand-by fee for projects that may in the future
be feasible

Source: HR&A, Inc.

in the City of Los Angeles Coastal Zone

Table 2
Feasible In-Lieu Fees1

for New Condominium Projects

2  Based on floor areas assumed in the prototypes.
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2. Duration of the Affordability Compliance Period 
 
 The City’s Interim Administrative Procedures require that a covenant be recorded with 
the Los Angeles County Recorder guaranteeing that any affordable replacement units or 
affordable units in new Coastal Zone projects will remain available at rents or purchase prices 
that fit applicable affordability criteria for at least 30 years.  The Settlement Agreement obligates 
the City to consider extending this compliance period to 55 years.  Though the Mello Act itself 
does not require that replacement or new affordable units in the Coastal Zone remain affordable 
for any particular length of time, establishing some reasonable period for doing is necessary to 
ensure that low- and moderate-income households have an opportunity to reside near the coast.  
The longer the time period, the greater the assurance that the replacement or new affordable units 
will remain available to serve their intended beneficiaries.   
 
 Existing requirements used in financial assistance programs for for-profit and non-profit 
developers of residential projects that include affordable units, and contemporary inclusionary 
housing practices elsewhere in California, provide a basis for selecting a compliance period 
within the 30- to 55-year range contemplated by the Interim Administrative Procedures and the 
Settlement Agreement.  From the perspective of a private developer on whose market rate 
project this requirement would be imposed, there is no material difference, as a practical matter, 
between a 30- and 55-year compliance period, provided the project, including its price-restricted 
units, yields cash flow and projected sale proceeds sufficient to support conventional financing 
(i.e., supports typical loan-to-value ratios and debt coverage ratios), and the limitation is 
recorded against the project’s title.  City-sponsored affordable housing developments already 
require a minimum 55-year compliance period, as do many of the non-City funding programs 
that are typically used for such projects. 
 
 Considering the public interest in maintaining a supply of housing affordable to lower-
income households in the City’s Coastal Zone for as long as possible, clear precedent for 
imposing a compliance period as long as 55 years, and no obvious interference in securing 
private project financing due merely to the term of the compliance period, it is reasonable, in 
HR&A’s view, for the City to require a 55-year affordability compliance period in its Mello Act 
implementation procedures for both for-profit and not-for-profit residential developments.  
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