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SANTA BARBARA COUNTY PLANNING COMMISSION
Staff Report for Santa Barbara Ranch Project
Transfer of Development Rights
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1.0 REQUEST

Request by County staff that the County Planning Commission receive a report on the feasibility
of transferring development rights at Santa Barbara Ranch and make recommended findings to
the Board of Supervisors, along with comments on an enabling ordinance, preparatory to
commencing formal hearings in connection with the proposed development of the Naples

townsite located two miles west of the City of Goleta, APN’s 079-080-026 to 081-240-018,
Third Supervisorial District.

2.0 SUMMARY OF ISSUES

Santa Barbara Ranch comprises 485 acres and encompasses 80% of the 274 legal lots comprising
the Official Map of Naples. Existing land use and zoning designations for the Naples townsite
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consist primarily of commercial agriculture, with minimum lot size requirements ranging from
10 acres (“U” zone designation for inland lots) to 100 acres (AG-II-100 zone designation for
coastal lots) for each parcel. This translates to a hypothetical residential development potential of
14 lots that 1s far less than the 274 legal lots recognized in the 1995 Official Map of Naples. In
short, existing agricultural land use designations and implementing zoning ordinances at Naples
do not align with the residential lot densities already in existence. As a means of resolving this
conflict, the County’s Coastal Land Use Plan (“CLUP”) contains policy language that is
expressly and solely applicable to Naples. Policy 2-13 was adopted in 1982 at the time of the
certification of the County’s Local Coastal Program and states:

“The existing townsite of Naples is within a designated rural area and is remote from
urban services. The County shall discourage residential development of existing lots. The
County shall encourage and assist the property owner(s) in transferring development
rights from the Naples townsite to an appropriate site within a designated urban area
which is suitable for residential development. If the County determines that transferring
developmen}t rights is not feasible, the land use designation of AG-II-100 should be re-
evaluated.”

In compliance with Policy 2-13, a TDR Study has been completed for Santa Barbara Ranch. The
TDR Study identifies and evaluates potential receiver sites that would be suitable for residential
‘development within designated urban and rural areas, as well as the financial and administrative
apparatus and capacity necessary to accomplish potential transfers. The TDR Study indicates
that, for a variety of reasons, a full extinguishment of development rights at Santa Barbara Ranch
is not feasible but that it may be possible to transfer development from as much as 57% of the
total lots. In order to foster this potential and affirmatively further Policy 2-13 objectives which
require the County to “...encourage and assist the property owner(s) in transferring development
rights from the Naples town site...”, an Enabling Ordinance has been developed in consultation
with key stakeholders. Thus, while it is not feasible to extinguish all development rights at Santa
Barbara Ranch, a TDR Ordinance would maximize its potential.

3.0 RECOMMENDATION AND PROCEDURES

Staff recommends that the Commission take the following actions:

1. Receive the report on the feasibility of transferring development rights from Santa
Barbara Ranch;

2. Recommend that the Board of Supervisors find that: (i) only a partial
extinguishment of development potential at Naples is possible; (ii) partial
extinguishment will not resolve the underlying conflict that gives rise to Policy 2-

! The term “feasible” is defined in the California Coastal Act as meaning *...capable of being accomplished in a
successful manner within a reasonable period of time, taking into account economic, environmental, social, and
technological factors (Section 30108 of the California Public Resources Code).
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13; and (111) the land use designation of AG-II-100 should be re-evaluated based
upon the analysis in Section 8.2 of this staff report; and

3. Provide comments on the TDR Enabling Ordinance and recommend that the
Board of Supervisors formally initiate the process of amending the County Code
in order to maximize the potential for partial transfers at Santa Barbara Ranch.

4.0 JURISDICTION

The Santa Barbara Ranch Project entails a broad array of legislative and quasi-judicial land use
approvals. Precedent to all of these actions, the County must first make a determination of TDR
feasibility under CLUP Policy 2-13. The Planning Commission’s role in each instance is
advisory to the Board of Supervisors. As noted in Section 5.3, this is an iterative process and the
TDR Ordinance will ultimately return for final consideration by the Commission.

50 BACKGROUND
‘51 LandUse

The Naples townsite encompasses an 800-acre area on the Gaviota coast, located two miles west
of the City of Goleta. The area’s development potential has long been a source of dispute and
litigation, both past and pending. This conflict centers around the Original Map of Naples filed
by the Naples Improvement Company on July 23, 1888, the Official Map of Naples recorded by
the County.on October 3, 1995, and intervening legal disputes over lot merger provisions and
septic system permit requirements imposed by the County. Further complicating the matter are
California Coastal Act and local coastal land use policies that promote the preservation of
agriculture, sensitive habitats and visual quality of the Gaviota Coast, while at the same time
identify a single family residence as an eligible principal permitted use on individual legal lots,
regardless of size.

Existing land use and zoning designations for the Naples town site consist primarily of
commercial agriculture, with minimum lot size requirements ranging from 10 acres (“U” zone
designation for inland lots) to 100 acres (AG-II-100 zone designation for coastal lots) for each
parcel. This translates to a hypothetical residential development potential of 14 lots that is far less
than the 274 legal lots recognized in the 1995 Official Map of Naples. In short, existing
agricultural land use designations and implementing zoning ordinances at Naples do not align
with the residential lot densities already in existence. As a means of resolving this conflict, the
County’s Coastal Land Use Plan (“CLUP”) contains policy language that is expressly and solely
applicable to Naples. Policy 2-13 was adopted in 1982 at the time of the certification of the
County’s Local Coastal Program and states:
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“The existing townsite of Naples is within a designated rural area and is remote from urban
services. The County shall discourage residential development of existing lots. The County
shall encourage and assist the property owner(s) in transferring development rights from
the Naples townsite to an appropriate site within a designated urban area which is suitable
for residential development. If the County determines that transferring development rights
is not feasible, the land use designation of AG-1I-100 should be re-evaluated.”
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5.2 Memorandum of Understanding

The Naples townsite is owned principally by four sets of owners: (i) Santa Barbara Ranch related
interests which account for 219 parcels and 485 acres; (ii) Dos Pueblos Ranch related interests
which account for 16 parcels and 244 acres; (iii) Makar Properties, LLC, which account for 25
parcels and 57 acres; and (iv) Morehart related interests which account for 13 parcels and 16
acres. In late 2002, the County, the Morehart related interests, and the Santa Barbara Ranch
related interests entered into a Memorandum of Understanding (“MOU”) setting forth a protocol
and structure for the submission of project applications as a part of a potential global resolution
of pending and threatened litigation. As noted earlier, the MOU does not create entitlements,
rights or approvals, and does not impair the County’s ability to enforce its applicable ordinances,
resolutions, policies or statutes. However, it does provide a protocol for the County to entertain
applications for development and conservation at Naples. In this regard, two projects are under
consideration:
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o Santa Barbara Ranch Project (MOU Project). The MOU Project consists of a
large lot residential development and associated land use changes on Santa Barbara Ranch
(“SBR”) totaling 485 acres and encompassing 80% of the lots comprising the Official Map of
Naples. The MOU Project would result in 54 new rural estate residences and includes an
equestrian center, agricultural support facilities, a worker duplex, public amenities (including
access road, parking and restroom, hiking, biking, equestrian trails near the coastal bluff, an
educational kiosk and a coastal access stair structure), and creation of conservation easements
permanently protecting 137 acres for agricultural uses and 188 acres for open space.

o Alternative 1 (Alt 1). Alt 1 is proposed for review by the landowners at a project-
level detail for purposes of evaluating alternatives to the MOU Project under CEQA. As
proposed, Alt 1 comprises the 485-acre SBR plus the adjacent 2,769-acre Dos Pueblos Ranch
(“DPR”) property, together encompassing 86% of the lots comprising the Official Map of
Naples. Alt 1 would include development 72 new single family homes, one employee duplex,
one agricultural support facility, public amenities (including access road, parking and restroom,
hiking, biking, equestrian trails near the coastal bluff, an educational kiosk and a coastal access
stair structure), and creation of conservation easements permanently protecting 2,629 acres for
agricultural uses and 372 acres for open space.

5.3 Entitlement Process

Applications for the MOU Project were formally accepted for processing on September 3, 2004.
This action was followed with the release of a Draft Environmental Impact Report (“DEIR’) on
June 28, 2006. Subsequent to the close of the public review period, it was concluded that the
best method for responding to comments would be to revise and re-circulate the entire DEIR
document for public review as opposed to simply responding to individual comments. A revised
DEIR is presently under preparation with a release expected within the next thirty days. Project
hearings before the Planning Commission and Board of Supervisors are scheduled to begin in
late fall/early winter with final action anticipated by the first quarter of 2008. During the
intervening time between release of the original DEIR and present, the Santa Barbara Ranch
Project has been the subject of numerous meetings with the Board of Architectural Review and
Agricultural Preserve Advisory Committee. Both bodies have since completed their initial tasks
and await the outcome of Commission and Board deliberations.

As noted earlier, CLUP Policy 2-13 requires that the feasibility of transferring development
rights from the Naples townsite be studied before a re-designation of land use and associated
entitlements can be acted upon. The first step is for the Planning Commission to express its
opinions on TDR feasibility to the Board of Supervisors, along with comments on the companion
ordinance. The Board will then be asked to render a decision on TDR feasibility and authorize
staff to formally commence the Code Amendment process. With such changes as the Board may
direct, the TDR Ordinance will be finalized and returned to the Planning Commission for

consideration along with the Revised Draft Environmental Impact Report and project
entitlements.
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6.0 TDRSTUDY

6.1 March 2006 TDR Feasibility Study (Attachments A and B)

“Simply put, a transferable development rights (TDR) program creates a market for willing
buyers and sellers of development rights. The mechanism allows landowners to voluntarily sever
the right of development associated with land ownership from the land itself and converts it into
- a marketable commodity. Willing buyers of the development rights are granted incremental
density increases on designated “receiving sites.” The success of the TDR program hinges on
stimulating developers to purchase development rights as a means of obtaining increased
density. 2

In the most basic of terms, determining TDR feasibility amounts to a four step process: (i)
valuing the development rights of “sender sites” to be transferred; (ii) identifying “receiver sites”
and their capacity to absorb higher density; (iii) comparing resultant valuation differentials and
transfer ratios; and (iv) defining a program structure for implementing transfers. As the first step
in this process, Solimar was instructed to utilize the MOU Project and Alternative 1 in
establishing sender site values. Using an elaborate “regression-analysis to determine the
contribution various site and house attributes make in setting sales prices, Solimar determined in
its March 2006 Study that total development right values ranged from $165.7 million (MOU) to
$199 million (Alt 1).> These numbers reflect a 30% downward adjustment in proposed house
sizes to account for uncertain outcomes resulting from entitlement process.

Next, Solimar evaluated potential receiver sites that might be suitable for residential
development, with corresponding estimates of potential lot extinguishment at Naples. Potential
receiver sites within rural areas were considered as well as urban areas in order to provide the
broadest of inventories. An initial slate of 79 candidate sites were identified. However, most of
these locations were subsequently removed from consideration for a variety of reasons:
remoteness from the Naples townsite, lack of common interest and issues between the Naples
townsite and potential receiver sites, and the disparity between very high land and development
values on the Gaviota coast when compared with inland urbanized areas. In the final analysis,
eight sites were identified as having the greatest potential to receive development rights from
Naples, fo&r within the City of Santa Barbara and four within adjacent unincorporated areas of .
‘the County". '

2 Santa Barbara Ranch Transferable Development Rights (TDR) Feasibility Analysis (page 2), Solimar Research
Group, Inc., March 3, 2006. ,

® The value of development rights reflects the speculative value of land that might be developed plus the additional
value that actual entitlements would endow on the property. See the discussion on page 63 of the “Santa Barbara
Ranch Transferable Development Rights (TDR) Feasibility Analysis” for details.

* Five sites are graphically shown in the TDR Feasibility Study as passing the 1" and 2™ screens (see Map B,
Appendix A). However, the Pony Lot was ultimately eliminated from consideration, thereby leaving four final sites
within the City of Santa Barbara.
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Based on a “willingness to pay” analysis that assesses the value of purchasing development
credits, Solimar estimated that the final slate of eight candidate properties could absorb $185
million worth of development with a corresponding increase in density from 27 to 552 new
residential units. Adjusting downward for political realities and community tolerance, Solimar
concluded that 100 new units would be a realistic scenario. Under this assumption, the dollar
amount of development that the candidate sites could absorb translates to $73.2 million, resulting
a short fall of between $92.5 and $125.8 million between receiver and sender sites.” In the final
analysis, Solimar concluded that: “...some, but not all, the development from the Santa Barbara
Ranch Project could be transferred...... [and]....do not appear to reduce densities enough to
permit development under current agricultural zoning, apparently Justifying a new land use and
zoning designation as indicated under policy 2-13 of the County’s Local Coastal Plan.”®

Finally, Solimar concluded that a host of administrative actions and policy decisions would be
needed to successfully implement a TDR Program, regardless of whether all development rights
at Santa Barbara Ranch can be extinguished. A centerpiece of this program is the establishment
of TDR Bank to serve as an intermediary between the buyers and sellers of development rights.
This arrangement would allow a program to unfold overtime and not require that all potential
receiver sites be fully entitled at inception. Moreover, the Bank could raise capital that would
not necessarily depend on receiver sites to back fill. That is, donations and grants could be used
in place of funds that would otherwise be raised through TDR transactions, enabling
development rights to be extinguished outright rather than transferred elsewhere. As seed
capital, Solimar concluded that the Bank could be initially capitalized at $20 million. This fi gure
is roughly one-quarter of the valuation of potential receiver sites and corresponds to the sum that
was successfully raised in connection with the preservation of the Ellwood Mesa in 2003.

6.2  August 2007 TDR Feasibility Update (Attachments C, D and E)

Based on public feedback, coupled with commentary from members of the TDR Working Group,
Solimar was tasked by the County to update the March 2006 TDR Study.” The specific purpose
of this update is: (i) review and update key variables assumed in the 2006 value determinations:
(i1) broaden the valuation analysis to encompass the Grid Scenario, in addition to the MOU
Project and Alternative 1 evaluated in the original study; (iii) provide a context and frame of
reference for Solimar’s valuation by comparing calculated values against recent sales of similar

properties along the south coast of Santa Barbara County; and (iv) address public comments
received in connection with the earlier work.

The lack of receiver sites is perhaps the most common obstacle in implementing TDR programs in California
coastal areas where land values are high. See “Putting Transfer of Development Rights to Work in California (pages
46-57),” Rick Prutetz — Solano Press Books, November 1993,

Santa Barbara Ranch Transferable Development Rights (TDR) Feasibility Analysis (page 79), Solimar Research
Group, Inc., March 3, 2006.

7 See Section 7.1 for a discussion of the TDR Working Group.
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A centerpiece of the TDR Update is the inclusion of the Grid Scenario which assumes that
development would generally follow the rectilinear pattern of the existing lots and mapped street
locations under the Official Map of Naples. In consultation with County staff and EIR
Consultant, it is estimated that between 114 and 125 Official Map lots have the potential for
residential development. By comparison, the first Draft EIR estimated that 82 existing lots had
development potential. The difference in development estimates between the original DEIR and
current analysis is explained by two primary factors: (i) new information regarding soils and
geology that were previously believed to constrain development in the northwestern part of Santa
Barbara Ranch due to threat of landslides; and (ii) consideration of alternative effluent disposal
technology (i.e., a packaged treatment plant) that removes septic limitations as a constraint. The
combination of these two factors results in an increase of between 32 and 43 buildable lots.
Each lot was then assigned a building envelop by matching lot sizes under the Grid Scenario with
lot sizes proposed under the MOU Project. Valuation parameters were then updated as to land
and construction costs, development timeline and absorption rates. The hedonic model was then
applied to each of the three development scenarios, employing the same 70% discounting that
was used in the original study.

The preliminary results, along with the original study, were then subjected to a peer review by
Stephen G. Schott, an independent MAI appraiser specializing in large lot estate and agricultural
properties. Mr. Schott made four principal findings: (i) values assigned to bluff lots under the
MOU Project and Alt 1 appear to be high, while values assigned to Grid lots south of the railroad
appear to be low; (ii) land values should be adjusted according to the size and amenities of
homes rather than benchmarked against lot area; (iii) the value of development rights are not
sufficiently discounted to account for risks inherent in the entitlement process; and (iv) the sum
of development right values for individual lots exceeds what the project would command as a
whole.

ot e Grid (125 Lots) | MOU (54 Lots) | Alt1 (72 Lots)
Average House Size (Sq.Ft.) 3,660 4,500 - 4,631
Development Right Value

Total $205 M 126 M | $155M

Average/Lot $1.64 M $2.24 M - $2.07M
Receiv.er  Site Valuation $732 M $73.2M $732M
Capacity A
Valuation Differential $131.8 M $52.8 ( $81.8
SOURCES: Santa Barbara Ranch Transferable Development Rights (TDR) Feasibility Analysis (page 59), Solimar
Research Group, March 3, 2006. Sumnmary Report to Update the Santa Barbara Ranch TDR Feasibility Study (Table
4.1, page 28), Solimar Research Group, Inc., August 30, 2007.
NOTES: Figures shown in Table 1 reflect a 70% downward adjustment in maximum development proposed
under each scenario.

Based on this peer review, Solimar again revised the valuation methodology and adjusted for the
various factors identified by Mr. Schott. Solimar’s specific responses are summarized in Section
22 of the TDR Feasibility Study Update (Attachment E) and the resulting valuation figures
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appear in Table 1 above. Based on the earlier findings that candidate receiver sites have the
potential of absorbing $73.2 million in additional development value, the updated analysis
reveals a short fall of between $52.8 and $131.8 million between receiver and sender sites. This
short fall already reflects a downward adjustment in development values at Naples to account for
the uncertain outcome of entitlements. Rather than speculate as to which lots may or may receive
entitlements, an “across-the-board” adjustment was made to proposed house sizes; that is, values
are based on house sizes that are 70% of the square footage actually proposed for each

corresponding lot. At 100% of potential, the shortfall would increase by a minimum of $10
million.

In summary, the conclusions initially reached by Solimar in its 2006 TDR Feasibility Study
remain unchanged; while it may be possible to extinguish at least some development potential
at Naples, a complete extinguishment of development rights is improbable. Moreover, the
potential magnitude of development transferred depends on what goals are pursued in the process
— reducing the overall development intensity, preserving the public viewshed from Highway 101,
or eliminating development from the coastal bluff-tops. The Study further notes that development
transfers, no matter how small or large, depend upon a host of actions that must subsequently
occur: capitalization of a mitigation bank, execution of inter-jurisdictional agreements and a
variety of legislative actions to provide requisite “up-zoning” for receiver sites.

7.0 ENABLING ORDINANCE

7.1 TDR Program Framework (Attachments F and G)

Following release of the March 2006 TDR Study, a series of informal discussions subsequently
ensued between various stakeholders. The informal TDR Working Group consists of
representatives of the County, City of Santa Barbara, Naples Coalition (and constituent
members), and Santa Barbara Ranch owner/developer. Representatives from Bermant
Development as well as officials from the Cities of Goleta and Carpinteria also participated at
key points in the process. Under the guidance of Supervisors Carbajal and Firestone, the Working
Group reached consensus on a workscope with Solimar Research Group to bring TDR to a point
of implementation. Rather than focus on specific receiver sites or debate valuation methodology,
the Group agreed on a programmatic approach that would provide the adminisirative apparatus

for implementing TDR. The resulting work products consist of a Program Framework and TDR
Ordinance.

An underlying premise of the TDR Program is that: ““...i¢ should be voluntary, incentive based
and market driven between willing sellers and willing buyers — landowners should not be
obligated 10 use the program.” At the recommendation of Solimar, and with general agreement
among Working Group members, the program has been developed with a geographic focus; that
is, transfers of development rights from Naples should be initially restricted to areas within the
South Coast Housing Market Area which generally share common market values, internal

geographies and land preservation goals. Within these basic parameters, the Program Framework
outlines the following structure:
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o Prioritizing Naples lots for preservation, identified by the Board of Supervisors, for the
purposes of extinguishing development rights from one combination of the following
locations: (i) lots most visible for Highway 101; (ii) lots located within the coastal zone;
(iii) lots located on the bluff south of Highway 101; (iv) lots located on productive
agricultural land; and/or (v) lots located within or near environmentally sensitive habitat.

e Creating a commodity for receiving sites called “density credits.” Each credit represents
one residential unit above the existing baseline density of each receiver site. Developers
would purchase credits based on the market value associated with each receiver site.
Market value is benchmarked against what developers are willing to pay, generally
ranging between 18% and 20% of the selling price for an additional residential unit.

e Adopting receiver site eligibility criteria. In this regard, the following criteria has been
proposed: (i) sites located within or adjacent to the South Coast Urban Growth Boundary;
(i) sites without severe environmental constraints so as to preclude development by
virtue of slopes, flood plains, geologic hazards and ESHA; (iii) sites not involving prime
agricultural land; and (iv) sites that are currently proposed for upzoning or for which
second dwellings are otherwise allowed, regardless of all other criteria.

e FEnacting a process for assigning density credits. A four step process discretionary is
suggested: (i) abbreviated applications are filed by owners/developers; (ii) requests are
prescreening by County staff to determine receiver site eligibility; (iii) preliminary non-
binding assignments of density credits are made by the Planning Commission; and (iv)
development plans are processed for approval along with assignment of density credits.

e Establishing a “Bank” to serve as an investment and administrative intermediary in the
TDR process. Activities of the Bank would include: (i) establishing fair market prices
and transfer ratios; (ii) buying development rights and selling density credits: (iii)
attracting capital investment and servicing a revolving trust fund for ongoing TDR
transactions; and (v) facilitating inter-jurisdictional TDR agreements between the County
and cities.

o Incentivizing receiver site areas and award of density credits through establishment of
“amenity funds.” For each five density credits that area sold and exercised in a particular
community plan area, it is proposed that the Bank award 10% of the total sale proceeds
for amenity enhancements and infrastructure improvements in those specific
neighborhoods where density credits are awarded.

e Mitigating investment risk and retaining commodity value through policies that limit
developer alternatives for achieving greater market-rate densities.  This would be
accomplished by requiring that all upzoning, including agricultural land conversions,
occur within the framework of the TDR Program (i.e., purchase of density credits or
equivalent measures).
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Although the Program Structure was the result of a consensus-based process of the TDR
Working Group, not all participants agreed with the outcome., Specifically, representatives of the
Environmental Defense Center, Surfrider Foundation and Naples Coalition have offered an
alternative approach. In contrast to the voluntary premise of the Solimar work product, the
afore-named parties believe that TDR participation should be compulsory on the part of any
property owner seeking re-designation of land use at Naples. Such mandatory participation
would include the irrevocable offer to sell development rights and a phased release of lots
commensurate with capitalization of the TDR Bank. The obligatory period of participation
would be eight years as measured from the date of Coastal Commission approval (roughly the
equivalent of 10 years from the effective date of County approval). During this period,
development on specified lots would be prohibited until gradually released from the requirements
of TDR (commonly referred to as the “hold” period). Lots of lesser priority would be released
before those which possess important public attributes.

While Solimar notes the critical importance of having a temporary *“hold” on development to
allow the Bank to become capitalized, it stops short of compelling this feature; largely at the
urging of County staff in deference to the voluntary premise of the program. Instead, it suggests
that the County and landowners mutually agree upon this particular parameter and memorialize
the understanding by means of a Development Agreement. In this regard, the owners of Santa
Barbara Ranch have previously expressed their willingness to delay development on specified
lots in the Coastal Zone under Alternative 1 for an initial period 18 months from the date of
County action, with the potential for an additional 18 months provided that measurable progress
is made toward funding the TDR Bank. For sake of reference, Solimar points to the preservation
of the Ellwood Bluff as a local example of TDR, noting that it took three to four years for the
Trust for Public Land (TPL) and the community to raise $20 million necessary for transaction.

7.2  Draft TDR Ordinance (Attachment H)

While the TDR Working Group did not agree on all points, a common denominator among those
represented was a sense of urgency to implement a TDR Program at the earliest possible date.
The Enabling Ordinance, structured around the Program Framework, provides the administrative
and regulatory apparatus to facilitate the sell, purchase and extinguishment of development rights
at Naples. This is necessary regardless of whether TDR at Naples is determined to be feasible or
not. Moreover, the sooner such a program can proceed, the sooner the TDR Bank can become
capitalized and the better its chances of success. The Ordinance accompanying this staff report is
provided in draft form for discussion purposes only. Once the Planning Commission and Board
of Supervisors have conducted their initial reviews, the Ordinance will be revised and placed into
final form with the assistance of County Counsel. The Ordinance will then be returned for
consideration by both bodies in conjunction with the Santa Barbara Ranch project.

By design, two issues are expressly deferred to the Board of Supervisors: (i) the targeting of
specific Naples lots for transfer or extinguishment; and (ii) the establishment of “hold” periods as

discussed in Section 7.1 above. In regard to targeting, Section 35.90.010.C. of the draft
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Ordinance calls for the Board of Supervisors to establish site-specific priorities at the time a TDR
program is implemented. Based on feedback from the TDR Working Group, the Ordinance
outlines a number of competing policy objectives from which to choose: public viewsheds,
oceanfront bluffs, scenic coastal areas, productive agricultural land or sensitive environmental
resources. These choices are influenced by underlying valuation and disparate transfer ratios;
Jots with ocean frontage command higher values than lots located north of Hwy 101
Consequently, fewer bluff lots can be transferred with the same amount of capital compared to

lots inland of the Coastal Zone. The disparity in transfer ratios is illustrated in Table 2 below.

AB Scenario #1 Scenario #2 Scenario #3

R/ 1NN | Maximum Transfers | Protect Viewshed Protect Bluff
Grid Scenario

Lots Transferred 37 32 4

% of Total (125 Lots) 30% 26% 39,

Development Value $20.1 Million $20 Million $24 Million
MOU Project

Lots Transferred 31 25 3

% of Total (54 Lots) 57% 46% 6%

Development Value $19.9 Million $19.7 Million $21.8 Million
Alternative 1

Lots Transferred 35 24 3

% of Total (72 Lots) 499 33% 4%

Development Value $20.6 Million $21.1 Million $19.3 Million

SOURCES: Summary Report to Update the Santa Barbara Ranch TDR Feasibility Study (Tables 6.1, 6.2 and 6.3;
page s 42,43 and 44), Solimar Research Group, Inc., August 30, 2007.

NOTES: FEach Transfer/Extinguishment Scenario is based on an initial TDR Back capitalization of $20 million.
Scenario #1 reflects the maximum number of lots for which development rights can be transferred or extinguished;
Scenario #2 seeks to eliminate lots for which development would otherwise be visible from Hwy 101; and
Scenario #3 seeks to eliminate lots located south of Hwy 101, starting with those lots with ocean frontage.

As discussed in Section 7.1, there are disparate views on the duration and compulsory delay on
development in order to allow the TDR Program to become fully operational. These differences
notwithstanding, Solimar underscores the critical importance of the applicant mutually and
voluntarily agreeing upon a timeframe to withhold the issuance of building permits following
entitlement approval. Although the Board of Supervisors may choose to fix this requirement as
part of the Enabling Ordinance, so doing would require careful review of relevant statutory and
case law on regulatory “takings.” Among other considerations are: (i) the history of litigation
and development delays associated with the Naples townsite; (ii) application filing and permit
streamlining provisions associated with Santa Barbara Ranch; and (iii) the MOU and its
prescribed processing timelines. For the time being, the negotiated approach suggested by
Solimar provides room for these various considerations to be a reconciled.

A final issue worth noting is the interface between density credits and the production of
affordable housing. In short, the Enabling Ordinance has been structured such that it does not

undermine State density bonus law or place the County’s Housing Element at risk. Initial
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discussions with officials of the State Department of Housing and Community Development
(“HCD”) affirm this conclusion. Indeed, HCD views density bonus for purposes of TDR as
separate and distinct from density bonuses used to produce affordable housing. The former
requires developers to acquire development credits with the expectation of increasing profit,
while the latter requires local government to grant credits to underwrite the expense of providing
affordable housing.  Once the Board of Supervisors has weighed-in on the initial draft, a final
version of the Enabling Ordinance will be submitted to HCD for concurrence before the matter is
returned to the Planning Commission.

8.0 PROJECT ANALYSIS

8.1 Environmental Review

The determination of feasibility, as well as the enabling TDR ordinance, are statutorily exempted
from the California Environmental Quality Act (“CEQA”) insofar as neither action constitutes a
“project.” CEQA Guidelines Section 15378(b)(4) states that an action is not a “project” for
purposes of CEQA, where it involves: “The creation of government funding mechanisms or
other government fiscal activities which do not involve any commitment to any specific project
which may have a significant effect on the environment.” Several CEQA decisions have opined
that fiscal programs are not projects for purposes of CEQA, while other companion decisions
assert that actions leading to land use changes (but which do not actually ordain the outcome) do

not produce any physical changes to the environment that would otherwise trigger CEQA.. These
decisions include the following projects: '

e The formation of an assessment district to raise revenue for a water district. Not About
Water Comm. V. Board of Supervisors, (2002) 95 Cal. App.4™ 982, 1001.

o The formation of a community facilities district under Govt. C. sections 53311 to raise
revenue in which no decision committed the agency to any school expansion or

development. Kaufiman and Broad South Bay, Inc. v Morgan Hill Unified School District,
(1992) 9 Cal. App.4™ 464.

e The detachment of 10,000 acres of undeveloped land from a recreation and park district
was not considered a project because no land use designation would change. Simi Valley
Recreation and Park District v. LAFCO, (1975) 51 Cal. App.3" 648, 666.

The present situation is similar. The County’s determination simply declares whether a funding
mechanism to extinguish lots is feasible. Such an action does not commit the County to fund the
extinguishment of development rights on any particular lot nor does it commit the County to
provide development credits for any particular receiving site. Similarly, the TDR Enabling
Ordinance as currently proposed, does not commit the County to providing development credits
for any particular sending or receiving sites, nor does it eliminate the possibility that any
development rights could be extinguished. Therefore, neither the feasibility determination nor
the approval of an ordinance would produce any physical changes to the environment that would
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trigger CEQA. On the other hand, subsequent actions of the County to rezone land or amend the
LCP would be projects subject to CEQA and appropriate environmental review would have to be
prepared before final decisions could be made.

8.2 Policy 2-13 Analysis

CLUP Policy 2-13: The existing town site of Naples is within a designated rural area and is
remote from urban services. The County shall discourage residential development of existing
lots. The County shall encourage and assist the property owner(s) in transferring development
rights from the Naples town site to an appropriate site within a designated urban area which is
suitable for residential development. If the County determines that transferring development
rights is not feasible, the land use designation of AG-II-100 should be re-evaluated.

Policy Compliance:
1. Requirement: The County shall discourage residential development of existing lots.

Facts: Shortly following certification of the Coastal Land Use Plan (“CLUP”) in 1982,
the County adopted antiquated subdivision regulations and instituted an Antiquated
Subdivision Overlay (“ASO”) District in the period between 1984 and 1988. These
regulations were based on the County’s belief that pre-1893 maps created parcels upon
recordation. These regulations effectively reduced the development potential of Naples
by requiring merger of undersized parcels down to an estimated maximum of 14 lots
compared to over 400 lots claimed by the owners. The County was subsequently sued by
the one of the Naples landowners, and in 1994, the California Supreme Court struck
down the subdivision regulations pertaining to involuntary merger provisions. Morehart
v. County of Santa Barbara (1994) 7 Cal.4™ 725. In response, the County rescinded these
regulations and adopted the Official Map of Naples in their place. The Official Map only
recognizes those lots for which the County previously issued a certificate of compliance
demonstrating that a division of land complied with state and local laws, or had a deed
history establishing the lot as a separate legal parcel. Because the Official Map only
recognizes 274 legal lots (as opposed to over 400 lots alleged by Naples landowners), the
Map’s adoption led to further litigation:

e Santa Barbara County Superior Court Case No. 179265, challenging the County’s
ASO Ordinance, alleging inverse condemnation and seeking monetary damages
for alleged violations of civil rights and seeking declaratory relief.

e Santa Barbara County Superior Court Case No. 203256, challenging the action of
the County and the California Coastal Commission in adopting and certifying
Ordinance No. 4084 which, among other things, regulates private wastewater
facilities.
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e Threatened and tolled litigation, challenging the County’s 1994 rescission of its
antiquated subdivision regulations, adoption of the Official Map and
determination of parcel validity within the Naples townsite.

In late 2002, the County and landowners representing roughly 80% of the Official Map
lots entered into a Memorandum of Understanding (“MOU”) setting forth a protocol and
structure for the submittal of project applications as a part of a potential global resolution
of pending and threatened litigation. The MOU does not create entitlements, rights or
approvals, and does not impair the County’s ability to enforce its applicable ordinances,
resolutions, policies or statutes. However, it does provide a protocol for the County to
consider applications for development and conservation at Naples. Most importantly, it
preserves the opportunity to control land use planning for Naples as opposed to a
situation where individual lot owners could seek development permits for single family
homes under the current Grid configuration. This would lead to development in an ad
hoc, fragmented basis, leaving the County vulnerable to potential claims by numerous
individual landowners of regulatory “taking” (if development were denied on grounds

other than valid health and safety concerns) and likely compromise the very goals
promoted in the CLUP.

Conclusion: Since adoption of the CLUP, the County has been steadfast in discouraging
residential development at Naples; first through the adoption of regulations that minimize
its potential (14 lots allowed by Ordinance compared to 400+ lots alleged by property
owners), followed by the adoption of the Official Map that recognized approximately
1/3 less lots than reflected in the Original Map of 1888. In spite of the unfavorable
ruling by the California Supreme Court, the County continued to discourage development
at Naples. This objective is reflected in the MOU where the scope of development
contemplated is for 54 total residential units on 485 acres, or roughly one-quarter of the

219 legal lots comprising Santa Barbara Ranch (“SBR”) as recognized under the Official
Map.

2. Requirement: The County shall encourage and assist the property owner(s) in
transferring development rights from the Naples town site to an appropriate site within a
designated urban area which is suitable for residential development.

Facts: In compliance with CLUP Policy 2-13, the County has commissioned a study on
the feasibility of transferring development rights from Naples to sites more suitable for
residential development. This process has led to the creation of a Working Group of
“stakeholders” to help facilitate the transfer. Core members of the Working Group
include the City and County of Santa Barbara, Environmental Defense Center, Surfrider
Foundation Foundation, Naples Coalition and the owner of SBR. The County broadened
this outreach and invited representatives from the Cities of Carpinteria and Goleta to
participate as well. As a result, the Working Group (with the financial support of the City
of Santa Barbara, County of Santa Barbara and Property Owner of SBR) have engaged in
a collaborate effort to devise a TDR Program and implementing Ordinance. The program
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framework was completed in early 2007 and the resulting Ordinance is presently under
consideration. With the encouragement of County staff, the owner of SBR has
voluntarily agreed to withhold issuance of Coastal Development Permits for a select
number of lots within the Coastal Zone of SBR under the Alternative 1 configuration for
a minimum of 18 months following County land use approvals. The applicant has further
agreed to pledge these lots as credits for potential transfer under a County-sanctioned
TDR Program. Provided that the a TDR Program is established and capitalized, the
applicant has agreed to extend the initial “holding” period by an additional 18 months for
selected lots equivalent to the capacity and valuation of receiver sites.

Conclusion: The County’s furtherance of Policy 2-13 TDR objectives is evidenced by
creation and financial support of a TDR Working Group. The resulting program
framework and implementing Ordinance will provide the administrative apparatus to
facilitate the sell, purchase and extinguishment of development rights at Naples. The
applicant’s willingness to toll development and pledge Coastal lots for transfer is the
result of collaborative discussions with County staff. Final details on mechanics and time
lines will be memorialized in the Development Agreement.

3. Requirement: If the County determines that transferring development rights is not
feasible, the land use designation of AG-1I-100 should be re-evaluated.

Facts: In compliance with CLUP Policy 2-13, a TDR Study has been completed for three
different development configurations: (i) the Grid Scenario which represents baseline
conditions and estimates that between 114 and 125 Official Map lots have the potential
for development; (ii) the MOU Project consisting of 54 residential home sites and
associated land use changes on SBR totaling 485 acres and encompassing 80% of the lots
comprising the Official Map of Naples; and (iii) Alternative 1 (proposed for review by the
landowners at a project-level detail for purposes of evaluating alternatives to the MOU
Project under the California Environmental Quality Act (“CEQA™) consisting of 72
residential home sites and associated land use changes encompassing the 485-acre SBR
plus the adjacent 2,769-acre Dos Pueblos Ranch (“DPR”) property, together
encompassing 86% of the lots comprising the Official Map of Naples. The TDR Study
identifies and evaluates potential receiver sites that would be suitable for residential
development within designated urban and rural areas. The TDR Study indicates that, for a
variety of reasons, most of these locations are not feasible as receiver sites: remoteness
from the Naples townsite, lack of common interest and issues between the Naples
townsite and potential receiver sites, and the disparity between very high land and
development values on the Gaviota Coast when compared with inland urbanized areas.
The Study does, however, suggest that it might be possible to extinguish at least some
development potential provided that a host of actions subsequently occur: capitalization
of a mitigation bank, execution of inter-jurisdictional agreements and a variety of
legislative actions to provide requisite “up-zoning” for receiver sites.
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Condusion: TDR feasibility turns on three key issues: program capacity, receiver sites
and bank capitalization. Program capacity is addressed through impending adoption of an
Enabling Ordinance that sets forth the administrative and regulatory process by which to
accomplish transfers. In short, this leg of the feasibility triangle can be satisfied.
Potential receiver sites, on the other hand, fall short of total value needed. Moreover,
community acceptance of higher density on any or all of these sites is unknown. And
while a variety of potential funding sources have been identified, no capital has thus far
been raised. The only local example on which to draw is the Ellwood Mesa transaction in
which $20 million was raised as compared to the $126 - $205 million required to fully
extinguish development at Naples under the Grid, MOU and Alternative 1 configurations.
In conclusion, the dearth of receiver sites and lack of upfront capital makes the
determination of TDR feasibility highly problematic. At best, only a partial
extinguishment of development potential at Naples is possible.

Partial TDR Feasibility:

Premise: Policy 2-13 allows for a reconsideration of land use if development rights at
Naples cannot be extinguished through TDR. While Policy 2-13 is not clear regarding
whether the County must determine that all development rights at Naples can be
transferred, Policy 2-13 does require that a feasibility determination be made prior to
rezoning any or all of the Naples townsite. In short, partial extinguishment will not
resolve the underlying conflict that gives rise to Policy 2-13. Despite 27 years of attempts
by the County to discourage development by zoning the area as agriculture, forcing
mergers and litigating extensively, 274 legal lots still remain. With or without a
feasibility determination, and regardless of whether the zoning is changed, the landowner
has the right to proceed with applications for development of any or all of the existing
lots. Partial feasibility, if accompanied with delays in land use re-designation and/or
entitlements, could prompt the land owner to choose to sell or develop individual parcels
instead of presenting one comprehensive plan. Such individual development or sale could
drastically reduce the County’s power to influence the overall development approach at
Naples. In summary, the TDR determination and the rezone must be broad-based and
take into account not only the obstacles to a TDR program but also the landowner’s legal
rights and the opportunity for comprehensive land planning.

Facts: Existing land use and zoning designations for the Naples townsite consist
primarily of commercial agriculture, with minimum lot size requirements ranging from
10 acres (“U” zone designation for inland lots) to 100 acres (AG-II-100 zone designation
for coastal lots) acres for each parcel. This translates to a hypothetical residential
development potential of 14 lots that is far less than the 274 legal lots recognized in the
© 1995 Official Map of Naples. In short, existing agricultural land use designations and
implementing zoning ordinances do not accommodate residential development of lots
already present at the townsite. If full extinguishment of development potential at SBR
through TDR 1is not possible, the underlying conflict between lot density and existing
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agricultural designations remains. The means by which to resolve this conflict is through
a re-designation of land use. This is the expressed purpose of Policy 2-13.

Proposal: In order to resolve the conflict in underlying land use designations while
maximizing the potential for use of TDR, three concurrent yet sequential steps are
contemplated:

Step #1 - The Board of Supervisors adopt findings and declare that the full
extinguishment of development potential at Naples through TDR is not feasible. In order
to foster partial extinguishment and affirmatively further Policy 2-13 objectives which
require the County to “...encourage and assist the property owner(s) in transferring
development rights from the Naples town site...”, a TDR Ordinance will be offered and
recommended for adoption.

Step #2 - The Board of Supervisors acts upon the MOU Project presently under
consideration. Potential outcomes include approval, denial or modification of the MOU
Project, Alternative 1 or some variation thereof. Outright denial would revert to the Grid
configuration (i.e., lots recognized under the Official Map). If approved, the applicant’s
willingness to toll development and pledge Coastal lots for transfer would be
memorialized by way of a Development Agreement.

Step #3 - The Board of Supervisors designates TDR priorities for extinguishment
under the TDR Ordinance adopted in Step #1 (i.e., lots most visible from Hwy 101, lots
located within the Coastal Zone, bluff lots located south of Hwy 101, lots located on
productive agricultural land, lots within or near environmental sensitive habitat, etc.).
Lots eligible for transfer shall conform to the geographic priorities established by the
Board and correspond to the development configuration resulting from Step #2.

7.0 APPEALS PROCEDURE

As noted in Section 4.0, the Planning Commission’s role is advisory to the Board of Supervisors.
The TDR Feasibility Study and proposed Enabling Ordinance are not appealable actions; instead,
the Board will serve as the decision making body.

ZQTMEHOOw >

ATTACHMENTS

MOU and Alternative 1 Development Configurations

TDR Feasibility Study (March 8, 2006)

Grid Scenario

TDR Feasibility Study Peer Review (July 20 and August 29, 2007)

TDR Feasibility Study Update (August 30, 2007)

TDR Program Framework (August 24, 2007)

A TDR Program For Naples — EDC, Surfrider and Naples Coalition (May 11, 2007)
TDR Enabling Ordinance (May 29, 2007)
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11.4 ALTERNATIVE 3: NO PROJECT
11.4.1 Description of Alternative 3

Background. CEQA Guidelines Section 15126.6 (e) addresses the “no project”
alternative. Section 15126.6 () (3) states in part:

A discussion of the "no project” alternative will usually proceed along one of two lines:

(A) When the project is the revision of an existing land use or regulatory plan, policy or ongoing
gperation, the "no project” alternative will be the continnation of the exdsting plam, policy or
operation into ihe future. Typically this s a sitnation where other projects initiated under the existing
plan will continne while the new plan is developed. Thus, the projected impacts of the proposed plar

or aliernative plans wonld be compared 1o the impacts that would occur nnder the existing plan.

(B) If the project is other than a land use or regulatory plan, for exanmple a development project or
identifiable property, the "'no project” alternative is the circumstance under which the project does noz
proceed. Here the discussion wonld compare the environmental effects of the property remaining in its
existing state against environmental effects which wonld occur if the project is approved. If
disapproval of the project under consideration would result in predictable actions by others, such as
the proposal of some other project, this "no project’ consequence should be discussed. In certain
instances, the no project alternative means "no build'" wherein the existing environmental setting is
maintained. However, where failure to proceed with the project will not resalt in preservation of
existing environmental conditions, the analysis shonld identify the practical result of the project's nosn-

approval and not create and analyze a set of artificial assumptions that wonld be required to preserve
the existing physical environment.

The MOU Project and Alternative 1 propose both a change in the land use designation, as
well as a particular development project. Following the logic suggested above for proposals
that involve a change in land use designation, denial of the project (implementing the No
Project alternative) would result in retention of the AG-II-100 designation and associated
zoning (and small area of U zone). It would also result in the retention of the existing pattern
of 219 lots within the SBR property as depicted in the Official Map of Naples adopted by
the County in 1995. In such event, individual lots could be sold off and a series of individual

lot-by-lot mergers, consolidations, development plans, building permits, and related
applications would be submitted.

Description_of Alternative 3A - No Project with Grid Development. The
Official Map is shown on Figure ES-3 in Section ES 2.2 of this RDEIR. Rectangular lots of
3.8 acres form a grid pattern that dominates the property. Several of the rectangular parcels
are divided further into groups of smaller lots. Creation of the rights-of-way for US 101 and
for the Union Pacific Railroad left a series of narrow lots adjacent to both of these corridors.
These sets of smaller lots account for several dozen legal parcels within the property, not all




of which can be shown on Figure ES-3. Assuming that the narrow lots along the highway
and railroad rights of way would be combined with adjacent lots reduces the number of
parcels from 219 to 193, which are distributed as follows:

e North of US 101 — 65 parcels (12 in the western region and 53 in the eastern region)
e Between US 101 and the UPRR tracks

e Between US 101 and Dos Pueblos Canyon Road — 5 parcels

e Between Dos Pueblos Canyon Road and the UPRR tracks — 85 parcels

e South of the UPRR tracks — 38 parcels

Development in the Alternative 3A Grid scenatio would generally follow the rectilinear
pattern of the existing lots and mapped street locations, with access to the areas-north of US
101 provided by the existing ranch roads and access to the areas south of US 101 being
provided by Dos Pueblos Canyon Road, Langtry Avenue, and existing ranch roads. Figure
11.4-1 shows the configuration of existing lots ‘along with setbacks from coastal drainages
and other features that would pose constraints to development in order to achieve
consistency with coastal policies.

CLUP Policy 2-11 addresses the preservation of environmentally sensitive habitats. Related
policies (9-1, 9-9, 9-18, 9-37, and 3-4) identify specific habitat types and establish buffer
distances to protect biological and other resources. A 100-foot setback from the tops of the
coastal bluffs, from the tops of the stream banks, and from isolated wetland areas on the
property, will encompass most of the sensitive resources and provide protection.
Comprehensive Plan Hillside and Watershed Protection Policies (Policy 1, 2, and others)
address geologic constraints including development on unstable slopes.

If individual on-site treatment systems (septic tanks) were utilized, limitations related to the
disposal of effluent set forth in the Regional Water Quality Control Board RWQCB) Basin
Plan would influence the size and the location of allowable lots for residental use. The
RWQCB Basin Plan for the area identifies a minimum lot size requirement of usually 1 acre
RWQCB, 1994:Section VII D.3). The lot can be as small as 0.5 acre if “soil and other
physical constraints are particularly favorable. This constraint might also influence buildout.
The 100-foot setback noted above would also apply to the locations of effluent disposal
systems. Additionally, part of the area north of US 101 is undetlain by a shale formation that
would limit the use and location of dry wells for effluent disposal. Given the number of
existing legal lots, sole reliance on individual septic effluent disposal systems may potentally
affect groundwater quality. For this reason, a packaged treatment plant option as discussed
below would be anticipated in this alternative.

CLUP Policies 2-6 and 2-10 address the issue of adequate services such as water, sewer,
roads, and other utilities. Policy 2-6 requires a finding that such services are available or that
the applicant assumes full responsibility for the costs of such services. Policy 2-10 addresses



the issue of providing such services in designated rural areas. The exact language of Policy 2-
10 is as follows:

CLUP Policy 2-10: Annexation of a rural area to a samitary district or extensions of sewer lines
into rural area(s) as defined on the land use plan maps shall not be permitted unless required to prevent
adverse impacts on an environmentally sensitive habitat, 1o protect public bealth, or as a logical extension
of services.

The MOU Project, Alternative 1, and Alternative 3A No Project with Grid Development
may all be found to be consistent with this policy. None would involve an extension of
sewer lines from an existing district. None would involve the extension of sewer service to
areas outside of the Naples area. All would require the use of a sewage treatment system, at

least in the Coastal Zone, to protect ground and surface water quality due to the unique
circumstances on the property.

With respect to water service, both the Santa Barbara Ranch and the Dos Pueblos Ranch
are served by the Naples Water Company. An adequate water source to serve the proposed
development, or any alternative development, is already available and the major components
of a treatment and distdbution system are already in place. Equipment upgrades in the water
treatment plant area necessary, and additional water storage capacity for fire protection
purposes will be required, but the major components of a water supply system are already
developed and in use. Thus, there is no need to extend water service to the project area. The
project would also incorporate measures to prohibit the further extension of service to
adjacent properties (although portions of Dos Pueblos Ranch and properties farther to the
west are already served by the Goleta Water District). For these reasons the project, or
future development under the Alternative 3A No Project - Grid Development, would not

require extension of new water service and there is no need to consider other options for
providing water service.

Roadway access is already provided to the property via US 101, Dos Pueblos Canyon, and
Calle Real. Internal circulation can be developed along existing roads including Langtry

Avenue, roadway easements following the pattern of existing lots, and the existing ranch
roads.

In summary, these environmental and policy constraints may influence the size of a house
on a lot or otherwise affect the details of a proposed residential development, but may not
prevent a parcel from being developed. Unless prompted by a threat to health or safety,
denial of all development could be considered a regulatory taking of the parcel. Considering

these features and policies, the range of developable shown in Figure 11.4-1 and summarized
below in Table 11.4-1 may be expected.



Table 11.4-1
Range of Developable Lots Under Alternative 3A -
No Project, Grid Development

Location Range in Numbers of Lots
North of US 101 55-58

US 101 to UPRR tracks 33-37

South of UPRR tracks 26-30

Total 114-125

This total is higher than that estimated in the first Draft EIR for this project (approximately
82 units). There are two reasons for the difference. First, during the time of preparation of
the first Draft EIR additional investigations were undertaken regarding the landslides present
in the northwestern part of the property. These deposits were found to be relatively shallow,
and not as extensive as originally believed. While the impact sections of the first Draft EIR
acknowledged this result, the alternatives section was not revised to reflect that information.
Second, the consideration of alternative effluent disposal technology (ie. a packaged
treatment plant) reduces a constraint that was considered a limitation in the first Draft EIR
alternatives analysis. The combination of these two factors results in an increase of about 40
developable units, when compared with the analogous discussion in the first Draft EIR.

[NOTE: This narrative is extracted from the Administrative Draft
Revised DEIR for Santa Barbara Ranch and is subject to minor change
pending publication of the DEIR.]
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SCHOTT & COMPANY

REAL ESTATE APPRAISAL & CONSULTING

August 29, 2007

Dianne Black

Director of Developer Services
County of Santa Barbara

123 E. Anapamu St.

Santa Barbara, CA 93101

Reference: Peer Review
Solimar Research TDR Study
Naples/Santa Barbara Ranch '
Santa Barbara County, California

Dear Ms. Black:

The purpose of this letter is to ‘analyze the response that was given by Solimar
Research to my comments set out in my July 20, 2007 peer review of Solimar’s

Draft “Summary Report” for the Update of the Santa Barbara Ranch TDR
Feasibility Study dated June 20, 2007.

I indicated four primary areas that 1 felt raised concerns with respect to the
accuracy of the conclusions sending site portion of Solimar’s Study.

My first comment pertained to the projected finished home values that the model
“estimates. Nearly all of my concerns were addressed directly with modifications
to the model. While no modification was made to address my concern that the
100% values of the MOU and ALT1 bluff top properties are in excess of what I
would expect the market to bear, the fact that the final development right analysis
is based on the 70% values (and therefore, lower overall values), this concern 1s
judged to be mitigated.

My second comment pertained to the need to more accurately estimate the
underlying base land value for each lot in each development scenario relative to

the other lots in that scenario. Changes to the model have addressed this
comment.

The third comment that I raised pertained to the trending up of home values into
the future. While I do not believe that this accurately reflects what a hypothetical
developer would project, the author of the study indicated that the mtent was not
to reflect what a developer would project but, rather, to estimate market
conditions and development right values at the anticipated time that the program
would get off the ground. Considering that this is the intent and the fact that in the
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updated analyses construction costs were trended upward as 1 had suggested, this
1ssue has been addressed.

The fourth issued I raised pertained to a lack of analysis pertaining to the time
value of money and absorption. This point is particularly relevant in the estimate
of the value of the development rights for the project as a whole. The model, in its
final form, 1s a reasonable methodology for measuring the development rights on
a lot by lot basis. However, because it does not have a mechanism to measure the
impact of time and absorption risk, it overstates the value of the development
rights for the property as a whole.

The sum of the development right values for each of the lots is equal to more than
the total value of the development rights for the entire project. This relationship
stems from the fact that if a developer is going to extinguish some development
rights but continue the lion share of a development, he will still incur much of the
risk, time and cost of the total development. Alternatively, if all of the
development rights will be extinguished, the developer would incur no further
cost, expertise, risk, or time to realize his profit.

The author of the report agrees that his analysis is designed for the estimate of the
feasibility of partial extinguishment of development rights at Santa Barbara Ranch
and that the total values reported are likely overstated. An alternative
methodology would be required to more accurately estimate the total value of the
development rights at the property.

My comments labeled five and six pertained to receiving sites and were more
guttural responses to the study. As these comments are not based on empirical
data, they are less important than those discussed above, and based on my
discussions with the author of the report, I believe they are laid to rest.

If you have any questions or further instructions please do not hesitate to contact me.

Sincerely,

A
4By

Stephe Schott, MAI

CA #AG024150

Schott & Company

215 W. Figueroa St., 2™ Floor

Santa Barbara, CA 93101

(805) 564-8998 (phone)

(805) 966-6352 (fax)

www.schottonline.com
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SCHOTT & COMPANY

REAL ESTATE APPRAISAL & CONSULTING

July 20, 2007

Dianne Black

Director of Developer Services
County of Santa Barbara

123 E. Anapamu St.

Santa Barbara, CA 93101

Reference: Peer Review
Solimar Research TDR Study
Naples/Santa Barbara Ranch
Santa Barbara County, California

Dear Ms. Black:

Pursuant to your request, I have proceeded with an assessment of the
reasonableness of the conclusions and analyses of Solimar Research Group’s
Santa Barbara Ranch Transferable Development Rights (TDR) Feasibility
Analysis dated March 8, 2006 and the update of the study dated June 20, 2007.

The scope of my work has included a review of the studies, the proposed TDR
ordinance, a letter from Integra Realty Services critiquing the original study, and
assoclated project maps. The focus of my work was to comment on the
reasonableness of the conclusions of the study. As originally agreed, where I
disagree with the conclusions of the study I will state why but I will not offer
alternative conclusions as the required amount of analysis to accomplish this goes
beyond the scope of my assingment. Further, I will not be commenting on or
analyzing the underlying mathematics employed in the hedonic model. Rather, 1
intend to comment on the reasonableness of the conclusions reached in the study
relative to my experience as a real estate appraiser.

The following are my comments with respect to the study:
Santa Barbara Ranch Analyses Comments

1) Projected Finished Home Values — The model indicates values that appear to be
inconsistent with market values in the real world. In the 100% MOU and ALT1
analyses, the bluff top lots have lots of 8 to 15 acres and values ranging from
approximately $19,000,000 to $30,000,000. In the Grid analysis, the bluff top
lots range in lot size from 0.76 acres to 3.8 acres and have values from
approximately $3,900,000 to $7,000,000. Actual sales of bluff top homes
suggest that this spread is far too wide. The analyses suggest that lot size is the
primary factor in determining value differences. Market data indicate that the
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primary value of bluff top property is its unobstructed ocean view amenity and
proximity/access to the beach. It appears that the hedonic model is not accurately
reflecting this. Further, it appears that the values of the MOU and ALT1 bluff
top properties are in excess of what comparable sales would indicate (Are the
open space/agricultural/public easements factored into the hedonic model?) and
those of the Grid analysis are below that which comparable sales would indicate.
Recent comparable sales of oceanfront/bluff top parcels on the South Coast
range in lot size from 0.4 acres to 60 acres and in price from $7,900,000 to
$33,750,000. Excluding the extremes, the data range from approximately
$9,200,000 to $28,500,000. All of these data are in locations that are more
central to Santa Barbara and would be considered superior to the location of
Santa Barbara Ranch.

The Grid analysis has a range of approximately $3,900,000 to $7,000,000 for the
bluff top lots and a range of approximately $3,400,000 to $6,300,000 for lots
north of the bluff top lots but south of the railroad tracks. The analysis appears to
place little premium on the bluff top lots versus interior lots. However, market
evidence indicates that there is a very substantial premium for bluff
top/oceanfront lots versus those that are one or more properties removed from
the bluff/oceanfront. This is particularly true where the topography is gentle and,
therefore, the rear lots do'not have the view amenity that the bluff top lots have.

As evidence of this relationship two sales on Beach Club Road near Carpinteria
can be examined. 3248 Beach Club Road is an oceanfront house of 2,750 square
feet. Tt sold for $9,200,000 in January 2005. 3261 Beach Club Road is across the
street from 3248 Beach Club Road and not ocean front (one parcel and the street
is between the property and the ocean). This house is on a similar sized lot and 1s
2,367 square feet. It sold for $3,600,000 in November 2005. This is a dramatic
illustration of the premium paid for oceanfront or bluff top lots.

It appears that the hedonic analysis does a better job of estimating values for

properties that are further inland as these value conclusions are more reasonable.

Underlying or Base Land Value - While the hedonic model used to estimate the
values of hypothetical finished homes on the individual sites provides a
methodology to account for differences of value created by varying attributes
among the subject sites (size, location, proximity to freeway, etc.), no such
analysis is done for the underlying or base land value (aka “land cost”). This
figure is subtracted as a project cost in order to estimate “Capitalized Land
Value,” and ultimately the value of the development right for each parcel. The
result of using an average base land value for each of the sites is that the
development rights vary more widely from one parcel to another than would be
reasonable. By distributing the total base land value to the various parcels based
on their relative appeal, a more realistic picture of Development Right Value
would be created. One method of accomplishing this would be to apply the
percentage of the total retail value that each hypothetical finished home
represents to the total base land value for each lot. Performing such an analysis
will have an equalizing effect on the resulting individual development right
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4)

values. In other words, there will be a tighter range of development values. It
will not impact the total development right value.

Trending Hypothetical Home Values Upward Into the Future — In the analysis
where development right values are calculated, the values indicated for the
hypothetical finished homes on the subject lots are inflated at 8.9% annually mn
an attempt to estimate what the homes would sell for in the future. These future
values are then discounted at a much lower rate (2-3%). This analysis results in
higher values without the recognition of the higher risk associated with the
projection. Additionally, typically developers make their projections of what a
finished product will sell for in the future based on today’s values, not future
values that have been trended upward. For these reasons, I believe the results are
unnecessarily skewed upward.

Alternatively, with the rising costs of construction (costs have imcreased an
average of 6% per year over the past five years with the rate of increase
accelerating over this time frame per Marshall Valuation Service) it would be

prudent to trend the projected construction costs upward to reflect estimated
future costs.

Accounting for the Time Value of Money and Risk — The study attempts to
account for absorption through higher holding costs (specifically, through
extended financing costs). While financing costs are a valid holding cost, they
are only part of the picture. The time value of money must be accounted for. If a
home will not sell until a number of years into the future, the developer will not
receive the profit until that future time. Typically, developers recognize and
account for this fact in their proformas by discounting future profits to present
value. The discount rate used is reflective of the risk of the projection (will the
home really sell in the projected timeframe for the projected price?). Lacking

this type of analysis, the profit and, therefore, development right value is
overstated.

Receiving Site Comments

5)

6)

Neighborhood Resistance The entire feasibility of the process is questionable
due to resistance that will be mounted by neighbors of receiving sites. While the
study suggests small financial incentives be made to improve neighborhood
amenities, it is likely that more significant incentives will be required to achieve
a level of acceptability necessary for a receiving site project to move forward.
This 1ssue should be explored further.

Willingness to Pay for Development Right Willingness to pay appears to be
overstated due to low construction cost estimates ($120-$130 per square foot).
My analysis of recent multi-unit residential development projects indicates that
hard construction costs locally are in the range of $175 - $250 per square foot.

ScHOTT & COMPANY 3
Real Estate Appraisal & Consulting



Ideally real world data would be included to-support the conclusions-in-this-part
of the analysis (actual receiving site development right purchases correlated to
the buyer’s project Proforma at the time of sale),

Conclusion
Until the issues detailed above are considered and commented on by the authors, the
conclusions of the Solimar Research Group Santa Barbara Ranch TDR Feasibility

Study are in question.

If you have any questions or further instructions please do not hesitate to contact me.

CA #AG024150

Schott & Company

215 W. Figueroa St., 2™ Floor
Santa Barbara, CA 93101
(805) 564-8998 (phone)

(805) 966-6352 (fax)

www.schottonline.com
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ADDENDA/USPAP REPORTING REQUIREMENTS

Function/Purpose of Assighment
The function and purpose of this assignment is to provide a review

of the reasonableness of the conclusions in the TDR study herein
referenced.

Intended Use & User

The intended use of this report is for decision making purposes. The
intended user is the County of Santa Barbara.

Effective Date of Assignment
The effective date of this assignment is July 20, 2007.

Scope of Work

I have reviewed the 2006 Solimar TDR study and the 2007 update. I
have also reviewed a letter from Integra Realty Resources critiquing
the 2006 study. I have reviewed various maps of the project and
considered market data.

Definition of Terms
MARKET VALUE

Market value is the major focus of most real property appraisal
assignments. Both economic and legal definitions of market value
have been developed and refined. A current economic definition

agreed upon by federal financial institutions in the United States of
America 1s:

The most probable price which a property should
bring in a competitive and open market under all
conditions requisite to a fair sale, the buyer and seller
each acting prudently and knowledgeably, and
assuming the price is not affected by undue stimulus.

Implicit in this definition is the consummation of a sale as of a
specified date and the passing of title from seller to buyer under
conditions whereby:

(a) Buyer and seller are typically motivated,

(b) Both parties are well informed or well
advised, and acting in what they consider
their best interest;

(c) A reasonable time is allowed for exposure
the open market;

ScHOTT & COMPANY
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(d) Payment is made in terms of cash in U.S.
dollars or in terms of financial arrangements
comparable thereto; and

(e) The price represents the normal consideration
for the property sold unaffected by special or
creative financing or sales concessions
granted by anyone associated with the sale.

Source: Uniform Standards of Professional Appraisal Practice
(of the Appraisal Foundation)
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CERTIFICATION

I certify that, to the best of my knowledge and belief:

the statements of fact contained in this report are true and correct.

the reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and are my personal, unbiased professional
analyses, opinion, and conclusions.

I have no present or prospective interest in the property that is the subject of this report,
and I have no personal interest or bias with respect to the parties involved.

I have no bias with respect to the property that is the subject of this report or to the
parties involved with this assignment.

my engagement in this assignment is not contingent upon developing or reporting
predetermined results

my compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that favors the
cause of the client, the amount of the value opinion, the attainment of a stipulated result,
or the occurrence of a subsequent event directly related to the intended use of this report.

that this appraisal assignment was not based on a requested minimum valuation, a
specific valuation, or the approval of a loan.

my analyses, opinions and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal Practice
(USPAP) of the Appraisal Foundation and in accordance with the Code of Professional
Ethics and the standards of Professional Practice of the Appraisal Institute.

I have not made a personal inspection of the property that is the subject of this report.

no one provided significant professional real property appraisal assistance to the person
signing this report.

that the use of this report is subject to the requirements of the Appraisal Institute relating
to review by its duly authorized representatives.

As of the date of this report, I have completed the requirements under
the continuing education program of the Appraisal Institute.
STEPHEN G. SCHOTT, MAI
CA#AG024150
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Professional Memberships

(1997 — Present):

Owner
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Hammock, Arnold, Smith & Co.

Real Estate Appraisers and Consultants,
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University of California at Santa Barbara
Bachelor of Arts Degree, Sociology
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Expert Withess Testimony

Property Types Appraised

Santa Barbara Superior Court

Commercial/industrial
Single and multi-tenant office, retail, and industrial;
restaurants; mixed use commercial/residential; both
existing and proposed.

Multi-Family
All sizes from duplexes to institutional grade investment
properties (>100 units).

Agricultural
Greenhouses, prime soils, ranch land,

Special Purpose
Motels, hotels, bed & breakfast facilities, residential care
facilities, tennis and swim club, nursery school, dinner
theatre, girls club, religious facilities, schools, mortuary,
crematorium, sorority/fraternity, student dormitory, etc.

Land
Unimproved and under-improved commercially and
industrially zoned properties; unimproved & under-
improved residentially zoned land including subdivision
analysis; foothill and mountainous acreage; “gentleman
ranches.”

Single Family
Large estates, unusual homes, tract homes; both existing
and proposed.

Easements/Condemnation
Utility takings, trail easements, reciprocal access easement,
golf course landscaping easement, temporary construction
easements.
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Executive Summary

This update to the 2006 Santa Barbara Ranch TDR Feasibility Analysis accomplishes
three essential tasks pursuant to relevant comments from the public and a County-
approved independent appraiser. In particular, the report:

1. Adjusts the valuation of MOU / ALT1 development right values for more
accuracy;
2. Estimates development right values of the so called “Grid”;

3. Discusses the feasibility of transferring development potential from Naples based
on the updated valuation.

As the basis for transferring development potential, it is important to use the value of
entitlements or “development rights” rather than what finished homes would sell for on
the Santa Barbara Ranch. When comparing development right values of the Grid, the
MOU, or the ALT 1 development scenarios, it is most useful to look at our estimate of
the average rather than the roral project development right value.

This 1s because the valuation method we use is most accurate on an individual lot basis.
If an entire project — or large portions of it rather than individual lots — were to be
transferred the compensation for development rights would likely be less than the totals
we report. Simply put, if the owner of the Santa Barbara Ranch is paid in-whole and up-
front he is likely to accept less than the totals we report so as to avoid the inherent risk of
getting the project approved and sold in a timely fashion. We feel this is acceptable since
we assume that transferring development is partially feasible and would occur on an
individual lot by lot basis rather than the entire project. For this reason it is important to

focus on average development right values rather than the total project development right
values.

Table ES.1 below is a condensed summary of the average development right value, the
average price that finished homes would sell for (i.e. home value), as well as the total

development right and total project values of the Grid, MOU, and ALT 1 projects that
resulted from the 2007 updated analysis.

Table ES.1
Grid (125 units) MOU (54 units) ALT 1 (73 units)
Av. Development $1,638,481 $2,242,201 $2,071,902
Right Value
Av. Home Value $4,433,917 $7,108,166 $6,848,472
Total Development $204,810,147 $125,563,237 $155,392,675
Right Value
Total of Home $554,239,645 $383,840,983 $499,938,484
Values in 2007

(note: values reported are based on the 70% project wherein house sizes were reduced by 30%.)




One can see that average development right values for all three scenarios are about one-
third of the average home value for each of the three project scenarios. The Grid’s
average development right value is almost half the development right value of the MOU
project ($1.6 million versus $2.2 million). The Grid’s total development right value is
greater than the MOU and the ALT 1 project because the project has so many more
potential homes — 125 homes versus 54 and 73 homes for the MOU and ALT 1
respectively.

We conclude that a partial transfer is feasible — that is, to transfer some, but not all, the
development from the Santa Barbara Ranch project is possible. We come to this
conclusion for two reasons:

1. It is unrealistic for the receiving sites we identify to absorb enough density to
transfer all the development right value from Naples. As a threshold matter, the
County (and potentially the City of Santa Barbara) would need to identify and re-
zone certain parcels to receive additional units under the TDR program;

2. The development rights would have to be transferred off Naples “up-front” rather
than over time. This would require the creation of a “TDR Bank™ to buy, hold,
and eventually sell the rights. The Bank would have to be well capitalized in order
to execute the up-front purchase; we feel it is unlikely the Bank could be seeded
with enough money to buy all development rights.

We do, however, believe it is possible to capitalize the Bank with enough money to
transfer some development rights from the Santa Barbara Ranch. If the transfer of
development rights is to be executed up-front, then the feasibility of the transfer system is
driven not by some theoretical calculation of sending and receiving site value, but on the
actual amount of money that can be raised to stake the TDR bank.

The Ellwood Mesa preservation effort serves as a good reference for the amount of
money that could capitalize the Bank. The Trust for Public Land (TPL), as recently as
2003, generated $19.7 million for the successful preservation of Ellwood Mesa. In this
deal TPL negotiated with the landowner and the potential developer to relocate 130
entitled lots from Ellwood Mesa to a settled-upon 62 unit project on a 12 acre County
park site a short distance away. While not an official TDR, the Ellwood deal essentially
bought-down and relocated $20 million worth of development potential from the Bluffs.
It is important to point out that unlike the Ellwood deal, capitalization of the Naples TDR
Bank would be a loan, since the Bank would, in theory, repay its initial investors.

The County and Santa Barbara Ranch applicant should establish an agreed-upon time
period that is commensurate to capitalize the Bank, if the County determines TDR to be
feasible. As a point of reference, it took 3 to 4 years for the TPL and the community to
raise the $20 million to preserve the Ellwood Bluffs.-

We explore a set of three transfer scenarios, assuming the TDR Bank is capitalized with
$20 million, to illustrate which lots are preserved and which development rights are



transferred for the Grid, MOU, and ALT 1 projects. We are not suggesting that $20
million or any other amount is a “magic number” required to make the TDR system
work. However, we feel $20 million is a likely starting point given our analysis of
funding opportunities and this recent Ellwood Mesa deal. The scenarios we identify
are:

° Scenario #1 Goal: to reduce the overall development intensity regardless of view-
shed impact. Under this scenario, residential lots possessing the lowest
development right value would be prioritized for transfer;

e Scenario #2 Goal: 10 transfer development rights from lots that are the most
visible from Highway 101;

e Scenario #3 Goal: to transfer development rights from ocean-front bluff-top lots.

Table ES.2 below indicates that the TDR Bank would have the choice of removing the 37
least expensive Grid lots; 32 of the most visible Grid lots from Highway 101 north of
freeway; or four ocean-front bluff-top lots. Alternatively, if the transfer is based on the
MOU project, the choice would be to remove 31 of the least expensive lots; 32 of the
most visible lots from Highway 101; or 3 ocean-front bluff-top lots.

Table ES.2
Scenario #1 Scenario #1 Scenario #1
Maximum amount of Protection of HWY 101 View-shed Ocean-front Bluff-top
Development Right Transfers Development Right Transfers Development Right Transfers
GRID # Development Rights
S P J 37 32 4
Transferred
D .
MQU # Development Rights 31 25 3
Transferred
ALT 1 # Development
Rights Transferred 35 24 3

(note: this data is based on $20 million TDR Bank capitalization)

Based on an analyses of developer “willingness to pay” for additional density on a set of
receiving sites from the 2006 TDR Feasibility Report, we can derive transfer ratios. That
is, the number of additional units built in the receiving areas for each development ri ght
transferred from Naples. These ratios illustrate the significant value disparity between the
bluff-top lots and other inland lots.

For example, the ratios to transfer the maximum number of Grid lots, and the Highway
101 view-shed impacting Grid lots range from 1:1 to 2:1. In contrast, the ratio to transfer
ocean-front bluff-top lot range from 12:1 to 27:1 depending on the receiving site. This
means that between 1 and 2 units would need to be built for every Highway 101 view-
impacting Grid lot and between 12 and 27 additional units for each bluff-top Grid lot.




The ratios to transfer the maximum number of MOU lots, and the Highway 101 view-
shed impacting MOU lots range from 2:1 to 4:1. Similar to the significant difference
expressed above for the bluff-top Grid lots, the ratio to transfer ocean-front bluff-top
MOU lots is 15:1 to 32:1 depending on the receiving site. ‘

The feasibility scenarios we identify do not appear to reduce densities enough to permit
development under current agricultural zoning, apparently justifying a new land use and
zoning designation as indicated under policy 2-13 of the County’s Local Coastal Plan.

If the TDR system is created, the final configuration of the Santa Barbara Ranch project
will depend on how much financial capital the Bank has, and what program goals those
resources are used to achieve. The final distribution of density in the receiving areas
depends on the value of the density credits the Bank has and the City and County
priorities for increasing density.

To conclude, the extent of development rights that could be transferred will depend to a
Jarge extent on the County’s goals for preservation at Naples. But, it goes without saying
that the high value of bluff-top parcels makes transfer of their development rights more
difficult than their inland counterparts. That is to say, the large amount of additional
density needed in the receiving areas for each lot that is preserved on the Naples Bluff
will make transfers politically difficult.



1. Background

This summary report is the deliverable in a scope of work to the County of Santa Barbara
to update the 2006 Santa Barbara Ranch TDR Feasibility Analysis. It is meant to provide
the reader a synopsis of the changes and adjustments that were made to assign value to
the development rights associated with the Santa Barbara Ranch property and to update
the impact upon transfer feasibility.

The genesis of these changes is from public comments regarding the 2006 TDR Study.
This summary report, therefore, includes: (1) an overview of the valuation methodology
we used, (2) a full response to both public comments and comments from an independent
County-approved appraiser, (3) the changes, gleaned from the comments, we feel were
adequate to make, (4) updated valuations, and (5) the resulting affects on TDR feasibility.

1.1 Solimar’s Valuation Methodology

It must be stressed up-front that Solimar’s analysis — and the subsequent valuation
methodology — is for the purposes of a “Feasibility Amnalysis.” It is solely meant to assist
the County in its deliberations about TDR feasibility for the Santa Barbara Ranch
pursuant to LCP Policy 2-13. Our method is not meant to assign value for the purposes of
lot or home purchase. We do not claim to be real estate appraisers and are not governed
by the rules of the Uniform Standards of Professional Appraisal Practice (USPAP). Yet,
the methodology we invoke is sound and tested for the purposes of a feasibility analysis.

We take a two-part approach to estimating the value of development potential that could
be transferred from the Santa Barbara Ranch property. This involves: (1) estimating the
final value of a home on each lot, and (2) deriving the entitlement or development right
value. The latter is arrived at by backing into the added value the land acquires with

residential development by accounting for all project costs and the developer’s expected
profit.

We apply these steps to estimate the development right values of three development
scenarios on the Santa Barbara Ranch property — the “Grid,” the “MOU” and the “ALT
1”” proposals. In so doing, we base the market selling price of dwelling units on assumed
entitlements. We recognize uncertainty exists as to the extent of final development that
the County and Coastal Commission approve. However, in order to do our analysis we
had to assume a starting point. This starting point included, essentially, full entitlement
under the MOU and ALT 1 scenarios; for the Grid scenario we use the “buildable” lots as
identified by the County.

In all three development scenarios we do not speculate on which lots would or would not
be removed from the project based on County or Coastal Commission action. Rather, we
show a range of value based on 100% and 70% house sizes. It is important to note that
we use the valuation under the 70% scenario as the basis for the determination of the
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number of development rights that could be feasibly transferred from the Santa Barbara
Ranch.

In addition, we strive to create an accurate picture as to what development rights would
be worth in the future rather than their value in the present. We do this because we base
our assessment of TDR feasibility on an up-front purchase of development rights from
the Santa Barbara Ranch.

We assume it would take 3-4 years to both capitalize the Bank as well as maneuver
through the development review process to create legal entitlements. Thus, we strive to
estimate value at the time when the TDR Bank would purchase the development rights
from the owner of the Santa Barbara Ranch property. For this reason, we inflate the home
values that resulted from the regression analysis for 2 or 4 years. We use a relatively
modest appreciation rate of 8.9% rather than the 14% observed over the last 10 years.

We acknowledge that predicting the future in real estate values is uncertain, but our goal
is to paint as an accurate picture as we can about what the future value of development
rights could be worth. It is possible that the future values could be worth less or it is
possible that they could be worth more.

Step 1 -~ Regression Analysis

To accomplish step 1 of the valuation we used statistical regressions of sales data, known
as the “hedonic method,” to determine the contribution various site and house attributes
make in setting the sales prices of residential properties. This empirical model breaks the
aggregate value of a property into the values associated with its component parts,
including the land, housing structure(s) on the parcel, parcel amenities and disamenities,
and neighborhood or regional amenities and disamenities. The dependent variable was
sale price (valuation) and the independent variables included the following:

= Lot square footage

= Structure square footage

= Age of the structure

= Number of bedrooms

= Number of bathrooms

= Dummy variable indicating the presence (1) or absence (0) of a pool

= Distance to the ocean in meters (ArcView)

= Distance in meters to nearest airport with scheduled commercial flights
(ArcView)

= Distance in meters to the closest major thoroughfare (ArcView)

= Distance in meters to the nearest railroad line (ArcView)

= Percentage of residents of the census tract identifying themselves as white
(Census 2000)



= Average journey to work in minutes reported for the census tract (Census
2000)

= Percent of unemployment reported for the census tract (Census 2000)

= Average annual household income reported for census tract (Census 2000)

= Percent of census tract residents below poverty line (Census 2000)

= Percent of vacant households in census tract (Census 2000)

= Median year of construction for houses in census tract (Census 2000)

= Dummy variables for Los Angeles, Santa Barbara, and San Luis Obispo
Counties

= Dummy variable indicating whether the property lies on the seaward or
inland side of either US101 or Rte. 1 (Pacific Coast Highway), whichever
1s relevant for the particular property.

A dummy variable is simply a binary variable that is coded in the database as either “0”
or “1” for presence or absence. It is important to point out that the regression model does
not include a dummy variable for immediate ocean-front amenity. The data did not afford
us the ability to easily differentiate between properties with ocean frontage versus those
without. As a proxy for this we use the distance to ocean variable.

The strength of this statistical regression approach is that it cuts through misconceptions
about value one party may have versus another — it lets the data speak for itself,
unclouded by any assumptions.

In seeking comparable properties, we select for sales of single-family residential
properties located within the ZIP Code zones that abut the coast in the region of Malibu
m Los Angeles County and in Ventura, Santa Barbara and San Luis Obispo Counties. We
used sales in the period between January 1, 2000 and March 31, 2005. Data were
purchased from DataQuick Corporation; the final dataset included 7,456 transactions.

Since the sales spanned several years, prices were converted to current dollars (2005)

using quarterly home price appreciation figures based on data for California published by
the FDIC.!

- The quality of data provided by DataQuick varied by county since some county
assessor’s offices provide DataQuick with more complete information than others. San
Luis Obispo posed a particular challenge, as the DataQuick data for this county had very
few records that included structure attributes, such as parcel or structure square footage.
Consequently, additional data from Assessor books maintained by the San Luis Obispo
County Assessor’s Office were purchased. The books purchased provided detailed
information — including information on construction quality and views -- on properties in
Pismo Beach, Shell Beach, Los Osos, Morro Bay and Cambria. Due to budgetary
constraints, we were not able to purchase data for all areas within the San Luis coastal

ZIP Code area. Rather, Assessor books were purchased based on how many DataQuick
records they would complete.

hitp://www.fdic. gov/bank/analytical/stateprofile/SanFrancisco/Ca/CA.xml. html




The DataQuick and San Luis Obispo County data were augmented with neighborhood
characteristic information at the census tract level from Census 2000, and with distance
variables generated by ArcView, a GIS software package.

We run the regression on both 100% and 70% house size values (with reduced bed and
bath counts) to reflect a value “range” that would speak to the uncertainty of project
approval. We felt it was too uncertain to identify specific lots that would/would not be
approved by the County and Coastal Commission.

Finally, the values — being generated by 2005 sales data — were appreciated to 2007 and
2009 (annual 8.9%) for inland and coastal zone lots respectively and then discounted
back to 2005 (1.9 — 3.2 % annually). This acts to capture the increase in value the
properties would receive between the time when the study was completed and when the
properties would be approved and issued building permits, or when the TDR Bank could
feasibly purchase development rights from the properties.2

Step 2 - Residual Land Value Analysis

Step 2 uses the regression estimates of home selling prices to determine the actual value
of the entitlements (i.e. development rights) on the Santa Barbara Ranch for both the
100% and 70% projects. To accomplish this we use a residual land value (RLV)
approach. This method removes all the costs a development project incurs to arrive at the
added value the land acquires with residential development. Inclusive in this
determination of “capitalized” or “residual” land value is the project profit; since the
residual basis of land acquires the extra rents (i.e. profit) after all costs have been paid.3

The RLV model we create runs basic pro-formas to accurately portray the array of fixed
costs a developer would incur upon developing each individual lot on the Santa Barbara
Ranch. :

The fixed project costs we account for are organized as follows:

1. Pre-development Costs (land, land carry, entitlement, professional fees,
etc.)

2. Development Costs (building & Construction, Site development costs —

sewer, water, roads, and other indirect costs) '

Developer Fee (costs of developer overhead)

Marketing Costs

Financing Costs

Commission & Closing Costs

Ok W

Further detailed pro-forma assumptions are indicated in the notes in the excel worksheets.

2 Assumes inland lots would take 2 years for County approval and coastal zone lots would take 3-4 year
Coastal Commission approval
3 Geltner; Miller; Real Estate Analysis and Investment, 2001
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‘The underlying question we are trying to answer is: “how much money will it take to
encourage the developer of the Naples property to sell development rights rather than
exercise them on the property?” In answer to this, we identify the baseline amount for
each lot to be the capitalized land value plus the ‘developer’s expected profit’ — not the
project profit — as described below:

Development Right Value = The Residual Land Value + Devéloper’s Expected Profit

Residual land value is simply the added value the land acquires with newly entitled
residential development. In order to calculate residual land value it was treated as a
variable cost in the pro-forma model. In other words it was subtracted from the total
market value of the proposed lot and all the cost of preparing the site and constructing the
actual house. However, unlike the other ‘fixed costs’ in the model, residual land value
varies to produce a net profit that is 15% of revenue.” The 15% net profit was taken to be
the Industry’s expected net margin through conversations with local area developers.

Project Net Profit was determined by subtracting the total project costs from the total
value. We use the excel tool ‘solver’ to calculate a “Residual Land Value” with a
constraint that the net profit be fixed at 15% of total value with the assumed fixed costs.’

Developer’s Expected Profit is defined to be 50% of the project’s 15% net profit. In the
development industry the common method of financing projects is both with a lending
stitution and private equity investors. These equity partners expect a higher return on
there investments which is captured in a project profit split (usually 80%/20%
mvestor/developer) at the end of the project.

If the developer were to sell development rights rather than build he would not need to
borrow money from equity partners, and subsequently, he would not expect such
additional equity partner profit. For this reason we take a modest approach and assume
the developers’ expected profit to be 50% of the project profit, thus not including full
project profit in the determination of development right value.

In sum, we conclude that the owner of the Santa Barbara Ranch would be motivated to
sell his development rights if he can capture not only his 50% share of the project net
profit, but also the land’s residual value. This would explain our basic equation for
development right value as the sum of the two.

It should be pointed out that the RLV approach does not completely account for
economies of scale, and thus any potential cost savings that may be captured. Equally
important is that the model is not a full discounted cash flow analysis (DCF), and does
not account for the phasing that is likely to occur for development of any one of the three

* Profit could also be taken as a % of project costs; the way the model is set up either way the profit is
calculated the net (as % of cost or revenue) is captured in the sum of capitalized land and the project profit

® In the pro-formas Residual Land Value is represented as “Capitalized Land Value™ as they are one in the
same.
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scenarios. Therefore, the analysis does not completely capture the time value of money
and the associated financial risk inherent to development on the Santa Barbara Ranch.

For this reason the aggregate values of development rights for each of the three scenarios
are less accurate than our estimates for individual lots. That is to say, on an individual lot
basis the model does a good job at predicting the compensation needed to transfer
development rights; but if the entire project — or large portions of it — were to be
transferred the compensation for development rights would likely be less than the totals
we report. Simply put, if the owner of the Santa Barbara Ranch is paid in-whole and up-
front he is likely to accept less so as to avoid the inherent risk of getting the project
approved and sold.

12



2. Response to Public Comment

The California Coastal Commission (letter dated 9/27/06), the Naples Coalition (letter
dated (2/1/07), and the Integra Realty Resources on behalf of the Environmental Defense
Center (letter dated 9/26/06) were the primary respondents with public comment. In
addition, the County had a third-party certified appraiser evaluate the analysis, its results
and the methodology used. This was conducted by Schott & Company in July 2007; the
response to this latter party is described in Section 2.2.

2.1 Public Comment

Common to some or all of these parties’ comments were 9 areas of concern pertaining to
the 2006 TDR Feasibility Analysis. These are:

L.

The Solimar analysis did not use, as the baseline determinant of TDR feasibility,
the values of the “Grid” lot development scenario. Rather the study used the
applicant’s proposed MOU and ALT 1 project proposals as the basis for
feasibility;

The Solimar valuation is an improper approach to assign value since it bases
value on homes which do not exist and are not yet entitled;

The Solimar method of estimating value using hedonic regression followed by the
developer’s residual value analysis is also improper;

The Solimar hedonic study relies on data from home sales that were not actually
field inspected to assure reliability and consistency, thus making suspect the
relevance of the data and the model’s outputs;

The statistical analysis leads to conclusions that are appear to contradict normal

market expectations and acts to bring into question the methodology. For
example:

a. Location on the seward side of the highway was negatively associated
with price;

b. An increase in the number of bedrooms within a residence leads to a
decrease in the value or price of that residence;

The Solimar study assumes the achievable price of homes to be acquired in the
future will continue to rise at an annual rate of 8.9%. This rate of appreciation is
uncertain and results in future values that may be much greater than what the
future will actually bring;
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7. There is no allowance in the study to account for the period of time it would take
to achieve sale of all the lots (i.e. absorption time) under the various development
scenarios and the subsequent capital return requirements during that time period;

8. The Solimar study under-estimates the land costs at $22,000 per acre. It does not
take into account the actual land costs incurred by the developer and/or recent
appraisals of similar properties that show land to valued at $57,732 per acre;

9. The Solimar study under-estimates the direct cost of unit construction as it
assumes $250 per square foot. Homes selling for over $10 million are likely to
cost closer to $437 per square foot.

The following discussion is a point-by-point response to the comments above.

Response to #1: Solimar, at the County’s guidance, used the MOU and ALT 1 projects
as the basis for its 2006 TDR feasibility report — this was the task we were charged with.
The County and other involved parties, however, agree that the “Grid” development (i.e.
the lots as they are shown on the Official Naples Townsite map) should be the basis of
TDR feasibility according to Policy 2-13.

As aresult, this current work effort estimates values of the Grid development and
translates the information into its affects on TDR feasibility as described in Section 6.
We identify Grid lot values using the same method applied for the updated 2007 MOU
and ALT 1 scenarios. We make reasonable assumptions to identify a likely Grid
development scenario using the County’s determination of the buildable Grid lots, their
location, and the subsequent house sizes.

Response to #2: It is true the extent of entitlement is uncertain for all development
scenarios. But, it is also beyond Solimar’s purview to speculate on which lots are likely
to be denied or approved by the County and Coastal Commission. Furthermore, we had to
have something to value for sake of the feasibility analysis. Thus, we felt a reasonable
approach is to assume full entitlement and simply reduce the size of each house by 30%
and show a range in value for a 70% and a 100% of project approval.

Response to #3: A principal strength of the hedonic method is that it is not a study of
strict “comparables.” Rather it models the value of property as a function of time period
and characteristics in a way that controls for quality change. It is an objective analysis in
that it does not rely on subjective assessments about quality or what constitutes a
“comparable” property. (Case)®

6 Case, Bradford and Susan Wachter. "Residential Real Estate Prices as Financial Soundness Indicators:
Methodological Issues." Real Estate Indicators and Financial Stability. Ed. Paul Van den Bergh, and Robert
Edwards. Washington, D.C.: Bank for International Settlements, 2005. 384. Vol. 21.
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The hedonic regression method is the standard way to analyze real estate prices and to
estimate the incremental value added by assorted property attributes (Malpezzi)’ because
it allows analysis based on very large numbers of properties. (Case)® Among those giving
tacit approval to its use is the National Association of Realtors, which has commissioned
studies which employ this technique. (Sirrnans)9

The use of the developer’s residual land value approach stems from the basic premise that
the TDR program would be voluntary for the owner(s) of the lots on the Santa Barbara
Ranch. Therefore, TDR must incentivize him/her to choose the option to sell and transfer
development rights rather than exercise them on the property through development.

Therefore, to determine the owner’s willingness to sell development rights it is necessary
to evaluate the developer’s residual land value after all costs and profit expectations are
met — that is, we assume the TDR mechanism would need to compensate the developer
with a more or less equivalent amount of money than could be realized through
development of the property. '

It could be argued that the developer may be willing to sell his/her development rights for
less than the full residual land value and profit expectations after sales - simply to avoid
the “hassle” and inherent risk of development since there is uncertainty in the both the
approval process and whether or not homes will sell in the future. This will depend on the
preferences of the seller, as it could also be argued that the TDR option would need to
provide the seller more compensation in order to catalyze participation.

As a final note to comment # 3, it was never intended that Solimar’s study would
determine precise purchase values for any currently existing parcels, for any that might
be created in the future, or even for any eventual transferred development rights. The
purpose of this study is to simply assess the financial feasibility of a transferable
development rights program - the methods used in this study are appropriate to that
purpose.

Response to #4: The comments regarding the lack of field inspection for comparable
quality and range of sales prices included in the data set indicate a basic
misunderstanding of the hedonic regression method (see response to # 4 above). The data
was obtained from DataQuick - a reputable source for real estate sales data.

" Malpezzi, Stephen. "Hedonic Pricing Models: A Selective and Applied Review." Housing Economics:
Essays in Honor of Duncan Maclennan. University of Wisconsin: Center for Urban Land Economics
Research, 2002.

® Case, Bradford and Susan Wachter. “Residential Real Estate Prices as Financial Soundness Indicators:
Methodological Issues." Real Estate Indicators and Financial Stability. Ed. Paul Van den Bergh, and Robert
Edwards. Washington, D.C.: Bank for International Settlements, 2005. 384. Vol. 21.

® Sirmans, G. Stacy, and David A. Mcpherson. The Value of Housing Characteristics. Washington D.C.:
National Association of Realtors, 2003.
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The quality of data provided by DataQuick varied by county since some county
assessor’s offices provide DataQuick with more complete information (i.e. house size, #
beds and baths, etc.) than others. Where incomplete, we augmented the data with parcel
information direct from the Assessor’s office; this occurred predominantly for certain
sales data in San Luis Obispo County.

Response to #5: Expectations are often based on anecdotal or limited evidence and are
frequently confounded when empirical data are analyzed. In the case of this study, the
properties examined are all in the coastal area and preferences of buyers appear to be
different here than they may be for homes in areas further inland. There are several
explanations for this: The data may reveal a shift in the preferences of consumers that
mirrors the demographic transition from a population of the 1960s in which families with
children accounted for 48 percent of households to a 21 Century population in which 72
percent of households will be without children (Nelson).lO On a more local level, many
homes in the study area are purchased as second homes not for full-time occupancy.
Even among full-time residents, many buyers in this market are older, more affluent and
have different space needs and preferences than the average home buyer.

The negative correlation between number of bedrooms and housing price has also been
found in other studies and is not remarkable. In this particular case, it may reflect the
tastes of the predominant buying groups. It is widely recognized that the number of
bedrooms is not as important to older buyers, as they often have no children residing with
them. While a master bedroom and ome or two guest rooms might be desirable,
additional bedrooms detract from the square footage that can be devoted to other types of
living space which are more functional on a daily basis (Angelucci; Stangenes; Testa;
Wylde).11 Since many vacation home owners indicate intentions to retire to them
(Kirk)'?, the number of bedrooms may be less important than it is among people
purchasing their primary residence.

The negative correlation between seaward side location and price, as noted in the 2006
report, is small and statistically insignificant. Even so, there are several potential
explanations for the negative sign. The seaward side has several clear disamenties. First,
many of these parcels have close proximity to the freeway. Second, seaward side parcels
might be negatively impacted by the railway traffic, as the the railroad tracks are on the
seaward side of the highway. Third, some seaward side locations may have limited views
which make them less attractive than comparable beachside or hillside locations — that is,

10 Nelson, Arthur C. "Leadership in a New Era." Journal of the American Planning Association 72.4
(2006): 393-407.

1 Stangenes, Sharon. "Amenity Filled Giant Home Has Boomer Attitude." Chicago Tribune Online
January 14, 2006 2006.

Angelucci, Steve. "Community Living: New Construction Geared toward Active Adults." Atlantic Ci
Weekly Online October 20, 2005 2005. :

Testa, Bridget Mintz. "What Boomers Want." Big Builder Online 2006.

Wylde, Margaret. Boomers on the Horizon: Housing Preferences of the 55+ Market. Washington, D.C.:
BuilderBooks, 2001.

12 g irk, Patricia L. "Second Home Lifestyles.” Urban Land (2005).

16



parcels situated on the inland side at higher elevations which afford ocean views may

command higher prices than viewless seward properties. All these disamenities might outweigh
the attractive aspects of the particular locations.

Response to #6: The sales data used to derive the regression was generated come from
house sales between the period January 1, 2000 and March 31, 2005. Since the sales
spanned several years, prices were converted to current dollars (2005) using quarterly
home price appreciation figures based on data for California published by the FDIC.'?

In addition we needed to predict the selling price of homes not in 2005, but rather when
they would likely be approved for development. In addition, we strive to create an
accurate picture as to what development rights would be worth in the future rather than
their value in the present. We do this because we base our assessment of TDR feasibility
on an up-front purchase of development rights from the Santa Barbara Ranch.

We assume it would take 3-4 years to both capitalize the Bank as well as maneuver
through the development review process to create legal entitlements. Thus we strive to
estimate value at the time when the TDR Bank would purchase the development rights
from the owner of the Santa Barbara Ranch property. For this reason, we inflate the home
values that resulted from the regression analysis for 2 or 4 years.

We acknowledge that predicting the future in real estate values is uncertain, but our goal
1s to paint as an accurate picture as we can about what the future value of development
rights could be worth. It is possible that the future values could be worth less or it is
possible that they could be worth more. -

In so doing, we assumed that it would take 2 years for inland development to be approved

by the County, and 4 years for the Coastal Commission to approve developments in the
Coastal Zone.

Based on these assumptions we inflated the 2005 results from the hedonic model using
8.9% annual rates of appreciation to 2007 and 2009 followed by discounting back to
2005 dollars using a forecasted percent annual change in the CPI (range of 1.9 - 3.2%
depending on the year).

Between 1996 and 2006 the median home price change in Santa Barbara County was
14.06%. The years 2002-2005 saw high rates in annual growth, but a sharp reversal
occurred in 2006. We error on the side of being conservative with the use of the 8.9%
appreciation rate rather than the 14.06% because it can be argued that the last ten years
are uncharacteristic of the next ten years. As a point of comparison, realtors in the

Montecito and Hope Ranch areas report 53.3% and 50.0% as a five year return on homes
purchased. "

13ihttp://www.fdic.gov/bank/analytical/stateprofile/Sszrancisco/Ca/CA.xnrﬂ.html
" Wendy Gragg: http://www distinctiverealestateonline.com/market_conditions.htm
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With this evidence we feel the 8.9 % rate of appreciation is appropriate and should not be
changed in the updated analysis.

The only change we make in regards to appreciation in the analyses of all three
development scenarios is appreciating to 20009 for inland properties and 2011 for Coastal
Zone properties followed by discounting back to the year 2007. This makes current all
the values for an updated 2007 TDR feasibility Analysis.

Response to #7: The residual land analysis does account for an absorption period and
subsequent capital return requirements. It is captured in the pro-forma cost line “debt
financing.” In the 2006 study we assumed that the developer would pay 8% debt
financing costs for 75% of the total project debt using a linear draw for 3 years. This time
period assumes a 2 year construction period and 1 year of absorption.

In 2006 there was annual demand for approximately 14 luxury homes selling for over $10
million in Coastal Santa Barbara.’®> We cannot expect all 14 would go to the Santa

_ Barbara Ranch (SBR). If we assume the SBR captures 25% of the luxury home sales per
year that would be roughly 4 sales per year. But, if there is pent-up demand for let’s say
20 total sales per year and SBR captures these additional 6, then it would equate to 10
luxury home sales per year from the SBR. Homes under $10 million are expected to
move off the market faster. ’

The MOU and ALT 1 proposals have 54 and 73 homes respectively (but not all are priced
over $10 million; the Grid alternative has 125 homes with none priced over $10 million).
If 30 homes were priced over $10 million then this would equate to an absorption time of
3 years for these higher-priced homes. However, it must be assumed that the projects
would be built in phases — not all at once — a situation we do not model in our valuation
analysis.

Because of this evidence we adjust the absorption period in the model from 1 year to 2
years for homes valued under $10 million and from 1 year to 3 years for homes over $10
million. In total then, accounting for a 2 year construction period, the debt financing
period changes from 3 years to between 4-5 years depending on whether the home is
valued under or over $10 million.

Response to #8: We used $22,000 per acre as the cost to the developer for acquiring the
land in the residual land analysis. This was based on comparable sales of coastal
agricultural land in Santa Barbara County. However, after talking to real estate
professionals and using, as a reference the Hammock appraisal of the Preserve at San
Marcos, we adjust the land costs to be more accurate. The updated valuation numbers
reflect land costs of $60,000 per acre.

15 1ttp://realtytimes.com/rtmerccond/California~Santa Barbara~Wendygragg '
Santa Barbara County Economic Outlook 2007; UCSB Economic Forecast Project, Goldberg, Gary.
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Response to #9: In the developer’s residual land analysis we model $250 per square foot
as the direct building construction costs. These costs do not include any site development
for sewer, water, and roads — the costs reflect simply the labor and material costs of the
building itself. The $250 figure was assumed to reflect high-end luxury homes.

However, we agree with the public comments that we underestimated these costs for the
very high-end luxury homes. To correct for this we adjust the construction costs and
assume a sliding scale, with higher priced homes incurring greater per square foot costs.
Specifically: homes priced between $2 - $4 million have $250/sf costs; homes between
$5 - $9 million have $350/sf costs; homes between $10 - $14 million have $400/sf costs:

homes between $15 - $20 million have $450/sf costs; and homes above $20 million have
$500/sf costs of construction.

2.2 Independent Appraiser Review

As mentioned above, the County contracted with Schott & Company as an independent
appraiser to review Solimar’s methodology and valuation results. The four main points
that resulted from this review and our responses are shown below:

1. The values of ocean-front bluff-top homes in the Grid scenario versus the
MOU/ALT 1 scenario is too disparate. Ocean front Grid lot values do not reflect
the ocean frontage amenity. Subsequently, future homes on Grid lots that are
ocean front seem to be undervalued. Altematively, ocean front MOU/ALT 1
homes seem higher than expected. The valuation of homes and development

rights in each of the scenarios that are inland of the ocean front properties are
reasonable.

Response:

The regression analysis does not take directly into account the amenity of ocean frontage.
We were not able to ascertain this information from the data. Therefore, as previously

stated, the model does not include a “dummy variable” for ocean frontage; we use
distance to ocean as a best proxy.

For this reason there was little difference in value between ocean-front grid lot homes
and homes on those grid lots just inland of them. To more accurately reflect the premium
placed for ocean front homes we look to January 2005 comparable sales of two equally-
sized houses, both on Beach Club road in Carpinteria.]é The ocean-front house sold for
2.5 times that of the inland house.

Therefore, to account for the premium that would be paid for the ocean frontage amenity,
we identify which Grid lots these are and simply multiply the values originally generated
by a factor of 2.5. This resulted in the average ocean-front grid lot home worth $12 to
$13.5 million rather than $4-35 million that resulted from the regression analysis. Table
2.2 below shows the results of this calculation.

18 This comparable was provided to us by Schott & Company.
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Table 2.2 Ocean front Improved Grid lot values

OCEAN FRONT GRID LOT ADJUSTED VALUES
Official Naples Lot # Total Value - 100% project Adjusted to Rellect Ocean Total Value - 70% project Adjusted to Refiact Ocean
{infiation adjusted lo 2007) Front Values (2.56 x 2007 vaiues} {indialion adjusted to 2007) Front Values (2.56 x 2007 values)
7,053,311 18,056,475 6,264,625 16,037,441
6,040,753 15,464,327 5,333,665 13,654,181
4,776,338 12,227,427 4,177,543 10,694,525
6,954,896 17,804 535 185,049 15,833,726
3,832,861 | 10,068,123 ,460,097 ,934,649
4,111,442 10,525,283 595,963 205,666
3,897,456 ,977,487 ,458,673 854,203
4,956,177 687,814 ,428, 263 ,336,367
,367,062 , 739,679 4,801,414 2,291,620 |
500,756 641,935 721,778 4,647,754 |
774,496 222710 ,202,361 , 758,045 }
,798,159 283,388 ,223,224 ,811,453 |
5,628,069 407,856 ,870,911 468,531 }
5 5,291,678 § 13,546,696 $ 4,673,352 § 11,963,782

Denates lots with uncertain development potential (defines lower-end of development range)

We estimate the average value of the nine ocean-front homes in the MOU/ALT 1
scenarios to be $25 million for the 100% project. We looked at comparable sales of
ocean-front properties along the South Coast of Santa Barbara. In so doing, the values
ranged dramatically from $2 million up to $33 million. This afforded no empirically
sound means by which to reduce the values below the $25 million average that resulied
from the regression analysis. However, it should be stressed that the average value of
homes for the 70% MOU/ALT 1 projects is $20 million (see chart 4.2) — and, importantly,
it is the 70% valuation results that we use as the basis to determine the extent of TDR

feasibility.

2. While the individual development right values associated with the various lots
seem reasonable, the total value of development rights (as a sum of the individual
lots) for each of the three scenarios is overstated. The methodology does not take
into account the phasing of the project and its inherent financial risks. A full

~ discounted cash flow analysis that discounts future profits to present values would
provide this.

Response:

It is likely that the owner of the SBR may be willing to sell development rights for less
than the totals we report in order to avoid the financial risk and uncertainty of
development/sale of his product, but only if the development rights came from large
portions of the property. However, if the owner were to sell-off, in a piecemeal fashion,
the individual development rights of various lots, his financial risk to develop the
project(s) would not be significantly minimized and he would command a higher price —
that is, a price closer to the individual development rights we report.

If development rights are transferred from the Santa Barbara Ranch, it is likely they will
be on an individual lot-by-lot basis (not the entire property) since a partial transfer is
more likely than complete transfer. Therefore, our approach which places more accuracy
on individual lot valuations rather than the value of the whole development project, is
reasonable.
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3. The underlying or base land value of each lot is not properly accounted for. This
results in widely varied development right values from one parcel to the next.
Rather than using an average of $60,000 per acre as a land cost for each lot, the
total base land value (i.e. $60,000/ac x 480 acres = $28.7 million) should be
distributed to the various lots based on their relative appeal — that is, their
percentage of the project’s total value.

Response:

We incorporated this into the analysis for all three development scenarios. As expected it
resulted in higher land costs for the more valuable ocean-front lots which in turn reduced
the values of the development rights tied to these lots. We used $28.7 million as the land
basis for the 480 acres of the Grid and MOU scenarios; but for the ALT 1 scenario we
included the option property at $60,000 per acre. Thus the total land costs for the 618
acre ALT 1 project was assumed to be a total of $37 million and was distributed across
the proposed lots based on their relative value. We did not include the proposed Dos
Pueblos lots in this calculation.

4. Since the selling prices of finished homes that resulted from the regression
analysis were inflated over time in all three scenarios, construction costs should
also be increased annually. The annual increase in direct construction costs (i.e.
labor and materials) has exceeded inflation by a factor of two. Thus construction
costs should be inflated 6% annually to better estimate future costs at time of
construction.

Response:
We also incorporated this increase in construction costs assumption into our valuation -
analysis. Table 2.3 below illustrates the numbers we use depending on the estimated

value of the house and when it would be built/sold (i.e. 2009 for inland and 2011 for
_coastal zone ).] 7

Table 2.3 Inflated Construction Costs

Inflated Construction Cost (per sf) |
value of improved lot with house |2-4 million|5-9 million|10-14 million | 15-20 million |20+ million
2007 250 350 400 450 500
2008 265 371 424 477 530
2009 281 393 449 506 562
2010 298 417 476 536 596
2011 316 442 505 568 631

"7 In several cases where values straddled a cost break we did not inflate so as to avoid negative
development right values.

21



3. Naples Grid Lot Valuation

As a component of the work to update the 2006 TDR Feasibility Analysis we estimate the
value of the development rights associated with the “Grid” alternative — that is, the 219
existing legal lots the County recognizes on the official Naples townsite map. It is these
values that we use in our revised assessment of TDR feasibility in Section 6 of this

report.

To accomplish this we need to identify a reasonable development scenario of the Naples
lots. As a first step, the County identified which of the 219 Grid lots were indeed
buildable. In so doing the County identified 115 to 125 lots as potentially buildable. Ten
of the Grid lots it is uncertain whether or not they would be considered developable at
this point. The map in Appendix A shows which Grid lots the County considers
potentially developable.

These 125 buildbable lots ranged in size from 0.95 acres to 33 acres; the majority
however were 3.8 acre lots with an average lot size of 3.32 acres. We assumed that a
certain amount of each lot would used for roads and common subdivision space. Typical
of larger-lot subdivisions of this kind we assume 10% of the gross acreage would be used
for roads and 10% used for common subdivision space — this equates to a 20% overall
reduction in the size of each of the 125 buildable Grid lots. The resulting average lots size
was 2.66 acres.

Next, the likely house size and subsequent number of bedrooms and bathrooms of houses
likely to be built on these lots was determined. The County identified houses as proposed
in the MOU project with lot sizes similar to the Grid lots to model in the analysis. It was
assumed smaller lots would have smaller houses and larger lots would have larger
houses. This resulted in average house sizes of 5,229 square feet (with 5 bedrooms and 4
bathrooms) for the 100% project approval scenario; and 3,660 square feet (with 4
bedrooms and 3 bathrooms) for the 70% project approval scenario.

Finally, we calculated distances to Highway 101, the ocean, the railroad, airport and
urban areas just as we had done in the MOU and ALT 1 valuation analyses and applied
the hedonic regression to each of the 125 lots with their unique set of attributes.

The results (shown in Table 3.1 on the following page) represent the expected selling
prices of homes on these lots as output by the model in 2005. These were then inflated by
8.9% annually to reflect their value in 2007. The 2007 average Grid lot home selling
price is $5.025 million and $4.433 million for the 100% and 70% project approval
respectively. A house on lot #12 priced at $18 million is the highest priced home. The
total potential 2007 value of the 125 homes ranged from $628 million (100% project) to
$554 million (70% project).

To determine the value of the development rights associated with the buildable Grid lots,
we first inflated the values by an annual 8.9% appreciation rate to 2009 and 2011 for
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inland and coastal properties respectively. These values were then fully adjusted by
discounting back to 2007 using a 3.2% discount rate to give current dollars. The resulting
values were input into the residual land value model and are shown along side the model

outputs and development right values in Tables 3.2 (for the 100% project) and Table 3.3
for the 70% project.

We assumed a 25% site development cost rather than the 35% assumed for the MOU and
ALT 1 because the denser, smaller-lot Grid development would capture some economy
of scale that would act to reduce the site preparation costs that larger lot developments
could not.'® Like we did for the MOU and ALT 1 scenarios, constructions costs are
inflated 6% annually.

Grid Lot Value Summary

The average value of the homes under the 100% scenario after full adjustment is $6.031
million and the total value for the 125 potential homes is $753.8 million. However, after
backing out all costs and including the developer’s expected profit, the value of the
development rights under the 100% scenario are much less; they averaged $1.347 million
with a total of $168.4 million for all 125 development rights.

The average value of the homes under the 70% scenario after full adjustment is $5.321
million and the total for the 125 potential homes is $665.2 million. Again, after backing
out all costs and including the developer’s expected profit, the value of the 70%
development rights are much less; they averaged $1.638 million with a total of $204.8
million for all 125 development rights.

Interestingly, the model reports higher development right values for the 70% project than
the 100% project. This can be explained by the fact that the marginal costs for additional
square footage 1s greater than the marginal revenue the extra square footage generates -
when the market price averages $5 - $6 million for these homes. That is, it is more
economically beneficial for the developer to build 3,600 square foot houses rather than
5,300 square foot houses when the land costs are $60,000 per acre and construction costs
are between $250 - $350 per square foot.

'® We also used the same revised fixed cost assumptions as indicated in the beginning of Section 4.



Table 3.1 Range of Grid Lot Home Values

FAange of Current Grio Lot Market Values
Otficial Naples | Approximate l Adjusted Lot 100% House  {Total Value - 100% project Tolal Value - 100% profect 70% House JTotal Value - 70% project Tolal Value - 70% project
Lot Lot Size (ac] Size(ac) Size* (sf) _ |{&v. @ methods, in 2065) (irftation adusled to 2007} Size{st) [{av. 2 meihods, in 2005) {infiation adjusied to 2007)
Z 8] .04 938 936,635 8,055,475 BE7 52725814 16,037 441
E] 8] 04| 160 277,007 269,607 012 4,698 957 5,582,825
4 af .04 792 671,111 549,742 054 134,676 4,912,643
H 5 1 010 5.084,388 - 15 464,327 207 488,243 - 13,654,181
36 0.5 ¥ 550 4,020,152 12,237,427 2,793 516,162 10,694,525
4 8 03 572 4,831,562 740,549 580 257 667 058,524
.8} 1 607 5178,743 152,850 4,625 469,438
3 H| 53 164 5,B53,802 17,804,535 3273 205 B37
6] 54 792 433,840 273,781 054 529,285
X .04 010 777,061 575,621 207 217,904
H 55 78] %63 ,310,213 10,068,123 054 837,548
2 55| 78] 550 460,522 10,525,253 753 626 653
= .85 78] 363 887,384 430,498 054 562,416
I3 .05 76 550 575,764 535502 | - 753 802,571
B 55 76 363 280,413 | § T 8,977,487, 054 511,098
£ X 53] X 500860 155,351 464 087,342
a 52| .54 500,478 4,158,516 464 050,592
» 04 a4 4,077,818 4,844,852 109 614,585
=z 64 3, 171,519 12,687,814 753 727,186
& 04 7,160 4575292 440,653 012 077.73%
)4 6,938 751,670 545,454 857 220,357
X 4,944 517,353 13730678 451 041,256
.04 4,948 AT1,561 B 16,641,635 464 815,511
X 7.180 615,969 5,384,228 012 ,110,395
¥ 467 806,649 523813 877 358,616
52 848 018,601 12,223.710 964 537.046 -
52| o 038,551 --12,283.368 454 554,606 R
.04 550 661,258 300,416 186 575,656
X 52 S4B 720,764 420,636 464 274,592
18| 04 700 757,087 - 14,407,856 290 055,753 |-
095 ¥ 363 504,329 3,692,200 G54 311,128
38 04 580 595,473 747,018 186 472,163
38| X 432 409 540 157,811 109 ,101,972
15| 52 938 107,956 592.607 454 735 558
55 76| 363 684,056 160,924 054 381,903
%5 76 990 635,827 136,139 763 308,613
55| 76| 363 627,675 121,938 ,054 331,869
g5 75) 050 608,651 059,363 Nit] 281,545
35| 521 733,525 435,802 165 305,634
X 501 360,508 181,188 551 82,151
95| 2,363 768,783 260,588 054 357,149
55| 950 717,144 ,228,236 ,793 376,311
551 76 353 756,21 277,026 654 447 767
i 5 76 550 700,54 208,518 753 ,361,795
8 Oaf 560 053,750 BE5,018 186 558,339
= 53 700 678,551 370,483 250 163,504
3 3| .05 104 883,757 614,287 273 453,943
£ E 52 830 231,647 38517 465 844,385
2 85 .76, 575,676 060,356 703 252 815
= 95 761 363 619,159 111,820 054 324,336
a 55| .76] 550 664,31 165,469 793 330,724
5 55 761 363 762,88, 282,579 054 451,931
2 3 85| 76| 550 479,55 545,946 793 168,588
3 @ 55| 76, 363 550,87 030,606 054 563,722
H K] 52 546 057,74 BH0,428 458 726,532
IS Bl .04 501 025,0% 782,143 551 583,067
B ] .04 521 669,30 383,967 165 266,516
i 8 04 580 807,113 2,642,037 186 355,290
8 B] .04 700 707,061 ,404,355 1,290 208,171
] X 457 377,304 12,572 AZ7 579,610
8] X 938 33,082 4,304,592 364 188,026
] 04 944 665,299 4,353 362 461 277,375
35| 54 938 793,423 101.012 857 613,350
0,85 .76 363 583,732 069,730 054 ,292,884
6,95 76| E=i) 551,039 030,867 793 231,118
010 030,284 788,377 207 558,559
7 797 053,809 865,14 054 524,824
3% Sig 576,85 539,17 278 646,425
3 838 802,008 280,51 4,857 157,430
607 575,414 247,94 525 112,631
53 548 750,874 268,31 464 422,366
7 12 5,129 023,375 780,17 590 567,477
53] 948 120 3,730,58 ,464 394470
7] 072 570,578 4,242,200 860 148,517
467 34,095 248376 2,477 415,307
104 339,356 567,498 4,273 560,465
T 010 545 005,850 4,207 570,871
752 349,689 579,762 4,054 555 552
M 81 927,999 478,752 743 601,318
3 44 052,451 626,661 08 £55.111 p
% .52 047585 521,306 165 53,301
) .50 420,851 056,686 551 027,662
)4 572 487,840 143,808 860 075,682
501 414,080 4,056,265 551 015,890
Y 972 574,416 3,246,760 880 152,017
4 507 588,132 4,263.056 625 123,728
¥ 104 456,501 106,665 273 064,401
5 X 91 868 561 ,406.234 5 743 546,910
= )4 548 166,199 761,758 464 788,103
H X 844 172,352 769,065 351 618,793
z 538 506 519 285,021 B57 200,73
40 )4 160 666.000 4,379,333 012 266,59
[F] i 104 340,756 560,148 ¥IE] 551,64
61 010 375,501 010,429 207 ,974.33
60 04 752 361,607 EEEREA ,054 56,429
59 04 560 466,832 118,940 156 030,244
58 .04 700 524,820 831,429 250 816,644
57 .04 457 896,473 441,256 2,427 558,808
63 .04 507 519,636 181,676 625 063,335
64 04 72 572,707 4.244,730 4,880 150,517
5 K 53] 848 801,427 320,372 3,454 458,668
04 5501 567,620 274,329 551 182,437
04 52 065,395 541,663 165 708,660
hiE 3,84 076,422 E55.054 109 720232
03 301 564,102 521,647 743 ,533,266
.04 4,968 168,375 764,343 461 813,154
53 4,948 ,730,094 840,048 264 845,129
¥ .03 150 ,724,021 424,508 012 300,153
15| X 538 735,218 437,810 B57 314,858
0.55) X 550 306,800 740.705 5,753 027,420
347 6. E 129 350,430 356,841 500 744,405
8Y 04 700 208 263 811,734 290 802,238
8] .04 3367 621,739 352,505 427 452814
| 04 848 3,913,647 518,141 364 823,881
a1 .04 944 154 248 747 558 461 500,664 327,466
- 8 .04 508 512,303 172,954 H57 116,995 703,290
2 5 K| 0% 7,160 525,676 193605 012 127,847 716,152
2 = Kl 52 ) 713,378 223,762 = 369,360 835.756
€ T )| 52| 548 72595 238,712 364 400,430 #51,560
H z L8] .04 467 802,64 325,515 457 475,841 541,663
- 16| 04 807 426,00 070,428 525 583,787 543,847
285/ 2 357 H88.61 550,768 755 508,128 066,833
0.95] 76 550 125 02 524,736 753 867,741 219.062
38 03] 521 972,658 537,808 165 26,708 120,769
38 04] 432 967876 526,130 109 2,625,237 117,854
AVERAGE a3 265 5229 3,505,588 5,025,171 3,650 3,093,776 4,433,917
TOTAL 125 415 H 438,373,476 § 626,145,321 H 386,722,035 § 554,229,645

« includas BOD 5t guast house for cerain proparties
Denotes lots with uncenaln development polential {detines lower-end of development rangs) T ocean iront lots wéth values adjusied 1o reflect ocean tront amanity {output x 2.56)
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4. Updated MOU and ALT 1 Valuation

The changes applied to the valuation analysis in the Updated 2007 TDR Feasibility Study
as aresult of public comment described in Section 2 are shown below. The results of

these changes are reflected in the new numbers for the MOU and ALT 1 projects in the
ensuing tables.

e Valuing the Grid Alternative as the baseline (completed in Section 3)

° Appreciate the values from the 2005 regression results to reflect 2009 and 201 1
values followed by discounting back to 2007. '

¢ Adjust the absorption time from 1 year to 2 or 3 years for homes values
under/over $10 million respectively.

e Adjust land costs from $22,000 per acre to $60,000 per acre to reflect a total land
cost for the Santa Barbara Ranch of $28.7 million.

® Added aland basis calculation that distributes total base land value to the various
parcels based on their relative appeal (i.e. their value as a percent of the project’s
total value).

° Adjust construction costs to more accurately capture the cost of luxury home
construction according to the following: homes priced between $2 - $4 million
have $250/sf costs; homes between $5 - $9 million have $350/sf costs; homes
between $10 - $14 million have $400/sf costs; homes between $15 - $20 million
have $450/sf costs; and homes above $20 million have $500/sf costs of
construction.

e Construction costs were then appreciated 6% annually to the expected time in
which the home would be sold (i.e. 2009 or 2011 for inland or costal zone
properties)."

° The Dos Pueblos home/lot values were corrected in the model to reflect zero land
costs and no land carry. It is assumed the owner/developer has held ownership of
land and did not incur its cost at $60,000 per acre

® We correct for a site development cost error in the 2006 study. In the previous
study it was reported that site development costs were calculated assuming 35%
of construction costs, but the model actually calculated based on approximately
50% of construction costs. We correct this to allow site development costs to be
35% of building construction costs as indicated in the report.

Table 4.1 below summarizes the average and total results for the Grid, MOU and ALT 1
valuation analysis. Chart 4.1 shows the reader how the valuation results changed from the
2005 valuation analysis with the adjustments that were made in this 2007 re-valuation.
The complete results for each individual lot of the MOU and ALT 1 are shown in Tables
4.2 -4.5. In short, the MOU total development values decreased from $165 million to

” Note: some lots did not have the construction costs inflated so as to avoid negative development right
values. These were several lots that straddled a value/cost threshold. '

355. VENTURA AVENUE ¢ VENTURA, CALIFORNIA ¢ 93001-3025
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$125 million while the ALT 1 development right values decreased from $199 million to

$155 million.

Table 4.1 Grid, MOU, and ALT 1 Summar

Updated:2007:Da

Grid (125 unis) MOU (54 unis) ALT 1 r3unns)
100% 70% 100% 0% 100% 0%
Average house size” (sf) 5,229 3,660 6,500 4,550 6,615 4,631
2007 Tatal Value 628,146,321 554,239,645 1 § 456,143,265 | § 383,840,983 574,026,698 498,938,484
2007 average home value 5,025,171 44338171 8 8,447,008 ] § 7,108,166 7,863,378 6,848,472
Fully adjusted Total value™ 753,884,111 665,194,089 L] 458,562,502 581,123,887
Fully adjusted average home value 6,031,073 5,321,553 § 8,491,888 7,960,601
2007 Total Development Right value 168,419,353 204,810,147 { § 135,660,229 | § 125,563,237 149,211,920 155,392,675
2007 Average Development Right value 4 5 $ 5 42,
2005 Total Value none none $ 38180954061 § 3258297781 § 484,989,461 ] § 416,994,700
Fully adjusted Total value™ none nong $ 380,157,901 $ 480,874,763
2005 Total Development Right value none none $ 221,307,164 | § 165,726,476 | § 2629284081 §% 198,941,801

* includes BOO sf guest house
** tully adjusted relers to the appreciation to 2009 and 2011 foliowed by discounting back ta 2007
=** 2005 data adjusted to 2007 and 2009 followed by discounting back to 2005

It is important to point out in this discussion the relative certainty in our estimate of
individual lot development right values versus the degree of uncertainty in our estimate
of the total value of all the development rights if they were purchased in-whole and up-
front by the Naples TDR Bank.

That is to say, on an individual lot basis the model accurately predicts the compensation
needed to transfer development rights; but if the entire project — or large portions of it —
were to be transferred, the compensation for development rights would likely be less than
the totals we report. Simply put, if the owner of the Santa Barbara Ranch is paid in-whole
up-front he is likely to accept less so as to avoid the inherent risk of getting the project
approved and sold. We feel this is acceptable since we assume that transferring
development is partially feasible and would occur on an individual lot by lot basis. For
this reason, it is more important to look at average development right values.

It is most useful to compare the Grid with the MOU scenario since the latter was derived
from the official 219 Naples Grid lots (of which 125 are determined to be buildable by
the County). In that regards, the following represent the most significant findings that can
be derived from Table 4.1:

e The Grid’s overall value is greater than the MOU’s - $665 million versus $458
million; ,

e The Grid’s average home selling price is less that of the MOU’s ($4 - 5 million
versus $7 - $8 million);
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¢ The average development right values are about one-third of the average unit
selling price for each of the three project scenarios;

e The Grid’s average development right value is about half that of the MOU’s ($1.3
million vs $2.5 million) — this will affect the “feasibility” of transfer, but could
result in development right transfers that create a similar number of lots as is
being proposed in the MOU project;

e The Grid’s total development right value ranges between $168 and $204 million
while that of the MOU ranges between $125 and $ 135 million;

e Finally, the updated total development right values for both the MOU and ALT 1
are less than what we predicted in 2005; this reflects the higher costs we model in
the 2007 update

o These higher costs act to more than offset the homes’ extra appreciation
through 2009 and 2011 which thereby returns 2007 development right
values that are lower than those reported in 2005.

In nearly all cases the model predicts that development can yield a 15% profit and a
positive residual land value. In some situations, however, we report a negative residual
land value, but when combined with the expected profit the development right value
becomes positive. This means that the cost of construction relative to the potential
revenues for these lots is close enough that a windfall residual on the land is not captured
yet expected profit is still reached to yield a positive development right value.

In a few cases we report a negative development right value. This means that cost of
construction exceed the lot’s revenue potential and profit expectations cannot be reached.
For these lots the developer may actually take a loss. This occurred with lower-valued
lots with homes (i.e. less than $5 million) that are larger in size. Subsequently, the per-

square foot construction costs acted to tip the pro forma into a negative residual land
value.
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Table 4.2 Range of MOU Home Values

MOU Range of Current Market Values

Lot# Lot size (ac) |100% House size (sf) |Total Value - 100% project 70% House size (sf}  [Total Value - 70% project ]
per praject plan |per project plan (av. 2 methods, inflated 1o 2007 from 2005 valuegper project plan {av. 2 methods, inflaled to 2007 from 2005 values
39 11.88 10564 | § 24 531,857 7.395| § 22,045,114
35 10.34 8,069 | % 22,654,871 6,348} § 20,070,567
63 13.13 97071 % 25,202,644 6,795/ § 21,734,365
- 66 14.38 746114 23,440,167 52231 § 15,103,343
= 9 15.27 9,909 | § 26,300,784 6,936 $ 21,476,936
m 93 15.40 14,119 [ § 20,993,843 9,883} § 22,415,981
12 8.09 6,274 1 § 19,329,809 439 § 17,085,818
119 15.06 11,084 | § 28,055,936 7,759} § 23,909,780
122 14.95 84001 9% 23,760,151 5,880/ $ 21,176,581
- 42 7.39 59921 % 6,583,148 4194 % 5,889,008
E 41" 10.03 7,676 | % 8,712,705 5373 § 7,673,420
Z 43 8.79 58471% 6,572,201 4,003 § 5,773,070
~e 70 7.39 6,035 |% 6,579,901 4205 § 5,670,529
,':_’f;“—; 69 10.03 5144 1% 7,407,654 3601] § 6,373,197
= 71 8.55 8112 § 7,223 537 56781 § 6,213,902
2 97 3747 12,524 1% 12,575,635 8767| $ 11,334,924
@ 57 | noplans

o 104 3.80 3,467 | § 6,047,092 24271 % 4,644,253
E 109 3.80 57921 % 7,163,617 4054 § 4,549 180
© 185 10.23 822314 5,906,222 5.756! § 5,645,839
b 164 391914 6,425,683 2.743| § 3177,12
™~ 186 3.80 4,948 3,952,909 34841 § 4,692,978
E 195 6.87 4,832 4483512 3382 § 3,487,549
= 187 3.80 4944 % 3,947,263 3461] $ 3,484,320
© 160 6,346 | § 4,959,824 444 § 4,388,696
136 6,607 § 4,454,835 A625] § 3,813,038
133 6,010 (8 4,034 432 4207 § 3,589,223
- 188 5129 § 6,492,550 3590( § 5,964,762
e 137 8,757 | § 4,783 407 6,130; § 4,858 572
= 193 R 43631% 3,050,000 3054| $ 2,489,000

o 132 | Exisinguni
= 33.09 6,017 1% 6,330,953 42121 § 5,557,406
1212 6,292 5,334,825 44041 § 4 698,663
11.99 5,887 5,246,083 41211 % 4,638,373
8.01 47371 § 4,586,320 3316| 4,007,150
3.80 6,972 | $ 4,421,025 48801 $ 3,896,659
3.80 4,521 6,746,173 3,165/ § 3,323,813
3.80 6,501 4,391,045 4551] § 3,765,750
7.84 51151 % 4,674,033 3581| § 4,153,162
11,39 4442 1% 4,894,361 3,100] § 4,299,636
749 4403} § 4 573,071 3,082} § 4,042,177
8.94 4,800 | § 4,639,318 3,360| § 4,036,032
.17 58471 % 4,323,232 4083] § 3,795,018
1.90 7080 1% 3,800,517 4956} § 3,301,803
3.80 4442 1% 3,704,992 3,100( § 3,296,484
65121% 3,760,231 4558 § 3,188,804
6,097 | § 4,838,502 4268 § 4,220,232
2 7,160(§ 4,368,033 5012 § 3,820,201
- 5256 1% 4,593,932 3679 § 4,045,371
= 6,938 4,402,065 487§ 3,786,278
= 105 3.80 47001% 3,754,604 3290} § 3,273,575
- 108 380 5980 |'§ 4,139,743 4186] § 3,609,313
1078 3990 | % 2,618,732 2.793( § 2,283,410
107A 399018 2,546,497 2,793 § 2,189,262
135 5963 | § 4,739,731 41741 % 4 270,489
134 6,104 |8 4,088,165 4273) § 3,610,276
AVERAGE 6,500 § 8,447,098 A550 § 7,108,166
TOTAL 467 $ 456,143,265 $ 383,840,983
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Table 4.3 Range of ALT 1 Home Values

ALT 1 Range of Current Market Values

Lot# Lot size {ac) ]100% House size (sf) [Totai Value - 100% project 70% House size (sf) Total Value - 70% project
per project plan jper project plan (av. 2 methods, inflated to 2007 from 2005 valuegper project plan (av. 2 methods, inflated to 2007 from 2005 values)
39 11.88 10,564 24,531,857 7.395 22,045,114
35 10.34 9,069 22,654,871 6,348 20,070,557
63 13.13 9,707 25,202,644 6,795 21,734,365
» 66 14.38 7461 23,440,167 5,223 15,103,343
=] 91 15.27 9,909 26,300,784 6,936 21,476,936
m 93 15.40 14,119 20,993,843 9,883 22,415,981
12 8.09 6274 19,329,809 4,392 17,085,818
119 15.06 11,084 28,055,936 7,759 23,909,780
122 14.95 8,400 23,760,151 5,880 21,176,581
42 7.39 5,992 6,583,148 4,194 5,889,008
© 41 10.03 7,676 8,712,705 5373 7,673,420
E 43 8.79 5,847 ) 6,572,201 4,093 5,773,070
= 70 7.39) 6,035 6,579,901 4,225 5,670,529
0© 69 10.03 5,144 7,407,654 3.601 6,373,197
" £ ! 8.55 8112 7,223,537 5,678 6,213,902
E 2 97 37.47 12,524 12,575,635 8,767 11,334,924
o = 57 no plans
s =4 DP-13 40.55 610415 7,527,013 42731 % 7,998,953
N £ DP-14 |Existing unit 5 - -
-3 3 DP-15 25.36 39901 % 5,701,142 2,793 5,942,831
a «» DP-16 41.27 5,852 8,662,172 4,096 9,386,504
© DP-17 31.68 6,035 7,296,475 4,225 7,605,981
104 3.80, 3,467 6,047,092 2,427 4,644,253
109 3.80) 579218 7,163,617 4,054 $ 4,549,180
185 10.23 8,223 5,906,222 5756] $ 5,645,839
164 7.60 3,919 : 4,158,633 2,743 3,676,606
- 186 3.80, 4,948 3,952,909 3,464 4,692,978
ha 195 6.87, 4,832 4,483,512 3,382 3,487,549
s 187 3.80 4,944 3,947,253 3.461 3,484,320
E 160 3.80 6,346 4,311,619 4,442 3,818,314
3 136 7.60 6,607 4,798,322 4,625 4,181,905
133 3.80 6,010 4,034,432 4,207 3,589,223
188 129.23 5,129 8,891,339 3,590 7,848,006
137 3.80) 8,757 4,783,407 6,130 4,858,572
193 8.44 4,363 4,605,722 3.054| % 4,015,404
132 |Existing unit
52A 3.80 6,512 4,238,717 4,558 3,719,580
48 22.64 6,097 6,087,538 4,268 5,375,742
51 10.03 7,160 5,301,183 5,012 4,730,813
. 49 7.39 5,256 : 4,538,378 3,679 4,021,313
S 50 879 6,938 5,228,304 4,857, 4,629,882
; 105 3.80 4,700 3,754,604 3,290 3,273,575
o 108 3.80 5,980 4,139,743 4,186 ) 3,609,313
1078 0.95 3,990 2,618,732 2,793 2,283,410
107A 3.0 3,990 . 5,176,531 2,793 4,522,054
135 7.60 5,963 4,739,731 4,174 4,270,499
134 3.80 6,1041% 4,088,165 4,273 3,610,276
201 6.97 5,102 4,325,123 3,571 3,779,607
202 9.6 6,512 5,085,912 4,558 4,458,933
203 6.28 8,757 5,107,072 6,130 4,473,534
204 5.82 7,160 . 4,616,741 5,012 4,119,931
g 205 3.18 4,521 3,449,204 3.165 3,007,607
— 206 3.11 4,700 3,551,493 3,290, 3,089,230
@ z 207 3.29 5,963 3,850,820 4,174 3,412,351
2 5 208 4.1 6,104 4,255,289 4,273 3,745,668
o E 209 13.79 6,607 5,720,247 | 4,625 4,957,854
k] c 210 19.77 6,346 5,930,356 4,442 5,234,819
£ 2 211 7.76 3,980 4,136,021 2,793 3,697,533
8 212 10.2 4,832 4,541,092 3,382, 4,001,527
213 4.02 7,080 4,290,416 4,956 ) 3,782,911
214 18.1 6,607 5,951,284 4,625 5,188,789
215 4.12 5,847 4,056,314 4,093 3,586,621
216 4.67 4,800 3,853,439 3,360 3,401,563
DP-1 12.77 6,501 5,158,799 4,551 4,502,818
Dp-2 11.09 8,400 5,425,360 5,880 4,881,865
@ DP-3 10.38 7,160 5,020,610 5,012 4,480,298
§ DP-4 20.76 6,292 5,710,782 4,404 5,030,123
@ DP-5 17.83 7,461 5,963,992 5,223 5,200,131
g DP-6 10.16 6,017 4,915,059 4,212 4,352,792
2 DP-7 10.02 5,963 4,822,946 4,174 4,287,813
o DP-8 10.01 8,223 5,397,810 5,756 4,809,607
3 DP-9 10.03 6,104 4,759,170 4,273 4,202,945
& "ppo 10,04 6972 4,999,234 4,880) 4,421,595
DP-11 2,304.60 8,223 17,250,151 5,756 15,371,814
DP-12 20.63 8,112 6,774,610 5,678 7,048,805
AVERAGE 6,615 § 7,863,379 ' 4,631 § 6,848,472
TOTAL 3193 $ 574,026,698 ’ $ 499,938,484
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5. Comparison to Recent Sales

We conducted a brief market survey of comparable sales to validate our analysis, and to
see if our numbers are in the realm of possibility. Doing so provides some certainty in
both the price of finished homes that result from the regression analysis, and the
development right values that are the basis for TDR feasibility.

We looked at near-ocean and ocean-front home sales along the South Coast of Santa
Barbara between November of 2000 and August 2006. Sale locations included Hope
Ranch, Montecito, Padaro Lane / Beach Club road, Sand Point road, City of Santa

Barbara, and Rincon Point.

The search yielded 170 home sales that range in value between $38 million and $1.15
million. The average selling price of a home was $5,289,270 and the median was

$2,750,000.

Nine homes in Hope Ranch, Montecito and Padaro Lane had values in excess of $20
million; and there were ten home sales between $10 and $20 million. The remaining sales
were homes under $10 million.

This data suggests that the values of finished ocean-front and near-ocean front homes
vary significantly. It is difficult to find homes sales that are directly comparable to what
could be built on the Santa Barbara Ranch property; there are few, if any, similar bluff-
top developments located along the South Coast or the Gaviota Coast for that matter.

The range in home values and the average home value we report for the Grid, MOU, and
ALT 1 scenarios are shown below in Table 5.1

Table 5.1
Comparative Gnid MOU ALT 1
Sales
Range in
predicted home | $1.15-$38 $16-$2.2 $23.9-$22 $24-$2.2
selling price million million million million
(2007)
Average Home
selling price $5.29 million | $4.48 million $7.1 million $6.8 million

(2007)

If one compares the averages and ranges in Table 5.1 to what we report from the
comparable sales survey, it can be concluded that our results for Naples home and
development right values are within the realm of possibility.
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6. Transferring Development Rights from the Santa
Barbara Ranch

As it pertains to receiving sites that would absorb development potential from the Santa
Barbara Ranch through a TDR program - we indicate in the 2006 TDR Feasibility
Report that the most economically and politically feasible scenario could be to increase
densities by 100 units in unincorporated South Coast receiving areas and 156 units in
City of Santa Barbara receiving areas. This would create a total developer willingness to
pay of up to $73.2 million.

In other words, we believe that a conventional TDR program could create a pool of funds
totaling $73.2 million that would be available to purchase development rights from Santa
Barbara Ranch. However, as previously mentioned, the limiting factor affecting
development transfers from the Santa Barbara Ranch Project is not the $73 million, but
rather the amount of money that could be generated to purchase development rights up-
front.

Based on this receiving-site potential, and this report’s updated assessment of sending-
site valuation, we conclude that at least a partial transfer of density off Santa Barbara
Ranch is feasible. However, we believe this feasibility depends on the ability to set up the
TDR system in the following way:

e Development potential would have to be transferred off of Santa Barbara Ranch
“up-front,” rather than over time;

e This would require the creation of a “TDR Bank” to buy, hold, and eventually sell
the rights;

° The TDR Bank would have to be well capitalized in order to execute the up-front
purchase;

° The County would have to construct a carefully calibrated system of density
credits for the receiver sites and reinforce this system through its regulatory

~ decisions. The Naples TDR Program Framework Report and its accompanying

TDR Ordinance lays out the mechanics of this process.

6.1 Capitalization of the TDR Bank

A critical question to TDR feasibility is how to capitalize the bank with sufficient funds
to purchase development rights from the Santa Barbara Ranch. If the transfer of
development rights off of Santa Barbara Ranch is to be executed up-front, then the
feasibility of the transfer system is driven not by some theoretical calculation of sending
and receiving site value, but on the actual amount of money that can be raised to stake the
TDR bank.

Raising capital for the Bank may be easier than it appears. Unlike typical land
conservation initiatives, the money used to seed the Bank is not paid and never to be seen

35



again. Rather, the initial contributors of funds can be repaid once the TDR Bank starts
selling density credits, or the money can be used as a revolving fund for continued
preservation.

Early capitalization of, and participation in, the TDR Bank will depend upon investing
parties being confident that the risk in loaning money to the Bank is reduced to effectuate
an acceptable outcome. That is, conservation investors will need to see that lent money

will go towards a program that will survive into the future, affect Naples preservation,
and offer some degree of repayment.

To gain this requisite confidence, interested parties will need to witness and be assured of
all the following:

e The County’s commitment to the TDR option — namely, a determination of
feasibility by its elected officials, and a development agreement that gives the
TDR program a period of time that would not jeopardize the ability to secure
adequate funding of the TDR Bank to achieve preservation;

e The likelihood that the County and/or participating cities will indeed grant higher
densities via the purchase of TDRs on eligible receiving sites. It is likely that an
initial receiving site(s) will need to prove as a catalyst to jump start the TDR
program;

e A demand for TDRs does exist such that the TDR Bank can effectively sell its
development rights to receiving area developers as a source of revenue. We show
that a strong developer willingness to pay for incremental density exists along the
South Coast of Santa Barbara County where land is scarce and very expensive.
But, the process to identify receiving areas needs to structured such that it actually
creates developer demand for TDRs rather than turn developers away because of a
lengthy and costly process; and

e The County’s prohibition on routes to higher density, except as allowed by the
TDR option.

There are a multiple public, private and non-profit organizations that could play a role in
the County’s TDR Bank. We conducted a preliminary assessment of several
organizations as to their respective interests in either serving as a source of funding for

the Bank and/or playing a role as the Bank’s manager. In particular, we talked to the
following parties:

e Trust for Public Lands (TPL)

e California Coastal Conservancy

e Conservation Fund

e Land Trust for Santa Barbara County
e Prop 84 funding sources
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Each professed a degree of interest and potential willingness to participate, except the
Land Trust for Santa Barbara County. Yet, each have reservations based on the concerns
previously mentioned. Independently these organizations indicated that as a first step to
their consideration to participate in or play a role with the TDR Bank, the County must
demonstrate a clear commitment to the TDR program. Thus, until such action is taken we
conclude that any and all potential funding sources area simply “waiting to see’”” what
action the County pursues.

One thing is for certain, when it comes to raising funds for land conservation — money
follows money. After several initial transactions occur and the TDR Bank/Program
begins to prove itself, additional revenue sources are likely to gain confidence in the
system and are more likely to participate. if it is to be successful, a TDR Program should
be structured such that it gives the Bank time to establish itself as a revolving fund for
continued preservation.

As an example to the amount of money that could capitalize the Bank. The Trust for
Public Land (TPL), as recently as 2003 generated $19.7 million for the successful
preservation of Eliwood Mesa. In this deal TPL negotiated with the landowner and the
potential developer to relocate 130 entitled lots from Ellwood Mesa to a settled-upon 62
unit project on a 12 acre County park site a short distance away. While not an official
TDR, the Ellwood deal essentially bought-down and relocated $20 million worth of
development potential from the Bluffs.

To conclude, the County and Santa Barbara Ranch applicant should work to establish an
agreed-upon time period that would “give the TDR option a chance” — an amount of time
that is commensurate to capitalize the Bank, if the County determines TDR to be
feasible. As a point of reference, it took 3 to 4 years for the Trust for Public Lands (TPL)
and the community to raise the $20 million to preserve the Ellwood Bluffs.

6.2 Approach to Transfer Ratios

As explained in the 2006 TDR Feasibility report, a TDR system creates a set of transfer
ratios between sending and receiving sites. Every development right in the sending area
equates to a certain number of development rights in the receiving area. This transfer
ratio might be anywhere from 1:1 to upwards of 20:1 depending on valuation differences
between sending and receiving areas.

We do not recommend a traditional transfer ratio approach here. There are several
reasons for this:

e We are not recommending the creation of a classic TDR system in which the
market unfolds over time.

e The disparity between the value of one unit in sending areas and one unit in
receiving areas is very large.
e The disparity in the value among units in the sending area is very large.
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e The disparity in the “willingness to pay” among prospective receiving sites is also
very large.

Rather, we recommend a hybrid 3-step approach that works as follows:

1. Purchase: Up front, the TDR Bank would purchase “development rights” from Santa
Barbara Ranch based on the estimations of entitlement value for each parcel calculated in
this report. To use the Ellwood Mesa deal as an example, if the Bank had $20 million, it
would purchase the development rights on any combination of lots whose development
rights value totaled $20 million. The TDR Bank would then have $20 million in credit
from Santa Barbara Ranch that could be applied to receiving areas

2. Assign: The County (and, potentially, the City) would create and value “density
credits” in the receiving areas based on the “willingness to pay” analysis for the
additional density in those areas, and then assign those Density Credits to the TDR Bank.
For example, if the County were willing to rezone the St Vincent’s property to
accommodate more units if the developer participates in the TDR program (as our
analysis suggests is possible), the County would create 46 Density Credits at a price of
$337,322 each. If the City were willing to rezone the Cota parking lot to accommodate
residential units, then the City would create 73 Density Credits at a price of
approximately $224,500 each. See Table 5.5.1 in the 2006 TDR Feasibility Report.

3. Sell: These density credits would then be sold by the TDR Bank at the assigned value
to willing developers in the receiving areas at any time at the market price. The total
value of these Density Credits acquired by the bank would be the same as the total value
of the Development Rights purchased by the TDR Bank from Santa Barbara Ranch
Project. For example, if the TDR Bank had $20 million worth of credit from Santa
Barbara Ranch, it could sell all of the available Density Credits to developers of the St.
Vincent’s property for about $15.5 million (i.e. 46 x $337,322) and have about $4.5
million left over to sell developers willing to build 20 units on the Cota site.

It is very important to note that, as the land-use regulators in this scenario, the County
and the City would become regulators of the “currency” (the Density Credits) much as
the Federal Reserve Bank is the regulator of the money supply. That is, the County and
the City must commit themselves to stabilizing the Density Credits by (1) honoring them
when a developer holds them; and (2) not providing additional density to receiving-area
developers by other means. Obviously, neither the Board of Supervisors nor the City
Council can commit their successors to specific regulatory actions in this process, but
they can certainly adopt policies that would commit them to the TDR system.



6.3 Development Transfer Scenarios

If a TDR Bank were set up and capitalized, this would permit the Bank to purchase
development rights from some parcels on Santa Barbara Ranch and, over time, sell some
density credits to receiving areas in the City of Santa Barbara and unincorporated areas of
the South coast.

If the TDR system is created, the final configuration of the Santa Barbara Ranch project
will depend on how much financial capital the Bank has, and what program goals those
resources are used to achieve. The final distribution of density in the receiving areas
depends, once again, on the value of the density credits the Bank has and the City and
County priorities for increasing density.

We explore scenarios 1-3 which illustrate how the TDR system might work for the Grid,
MOU, and ALT 1 projects. The factors we must consider in creating these scenarios
include the following:

1. 'Which Development Rights to remove from Santa Barbara /Dos Pueblos
Ranch

2. How many Development Rights to remove from Santa Barbara Ranch

3. Which receiving areas should receive the bulk of the Density credits

4. How much money the TDR Bank has to invest in Development Rights up
front.

Scenario #1 Goal: fo reduce the overall development intensity regardless of view-shed
impact. Under this scenario, residential lots possessing the lowest development right
value would be prioritized for transfer.

Scenario #2 Goal: to transfer the most visible developments from Highway 101.
Scenario #3 Goal: to transfer ocean-front bluff-top units.

These represent the most likely set of possible transfer scenarios. For each project, under
each scenario, we determine the specific lots from which development could be
transferred assuming the TDR Bank is capitalized with $20 million. We are not
suggesting that $20 million or any other amount is a “magic number” required to make
the system work. However, we feel $20 million is a likely starting point given our
analysis of funding opportunities and the recent Ellwood Mesa deal.

The number of Naples development rights shown to be transferred is based on values
estimated under the 70% scenario — that is, the assumption that the projects are approved
with a 30% reduction in house size. In terms of candidate receiving sites we use the same
candidate receiving sites to determine the transfer scenarios as previously done in the
2006 Report. These sites are: the County Campus, St Vincent’s property, Montecito
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Orchard, Wright property-east, and the Cota Parking lot. Their associated WTP values
are based on a 15% affordable/workforce component.

Table 6.1 simply shows a summary of the total number of development rights that could
be transferred for each project. Tables 6.2, 6.3, and 6.4 show the actual lot numbers from
which the development rights could be transferred (as well as the transfer ratios) for the
Grid, MOU, and ALT 1 projects respectively.

Table 6.1 Grid, MOU, ALT 1 Development Right Transfer Summary

Scenario #1 Scenario #1 Scenario #1
Maximum amount of Protection of HWY 101 View-shed QOcean-front Bluff-top
Development Right Transfers Development Right Transfers Development Right Transfers

GRID # Development Rights
Transferred 37 32 4

OU # Devel nt Rights
M evelopme g a1 o5 3
Transferred
ALT 1# Development
Rights Transferred 35 24 3

{(note: this data is based on $20 million TDR Bank capitalization)

Table 6.1 shows that the Bank, with $20 million worth of capital, would have the choice
of removing the 37 least expensive Grid lots; 32 of the most visible Grid lots from A
Highway 101 north of freeway; or four ocean-front bluff-top lots. Alternatively, if the
transfer is based on the MOU project, the choice would be to remove 31 of the least

expensive lots; 32 of the most visible lots from Highway 101; or 3 ocean-front bluff-top
lots.

Based on the analyses of developer “willingness to pay” for additional density on the
receiving sites from the 2006 TDR Feasibility Report, we can derive transfer ratios. That
is, the number of additional units built in the receiving areas for each development right
transferred from Naples. These ratios illustrate the significant value disparity between the
bluff-top lots and other inland lots.

For example, the ratios to transfer the maximum number of Grid lots, and the Highway
101 view-shed impacting Grid lots range from 1:1 to 2:1. In contrast, the ratio to transfer
ocean-front bluff-top lot range from 12:1 to 27:1 depending on the receiving site. This
means that between 1 and 2 units would need to be built for every Highway 101 view-
impacting Grid lot and between 12 and 27 additional units for each bluff-top Grid lot.

The ratios to transfer the maximum number of MOU lots, and the Highway 101 view-
shed impacting MOU lots range from 2:1 to 4:1. Similar to the significant difference
expressed above for the bluff-top Grid lots, the ratio to transfer ocean-front bluff-top
MOU lots is 15:1 to 32:1 depending on the receiving site.
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If the TDR system is created, the final configuration of the Santa Barbara Ranch project
will depend on how much financial capital the Bank has, and what program goals those
resources are used to achieve. The final distribution of density in the receiving areas
depends on the value of the density credits the Bank has and the City and County
priorities for increasing density.

To conclude, the extent of development rights that could be transferred will depend to a
large extent on the County’s goals for preservation at Naples. But, it goes without saying
that the high value of bluff-top parcels makes transfer of their development rights more
difficult than their inland counterparts. That is to say, the large amount of additional
density needed in the receiving areas for each lot that is preserved on the Naples Bluff
will make transfers politically difficult.
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Table 6.1 Grid Lot Transfer Scenarios

Grid Lot Scenario #1 Scenario #2 Scenario #3
Maximum amount of Development Right Protection of HWY 101 View-shed Ocean-front Bluff-top Development
Transfers Development Right Transfers Right Transfers
Bank Capitilization $20 million $20 million $20 million
Development Rights
# Development Rig 37 32 4
Transferred
107b 86A 51 Fen 243
51 127A 52a 167 66
105 49 52h 130 109 63A
52a 135 50 166 26 119A -
52b 48 193 49 103 1198
50 70C 84 48 162
. 107a 243 164 83 102
Grid Lots to be transferred 108 A3C 131 5 53
193 130 133 163 139 25
84 86B 167 140 244 101
164 134 109 129
3 166 127B . 160
116
Total and Average Development Right Total = $20,048,573 Total = § 19,971,028 Total = $23,989,183
Value ¥ Average = $541,853 Average = $624,095 Average = $5,997,296
Receiving Site Density Credits
County Campus # of Units 31 31 31
- WTP per unit $318,196 $318,196 $318,196
5 av. Transfer Ratio 2:1 2:1 19:1
= and and and and
o St Vincents # of Units 29 29 29
WTP per unit $337,322 $337,322 $337,322
av. Transfer Ratio 2:1 2:1 18:1
2 Montecito Orchard # of Units 39 40 40
o
g WTP per unit $499,350 $499,350 $499,350
av. Transfer Ratio 1:1 1:1 121
© . ..
£ Wright Property East # Units 76 78 78
= WTP per unit $259,331 $259,331 $259,331
o av. Transfer Ratio 2:1 2:1 23:1
o Cota Parking Lot # of Units 73 73 73
[=]
a WTP per unit $224,519 $224,519 $224,519
© av. Transfer Ratio 2.1 3:1 27:1
County Campus # of Units 31 31 3
o WTP per unit $318,196 $318,196 $318,196
£ av. Transfer Ratio 2:1 2:1 19:1
= and and and and
o Cota Parking Lot # of Units 44 44 44
WTP per unit $224 519 $224,519 $224,519
av. Transfer Ratio 2.1 3:1 27:1

* The number of lots transferred was based on development right values of the 70% project
“:{Denotes lots with uncertain development potential

Hemaining 5 Candidate Receiving Site Statistics

per unit WTP
City Redevelopment Site $325,806
Haley / Anacapa Parling Lot $225,165
Montecito Orchard $499,350
Montecito Area 3 $443,207

The average transfer ratio is calculated by dividing the average development right value of ihe lots to be transferred by theWTP for each receiving site

35S. VENTURA AVENUE ¢ VENTURA, CALIFORNIA ¢ 93001-3025
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Table 6.2 MOU Lot Transfer Scenarios

MOU Lots Scenario #1 Scenario #2 Scenario #3
Maximum amount of Development Right Protection of HWY 101 View-shed Ocean-front Blufi-top Development
Transfers Development Right Transfers Right Transfers
Bank Capitilization $20 million $20 million $20 million
# Development Rights
pment Rig 3 25 3
Transferred
528 138 105 52B 195 47
52A s 159 52A 163 139
109 193 187 109 160 in 66
107A 133 136 51 159 49 93
161 26 48 50 187 103 12
107B 195 185 164 48 137
135 134 110 138 185 243
MOU Lots to be transferred 51 108 by 19 110
50 163 47 26 158
164 160 139
131

Total and Average Development Right
Value *

Total = $19,872,274
Average = $641,041

Total = $19,664,087
Average = $786,563

Total = $21.775,127
Average = $7,258,376

Receiving Site Density Credits

County Campus # of Units k1| 3 3N
- WTP per unit $318,196 $318,196 $318,196
5 av. Transfer Ratio 2:1 24 23:1
= and and and and
o St Vincents # of Units 29 29 29
WTP per unit $337,322 $337,322 $337,322
av. Transfer Ratio 2:1 2:1 22:1
ph Montecito Orchard # of Units 39 40 a0
o
é WTP per unit $499,350 $499,350 $499,350
av. Transfer Ratio 11 2:1 15:1
o~ N .
= Wright Property East # Units 76 78 78
B WTP per unit $259,331 $259,331 $250,331
o av. Transfer Ratio 2:1 3:1 28:1
i Cota Parking Lot # of Units 73 73 73
(=]
& WTP per unit $224,519 $224,519 $224,519
© av. Transfer Ratio 31 4:1 32:1
County Campus # of Units 31 3 31
o WTP per unit $318,196 $318,196 $318,196
s av. Transfer Ratio 2:1 2:1 23:1
= and and and and
o Cota Parking Lot # of Units 44 44 44
WTP per unit $224,519 $224,519 $224,519
av. Transfer Ratio 3:1 4:1 32:1

* The number of lots transferred was based on development right values of the 70% project

Denotes lots with uncertain development

Remaining 5 Candidate 'Receivinq Site Statistics

City Redevelopment Site
Haley / Anacapa Parking Lot
Montecito Orchard
Montecito Area 3

potential

per unit WTP
$325,806
$225,165
$499,350
$443,207

The average transfer ratio is calculated by dividing the average development right value of the lots to be transferred by theWTP for each receiving site
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Table 6.3 ALT 1 Lot Transfer Scenarios

ALT 1 Lots Scenario #1 Scenario #2 Scenario #3
Maximum amount of Development Right Protection of HWY 101 View-shed Ocean-front Bluff-top Development
Transfers Development Right Transfers Right Transfers
Bank Capitilization $20 million $20 million $20 million
# Development Rights
i % 2 3
Transferred
203 134 187 52A 109 105
1078 204 135 48 185 108 66
213 208 202 51 164 136 93
207 108 49 49 186 133 12
209 105 185 50 195 135
52A 214 136 188 160 134
133 206 DP-5 187 137 1078
ALT 1 Lots to be transferred 109 205 50 104 193 107A
195 48 51
160 210 DP-2
215 216 DP-8
201 70
Total and Average Development Right Total = $20,614,184 Total = $21,099, 894 Total = $19,266,505
Value ** Average = $588,977 Average = $679,162 Average = $6,422,168
Receiving Site Density Credits
County Campus # of Units 3 K3l ) 3
- WTP per unit $318,196 $318,196 $318,196
e av. Transfer Ratio 2:1 3:1 20:1
= and and and and
= St Vincents # of Units 29 29 29
WTP per unit $337,322 $337,322 $337,322
av. Transfer Ratio 2:1 3:1 19:1
e Montecio Orchard # of Units 39 40 40
©
s WTP per unt. $499,350 $499,350 $499,350
av. Transfer Ratio 1:1 2:1 13:1
E Wright Property East # Units 76 78 78
i WTP per unit $259,331 $259,331 $259,331
e av. Transfer Hatio 2:1 3:1 25:1
s Cota Parking Lot # of Units 73 73 73
(=]
= WTP per unit $224,519 $224 519 ' $224,519
© av. Transfer Hatio 31 4:1 29:1
County Campus # of Units 3 3 31
- WTP per unit $318,196 $318,196 $318,196
5 av. Transfer Ralio 2:1 2:1 20:1
= and and and and
o Cota Parking Lot # of Units 44 44 44
WTP per unit $224 519 $224,518 $224,519
av. Transfer Ratio 31 4:1 29:1
** The number of lots transferred was based on development right values of the 70% project

Denotes lots with uncertain development potential

Remaining 5 Candidate Receiving Site Statistics

per unit WTP
City Redevelopment Site $325,806
Haley / Anacapa Parking Lot $225,165
Montecito Orchard $499,350

Montecito Area 3 $443,207

The average fransfer ratio is calculated by dividing the average development right value of the lots fo be transferred by theWTP for each receiving site
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Appendix A: Map of Developable Grid Lots

45



vIBqIEg BJUES JO AUno?)

4083) SOPO St A CREITD BUTLS 8IS KRG) OV

tewnpes e
‘woAuez £ojgang sog) WAA W o

('ma1a01 [muawuoaAud pur Bupniuuad o1199ds-10f Yitm UONIOUUOD U] PAUILLSIOP 9q AJUC
Aett sHOISNoUES Yyons tajgissod oq Kjjemoe Avwt jegm Jussardal 1o jupLmem Lunos) oY1 10u QYN daynou
pus ‘Ajuo siskjeur sanesedwos 10j papiacid st 9jewNSa S|, “YIT YRIG PISIATY YT JO SIjNS o) uo
passq s1 vonwndyuoa ,pup,, 941 opun jenusiod 1uawdoldAIp Yits SI0] JO JJRWINSD L LoWwEIsIC)

ueIsau) St
[enuajod juswdoppaa(g ®

5310V GG WINUWIULIA]
03 J93.19]A] 307] SawInssy O
[enud)o juswdopaa(

Appyry st

[enuajod juswmdoppaa( ®

{5101 jaBia) 612 18 Jussaidal jou sa0()
ssul 107 Bupsixg sejdey D

(5002 '0IvS) pueissein ejen [T
(5002 *oIvs) spueiem (772

(2002 's¥N} spusgem
dew [22yo Jed SB §)88.)S 8)ISUMD) SBIGEN —a—

Speds youes BuRsSXy - ~ —

YY) WOy N0 850U TIND VEP §9 — —
U OLL YPRAISS [BIINNG --eevee

AydesBodoy fupsixg ——

(4001} Jayng puetepmpayng yueg Jo doy ---——-
jueg jo dol/yng ueasq jo dap ——e—
UOISSILULICD [BISEQD) BLUGIIED s

puabon

TVILNALOd INTNdOTIATA AXID
24078 NY2D0 40 dOL - |
1334 §°79 YOVBLIS FH11D V35
L4 B HOVBLIS TYHNLONULS

B%N Inoping yuswdoeasg puo (00z'z:4) 199} 08 S1anba ey | :
1sniny 108[01d ON - VE @AEWslY L-p'LL 8inBld || iz youey erequeg mueg = = 950 (Eany ﬂmﬁ_ﬂw

sti-vll= [e0g

0£-97 = SYIREL WU JO inog ~—

LE-CE = S¥oRAL WU - 10180

85 -55 = 101501 Jo quoN

53077 o[qedooAa(] 0] 9duvy
$1077 9[qepling

0€-9¢

“rany pag |

oAy ||

“yydn woy

“goualo)|

ANojuoD esjou
TAND vaP 59

507 9[qepiing
LE- €€

B

AY OUBIIW

Cja v owaos]

19

—

§107 a1qep(ing
86 - 59




ATTACHMENT F



/ 2

Naples TDR Program Framework

Solimar Research Group

August 24, 2007

William Fulton
Darren Greve

358. VENTURA AVENUE ¢ VENTURA, CALIFORNIA ¢ 93001
PHONE: 805/643-7700 ¢ FAX: 643-7782 ¢ WEB: WW\W.SOLIMAR.ORG



Table of Contents

PREFACE......erierineen. e ease ittt e st et nAn ARt et st s At e s A e s AR RO R SRR St e e e en et et et e e e st enenen s m
1. TDR PROGRAM OVERVIEW .... eeeereseesmressesateseeraeresseseiananansesasnsataes — 1
FIGURE 1. TDR PROGRAM AREA AND POLICY REGIONS ....ovoeoeoeeeeeeeeoe oo 4
2. TDR PROGRAM GOALS ...ttt s s seoeesesses et steses e ss s sememees s e e eee e e 5
3. TDR PROGRAM PROCESS oottt ese et eesesesssserssssssssses e seme s e seseseessesses e et eee s e 7
STEP 1: IDENTIFY NAPLES LOTS TO PRIORITIZE FOR TRANSFER AND ESTABLISH A TIMEFRAME. ......... . 9
STEP 2: CREATE THE TRANSFERABLE DEVELOPMENT CREDIT (TDC) COMMODITY .............................. 10
STEP 3: ESTABLISH RECEIVING SITE DISCRETIONARY PROCESS .. oo 11
STEP 4: ESTABLISH A TDR BANK TO “REGULATE” THE COMMODITY MARKET .o 14
STEP 5: ESTABLISH AMENITY FUNDS FOR RECEIVING AREA NEIGHBORHOODS ..o 19
STEP 6: ADOPT POLICIES TO MITIGATE INVESTMENT RISK AND RETAIN COMMODITY VALUE............... 21
FIGURE 3. CONCEPTUAL DIAGRAM OF TDR PROGRAM . .....oiveeeeeeeeoeoeeeeoeeeeeeeeeeeeeeoeoeeeeoeoeeo 23
4. EXAMPLE TDR BANK TRANSACTION ...t eeeeseeeerereeesstesessesesesesesssessseeees s ssese s e e 24
5. TDR BANK ADMINISTRATIVE POLICIES ..o eeeeeeeeeeve e esseemseses s ee s ss e eseses e ee e e 26
5.1 BANK TDR VALUATION METHODOLOGY AND PURCHASE PROCEDURES ..o 27
As$eSSING Valtue 0f NAPIES LOES ... 29

5.2 BANK TDC VALUATION AND SELLING PROCEDURES -.... v 30
5.3 BANK - INVESTOR CONTRACT GUIDELINES ... ceee oo e e e 31

6. FEASIBILITY OF FUNDING THE TDR BANK e eeeeseseseseosenes .32
7. SENDING / RECEIVING SITE CRITERIA ....eoeeeeeeeeeeeeeeeeeesersessseeseesees s s e s 34
7.1 SENDING AREA ELIGIBILITY CRITERIA. ........voveoee oo oo eeee e 34
7.2 RECEIVING AREA ELIGIBILITY CRITERIA......eueeeeveeeemeeseeeee oo e oo 34
8. INTER-JURISDICTIONAL AGREEMENTS oo oeeeeeeeeeeeeeeeeseveoe s e e seseneeet s eeesms e ees e e 36
8.1 CITY OF SANTA BARBARA’S TDR POLICY OPTIONS oo 37
8.2 DOVETAILING THE COUNTY AND CITY’S TDR OBIECTIVES ..o eeoooooeoeooeoeeoeoeeeeeeoeoeeoeeoeoooo 39
APPENDIX A: DRAFT SANTA BARBARA COUNTY TDR ORDINANCE oo, 41
APPENDIX B: DRAFT INTER-JURISDICTIONAL AGREEMENT retenreeraerenraeenenee 42
APPENDIX C: NAPLES/SANTA BARBARA RANCH MAPS oo, .. 48
MAP 1: NAPLES “GRID” LOTS ..ot eeeee e e 49
MAP 2: SANTA BARBARA RANCH “MOU” LOTS ..o 50
MAP 3: SANTA BARBARA RANCH “ALT 17 LOTS ooeeeeeeeeeeeeeeeeeeeeeeeeeeoeoeoeeoeeeeeeeeeeeeee 51
APPENDIX D ...cueveenee. ee it eSS s A Rt b s a e b Re e b es RS aE et s araen R oS emn e e ntasentestnsennennsarsennnn 52
TABLE 1 RECEIVING SITE WTP SUMMARY RESULTS ... v ev oo 53
TABLE 2 EXAMPLE TRANSFER SCENARIOS (ALT 1) ....................... 54
TABLE 3 TDR BANK INVESTMENT RETURN AND TRR ..o 55
TABLE 41 oottt tee et oo e e et 55
SENDING SITE CRITERIA (SITES OTHER THAN NAPLES) -+ eveeoeeeeeoeee oo 55

1



Preface

This report outlines the framework of a TDR Program for Santa Barbara County
as it processes the proposed Santa Barbara Ranch (Naples) project. The report
serves as a project deliverable which was arrived at through a consensus process
involving 3 meetings between Solimar Research Group and a diverse mix of
stakeholders known hereafter as the “TDR Working Group*” beginning in
October 2006 and ending in February 2007.

Rather than focus on specific receiving sites or debate valuation methodology, the
Working Group agreed to develop the mechanics of program that could transfer
development rights from the Santa Barbara Ranch property. Discussion was
based on the principle of voluntary participation and free-market principles —
that is, prices that a buyer could reasonably be expected to pay and a seller could
reasonably be expected to accept. The exchange or extinguishment of
development rights would be voluntary, whereby sellers and buyers would both

need to be incentivized to participate in order to make the TDR program
successful.

‘The ultimate deliverable of this effort is the accompanying draft TDR Ordinance,
attached as Appendix A, which addresses and furthers the objectives of LCP
policy 2-13. The language of TDR Program outlined in this report is therefore
translated into the TDR Ordinance to assist the Board of Supervisors in its
deliberations on TDR feasibility as it pertains to Naples under Policy 2-13.
Inserted below is language from LCP Policy 2-13:

“The existing townsite of Naples is within a designated rural area
and is remote from urban services. The County shall discourage
residential development of existing lots. The County shall
encourage and assist the property owner(s) in transferring
development rights from the Naples townsite to an appropriate
site. within a designated urban area which is suitable for
residential  development. If the County determines that
transferring development rights is not feasible, the land use
designation of AG-II-100 should be re-evaluated.”

It was also an objective of the Working Group to come up with a TDR Program
that not only addresses LCP Policy 2-13 but also possibly creates a framework for
a TDR program that survives and persists into the future. A wide range of TDR
program structures and policy options were discusses at the initial October
meeting. During this time, the Working Group concluded that simply lifting a

! The “TDR Working Group” members include: The Naples applicant, L&P Associates, staff and elected
officials from the City of Santa Barbara, 1% District Supervisor Carbajal, 1¥ and 3rd District staff; County
P&D Director and staff, members of the Naples Coalition, EDC, Bermant Development, and Solimar
Research Group. Representatives from the Cities of Goleta and Carpinteria, rounding out the South Coast
housing market area, were also invited to participate.

il



TDR Program “off the shelf” from another jurisdiction would not be appropriate.
Rather, the Working Group agreed on the need to tailor a program to the unique
Santa Barbara/Naples situation to arrive at a successful TDR policy.

Solimar then developed draft TDR Program reports that were circulated to
members of the Working Group prior to the January and February meetings.
Following each of these meetings, comments were compiled and addressed to
produce revised reports. This current report represents the distillation of
comments and revisions that followed the meeting on February 22, 2007.

As mentioned, the contents of this report are reflected in the TDR Ordinance. By
design, two areas of the TDR Program that are expressly deferred to the Board of
Supervisors include: (i) the targeting of specific Naples lots for development
transfer; (ii) delaying effectuation of entitlements to allow time for TDR to be
implemented (i.e., a “hold” period).

In regard to targeting, Section 35.90.010.C. of the draft Ordinance specifically
provides that the Board of Supervisors will establish priorities for TDR at Naples
at the time a program is implemented. As for the establishment of “hold”
periods, it is recommended that the County and the applicant mutually and
voluntarily agree upon a timeframe to withhold the issuance of building permits
rather than fix a specific timeframe by Ordinance.

The agreed-upon “hold” period is a critical component to the success of the
Naples TDR Program as it would allow the requisite time to implement the
program and secure funding to capitalize the TDR Bank. However, we
purposefully leave out from the draft TDR Ordinance any such timing language,
assuming instead, that it would be included in a development agreement between
the applicant and the County. :

This particalar work product should not be confused with the TDR Feasibility
Study that was released in March of 2006 — which identifies under what
conditions it is “feasible” to transfer Naples development. In contrast to the
Feasibility Study, this TDR Program/Ordinance focuses on the mechanics to
transfer whatever legal Naples lots exist on the Santa Barbara Ranch and
adjacent properties at time of sale — as prioritized by the Board of Supervisors.
These could be either “Grid,” “MOU” or “ALT 1” lots depending on the extent and
timing of rezone pursued by the County based on its determination of TDR
feasibility (see Appendix C for lot maps). ~

If the Board of Supervisors determines TDR to be only partially “feasible” under
LCP Policy 2-13, then it is recommended that the County and the applicant
mutually and voluntarily agree upon a timeframe to withhold the issuance of
building permits. As a point of reference, it took 3 to 4 years for the Trust for
Public Lands (TPL) and the community to raise $20 million to preserve the
Ellwood Bluffs.

v



1. TDR Program Overview

In a traditional TDR program, the right to develop land is severed from the land
itself and treated as a separate right. Landowners in “sending areas” (areas
designated for preservation) are permitted to sell their development rights to
landowners or developers in designated “receiving” areas, who are permitted to
build at higher densities if they purchase development rights. Once the
development rights are sold from the property, the land is protected from future
development in perpetuity with a conservation easement.

Figure 1.1
sending site recefving site
| :ﬂ«ew&lnpmam rights 1O 0 O Dy
5 ! :JLJ;; _iu:, U _i;::
ooo 59
= calla Ealrel W

<+ wnits at base zoning
& transferred dwelling units

We propose a permutation of a traditional TDR program for Naples. One that is
designed to reduce the TDR mechanism to its essential purpose — that is, a
mechanism to recapture part of the extra value generated by increased
development potential in receiving areas and uses this as compensation for the
reduction of development potential at Naples.

Ultimately, there are a series of threshold questions which need to be addressed

in a TDR Program that seeks to transfer development potential off the Naples
property. These are: :

e Which Naples lots are considered for transfer of development?

e How much money will it take to transfer these lots?

e Where and how would the development potential be transferred?

e How should the market in tradable rights be structured?

e What is the process to arrive at additional density in receiving areas?

e For how long will the County and the Naples applicant agree to “stay”
development approvals to implement the TDR process?

e How can the County and City work together in a Naples TDR initiative?



The TDR Program should be voluntary, incentive based and market driven
between willing sellers and willing buyers — landowners should not be obligated
to use the program.2 TDR ordinance language would enable the transfer of
residential development rights from eligible sending sites to eligible receiving
sites, both of which are identified based on Comprehensive/Community Plan
policies. ‘

The following TDR approach applies only to the Unincorporated areas of the
South Coast — it in no way imposes expectations on the cities of Santa Barbara,
Goleta, and Carpinteria. These jurisdictions, if interested in working with the
County to achieve regional TDR goals, are assumed to develop their own
programs independent of the County’s, and with no obligation to participate.

Given the communities’ sensitivities to “pre-designating” sites along the South
Coast as either sending or receiving, the Working Group proposed a “criteria-
driven” as opposed to a “map-driven” approach. This allows landowners
themselves to “opt-in” to the program and apply for sending or receiving site
status.

The Program should, initially, be limited in its geographic reach. The County, in
its Housing Element, identifies five Housing Market Areas (HMAs) which possess
relatively similar housing market values, internal geographies, and land
preservation goals. We propose that the Program be initially limited to the South
Coast HMA. In so doing, all transfers of development rights would be restricted
within this area and governed by the established goals, criteria for sending
/receiving sites, and regulations as outlined for the Naples TDR Program.

Limiting the trading area to the South Coast HMA allows the benefits of
transferred density to be witnessed by those within the community — a factor
Solimar identified in the Phase 1 report as being necessary for any TDR

Program’s political success. However, a nexus exists between the Gaviota Coast
and areas of the North County — so much so that the County recently included the
Gaviota Coast in the Central County Board of Architectural Review (CBAR’s)
jurisdiction.

Thus, allowing other areas outside the South Coast HMA to “opt-in” to the
Program could meet with some political success and has potential to enable a
greater degree of Naples preservation. For this reason, the program should

2 As it pertains to Naples, the County’s finding of TDR feasibility would determine whether or not
it changes '

the underlying land use designation from Ag II 100; the County cannot require the owner(s) of
Naples lots to participate in the TDR program - it only has the authority to change zoning. If the
County does not rezone, each Naples “Grid” lot is entitled to 1 legal residence under the Ag 11 100
zoning.



initially be limited, but then allow for expansion after the program has shown
success.

Despite its geographic reach, the Program should allow communities at smaller
geographic scales than the South Coast HMA to tailor the TDR program (i.e. at
the community plan level). This would allow communities to adjust a TDR
structure to suit their more immediate local needs. Under the supervision of the
County, the community plan update/visioning process provides an opportunity
for these communities to tailor TDR into their local land use goals/policies. In so
doing, a community plan amendment that recognizes TDR could use the
mechanism to preserve lands that lie within its small and defined - and most
likely urban - geographically boundary. This would gain community “buy-in” and
needed political support for TDR success.

By focusing TDR on Naples, but in the context of the South Coast region or HMA,
we are able to provide a policy framework that is potentially applicable to sites
other than Naples and which can survive and persist into the future if so desired.

Finally, an important objective of the initially Naples-specific program should be
to solicit the help of cities along the South Coast through inter-jurisdictional
agreements should they decide to participate. An opt-in approach from other
jurisdictions will expand the opportunities for Naples-related TDR, and may also
result in continued dialogue about regional TDR policy.

It should be emphasized that cities’ interests in TDR in no way binds them to
involvement in the County’s program. Only through a mutually agreed upon
inter-jurisdictional agreement - wherein it can condition its participation - would
a city participate. Section 7 of this report describes the critical issues involved
with an inter-jurisdictional agreement and the terms both jurisdictions should
consider. Appendix B provides an inter-jurisdictional agreement template for
readers to get a sense of how these conditions would be manifested.
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2. TDR Program Goals

The overriding goal in this proposed program would be the transfer of
development and subsequent preservation of Naples lots. However, to
accomplish this in the context of the South Coast region, and to “make possible”
the opportunity for other sites in the future to utilize the program,3 a clear set of
goals needs to be established. A successful TDR Program demands it in order to
define criteria for sending and receiving site eligibility.

Assigning a set of goals as a matter of public policy, to govern the TDR Program is
beyond Solimar’s purview. Instead, we simply propose draft goals to help
articulate the criteria for sending and receiving site eligibility in a program.
Ultimately, the Board of Supervisors will decide upon the goals to govern the
TDR program.

To accomplish this, we recommend organizing the program goals as outlined
below. The initial phase of the Program should focus only on fransferring
development from Naples as indicated under Goal #1 below. A phase 2, if
subsequently pursued, would involve potential sites other than Naples as
described in Goals 2, 3, and 4.

Goal #1 To transfer the maximum number of development rights4 from
Naples lots that serve one or a combination of the following objectives - as
determined and prioritized by the Board of Supervisors - onto properties more
suitable for development that lie within or adjacent to the existing South Coast
Urban Growth Boundary.5 6

e Preservation of lots most visible from Highway 101.

e Preservation of lots located within the Coastal Zone.

° Preservation of lots located on the bluff south of Highway 101.

e Preservation of lots located on productive agricultural land.

° Preservation of lots within or near environmentally sensitive habitat.

Naples lots include any lots that exist on the Santa Barbara Ranch and adjacent
properties at time of sale. These could be either “Grid,” “MOU,” or “Alt 1” lots
(see Appendix C for lot maps) depending on the extent and timing of rezone

? After Naples TDR is fully exhausted or the County amends the program to allow other sending
parcels to participate.
4 A Naples development right represents the legal right to build a primary and secondary dwelling
unit(s) on a legal lot; its value would be assessed via the method explained in section 5.1
5 This goal acknowledges LCP Policy 2-13 as central to the TDR program

Solimar recommends that priority be placed on transferring development potential from Naples
that impacts “views from 101.” This recommendation assumes that neighbors surrounding

potential receiving areas would be more aceepting of development transfers from Naples if they
were able to see from Highway 101 the homes that would be built.



pursued by the County. That is, if TDR sales occur prior to any rezone of the
Santa Barbara Ranch property then “Grid” lot development potential should be
transferred. Whereas if rezoning occurred to allow entitlement of “Alt 1” lots, the
development rights vested with these lots should be subject to transfer.

In so doing, a map should be created that illustrates development right values - as
estimated by the updated 2007 TDR Feasibility study - to help the Board
prioritize the lots to be preserved via the TDR program. This will allow the Board
of Supervisors to decide which lots provide the greatest “bang for the buck” and
meet the priority objectives under Goal 1.

Should the County wish to extend the TDR program into the future - beyond
Naples and Policy 2-13 — goals 2, 3, and 4 should be used to structure the
program. ~

Goal #2 To permanently preserve rural properties on the Gaviota Coast
which meet the criteria below by transferring the associated development
potential onto rural properties within the Gaviota Coast that do ot meet the
criteria below.

e Rural lands possessing: sensitive natural resource value, prime
agricultural/grazing land, and coastal bluffs
e Rural lands that lie within the public view-shed of Highway 101

A TDR program that utilizes Goal #2 in effect creates a market for development
right transfers that are contained within the Gaviota Coast region —
recommendations that came out of both the 2003 National Park Service Study
and the 2006 Gaviota Coast Study Group Report.

Goal #3 To permanently preserve properties outside the existing UGB, other
than Naples, which meet the criteria below by transferring the associated
development potential onto properties more suitable for development that lie
within or adjacent to the existing UGB.

e Rural lands possessing: sensitive natural resource value, prime
agricultural/grazing land, and coastal bluffs

e Rural lands that lie within the public view-shed of Highway 101

Goal #4 To permanently preserve certain urban properties that meet the
preservation goals of individual community plan areas by transferring the
associated development potential to urban properties more suitable for
development.

Goal #4 acknowledges the Working Group’s agreement that a South Coast TDR
Program needs to allow communities to preserve certain urban properties to



garner the requisite public support for the Program. Allowing urban-to-urban
transfers that further the public polices of the community plan areas on an “opt-
in” basis would allow this.

Program Goals 1 - 4 allow for a mix of rural-to-urban, rural-to-rural, and urban-
to-urban transfers. With regards to Goal #4, urban-to-urban transfers have the
potential to compete directly with development right transfers from the rural
areas into existing urban areas - that is, a limited number of urban receiving sites
will only allow a limited amount of preservation. If the preservation of “urban”
properties takes precedence in a TDR Program, this may limit the amount of
rural preservation in the TDR Program. 7

While the allowance of these various mixes of transfer may appear to “muddy the
waters” in a TDR Program, it will increase options and lay the foundation for a
more successful Program.

3. TDR Program Process

The priority of the County’s TDR Program would be the extinguishment of
development rights at the Naples town site pursuant to LCP Policy 2-13 and the
objectives outlined in Program Goal #1. The sequence outlined in this section is
therefore particular to transferring development value from Naples, yet the
process is applicable to other sending sites and future TDR situations across the
South Coast if so desired in the future.

It should be re-emphasized that the TDR process described herein applies only to
the Unincorporated areas of the South Coast — other jurisdictions that may
voluntarily participate are expected to have their own TDR programs and
processes. The County’s and the participating city’s TDR programs would
“dovetail” through mutually agreed-upon inter-jurisdictional agreements.

The County’s TDR Program would strive to put market forces to work to achieve
preservation. It involves six integral components:

o Prioritization of Naples lots for preservation via the TDR Program;

e A commodity for receiving sites called “density credits” created by the
County which allow development above baseline density;

o A process to determine eligible receiving sites and the extent to which
developers can buy increased density on these sites;

7 The preservation of urban properties would only come into play after Naples TDR has been fully
addressed.



e A “Bank” to buy Naples development rights and sell density credits at fair
market prices.8 The Bank, through its buying and selling activities, would
service a “revolving fund” for continued preservation; it would attract
public and private investment by offering repayment options;

o Establishment of “amenity funds” for receiving area neighborhoods; and

¢ Inter-jurisdictional Agreements to facilitate transfers, if any, between the
County and any participating cities.

In many ways, a good TDR program is similar to a mitigation bank. Like
mitigation banks for wetlands, where “credits” are bought to mitigate
development impacts, the TDR Program would “mitigate” the impacts of
increased density in receiving areas through preservation at Naples via developer
“density credit” purchases.

To be successful, then, the County must regulate the market it creates for
additional density, and importantly, ensure that the commodity retains its value.
To do so, it should not allow alternative routes to higher density that would
compete with the TDR option (beyond existing inclusionary requirements and
State Density Bonus laws). The Board of Supervisors should consider including in
the TDR Ordinance language which clearly states that any up-zones and rezones
to greater market-rate residential densities are contingent upon TDC purchases.

The County also needs to minimize the financial risk inherent to receiving site
developers who may fear buying TDCs only to lose the extra density in the permit
approval process. To eliminate such risk, developers should be able to apply for
enhanced entitlements as part of the TDC discretionary review process, if they
obtain from the planning commission additional density, then they acquire the
density credits. In other words, payment is at the end of the entitlement process.

The six-step sequence below outlines a more descriptive “process” of the
proposed TDR program. Figure 3, at the end of section 4, illustrates the
program’s conceptual framework.

¥ Fair market value is the price at which the property would change hands between a willing buyer
and a willing seller, neither being under any compulsion to buy or to sell and both having
reasonable knowledge of the relevant facts :



Step 1: Identify Naples Lots to Prioritize for Transfer and Establish a
Timeframe

Following determination of TDR feasibility, if any, the County Board of
Supervisors should identify which Naples lots to prioritize for transfer. In order
to effectively do so, and capture the greatest “bang for the buck,” a map should be
created with estimated development right values? to facilitate the Board’s
decision regarding which lots to prioritize for preservation via the TDR program.

Naples development rights should only be available for purchase in order of their
respective prioritization by the Board. In so doing, lots with higher priority are
preserved before lots with lower priority ranking.

The County and Naples lot owner(s) should mutually and voluntarily agree —in a
development agreement - to stay the issuance of building permits to these
priority lots for an agreed-upon period of time and grant the TDR Bank the right
of first refusal in any potential lot sale.:® The agreed-upon time period is critical
to the success of the Naples TDR Program as it would allow the requisite time to
implement the program and secure funding to capitalize the TDR Bank.1

The current owner of Santa Barbara Ranch, in the past, has agreed to stay
development of lots in the Coastal Zone under Alternative 1 for an initial period
of 18 months, with the potential for an additional 18 months provided that
measurable progress is made toward funding the TDR Bank. Together, these
time periods are more realistic relative to the total period of time it would take to
enable capitalization of the TDR Bank. As a point of reference, it took 3 to 4 years
for the Trust for Public Lands (TPL) and the community to raise $20 million to
preserve the Ellwood Bluffs.

An option to consider (and suggested by the Naples Coalition), no matter what
time frame is decided upon, is to negotiate with the applicant an outcome that
grants building permits throughout the “hold period” if and when the TDR Bank
does not achieve its periodic funding goals. That is, if the Bank does not receive a
certain amount of money by a certain date, based on a pre-determined funding
schedule, then the developer is granted building permits to develop a certain
number of the priority Naples lots.

® At this point in the process the estimated values should based on the 2007 TDR feasibility study; ultimate
buying and selling prices would occur via certified appraisals and negotiations between the Bank and the
applicant as described in section 5.1

' This is a critical component the Board must decide upon in a Naples-specific TDR program.

"' As earlier mentioned in the Preface, language pertaining to a hold is purposefully not included in the

draft Ordinance, assuming instead it would be included in a development agreement between the applicant
and County.



Step 2: Create the Transferable Development Credit (TDC)
Commodity

In the receiving areas, the County, and any participating cities, allow additional
units above existing base densities through purchases of transferable
development “credits”. In this newly created commodity market 1 TDC = 1
additional unit. Essentially then, the receiving-area developers are paying a “fee”
for the privilege of obtaining higher density.

Throughout the South Coast of Santa Barbara, where land is scarce and housing
prices are high, this commodity would hold significant value. In fact, Solimar’s
initial 2006 TDR study found that developers are “willing to pay” between 18%
and 20% of the selling price of a home for an increment of additional density; this
equates to $100,000 - $300,000 per unit depending on where it is exercised.

Table 3.1 below illustrates the “willingness to pay” (WTP) for the receiving sites
identified in Solimar’s previous 2006 TDR feasibility study. This serves as a good
“sampling” of what receiving site developers may pay for an increment of density
(i.e. TDCs) across the various policy areas. The average WTP is roughly
$207,000.

Table 3.1 (based on County 30% Inclusionary requirement, see WTP Table 1 in
Appendix D) :

Policy Area “Willingness to Pay”
Unincorporated Urban South Coast $230,000
Unincorporated Rural South Coast $290,000
City of Santa Barbara $207,000
City of Goleta ’ $103,000
Average $207,000

Since the idea in earlier drafts - of “capping” the amount of credits and assigning
“pools” to community plans was rejected by the Working Group, the number of
TDCs should simply “float”. The number of credits, and where they are ultimately
exercised, would thus be determined by a combination of the following:

e The total amount of Naples development value (i.e. which lots and their
associated values) the Board wants to consider for transfer;

e The discretionary review process to determine which receiving sites could
receive additional density through TDC purchases and to what extent (step
2 below);

e The “Bank” which would sell enough TDCs at varying fair market prices!2
to cover the cost of Naples development acquisition (step 4). The specific

12 The TDC market price will vary depending on where the crediis are exercised
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mechanies of the Bank — for example, its policies on holding development
credits over time and selling them would be determined by the Board.

Step 3: Establish Receiving Site Discretionary Process

The County should first establish criteria to determine receiving and sending site
eligibility. Section 6 describes in detail the criteria to determine whether or not a
site is eligible to be considered for enrollment in the program.

Following establishment of criteria, the County should use the 3-step
discretionary review process described below to arrive at a legally buildable
receiving site with an associated TDC density bonus.

It is imperative that the process minimize receiving site developer transaction
costs and reduce his/her financial risk — at minimum, the process should be
equal to, if not more expediting, than the current discretionary review process.
This would encourage developer participation. To accomplish this, and provide
the necessary public review process, a developer should be allowed to purchase
TDCs at the back-end of the process. The process described below applies only to
a County TDR program; participating jurisdictions are assumed to develop their
own respective discretionary review processes for receiving sites.

TDR Program Receiving Site Discretionary Review Process:

1. Landowners of properties meeting the Program’s threshold criteria apply
to the County Planning & Development Department (P&D), at the Staff
level, to determine “eligibility” in the TDR program. This action only
determines whether or not the site does indeed meet the criteria to be
further considered for enrollment in the program in step 2.

2. Potential receiving sites determined “eligible” by P&D are subjected to a
preliminary staff-level study to identify the maximum allowable density
through the TDR Program based on neighborhood compatibility. The
study is subject to approval by the Planning Commission. Step 2 of the
process is meant to serve as a TDR density bonus “pre-screen.” At this
point in the process the additional density is not “by right,” and a
landowner is not required to have a development plan.

a. The preliminary staff study would serve as an initial assessment in
an eventual CEQA analysis to achieve final receiving site approval
in step 3. The Planning Commission’s assessment would be
appealable to the Board.

The purpose of step 2 is nothing more than the Planning Commission’s

determination of an “appropriate” maximum amount of development on
the site; it does not commit the Planning Commission to a specific project
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or density. It is meant to address the conceptual question of how well a
certain intensity of development would fit on the site in the context of the
surrounding land uses and neighborhood concerns.3

Importantly, step 2 recognizes a landowner/developer’s risk in the process
and acts to minimize the amount of their up-front investment. That is to
say, it gives the potential developer a “taste” of what the Planning
Commission is likely to tolerate with TDCs before he/she goes through the
expense of creating a development plan.14

Even though the “pre screen” determination of TDC added density does
not vest with the property, it could encourage property owners without any
intention of filing a development plan to apply for a determination of
added density. To minimize this, the County should require a modest fee
for the pre screen — enough to filter landowners who are serious about
development plans from those who are not.

. The receiving site landowner/developer comes forward with a
development plan with up to the maximum density determined by the
Planning Commission’s finding from step 2. The application is then
subject to all existing County review and approval processes. The Planning
Commission acts on the entitlements and identifies the base density and
the number of additional units above base density allowed through TDC
purchases.

a. With regards to the County’s Inclusionary Housing program,
developers should only be required to provide the number of
affordable units based on 30% of the determined base density — not
30% of the final project density with TDCs.15

b. Most CEQA analysis would occur in step 3 of the process.

Once the project and its final density are “approved,” the TDC density
bonus is granted to and vested with the receiving site project “by right.”
The Planning Commission’s decisions in step 3 can be appealed to the
Board of Supervisors. '

At this point the developer buys TDCs from the Bank for the number of
additional units above the base density the Planning Commission
approved.

13 As a guiding principle the density bonus could be considered on sliding scale by
zoning class (i.e. R-2 20%, 50%).

' Developers are unlikely to incur the expense of drafting a development plan on receiving sites
without some idea of what the process is likely to yield.

'3 This is the County’s current Inclusionary housing requirement
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Note: Depending on the intensity of the project and a receiving site
developer’s willingness to accept risk, he/she may opt to by-pass the step
2 “pre screen” and proceed, with development plans in-hand, straight to
step 3 and the determination of “by right” TDC density bonus. This may
prove altractive for projects of lesser intensity and fewer units (i.e. less
than 5 or 6).

To illustrate how the overall process would work, take the following example
shown in Figure 3.2 below. The landowner applies to County P&D which in turn
determines the site meets the criteria to be an eligible receiving site. Following
this the landowner pays a fee to obtain a “pre screen” analysis. Let’s say the
property is 2 acres in size and the pre screen determines that the property could
hold a maximum of 15 units based on surrounding land uses.

The landowner moves to step 3 of the process and drafts development plans for
18 units and goes to the Planning Commission for entitlements. In so doing, the
Planning Commission determines that the base density is 5 units/acre (a

common density in urban Santa Barbara neighborhoods) to allow 10 units as a
baseline as shown in Figure 2 “a”.

With the County’s 30% Inclusionary Housing requirement applied to the base
density, 3 of these homes would need to be set aside for below market rate
“moderate income” affordable housing.

Recall that in the “pre screen” the Planning Commission determined that the site
could tolerate 15 units with the purchase of TDCs - 5 additional units above the
base density (a 50% density bonus) as shown in Figure 2 “b”. The final density
would then be 7.5 units/acre not 5 units /acre,

Importantly, the developer is only required to provide affordable units based on
30% of the base density — he/she should not be required to build additional
affordable units for the extra 5 market rate units obtained through TDC
purchases. The allowance of these additional market-rate units need to conform
with, rather than undercut the State Density Bonus law - see the discussion in
step 6.

Figure 2 Receiving Site with 50% TDC density bonus

Subdivision withalt TDR Subdivision with TDR

13




The process laid out in steps 1-3 above does not place receiving site discretionary
review “up-front” to determine “by-right” TDC density increases. Rather, it
creates the potential for a lengthy discretionary process — this may deter
developer participation and weaken the TDC market and the ultimate Program
effectiveness. However, it is difficult to avoid such a process without first
identifying and “pre-planning” a specific site to receive development through the
TDR Program - a scenario that was met with limited support by the Working
Group.

By pursuing an approach that does not identify and pre-plan up-front specific
sites with “by-right” TDR density bonuses the working group is sacrificing a
degree of market efficiency fora greater degree of political acceptance. This is
the tradeoff that must be accepted with a “criteria driven” versus a “map-driven”
Program.

The County (and Cities) could expedite the TDR Program at its early stages by
identifying and selling TDCs to one or more sites it presently owns. This may
result in a “quicker” discretionary process, especially for some sites that have
existing development plans, and could attract significant developer interest to
produce early and up-front revenue to purchase Naples TDRs.

As a final consideration discussed with the Working Group — one that may create
a market for TDCs quicker - a process that creates immediate demand for TDCs
should be explored. Because not all projects share the same intensity, the County
could have a one-step process that grants TDC density bonuses “by right” for
smaller projects with fewer units (i.e. less than 5). For example, properties that
meet the receiving site criteria and fall within a given zoning class (i.e. R1, and
R2) could be given “by right” 25% density bonus. This in effect allows these
properties 1 or 2 additional units with TDC purchases.

Step 4: Establish a TDR Bank to “Regulate” the Commodity Market

Under the proposed Program framework, the County should establish a TDR
Bank to:

e Act as the sole intermediary between TDR sellers and TDC buyers to
facilitate the market between the often disparate timing issues and
development values of sending and receiving sites;

e Management of a revolving fund for continued land preservation through
the TDR program;

e Hold and/or transfer conservation easements to a third party trustee;

e Pay amenity funds to receiving area neighborhoods;

e Maintain records of all commodity transactions; and
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e Facilitate the drafting of inter-jurisdictional TDR agreements between
County and City officials.

Figure 3 illustrates the TDR Bank concept and the role it would play in the TDR
Program.

The Bank should be administered either by an NGO, or under the auspices of the
County. If the latter, a 3-member TDR Bank Administrative body could operate
the Bank with Board of Supervisor oversight. In both cases the Bank should
strictly follow the TDR ordinance to fulfill the Program goals. Section 5 explains
further the administrative and operating parameters of the TDR Bank.

However the Bank is run, it would cover operating/administrative expenses, and
fund receiving area amenity enhancements through income-generating
commodity sales and program grants.

In short, the Bank would purchase transferable development rights6 (TDRs)
from approved sending sites (i.e. Naples lots), in order of their priority, thereby
restricting the lot from future development in perpetuity with a conservation
easement. The easement would then be held by the Bank or transferred to a
reputable Land Trust. With regards to Naples, the Bank would have “target
prices,” and negotiating parameters, at which it is willing to buy Naples
entitlements.

The Bank would create revenue by selling transferable development credits
(TDCs) ¥ to receiving site developers and other interested parties. The number of
credits ultimately created would be based on the discretionary process and the
credit sale prices.®® The Bank simply sells TDCs at varying prices - depending on
where the credits are exercised - to cover the expense of TDR purchases from
Naples, amenity fund payments, and its own administration costs. The
methodologies to determine the Bank’s TDR “target prices” and TDC sale prices
are described in section 5 — Bank Administrative Policies.

The Bank, in this intermediary role, would buy and sell the commodities in all
transactions and thereby create somewhat of a restricted market — that is, instead
of creating a traditional market where buyers and sellers of “credits” find each
other, the system reduces all receiving site developer density purchases to a
financial obligation that is collected by the Bank. The Bank, then, uses the

resulting funds to “mitigate” the excess density through the retirement of Naples
lots.

16 The “rights” the Bank would purchase from Naples would be the legal rights granted to the
Naples lot owner(s) to build both a primary and secondary dwelling unit on each of the legal
buildable lots.

7 The TDC, in physical form, would be a non-reproducable “certificate” signed by the Bank
Director, the buyer and official notary.

'® We suggest that the County allocate 10 TDCs to sell per year to buyers who do not have a particular
receiving site project. This can act as a more immediate way to generate revenue for the Bank to purchase
Naples TDRs.
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Some Working Group members expressed concern that this arrangement could
be construed as stymieing “real competition,” and thereby create a “buyer’s
market” which may give prospective developers a very strong negotiating
position. :

However, the Bank’s control of the TDC supply would allow it to establish TDC
sale prices based on realistic appraisals of a receiving site developer’s “willingness
to pay” for increments of density. In fact, the Bank would be required to sell TDCs
via a pre-determined set of parameters; using this method of price determination
(see section 5) should make moot the issue of any developer monopoly buying

power.

Moreover, the use of a Bank mechanism helps compensate for the fact that
markets for land rights are traditionally “thin” - that is, TDR programs
traditionally have few market participants as most landowners are not in the
market at any given time — it is certainly likely to be so in Santa Barbara. Thus,
without an intermediary such as the Bank, it would be difficult for the market to
be fully efficient, especially at the Program’s early stages.

Also, by allowing the Bank to control all transactions, an important and often
difficult step is circumvented in the TDR program. It makes unnecessary the need
to create a fixed “transfer ratio” to establish the number of TDRs to assign Naples
lots such that value disparities are balanced between Naples and potential
receiving sites.?9

We assume it is absolutely critical that development rights from Naples lots be
bought “in-whole” and not partially. The values of Naples lots are so high that
this would probably not be possible if receiving-area buyers/developers had to
purchase directly from the Naples landowner.20 For this reason, we propose that
1 Naples development right is simply equal to 1 sellable TDR, to be purchased by
the Bank. The Bank then “converts” those rights into the sellable TDC commodity
available to receiving-area landowners.

In sum, we argue that requiring all transactions to flow through the Bank would
not stymie the market. Rather it would facilitate and encourage market
participation and make the program more efficient in its early stages. As the
program ages and gains credibility and significant numbers of market
participants, the program can be amended to “de-regulate” and open the TDC
market up to private-party transactions. But, at its beginning, it is important to
have a Bank-oriented program.

19 The program would have a “transfer ratio,” but it is not established in the ordinance and does
not drive the program. In this case, transfer ratio would simply be the number of TDCs the Bank
ends up selling to cover the costs of Naples development right purchases, amenity funds,
administrative costs, and any interest payments on lent money divided by the number of Naples
lots retired.

20 Nor would it make sense — since developers are likely to pay for added density in amounts that
do not “fit” into whole number Naples lot values
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In theory, the Bank could start selling credits to receiving area developers once
the County creates the commodity - thereby generating funds for Naples TDR
purchases. However, we assume this would not be the case. It takes time for the
process to enable “approved” receiving sites with entitled densities that exceed
base zoning. Further, the program would only require developer payment for
TDCs at the end of this process. For this reason, the Bank needs to be capitalized
to purchase Naples development rights “up-front” as the TDR process unfolds.

In so doing, the Bank could be capitalized to create a revolving fund through a
number of investment “layers” and repayment “options” based on the source of

the capital and associated risk profile. In general there are three sources for Bank
investment capital, these include:

¢ Public Agencies:
Many successful TDR programs throughout the Country have used public
agencies for funding. The TDR Bank in King County Washington used
County and State grant money; The Malibu program used grants from the
California Coastal Conservancy as did Cambria’s program in San Luis
Obispo; New Jersey’s Bank2'— the richest TDR Bank in the Country - was
capitalized with $20 million in State General Fund money.

Santa Barbara’s TDR Bank could be seeded from such public sources as
shown below.

Coastal Resources Enhancement Fund (CREF)
California Coastal Conservancy

California Coastal Commission

California Proposition 84 Bond money
California Resources Legacy Fund

County/ City Municipal Bond

NOAA, UCSB

Wildlife Conservation Board

Federal Fish and Wildlife Service

Funds contributed by receiving-area jurisdictions
A Future Real Estate Transfer Tax22

OO0 0000000 oo

e Private Investors:

o Private equity capital with market-rate return expectations
o Private donors with minimal return expectations
o Receiving area developers

= This is in reference to the recent 2004 NJ State TDR legislation, NOT the NJ Pinelands TDR.
program.

* Such a tax is not in place in Santa Barbara, but can be an effective way to capitalize the Bank if it were to
be adopted.
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¢ Non-profit Investors:

o Non-profit Land Conservation Organizations
= Trust for Public Land
= Conservation Fund
= American Land Conservancy
=  American Farmland Trust
o Non-profit Foundations
= Packard, Hewlitt, etc.
o Local non-profit Organizations
= Land Trust for Santa Barbara County
= Goleta Valley Land Trust
= Naples Coalition member organizations

e Public — Private Partnership: a combination of public grants and
private resources could work together in the form of matching grants and
investments to pool resources.

The bank should be structured and operate such that invested capital would
produce a specified return on investment (ROI). Rates of return would be
structured based on associated risk of the particular investor. Investments in the
TDR bank would operate similar to a CD or Bond such that money would be tied-
up for fixed 2 or 3 year periods with repayment plus accrued mterest due upon
maturity of the revolving fund contract.

Seed capital from public agencies could be either grants, with no expectation of
repayment, or “working capital loans” with repayment of principal plus accrued
interest at low annual rates (3 to 5%).

In contrast, “private investors”, who are focused primarily on risk and return
parameters, would require higher rates of return in order to compensate for some
of the uncertainties inherent in the program. These risks could be mitigated by
reducing uncertainties, such as the potential dilution of TDC values by
competitive up-zoning measures (see Step 5). Also, some private investors with
strong sentiments toward land preservation may be willing to accept lower
returns because their capital is being deployed to accomplish such purposes.

Either way, such returns have the potential to draw sizable amounts of
investment to a TDR Bank. Initially, however, limited amounts of money can be
expected to capitalize a Bank - thereby producing only limited amounts of Naples
preservation. In this situation a municipal bond may be a good way to catalyze
the process. Be that as it may, after several initial transactions occur and the TDR
Bank/Program proves itself, more potential investors are likely to gain
confidence in the system and may decide to participate. A successful TDR
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Program would allow the Bank time to establish itself as a revolving fund for
continued preservation. 23

Step 5: Establish Amenity Funds for Receiving Area Neighborhoods

In addition, the program should incentivize receiving areas with “amenity funds”
to mitigate the impacts of additional units built through the TDC process. This
would help to alleviate neighborhood opposition to TDC density. The Bank would
allocate funds to specific neighborhoods in Community Plan areas based on the
number of TDCs sold and exercised. This “amenity fund” concept, however,
comes with a price — that is, it would dilute the dollar availability to preserve

Naples lots. But this is considered a necessary tradeoff to win public support for
the Program.

Amenity funds would be in addition to any developer impact fees and would fund
projects benefiting the impacted area. Care needs to be taken to ensure that
amenity funds do not displace money that would have otherwise flowed into the
area as developer fees or from other sources.

A process should be established such that for every increment of 5 TDCs sold and
exercised in a particular community plan area (i.e. 5 additional units built), the
Bank would “give” 10 percent of the total revenue from these credit sales to the
Community Plan area for amenity and infrastructure enhancements in specified
neighborhoods. The receiving communities would need to identify their leading
uses for the funds and the Bank would have to allocate the funds to the
Departments of Parks and Recreation or Public Works for these specified uses.

For example, let’s say 15 TDCs are purchased and exercised by developers in a
neighborhood of the Goleta Community Plan area. The Bank’s recorded selling
price of these TDCs is $200,000 apiece. Since the number of credits represents
three increments of five, the money devoted to amenities by the Bank would be
based on 10 percent of the sale of 15 TDCs. In other words, 0.10(15 X 200,000) =
$300,000. The Bank would give this amount to the Parks and Recreation or
Public Works to enhance the public infrastructure as identified by members of
the neighborhood in the Goleta Community Plan area.

It is important to stress that the Bank’s amenity funding would reduce the
amount of preservation ($300,000 less in the example above) that can be
accomplished for a given amount of development in the receiving area. This must
be understood as a necessary trade-off to achieve receiving area support and
neighborhood willingness to absorb additional density in a TDR Program.

Applying amenity funds via increments of every 5 TDCs sold uses the money
efficiently, by triggering funding once a critical number of additional units have

B See discussion in step 1 regarding timing

19



been built — an amount that warrants investment in public infrastructure.
Moreover, funding on increments of 5 minimizes the administrative process and
amasses enough money to put in place effective enhancement projects. If an area
only receives 2 additional units, then a public enhancement project valued at only
$40,000 in the neighborhood is probably an inefficient use of amenity funds.
Whereas funding on increments of 5 guarantees the least expensive project would
be $100,000 in this case — a wiser use of the money.
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Step 6: Adopt Policies to Mitigate Investment Risk and Retain
Commodity Value

It is important that the County mitigate, as much as it can, the “risk” that is

inherent to any potential investor in the TDR Bank. Not doing so will act to keep
investors away.

Obviously to encourage public and private investment in a TDR bank the County
needs to ensure the currency’s value by limiting developer alternatives to achieve
greater market-rate density. The County should discourage up-zones to greater
market-rate density throughout the unincorporated areas of the South Coast
without the purchase of TDCs. The Board of Supervisors should consider
language in the TDR ordinance that clearly states any and all planned up-

zones/rezones should occur through TDC purchases, including agricultural lJand
conversions.

The County’s affordable housing requirements — as mandated in the Inclusionary
Housing Policy of the County Housing Element, can act in direct competition
with a TDC market. However, we show that there is “room” for the two policies to
co-exist.24 Developer “willingness to pay” analyses for TDCs in Solimar’s 2006
TDR feasibility study were based on 15% and 30% inclusionary requirements.
Even with these affordable housing requirements, we showed that developers are
willing to pay up to 20% of the selling price of houses for an increment of density
(i.e. TDCs). But affordable housing obligations should not be required for the
additional units a developer acquires through TDC purchases.

An important legal consideration is the relationship between the TDC option for
additional market-rate density and the State Density Bonus Law for greater
density. This law grants developers additional market-rate units contingent upon
the provision of affordable housing. One way to avoid this potential conflict is by
capping the outside density of any given receiver site at 50%, inclusive of density
bonuses afforded under State law and the TDR Program.2s This would allow both
programs to co-exist and grant the developer the ability to determine which
program (or combination) it chooses to achieve the 50% bonus.

In sum, specific language in the TDR ordinance will need to clearly articulate how
the TDC option, the County’s Inclusionary requirements, and the State Density
Bonus law work in unison. Further, the Board should consider a TDR Ordinance
stating that during the time in which the TDC bank holds outstanding debt

* The WTP analyses in Solimar’s February 2006 TDR study were based on 15% and 30% inclusionary
requirements. Even with these affordable housing requirements, developers are willing to pay for TDCs.

5 Per preliminary discussions between P&D staff and County Counsel.
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obligations the County will allow no other alternative routes to increased market~
rate density besides the three mentioned above.
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4. Example TDR Bank Transaction

With up-front capital, the TDR Bank operates by buying TDRs from the sending
site (i.e. Naples) and selling TDCs to developers of “approved” receiving sites.

Let’s say the bank is initially capitalized with a 3-year private equity investment
of $5 million which is used to purchase TDRs from specific Naples lots,
determined by the Board. Alternatively, the County could float a municipal bond
with a similar outcome. Here is how the process would work to yield a 5% return
on the $5 million investment.

e The Bank uses the $5million to buy transferable development rights
(TDRs) from identified Naples lots. Let’s assume, pending further
clarification of the value of Naples lots, that this would translate into 1,
2 or 3 lots preserved depending upon the lots’ values and “target price”
the bank is willing to pay.

e The Bank then sells as many transferable development eredits (TDCs)
as necessary to developers of receiving sites to recoup the $5 million
plus an additional $713,000 as a 5.00% return on investment (ROI)
over 3 years. Considering the time value of money, this equates to a
4.54% Internal Rate of Return or IRR — a more important benchmark
than ROI for potential investors (see appendix A Table 3 for example
calculations). This money would be repaid at the end of the 3-year
investor contract with the bank — not as annual payments.

° Let’s assume two receiving area developers want to purchase TDCs —
one in the Goleta Valley Community Plan area and another in the City
of Santa Barbara. Fach developer is “willing to pay” (WTP) different
amounts for TDCs depending on the localized housing market. For this
reason the selling price would be different from one area to the next.

o The Bank, controlling the TDC supply, is able to set the price.
The Bank evaluates the developer’s WTP in each area and
determines the price at which TDCs are sold to developers in a
particular area. Generally speaking this is 18% - 20% of the
expected selling price of a unit. This methodology is explained
further in section 5 — Bank Administrative policies

© Asan example, let’s say the developer in the Goleta Valley wants
10 TDCs and he/she is willing to pay $200,000 for each; the
developer in the City wants 10 credits and is willing to spend
$150,000 per TDC



= The bank sells the credits to these developers at the above
mentioned prices to generate a total of $3,500,000 (i.e.
10 X $200,000 + 10 X $150,000).

= Since the Bank sold 10 TDCs to each of the two
jurisdictions, it needs to pay “amenity funds.” This would
require the Bank to make payments to the Public Works
Department that equal $200,000 and $150,000 for
Goleta and the City of Santa Barbara respectively (i.e.
10% of TDC sales).

= In so doing, the $3.5 million worth of development value
bought from Naples is translated into 20 additional
homes in the urban south coast — assuming this preserves
2 lots-at Naples, this represents a 1:10 transfer ratio.

s The Bank still needs to sell $2,563,000 worth of TDCs to
pay off its investors (i.e. $5,000,000 as principle on loan
+ 713,000 as interest + $350,000 as amenity funds -
$3,500,000 as revenue from TDC sales = $2,563,000).
The TDC demand in the receiving areas should suffice as
the program gains credibility.

If, however, after the three-year contract time has passed and an insufficient
number of TDC transactions have occurred to pay the complete principal and
expected return, then there are two possible scenarios: (1) if the investor is profit
driven, he/she has imputed the possibility of loss into his/her return expectations
and can tolerate such losses; or (2) if the investor is philanthropically oriented,
they may choose to convert their investment into a grant to essentially purchase
development rights from Naples.

It is important that the County and NGO overseeing the Bank are not held

financially liable if the program fails. This must be “written into” the investor
contract with the Bank.
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5. TDR Bank Administrative Policies

The TDR Bank would be managed and operated either by an NGO or under
County auspices. If it were to be managed by the County, the Bank’s
organizational structure could be a 3-member Board which acts as the
administrative body.26 This Board would take the necessary action and make the
necessary decisions in furtherance of the adopted TDR ordinance. The Bank
Board would have a Director who manages day-to-day operations, oversees all
transactions, and compiles all necessary information for the other two members
on any decision that requires a vote of the Bank Board. Decisions that would
require a majority vote of the Bank Board are:

e The price at which the Bank is to buy TDRs from sending sites (i.e.
Naples);

o The price at which the Bank is to sell TDCs to recelving area developers or
other parties;

° Any contract agreement with potential investors, whether public or
private; and

° Conditions of any inter-jurisdictional transfer agreement between the County and
participating cities. Such agreements shall be approved by the County Board of
Supervisors following Bank Board approval.

If the Bank were to managed by the County , the administrative body would have
Board of Supervisor oversight. Using the example of a 3-member TDR Bank
Board, the member composition could be: the County Planning Director, and 2
Board of Supervisor appointees — one as the Bank Director, and the other as a
vote-casting member. It is important that the two appointees, and especially the
Director, have backgrounds in finance and real estate. The Bank Director’s roles
would be to oversee all completed valuations, ensure the Bank’s actions abide by
the TDR ordinance, report to the Board of Supervisors, and negotiations with
prospective buyers and sellers.

The Bank would cover its operating/administrative expenses through income
generating commodity sales and program grants. Below is a description of the
methodologies the Bank would employ to value TDRs and TDCs for the sake of
negotiations with prospective sellers and buyers.

26 The numbers on the Bank Board and its composition will be a political decision by the County
Board of Supervisors
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5.1 Bank TDR Valuation Methodology and Purchase Procedures

A valuation methodology needs to be “written into” the TDR ordinance to give the
Bank procedures to buy TDRs and sell TDCs. That is, the Bank must have
established procedures to determine “fair market” prices for Naples TDR
purchases and set “floor” prices for TDC sales to receiving area developers. 27

This information will serve as negotiating parameters for transactions and does
not obligate sellers and buyers to participate in transactions with the Bank at its
prices.

The Bank should only be allowed to buy TDRs from sending sites that are in strict
accordance with the TDR ordinance and are prioritized and “approved” by the
Planning Commission / Board of Supervisors.

All “approved” sending site properties would only be allowed to engage in TDR
sales to the Bank contingent upon the placement of a conservation easement on
the property (recorded as a deed restriction to the title). The easement must
sever, in perpetuity, the development right(s) from the bundle of other rights
associated with ownership of said property. The Bank would subsequently hold or
transfer to a Land Trust the easement on the property.

In all cases where the Bank is to purchase development rights28 from Naples lots,
a legal third-party appraisal valuation should be required by a certified appraiser
who follows the standards as codified by the Standards of Professional Appraisal
Practice (USPAP). The appraiser should be mutually agreed upon by the owner of
the Naples lots and the TDR Bank Board. The appraiser’s determination of
development right value should serve as a price at which the Bank negotiates with
the Naples lot owner.

There is some difference between valuation methods for property that holds
existing entitlements (as would be the case for all development transfers in the
program except Naples) and valuation for property that has yet to receive official
entitlements (i.e. Naples). We seek to explain this difference — first, by addressing
industry accepted valuation procedures on currently entitled property. Then we
translate this information to procedures for currently un-entitled Naples lots.

As mentioned, the ultimate selling price of the development right(s) should be
mutually agreed upon between the landowner and the Bank using a certified
appraiser’s determination of “fair market value” for purposes of equity and to
establish the price at which the Bank negotiates payment for conservation
easements (in our case TDRs) is rooted in, and indeed, is based upon previous
Condemnation case law rulings. Eminent domain or Condemnation cases rely on

7T The Naples lot / development right valuations provided in Solimar’s 2006 TDR Feasibility Study are not
appraisals and the authors are not governed by Uniform Standards of Professional Appraisal Practice
(USPAP). Adherence to USPAP is a requirement of the Appraisal Specifications of the State of California.
% The development right represents the right to build a primary and secondary residence on a legal lot.
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the U.S. Supreme Court’s established ruling in Monongahela Navigation Co. v.
United States, wherein it was ruled that the owner’s loss, not the taker’s gain is
the proper means of measurement of “just compensation.” 29

Moreover, the basis for “just compensation” is determined by the U.S.
Department of Treasury regulation’s citation of “fair market value”: “The fair

- market value is the price at which the property would change hands between a
willing buyer and a willing seller, neither being under any compulsion to buy or
to sell and both having reasonable knowledge of the relevant facts.” 30

The often-used, and court-accepted, method of appraising conservation
easements is derived from the “Federal Rule” of American Eminent Domain
cases; it is also know as the “before and after” condition of valuation assignment.
In its simplest form, the rule is: value before “taking” minus value after “taking”
equals just compensation.

The IRS regulations suggest that the “before and after” value of the property
subject to a conservation easement should be the model employed, in the similar
manner to the Federal Rule for condemnation cases. Thus, in terms of an
easement that severs the development right from a property in a TDR program,
the value of the property in its “before” condition (i.e. with the existing
development right(s)) minus the value of the property in its “after” condition (i.e.
without development right(s)) must result in an amount that is the appropriate
payment for the easement.3:

Furthermore, the courts have demanded that an appraisal of a conservation
easement must involve a “highest and best use” analysis in both the before and
after conditions.32 This term is defined as “the reasonable, probable and legal use
of vacant land or an improved property that is physically possible, appropriately
supported, financially feasible, and that results in the highest value.” The four .
criteria for “highest and best use” are: (1) legal permissibility, (2) physical
possibility, (3) financial feasibility, and (4) maximum profitability. 33 34

This discussion firmly establishes where and how value should be determined for
negotiations between the Bank and sending site landowner over the selling price
of TDRs. In sum, TDR or easement value at the sending site must be through a
certified USPAP appraiser based on “just compensation,” “fair market value,”
“before and after approaches,” and “highest and best uses.”

* Moss, Kioren; “Understanding Conservation Easement Valuation”, Right of Way Magazine, April 2003.
0 p6335 Treasury Regulation Section 20:2031-1b

*! Moss, Kioren; “Understanding Conservation Easement Valuation”, Right of Way Magazine, April 2003.
*? Highest and best use refers to only financial results

> The Appraisal of Real Estate, Appraisal Institute 12 Edition 2001

* Moss, Kioren; “Understanding Conservation Easement Valuation”, Right of Way Magazine, April 2003.
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Assessing Value of Naples Lots

In terms of property that is not currently entitled, such as Naples, but which has
valid legal lots,35 the valuation methodology would use a similar approach to that
described above, but with a few caveats. It is important to bear in mind that
Policy 2-13 expressly references “development rights” as the basis of determining
TDR feasibility, not simply the “as is” value of property without entitlement.

As a consequence, LCP Policy 2-13 creates somewhat of a “chicken and egg”
situation as it pertains to determining value at Naples. That is to say, value will
ultimately rest upon the extent of legal entitlements granted by the County; for
Naples this is, at present, uncertain and is contingent upon the determination of
TDR “fea51b1hty i

Yet, TDR “feasibility” itself, also, hinges upon a determined value associated with
Naples lots. Therefore, with regards to Naples, the TDR Program would require
the Bank to apply appraisal valuation methodology without official entitlements
before entering into negotiations with the Naples lots owner(s) regarding the
price at which it purchases development rights.

A third-party appraisal for the Bank — under the TDR Program — would employ
the four valuation criteria described above, but on “presumed entitlements” to
anticipate the likely entitlement condition, rather than “as is” conditions. Doing
so conforms to the “just compensation” and “highest and best uses” criteria for
easement valuation.

This is commonly known in the appraisal world as a “hypothetical” appraisal. The
method is not uncharacteristic and is commonly applied in situations involving
subdivision tracks where the extent of entitlement at time of appraisal is
uncertain. Doing so requires the appraiser to express the “hypothetical” as well as
the “extraordinary” assumptions to qualify the values ultimately arrived at. A
“hypothetical” assumption is based on some degree of certainty, while an
“extraordinary” assumption is based on no degree of certainty.3¢ The Bank can
use the values and qualifying assumptions to negotiate a settled-upon price with
the Naples lot owner(s).

Obviously, to accomplish Naples valuation for the Bank to negotiate prices, the
County Board of Supervisors would have to identify which lots to value - “Grid
lots,” “MOU” lots or “Alt 1” lots — which will be based on the determination of
feasibility, the extent of rezoning, and the time at which lots are purchased.

% The Morehart Supreme Court Case did not grant entitlements to the Santa Barbara Ranch, rather it
simply stated that the County must legally recognize the underlying Naples lots; the Court left the
assignment of actual entitlements in the hands of the County.

3% Moss, Kioren; USPAP certified appraiser
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5.2 Bank TDC Valuation and Selling Procedures

The purpose in providing TDC valuation procedures is to establish a TDC “floor
price” below which the Bank cannot sell the commodity. This ensures that
developers do not acquire monopoly buying power with the as Bank the only
seller in the market. In essence, then, this acts to make the transaction very
similar to a density mitigation fee in the receiving areas where developers “pay”
to build at densities greater than what zoning currently allows.

In essence the Bank needs to recapture part of the extra value generated by the
County’s granting of increased development potential on approved receiving

sites. The Bank should have two options to set the prices that it must meet or
exceed in all TDC sales:

L. Aresidual land value analysis should be conducted to determine how
much a receiving area developer is “willing to pay” for increments of
density. In so doing the receiving site developer would employ a third
party appraiser — agreed upon by the Bank Board - to conduct analysis.

The land residual methodology calculates the value of a development
based on its income potential, and subtracts the costs of development and
an expected developer profit to yield what he/she would pay for the land
with enhanced entitlements. The difference between the current price of
land, with its base density, and the “residual land value” with extra units

allowed via the TDC density bonus, would be the Bank’s “floor price” for
TDCs.

2. 15% of the average per unit selling price of dwelling units in similar
projects in the real estate market area surrounding the applicant’s project

derived from comparable sales by a Bank-approved MAI certified
appraiser; or

The TDC selling price should be mutually agreed-upon by the Bank and the TDC
purchaser. Either party shall not be obligated to participate in transactions if one
or both parties find the determination of floor price inappropriate.

The Bank would sell TDCs to receiving area developers in strict accordance with
the TDR ordinance that are “approved” by the Planning Commission / Board of
Supervisors as set forth in the discretionary review process in step 3. In addition,
we recommend that the County authorize the Bank to sell up to 10 TDCs per year
to speculative parties that do not have a receiving site or receiving site project
planned. This could act as a more immediate source of revenue to capitalize the

Bank and retire Naples TDRs; rather than the time it may take to authorize a
receiving site.

In this latter case, the Bank’s TDC floor price should be set as 15% of the average
annual per unit selling price of dwelling units in the South Coast HMA as derived
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by a Bank-approved certified appraiser. This amount represents the average per
unit willingness to pay Solimar found in the 2006 Feasibility study. Separate
floor prices should be established for TDCs that would allow additional condo
units versus single family residences. Subsequently, the certificates symbolizing
the TDCs would need to be so labeled and restricted in their use.

5.3 Bank - Investor Contract Guidelines
The Bank, in addition to buying TDRs and selling TDCs, would look to attract
private capital and public loans or grants to “seed” its revolving fund for
continued land preservation. In so doing, the Bank would negotiate contract
terms with these private and public parties; the terms would need to include:

e The amount of lent or “granted” money

e The time period for repayment of lent money

e The decided-upon rate of return for lent money, if any

e An agreement that absolves the County and the Bank of financial

responsibility should the program fail to produce enough revenue from
TDC sales to pay investors in full.
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6. Feasibility of Funding the TDR Bank

Earlier we argued that to make the Naples TDR program work the Bank needs to
be capitalized with funding up-front to buy Naples development rights in-whole.
The Bank can then in-turn sell TDCs over time to pay back its investors through
various repayment “options” based on the source of the capital.

It is presumed that annual funds provided to the Bank would be smaller at first
but grow incrementally as the TDR program demonstrates its utility and gains
momentum. Early capitalization of, and participation in, the Bank will depend
upon investing parties being confident that the risk in loaning money to the Bank
is reduced to effectuate an acceptable outcome. That 1s, investors will need to see
that lent money will go towards a program that will survive into the future, affect
Naples preservation, and offer some degree of repayment.

To gain this requisite investor confidence, interested parties will need to witness
and be assured of all the following: '

¢ The County’s commitment to the TDR option — namely, a determination of
teasibility by its elected officials, and a development agreement that gives
the TDR program a period of time that would not jeopardize the ability to
secure adequate funding of the TDR Bank to achieve preservation;

* Thelikelihood that the County and/or participating cities will indeed grant
higher densities via the purchase of TDCs on eligible receiving sites. It is
likely that an initial receiving site(s) will need to prove as a catalyst to
jump start the TDR program;

¢ A demand for TDCs does truly exist such that the TDR Bank can effectively
sell TDCs to receiving area developers as a source of revenue. We show
that a strong developer willingness to pay for incremental density exists
along the South Coast of Santa Barbara County where scarce land is very
expensive. But, the process to identify receiving areas needs to structured
such that it actually creates developer demand for TDCs rather than turn
developers away because of a lengthy and costly process; and

e The County’s prohibition on routes to higher density except as allowed by
the TDC option and the State Density Bonus law.

Because of these initial uncertainties and risk, the County and/or the cities could
serve as a catalyst and provide seed funding through a variety of possible sources
and arrangements (i.e., forgivable contributions, investment capital, bond
proceeds, etc.) . This would give potential investors the confidence that the
government is behind the program.



As mentioned in Section 3 (step 4) there are a myriad of public, private and non-
profit organizations that could play a role in the County’s TDR Bank. We
conducted a preliminary assessment of several organizations as to their
respective interests in either serving as a source of funding for the Bank and/or
playing a role as the Bank’s manager. In particular, we talked to the following
parties:

e Trust for Public Lands (TPL)

e California Coastal Conservancy

e Conservation Fund

e Land Trust for Santa Barbara County
e Prop 84 funding sources

Generally speaking, each professed a degree of interest and potential willingness
to participate, except the Land Trust for Santa Barbara County. Yet, each have
reservations based on the concerns previously mentioned. Independently these
organizations indicated that as a first step to their consideration to participate in
or play a role with the TDR Bank, the County must demonstrate a clear
commitment to the TDR program. Thus, until such action is taken we conclude
that any and all potential funding sources area simply “waiting to see” what
action the County pursues. ' ~

Some specifics, however, came out of our conversations. In particular, TPL
showed some interest as both a potential funding source and operator of the
Bank. However, if they were to manage the Bank it would need to be structured
different from what is outlined in this report. The Conservation Fund expressed a
similar interest and curiosity to that of TPL. The Coastal Conservancy, likewise
showed interest as a potential funding source, but has no interest or institutional
capacity to operate the TDR Bank. ’

Finally, California Proposition 84 Bond funds could serve as a source of available
funds. There are certain “pots” of money devoted to land preservation within the
$5.4 billion measure that passed in November of 2007. With the passage of Prop
84 “the State will provide funds to purchase, protect, and improve natural areas —
including wilderness and open space areas; wildlife habitat; coastal wetlands;
forests; and rivers, lakes, streams, and their watersheds.” If the County were to
adopt a TDR program, it should make as a priority, for its Sacramento lobbyist, to
ascertain just how much of the various Prop 84 “pots” could be allocated to Santa
Barbara County’s TDR Bank to generate preservation at Naples.

One thing is for certain, when it comes to raising funds for land conservation —
money follows money. After several initial transactions occur and the TDR
Bank/Program begins to prove itself, additional revenue sources are likely to gain
confidence in the system and are more likely to participate. A Naples TDR
Program should be structured, if it is to be successful, such that it gives the Bank
time to establish itself as a revolving fund for continued preservation.
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7. Sending / Receiving Site Criteria

There are, essentially, three ways to identify sending and receiving sites in a TDR
program. Programs can be structured such that they: (1) target specific parcels on
amap, (2) identify existing zoning classes in designated areas as the parcels to

receive TDR density, and or (3) use criteria to establish a filter to determin
eligible sites. '

Given the communities’ sensitivities to “pre-designating” sites along the South
Coast as either sending or receiving, we propose a “criteria driven” as opposed to
a “map driven approach.” This allows landowners themselves to opt-in to the
program and apply for sending or receiving site status.

Providing clear criteria is meant to establish certainty in the designation process.
But, the Board of Supervisors would have discretion and right of review in the
program. We propose the following criteria to determine whether a property is

eligible as sending site or a receiving site in the unincorporated areas of the
“County.

7.1 Sending Area Eligibility Criteria

In regards to this initially-Naples-specific TDR program, only the Naples lots that
-exist on the Santa Barbara Ranch and adjacent properties at time of sale - as

- prioritize by the Board of Supervisors - would be eligible sending sites (see

section 3 Goal #1). These lots could be either “Grid,” “MOU” or “Alt 1” lots
depending on the County’s decision of TDR feasibility as directed under LCP

Policy 2-13 and the subsequent extent of re-zone from Ag zoning to a special
Naples zoning district.

Appendix D describes the potential criteria for sending sites other than Naples if
the TDR program were to be so used in the future.

7.2 Receiving Area Eligibility Criteria

This section describes receiving site eligibility criteria for the unincorporated
areas of the County; other jurisdictions are assumed to have developed their own
criteria and procedures to identify potential receiving sites.

The single most important aspect of a receiving area is its ability to support
development. Obviously the land should be suitable for development and not
unduly constrained by severe topography, wetlands, and environmentally

sensitive habitat areas. Nor should it qualify under any criteria laid out above for
sending sites.
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Receiving areas should be identified as parcels in high demand for development
and be near existing transportation, sewer, and water infrastructure. This acts to
minimize site development costs, making TDR purchases more attractive to
developers. Further, it is imperative for residents in receiving areas to see the net
benefit of preservation that the increased density brings.

As was expressed for sending site eligibility, the Board of Supervisors would have
discretion as to which sites are ultimately identified as receiving areas. The point
in establishing receiving area criteria is to provide a degree of certainty in the
process such that not just any urban parcel could apply for receiving site status.

Only when a parcel meets ALL the following criteria can a landowner apply to the
County P&D to be considered as an “eligible” receiving site. Once P&D deems a
site eligible, it is then passed on to the Planning Commission for step 1 in the
discretionary review process.

We propose the following criteria to determine receiving site eligibility:

1. The site is within or adjacent to the South Coast UGB

2. The developable footprint of the site has less than 30% slope

3. The site is not located in a designated flood or geologic hazard area as
determined in the County’s Land Use Element

4. The site is not currently under agricultural production and has less than
25% class I soils

5. The developable portion of the site is not located in a natural area or areas
of environmental sensitivity, critical habitat, or riparian zones.

6. In addition, all sites inside and adjacent to the UGB, currently being
considered by the County for up-zone from agriculture to residential
zoning or from lower density residential zoning to higher density
residential zoning, should be included in the pool of eligible receiving
sites, regardless of whether or not they meet criteria 1 - 6.

7. Similarly, all parcels with proposals for secondary dwelling units should be
included in the pool of eligible receiving sites regardless of whether they
meet criteria 1-6. ’

8. Potential sites located inside South Coast cities would be based on the
jurisdictions’ process of receiving site identification. The County’s program
will facilitate this through inter-jurisdictional agreements (section 7).
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8. Inter-jurisdictional Agreements

An inter-jurisdictional TDR agreement between the cities of the South Coast and
the County is meant to ensure that participating cities can condition a transfer of
development rights to capture their desired outcomes. For example, a city may
wish for particular lots to be preserved that do not align with the County’s goals
for preservation at Naples. The City, by accepting the burden of increased density
should be allowed to provide input on which lots it wants preserved.

Moreover, a city may have on-going TDR policy ideas of its own, and an inter-
jurisdictional agreement should identify how best to “dovetail” a city’s TDR policy
with the County’s TDR ordinance. In addition, when development potential is
transferred from unincorporated to incorporated areas the cities bear the burden
of increased pressure on their infrastructure. To mitigate this pressure, “amenity
fund” payments from the sending jurisdiction should be paid to the receiving
municipality. For example, in King County Washington, the County is paying the
City of Seattle $500,000 for infrastructure enhancements associated with
development right transfers into Denny Triangle.

In sum, an effective inter-jurisdictional agreement allows cities to readily “opt-in”
to the County’s Program and “tailor” aspects to suit their needs. These
agreements may contain additional rules to govern development right transfers
that are beyond the guidelines outlined in the County’s TDR ordinance. An
effective inter-jurisdictional agreement should leave both parties content that

they are mutually benefiting from a transfer of development across municipal
boundaries.

Some of the critical issues an inter-jurisdictional agreement should address are
shown below. A draft agreement is shown in Appendix B; it shows how these
issues would be manifested in a binding agreement between two jurisdictions and
serves as a starting point for discussion between City and County officials.

The critical areas where participating cities will need to have some degree of
authority to condition transfers are:

e Which Naples lots are preserved through development right transfers
¢ Where and how TDCs would be exercised in a City’s jurisdiction

 The Bank’s allocation of amenity funds — how much, when, and to what
project

e Avoice on the TDR Bank Board to affect the price at which Naples TDRs
are purchased and TDC’s are sold
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8.1 City of Santa Barbara’s TDR Policy Options

Recognizing that Naples is important to its residents and their quality of life, the
City of Santa Barbara has shown interest in its preservation. Furthermore, City
officials realize that having a TDR-like mechanism to affect land preservation
within its own jurisdiction, regardless of Naples, would be beneficial.

This section outlines a few policy options the City of Santa Barbara has been
considering or could adopt in its efforts to affect land preservation either at
Naples or on properties inside City limits. Exploring these methods in this report
is worthwhile to see how such policies would “dovetail” with the County’s TDR
Program in an inter-jurisdictional agreement.

The most plausible option the City may have to generate funds for land
preservation is not through TDR, but rather through the imposition of a
development impact fee on all new market rate units. Since the City currently has
no impact fees, it could consider setting aside 50 percent of a newly imposed
impact fee to a fund for open space preservation. The revenue from this could be

~ utilized by the County’s TDR Bank to retire Naples lots.

However, the revenue potential from such an impact fee is likely to be minimal. If
the City were to impose a $30,000 per market rate unit impact fee — similar to
the County — at 50% devoted to an open space fund, $15,000 would be generated
per new to affect preservation. Given that the City permits on average 120 market
rate units per year, then the impact fee could yield $1.8 million annually.

This, however, is a very high fee. More realistically, a $10,000 fee would yield
$5,000 per unit for preservation. In an average year this would generate
$600,000 for preservation.

If the City’s priority was to transfer Naples lots most visible from Highway 101,
. the number of Naples ALT 1 lots retired would range from 3 to 1 based on the
higher and lower impact fee revenues respectively. This is based on findings in
the 2006 TDR Feasibility Study which reports an average development right
value of $500,000 for lots visible from Highway 101.37

As an alternative to an impact fee, the City could consider a density mitigation fee
- similar to the purchase of TDCs in the proposed County program. With this
option, developers would pay for the right to build additional market rate units
above baseline zoning. This has the potential to generate a more significant
funding source. But the impact fee is probably easier to accomplish politically

37 The valuations in the 2006 TDR Feasibility study are currently being updated to reflect “Grid” lot values;
so this development right values are subject to some degree of change.
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than the density mitigation fee wherein receiving areas would need to be
identified and developers charged for the extra density they build.

However, the density fee option could prove flexible and allow developers to
purchase additional FAR rather than whole units. Tt could accomplish this on a
zone by zone basis — for example, properties in R-2 or R-3 zones could be allowed
to exceed base density and height limits with density fee payments. The density
mitigation fee could also be structured to allow secondary dwelling units in
certain areas with R-1 or R-2 zoning.

It remains to be seen how open the City is to the idea of allowing developers to
buy their way to greater densities. But, just like the impact fee revenue, the

money from density fees could be utilized by the County TDR Bank to retire
Naples lots.

Using the example above, if the City permits 120 market rate units each year,
modest density increases that average 25 percent would equate to 30 additional
units permitted each year above the typical 120. Using the findings from the 2006
Feasibility Study, developers in the City of Santa Barbara may be willing to pay
up to $150,000 for the right to build an extra unit; therefore 30 additional units
would yield $4.5 million that could be used to retire 9 Highway 101 view-
impacting Naples lots.

The City Bainbridge in Washington State — an area of the country known for
successful TDR programs - serves as an example of a density mitigation fee
program. The City of Bainbridge has a FAR purchase program whereby
developers pay a fee for additional FAR; 60% of the fee is allocated to open space
acquisition and 40% to downtown amenities. The big advantage of this program
over a traditional TDR program is that it allows the City to control how to allocate
funding to achieve community preservation goals. Moreover the program offers a
more direct method to qualify for bonus densities; the City sets a fixed price per
square foot for addition FAR and thereby bypasses any need to determine prices
that are appropriate for sending /receiving areas (i.e. a transfer ratio). In this way
developers are able to buy as much or as little FAR as needed rather than
purchase individual development rights.

Berthoud Colorado serves as example of a City with an impact fee devoted to
open space preservation. The City calls its impact fee a “density transfer fee.” It
sits at $3,000 per single family home and $1,500 per multifamily residence; 6%
of fee is spent on admin and 94% on open space acquisitions.

Both the impact fee and density mitigation fee options may conflict with the City
of Santa Barbara’s goals to overhaul its Inclusionary Housing requirements. At
present, the City requires projects with 10 or more units to include 15 percent
affordable housing. As a result, the City gets a lot of projects with unit counts
under 10. To remedy this and provide affordable housing, City officials may
change the requirements to be more stringent.
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Policy may change such that the percent of required affordable units will increase
and the threshold number that triggers the affordable requirement will decrease.
The City will undoubtedly face opposition to this from the development
community. The challenge will prove even more significant if City officials try to
simultaneously impose an impact fee for open space preservation.

8.2 Dovetailing the County and City’s TDR objectives

Both of the City’s options - the impact fee or the density mitigation fee - would
“partner” with the proposed County TDR program in a future inter-jurisdictional
agreement. In this situation the County’s TDR Bank would not sell TDCs to the
City. Rather, the City would sell its own version of density credits — either
through a density mitigation fee or as a development impact fee. The funds
generated through the City’s mechanism could be transferred into the TDR Bank
for purchases of Naples development rights.

A binding inter-jurisdictional agreement would allow the City to condition such a
transfer and use of its funds such that the City’s goals for Naples preservation are
met, and amenity funds are received.

If the City and the County cannot come to 2 TDR agreement, or if the City finds
that the benefits of preservation at Naples do not balance the burdens incurred
either by allocating impact fee funds or granting greater densities, then it could
simply apply the program to sites within its own jurisdiction, as the City has no
shortage of lands within its purview that are in need of preservation through such
a mechanism.38

38 Examples of this include the Los Positas property.
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Appendix A: Draft Santa Barbara County TDR
Ordinance

NOTE: To review the draft TDR Ordinance, please see Attachment H of the Planning
Comunission Staff Report for the Santa Barbara Ranch Project - Transfer of
Development Rights for the meeting of September 26, 2007. Alternatively, a copy of
this document may be viewed at the Planning and Development website under
“Current Projects and Programs” - Santa Barbara Ranch
(http://sbcountyplanning.org/proiects/03DVP—00041/index.cfm).
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Appendix B: Draft Inter-jurisdictional Agreement

The below is simply an example of what an agreement may look like between the City
and County

AN INTER-JURISDICTIONAL AGREEMENT TO TRANSFER
DEVELOPMENT RIGHTS FROM THE NAPLES TOWNSHIP IN SANTA

BARBARA COUNTY TO THE PROPERTY IN THE CITY OF
SANTA BARBARA

This Agreement is hereby entered into by Santa Barbara County, herein referred to as the
“County,” and The City of Santa Barbara, herein referred to as the “City.”

RECITALS
WHEREAS, the County’s Local Coastal Plan Policy 2-13 indicates that the

County shall encourage and assist the transfer of development from the Naples townsite
into existing urban areas: and

WHEREAS, the Naples townsite in the County is recognized as containing
important county-wide public benefits including ; and

WHEREAS, the City, being “an existing urban area” has expressed a willingness
to work with the County to transfer some development potential from N aples; and

WHEREAS, the County has in Ordinance developed a transfer
of development right program which authorizes incorporated areas to assist the TDR
Bank in its purchases of Naples development rights; and

WHEREAS, by Inter-jurisdictional Agreement, the County, and the City, agree to

operate with the adopted and ratified TDR Policies for Naples in Santa Barbara County;
and

WHEREAS, by City Ordinance , the City’s General Plan designates
area as an area that meets the criteria in the City’s Planning Policies
permitting an increase in the development capacity; and

WHEREAS, the City and the County share an interest in creating an effective,

cooperative development right transfer system to achieve Regional South Coast TDR
goals; and

WHEREAS, this shared interest is manifested through an ongoing partnership in
which the City and urban areas of the County take additional development to preserve
rural land and the County’s TDR program invests in receiving area amenities; and
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WHEREAS, the County and the City are authorized, pursuant to and
the California State Constitution, to enter into an inter-jurisdictional governmental
cooperation agreement to accomplish these shared goals.

AGREEMENT
NOW THEREFORE, in consideration of the foregoing circumstances, the County
and the City herein agree:
I PURPOSE

II.

The County and the City agree to implement a program (hereafter the “Program™)
to purchase development rights (hereafter referred to as “TDRs”), from the rural
unincorporated area of the County known as the “Naples Townsite.” Funds for the
purchase of these rights shall be generated through sales of density credits to the

property(s) according to the provisions described below.

RESPONSIBILITIES AND POWERS OF THE CITY OF Santa Barbara

A. City Ordinances

- The City has adopted Ordinance

to implement a Program, which has,

among other provisions:

1.

or

The City has adopted Ordinance

designated the as a receiving area(s) which can exceed the
density or FAR allowed by base zoning with the purchase of City-approved
density mitigation fees or TDCs (i.e. density credits).

set the appropriate level of additional development that may be permitted on a
receiving site(s) with TDC purchases;

. established and modified development standards and provisions for public

amenities;

established the receiving area Amenity Fund;

established a procedure by which funds generated through sales of City TDCs
may be transferred to the County’s TDR Bank to retire development rights
from Naples lots.

to implement a Program, which has,

among other provisions:

1.

2.

created a TDR purchase fund through the requirement of development impact
fees

established procedures by which TDR purchase funds may be transferred to
the County’s TDR Bank to retire development rights from Naples lots.
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B. Prioritization of Sending Sites

The City, jointly with the County, shall establish priority Naples Lots to serve as
sending sites for inter-jurisdictional development right transfers. The City and County
hereby agree to prioritize for purchase N aples lots with the following APN numbers:

C. Purchase Price of TDRs

The City may, jointly with the County TDR Bank Board, negotiate the price at which
TDRs from Naples lots are purchased. If the decided-upon TDR purchase price does
not meet the City’s expectations it is not obligated to transfer funds to the County
TDR Bank for their purchase.

In all County Bank purchases of Naples TDRs with City funds, the City is entitled a
representative(s) to the TDR Bank Board. The City representative(s) is hereby
granted veto power on any Bank Board vote to decide TDR purchase price(s) with
City-generated funds.

D. Selling Prices of TDCs

The City retains its authority to set the price at which TDCs are sold to receiving site
applicants in its jurisdiction. The City may opt to utilize the County TDR Bank and
its process to set TDC floor prices, if so desired.

E. County Acknowledgment; Modifications

The County acknowledges that the provisions of such Ordinances are consistent with
the intent and purposes of the County’s TDR Program. The City may modify the
terms and conditions by which it participates with the City.

F. Notification Process
The City, in consultation with the County, shall develop a process to notify the
County and TDR Bank when it has accepted the use of TDCs for the

receiving site project. The City shall also notify the County when it has received
payment for TDCs.

G. Amenity Fund

The City shall create a “receiving area amenity fund” for all amenity payments
received by the County
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III. RESPONSIBILITIES AND POWERS OF SANTA BARBARA COUNTY

A. Program Administration

The County shall adopt polices, regulations and administrative procedures to
- implement the Program, which shall promote and facilitate the purchase of Naples
TDRs. The County shall, at a minimum:

1. establish a TDR Ordinance with procedures for the certification of sending
and receiving sites;

2. establish a TDR Ordinance with a provision to allow inter-jurisdictional
transfer of funds to purchase and retire Naples development rights;

3. establish a TDR Bank with procedures to facilitate the purchase of Naples
TDRs and sales of TDCs to approved receiving sites;

4. identify Naples lots as priority sites to purchase development rights;

establish receiving site amenity funding procedures;

6. establish procedures to require, maintain and enforce deed restrictions on rural
unincorporated sending sites from which development rights are bought, in
order to prohibit those sites from being developed in violation of the deed
restrictions;

wn

B. Purchase Pricés of TDRs

Within 60 days after this agreement is signed by both parties, the County shall ensure
that the TDR Bank, in consultation with a City representative, makes its best efforts
to establish, the not to exceed purchase price of development rights from Naples lots
that are prioritized by the City and County..

C. Timing TDR Purchases

Within 90 days of receiving City funds, the TDR Bank shall have purchased Naples
TDRs, and have on record a conservation easement severing development rights from
the Naples lots decided upon for transfer. If after 90 days the County has not
accomplished this, the County shall transfer all funds back to the City.

D. Provision of Amenity Funds to the City
Only if the City transfers funds to the County’s TDR Bank that were generated as the
result of density increases, shall the County pay amenity funds to the City. County

amenity fund payments are meant to help mitigate the impacts of increased density,
and shall follow the process in IV below.
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Iv.

PUBLIC AMENITY PAYMENTS

A. Public Amenities

An increase in the development intensity of a site in the City for the purposes of
generating funds for the TDR Bank to purchase Naples TDRs shall require the
County to make amenity payments to the City. The County’s payment shall be in
addition to any amenity funds the City itself generates through the sales of additional
density.

The County and the City mutually agree the amount of payment is to be derived from
the number of Naples development rights that are purchased and retired by the Bank.

The County hereby agrees to pay the City $XX XX as an amenity payment to help
mitigate the impacts of additional density. The County shall ensure the TDR Bank

deposits these funds to the City’s “receiving site amenity fund” on or before x/x/xx or
within 60 days of the completed receiving site project.

B. Eligible Amenities.

The amenity funds shall be expended to help mitigate the mmpacts of added density in

-and around the site receiving additional density. The City must spend funds provided

by the TDR Bank for the development of amenities consistent with the following:

1. sidewalk widening, pedestrian and street improvements;

2. transit facilities, incentives to use transit, and improved transit service for
residents;

3. parks, open space acquisition or improvements, gardens, gateways, and
recreational and community facilities;

4. drainage improvements; and

C. Funding of Amenities

1. First $100,000...would go towards

2. Next $100.000...would go towards
3._ Future Amenity Funding

D. Expenditure of Funds

Any project or activity which funds for amenities are provided by the TDR Bank to
the City, must be completed within five years of the receipt of the funds by the Ciry.
If any such project or activity is not completed within five years, then any funds
provided for such project or activity by the TDR Bank, not yet expended on costs of
such project or activity, must be returned to the Bank with interest earned by the City
and not yet expended for such costs.
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VIL

DURATION
Duration

This Agreement shall Become effective on the date it is signed by all parties and
shall continue until ...

Termination

Extension

INDEMNIFICATION

County Negligence

City Negligence

Concurrent Negligence
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Appendix C: Naples/Santa Barbara Ranch Maps

1. Map of Naples “Grid” lots
2. Map of Naples “MOU” lots
3. Map of Naples “ALT 1” lots
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Appendix D

Table 1: WIP summary results (from 2006 Feasibility
Study)

Table 2: Potential Transfer Ratios (from 2006 Feasibility
Study)

Table 3. Example TDR Bank Investiment Return
Table 4. Sending Site Criteria (for sites other than Naples)
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Table 2 Example Transfer Scenarios (ALT 1)

Table 7.4 Example Transfer Scenarios (ALT 1 project)

Scenario 1: Maximum amount Development| Scenario 2: Transter Developrment to Scenarlo 3: Transfer Bluff-top
Transfers protect HWY 101 viewshed Developments
Bank Capitilization $20 million $20 million $20 million
# Development Rights 29 16 2
Transferred
48 195 213 48 188 195
50 135 215 49 187 1893 66
51 187 216 50 186 104 12
52A 137 DP-3 51 164 1638
105 203 DpP-2 52A 185 137
ALT 1 Lot #s Transferred 108 204 DP-5 150
134 205 DP-8
136 206 DP-9
133 207 DP-10
160 208
Total Development Right Value $19,795,583 $20,245,943 $20,166,825
Receiving Site Density Credits
County Campus # of units 31 31 31
- WTP per unit $ 318,196 $ 318,196 $ 318,196
o) av. transfer ratio 2:1 4:1 32:1
"g and and and
St Vincents # units 29 29 29
WTP per unit $ 337,322 $ 337,322 $ 337,322
av. transfer ratio 2:1 4:1 30:1
Montecito Orchard # units 39 40 40
‘g N WTP per unit $ 499,350 $ 499,350 $ 499,350
av._transfer ratio 1.4:1 2.5:1 20:1
5 Wright Property East # units - 76 78 78
'§ 0 WTP per unit $ 259,331 $ 259,831 $ 259,331
av. transfer ratio 2.6:1 5:1 39:1
5 Cota Parking Lot # units 73 73 73
‘g_ < WTP per unit $ 224,519 $ 224,519 $ 224,519
av. transfer ratio 3:1 56:1 45 ;1
County Campus # of units 31 31 31
WTP per unit $ 318,196 $ 318,196 $ 318,196
10 av. transfer ratio 2.1:1 4:1 31.7:1
g and and and
Cota Parking Lot # units 44 44 44
WTP per unit $ 224,519 $ 224,519 $ 224,519
av. transfer ratio 3:1 56:1 45 : 1
Bank Capitilization $40 million $40 million $485 million
# Development Rights 47 o7 4
Transferred
48 195 213 48 188 185
50 135 215 49 187 193 66
51 187 216 50 186 104 12
52A 137 DP-3 51 164 109 additional lots
105 203 DpP-2 52A 185 137 35
108 204 DP-5 160 93
134 205 DP-8 additiona!l lots a3
136 206 DP-9
ALT 1 Lot #s Transferred 133 207 DP-10 42 97
160 208 41 215
. additional lots 43 216
49 214 DP-1 70 DP-1
202 210 DP-7 69 DP-6
209 212 DP-6 71
201 211 DP-12
DP-4 164 1090
185 193
Total Development Right Value $38,962,451 $40,064,789 $45,067,726
Receiving Site Density Credits
County Campus # of units 71 73 73
- WTP perunit $ 318,196 $ 318,196 $ 318,196
B av. transfer ratio 26:1 4.7 :1 35:1
‘g and and and
Cota Parking Lot # units 73 73 73
WTP per unit § 224,519 $ 224,519 $ 224,519
av. transfer ratio 4:1 7:1 50:1
Wright Property East # units 80 94 113
WTP per unit $ 259,331 $ 259,331 $ 259,331
o av. transfer ratio 3:1 6:1 43 :1
.E and and and
§ St Vincents # units 46 485 46
WTP per unit $ 337,322 $ 337,322 $ 337,322
av. transfer ratio 25:1 4.6 : 1 35:1
ini idat jvin ite Statisti
per unit WTP
City Redevelopment Site $ 325,806
Haley / Anacap Parkign Lot $ 225,165
Montecito Orchard ©$ 499,350
Moneicito Area 3 $ 443,207

The av transfer ratio is calculated by dividing the average development right value of the lots transfeved by the WTP for each receiving site



Table 3 TDR Bank Investiment Return and IRR

TDC Bank Investemet Return and IRR

Year 0 1 2 3
Cash Flow (5,000,000) 0 0 5,713,125
Interest 5.00% 250,000 237,500 225,625
IRR 4.54%

Table 4: Sending Site Criteria (sites other than Naples)
The Criteria below is meant for sending sites other than Naples.

If one or more of the following criteria is met, the landowner ean apply to the
County P&D to be “eligible” as a sending site.

Agriculture: rural agriculturally zoned parcels with at least 25% of the site
possessing class I soils; no parcel size requirement

Grazing: rural land with demonstrated continuity of production; no parcel size
requirement

Natural Resource: property with sensitive environmental designation in the
County’s Conservation and/or Open Space Elements of the General Plan; or
property that is identified to be significant biological and/or riparian habitat

Coastal Bluffs/Coastal Terrace: rural parcels located between the high-tide line
and Highway 101

Public Viewsheds: rural parcels located within the public view-shed of Highway
101

Note: the term “rural,” as it is referred to above, implies that land is located
outside the current South Coast UGB. “Urban” sending sites could be designated at
the community plan level.
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A TDR Program for Naples

May 11, 2007

Introduction

This paper is intended to supplement and expand upon the Draft TDR Program
Framework authored by Solimar in February 2007."

The Framework sketches a five-step process for implementing TDR at Naples. The
recommendations outlined in this paper describe a complementary TDR process and
address two fundamental questions that were raised in the Framework: (1)isaTDR
program at Naples mandatory or discretionary; and (2) which lots are considered by a
TDR program — “Grid” lots, “MOU” lots, or “Alt 17 lots. This paper also discusses
implementation of TDR under a finding of partial feasibility. Partial feasibility is not
discussed in the Working Group Framework.

The Framework does purport to answer question # (1) ~TDR is considered discretionary
on the land-owner. The Naples Coalition and Surfrider, however, read LCP Policy 2-13
to impose mandatory TDR program participation on any land-owners requesting County
re-evaluation of AG-TI-100 zoning designation for residential development at Naples.
Ultimately, the choice of mechanism whereby TDR functions — and the level of success
that TDR can achieve — is contingent on finding the program mandatory or discretionary.

The Framework first poses and then leaves question # (2). This paper will argue that
pursuant to LCP Policy 2-13, not only is TDR program participation mandatory on a
land-owner requesting re-evaluated zoning designations for Naples townsite lands, the
value of existing “Grid” lots is an appropriate baseline for establishing the value of the
development rights to be transferred under the TDR program. '

Section I describes the Working Group Framework five-step process. Section II explains
why TDR program participation is mandatory under LCP Policy 2-13, and how a
mandatory TDR program is necessary to achieve the goals and objectives identified in the
Framework. Section III describes components of a process for mandatory TDR
participation, incorporating the five-step process identified in the Framework.

I. Working Group TDR Framework
The purpose of the TDR Framework 1s to:

“[Outline] a TDR Program for Santa Barbara County as it processes the proposed
Santa Barbara Ranch (Naples) project”

and

! Solimar Research Group, Drafi Naples TDR Program (Feb. 2007) (hereinafter “TDR Framework™).



“come up with a TDR Program that not only addresses LCP Policy 2-13 but also
possibly creates a framework for a TDR program that [is potentially applicable to
sites other than Naples and which] survives and persists into the future.”

TDR Framework at iii, 2.

According to the Framework, the goal of a TDR program 1s “extinguishment of
development rights at the Naples town site pursuant to LCP Policy 2-13 and the
[following] objectives”:

“Preservation of lots visible from Highway 101.”

“Preservation of lots located within the Coastal Zone.”

“Preservation of lots located on the bluff south of Highway 101.”

“Preservation of lots located on productive agricultural land.”

“Preservation of lots within or near environmentally sensitive habitat.”

The Working Group has proposed a five-step process for creating a TDR program at
Naples:

1. “Create the Transferable Development Credit (TDC) commodity.”

2. “Establish TDR discretionary process.”

3. “Establish a TDR bank to ‘regulate’ the commodity market.”

4. “Establish amenity funds for receiving area neighborhoods.”

5. “Ensure policies to mitigate investment risk and retain commodity value.”
Some of these steps are not necessary for a working TDR process. For example, while
amenity funds might make a TDR program more attractive to communities with receiving
sites, TDR is not contingent on the implementation of amenity funds.
For the purposes of this paper, we can assume that Steps 1, 2 and ultimately 3 are the
only necessary components of a TDR program at its inception. In this instance, we refer
only to the component of Step 2 whereby receiving sites are screened for suitability ~ i.e.,

establishment of TDCs is discretionary, whereas TDR is mandatory at Naples.

II. TDR is Mandatory under LCP Policy 2-13



LCP Policy 2-13 directs the County to discourage residential development at Naples, and
to encourage and assist in the implementation of a TDR program. If TDR is infeasible,
Policy 2-13 permits the County to evaluate a rezone from AG-II1-100.

Because a rezone 1s only contemplated after a finding of TDR infeasibility, it follows that
a feasible TDR program would preclude a rezone. In the event of partial feasibility of the
TDR program, those lands that can feasibly have their development rights transferred
under the TDR program should not be subject to a rezone, while fairness would require
that those lands for which transfer of the development rights is not feasible should be
allowed to proceed with the rezone and perfection of their entitlements.

The question of voluntary vs. mandatory TDR is addressed by the process notes below —
conditional deed restrictions on “protected” lots become a necessary consequence of
project approval. TDR is voluntary in that there is no obligation to participate if a
landowner remains subject to current entitlements — it becomes mandatory when a land-
owner seeks re-evaluation of the zoning designation for Naples townsite lots under Policy
2-13.

III. Process Components for a Mandatory TDR Program at Naples
1. Grid valuations.

Because LCP Policy 2-13 requires consideration and implementation of any feasible
TDR program before re-evaluation of existing zoning on Naples townsite lands, the
actual transferable development rights contemplated herein should be based on the
existing condition of the lands and lots within the Naples townsite — i.e., the “Grid” lots
reflected on the Official Map adopted by the County in 1995.

A valuation of the Grid lots in their existing condition should take into account physical
and regulatory constraints, including some acknowledgement that certain lots may not be
developable. Other lots will likely be constrained in ways that allow some limited
development and consequent partial economic return. Discounts for future uncertainty in
development entitlements, such as may be associated with physical characteristics of each
lot?, and policy constraints® should be considered in the valuation.

Valuation should be performed by an independent, qualified professional in the form of a
peer reviewable report on valuation. The end product of the valuation process will be a
number or a range of numbers that establish the cumulative value of development rights
that are to be transferred pursuant to Policy 2-13.

2. Assess sources and timing of funds for acquisition.

?E.g., geological constraints limiting septic system use, cultural resources, noise, air pollution and safety
exposure profiles, etc.

* E.g., restrictions on, or permitting requirements for the use of unified water and sewer systems,
constraints on development from visual policies, agricultural resources issues, etc.



Neither the County nor any individual municipality has an operating TDR program or
bank that could immediately accumulate funds and/or identify receiving sites for a Naples
TDR Program. Once a TDR ordinance is adopted and an operational plan for banking is
in place, a “Source of Funds” analysis should be completed. This analysis, which should
include a public review and comment stage, will estimate what resources could become
available over the relevant time period for purchase of development rights at Naples. As
identified in the TDR Framework, funds will be derived from sources including
capitalization of the TDR bank, contributions and loans from public agencies and private
individuals, and the sale of TDCs. It is assumed that revenues to the program will be
small at first, but once the program demonstrates utility and establishes a revolving

market for TDRs and TDCs, including any necessary mid-course corrections, revenues
will grow.

A self-adjusting mechanism for overly optimistic forecasting will be described below.
An optimistic forecast will allow the program and bank to grow through its formative
years, while the mechanism described below will insulate land-owners from bearing the
cost of an unreasonably high estimate of funding availability.

A key component of the Source of Funds analysis is the time frame over which funding is
forecast. As stated, the program must weigh land-owners’ desire to receive retarn on
investment with the practical reality of launching TDR. For the purposes of discussion,
we suggest a window of eight years after the Coastal Commission has approved the
program. Temporary restrictions of six years have been found to not constitute a taking —
for example, the Tahoe decision suggested that six years could be an appropriate period

for “holding” development — each circumstance, of course, must be evaluated on
individual grounds.*

Eight years is comparable to the minimum length of time required to process a large
complex development in the Coastal zone. It is also a reasonable period of time for this
project — it took over a decade just for landowners to develop the submittal of a complete
development application following the County’s 1995 recognition of the Official Map.
TDR programs require time to work, and may need mid-course program adjustments to
maximize effectiveness. Eight years is a reasonable period of time for the program to be
initiated and reach full functionality. This period allows opportunity for adoption and
implementation in other jurisdictions, and any necessary program adjustments.

Note that eight years is not the finite duration of a TDR program established by ordinance
(which program may be open-ended if other community uses of TDR funds are
identified), but simply the interval over which funding is forecast and represents the

entire duration of the Naples TDR program and the concomitant interim restrictions on
development detailed below. It is also important to understand, as will be illustrated

later, that there would be developer returns beginning in the first year.

* Tahoe-Sierra Preservation Council v. Tahoe Regional Planning Agency, 535 U.S. 302, n.36 (2002)

(citing First English Evangelical Church of Glendale v. County of Los Angeles, 210 Cal. App.3d 1353
(1989). .



3. Perform present value calculation of future funding.

The concept here is simple. If a source of funds provides, say, $100,000 today, that is
more valuable than having that same amount available five years from now. Soitis
appropriate to discount projections of funding into the future, and we would recommend
using an index like the prime rate.

4. County determination of feasibility.

A determination of feasibility would follow from an estimated Source of Funds that is
equal to or larger than the cumulative TDR value at Naples identified in our first point. If
there is enough funding forecast to retire all the development rights at Naples, then a
TDR program will be feasible.

If the Source of Funds analysis identifies a number that is lower than the cumulative
value of the development rights at Naples, but that is still large enough to retire some
development rights, then a finding of partial feasibility ensues. A threshold for partial
feasibility may be appropriate, but if so, a minimum threshold of one lot - 1.€.,
development rights retired through conversion and sale as TDRs from one “Grid” lot —
would be sufficient to establish partial feasibility. Any transfer of development rights
from Naples would address further compliance with the requirements of LCP Policy 2-
13, in addition to supporting the second objective identified by the Working Group in its
Framework — to create “a framework for a TDR program that [is potentially applicable to
sites other than Naples and which] survives and persists into the future.” TDR
Framework at iii, 2.

5. Process the EIR and conditional approval of entitlements based on rezone.

This paper does not address the decision-making process whereby the MOU project or
one of the Alternatives 1 through 6 is identified as the environmentally preferred project,
except to require that the preceding valuation and funding exercises should be integrated
into the environmental review and project approval process. For example, if it appears
that half the project (in terms of Grid lot development values) could be feasibly
transferred through TDR, then a clustering option for the remainder might end up
becoming the environmentally preferred project. If such an alternative were not
articulated in the FEIR, a supplemental EIR or addendum would be prepared prior to
final project approval.

The County must use a two-step process of considering and issuing any entitlements
based on a rezone. A preliminary finding of TDR feasibility is made, based on the Grid
lots® development rights valuation, in part or in full. If partial TDR is feasible, the
County entitlement process must condition prioritized lots’ rezone-enabled entitlements
on the Landowner’s irrevocable offer to sell any such newly rezoned lot’s development
rights to the TDR bank for the eight-year “hold” period. '



It is important that the EIR and project approval be processed through the County and the
Coastal Commission without any bifurcation of the project — the inland and coastal
portions be processed on the same timeline and neither should proceed to final approval
or construction independently. Given the reliance of Alt 1 inland lot development on
STPs and discharges in the coastal zone, development of the inland lofs is dependant
upon coastal development. This practical interdependence of the entire project ensures
that the final development project will be configured in the most environmentally
appropriate manner and reflect only the remaining development rights after the TDR
program retires as much development as possible in accord with LCP Policy 2-13.

6. Prioritize lot transfers.

The lots to be transferred will be those that remain after CEQA review and the

entitlement approval process. For example, if the County approves the MOU project, the
lots upon which development rights were to be extinguished through TDR would be a
portion of the 54 MOU (rezoned) lots tentatively approved by the County (i.e., less any
lots eliminated by mitigation measures or for other reasons during the EIR and
entitlement process). And if the County approved a clustering option, it would be the

pool of Grid lots defined as providing the specific development rights exercised by that
option.

These lots are then rank-ordered for preservation to reflect the relative importance
assigned by the community, County and Coastal Commission. For example, the
community and Coastal Commission have indicated that bluff-top lots are rank-ordered
before lots in the public view-shed which in turn are rank-ordered before lots outside the
coastal zone.

This step would be done after EIR certification but before County approval of any rezone
to ensure (1) that all feasible alternatives are considered and mitigation is imposed prior
to engaging the TDR program’s retirement of development rights, and (2) that TDR is not
used to cure policy conflicts or to mitigate significant project impacts that must otherwise
be avoided or mitigated to the maximum extent feasible pursuant to CEQA.

The outcome from this step is a rank ordering of all Grid lots, bundled to correlate with
the boundaries of any approved reconfigured or rezoned lots, with the most important
ones for protection at the top down to the least important at the bottom.

7. Assign TDR values to EIR project lots.

After the County has obtained valuation of the Grid lots, and after some lots were
1dentified as constrained or un-developable, it becomes appropriate to obtain valuations
of the lots that are ultimately approved pursuant to the re-evaluated zoning designation
and entitlement process. This is done by aggregating the valuations of any buildable
underlying Grid lots. For example, suppose there are four Grid lots (W, x,y, z) that form
one new lot A under the re-evaluated zoning designation and which is approved for
development. And suppose that lots w, x, and y each were valued at 1 million dollars in



step 1, and that lot z was deemed unbuildable in Step 5 because of ESHA reasons. The
values for w, x, and y are aggregated, and the 3 million dollar sum then becomes the
transfer value of lot A. This process is performed for all lots created under the re-
evaluated zoning designation and which are approved for development.

The result then becomes a list of the rezoned lots approved for development ordered by
their priority for protection. This would look something like:

Approved Grid Lot # &

Priority Lot# Transfer Value Cumulative Transfer Value
1 A w, X, ¥, 2= 3,000,000 3,000,000

F a, b, ¢ =2,500,000 5,500,000
3 C : q, j, | = 1,000,000 6,500,000

A discounted estimate of future funding has been obtained, and this amount is compared
to the “cumulative transfer value” from the list of approved, rezoned lots to determine
which approved, rezoned lots are within the estimated funding possibilities, and which
are not. For example, suppose the highest priority 20 approved, rezoned lots have a
cumulative transfer value of 50,000,000, that the Source of Funds estimate is 50,000,000,
and that there are 42 approved, rezoned lots in total. This analysis would indicate that the
highest priority 20 approved, rezoned lots were within the range of protection (the
“protected” lots) while the remaining 22 approved, rezoned lots were not.

8. Rezone with deed restrictions.

All of the lots are then rezoned as specified by a new Naples Planned Development Zone.
The lots that are “protected” are encumbered by individual interim deed restrictions or
similar legal encumbrance on exercise of entitlement approval. A deed restriction or
encumbrance temporarily stays development of the lot until the restriction is removed.
Those lots that are not protected are available for development subject to the normal
permitting processes.

9. Annual administration.

Suppose that a Source of Funds estimate (after discounts) looked like this:

Year 1 1 million
Year 2 3 million
Year 3 6 million
Year 4 7 million
Year 5 8 million
Year 6 8 million
Year 7 10 million

Year 8 10 million



For purposes of this example, assume that the TDR program 1s now in place and
generating funding. At the end of Year 1, the amount raised is used to purchase
development rights starting with the highest priority lots. If at least one million dollars
was available, then there is no change to any of the interim deed restrictions on protected
lots. But suppose the projection of one million dollars was not obtained, and at the end of
the year no dollars were available. Arguably the funding estimate was too optimistic by
one million dollars. An adjustment is now made, starting with the lowest priority
“protected” lot. Assume that that lot (lot 20 in our example), had a transfer value of one
million dollars. At the end of year 1, the deed restriction for that lot is removed and it
becomes unprotected and available for development.

This mechanism is intended to adjust automatically for any overly optimistic funding
estimates. That is, when the cumulative amount raised is less than projected, then
potentially there is removal of deed restrictions in recognition of the funding realities.
Note that this computation should be cumulative (e.g., if 2 million was raised in year 1
and 2 million in year 2, there would be no removal of deed restrictions since the total
amount of 4 million was at least as much as forecast, even though in the second year the
amount raised was less than forecast for that year.)

In short, the developer is having carrying costs of protected lots covered during the term
of the TDR program by increased levels of return at the end of the TDR funding period.

10. Conclude TDR at Naples.

At the end of the TDR program time frame at Naples, any protected lots that remain with
deed restrictions have those restrictions removed. It is anticipated that the TDR
program(s) within the County and municipalities could continue for preservation of
additional open space beyond Naples, and Naples Landowners could engage in voluntary

sales of development rights to the TDR bank or other conservation purchasers, with any
available funds.
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Article 35.9 - Santa Barbara County Land Use
Development Code

Drafit Naples Transfer of Development Rights (TDR)
Ordinance

A Chapters:

35.90.010 TDR Program Purpose and Intent
35.90.020 Definitions

35.90.030 TDR Administrator

35.90.040 Sending Sites

35.90.050 Receiving Sites

35.90.060 County Restrictions on Re-zones
35.90.070 . Amenity Funds

35.90.080 TDR Bank

35.90.090 Inter Jﬁrisdictional Agreements

(Note: Ordinance format is preliminary and final codification is subject to change
pending review by County Counsel).



35.90.010 TDR Purpose and Intent
A. Program Purpose and Intent

The provisions of Article 35.9 implement the transfer of development rights (TDR)
program. The program’s objective is to transfer development potential from eligible
Naples townsite lots to eligible receiving sites along the South Coast of Santa Barbara
County in furtherance of Local Coastal Plan Policy 2-13. The overriding purpose is to
extinguish the rights to develop Naples lots determined to have the greatest public benefit
by the Board of Supervisors.

B. Program Description

The TDR program 1s a market-driven program involving willing sellers and willing
buyers. Landowners are not obligated to use the program but may participate voluntarily.
The TDR program allows for eligible sending site (parcels targeted for preservation)
property owners to sever the development right(s), as defined in this ordinance, from the
bundle of rights associated with land ownership. If they choose to participate in the
program, sending site land owners are compensated, at fair market value, for the lost
development potential through market sales of those development rights. Once the
development rights are sold, the land is protected from future development in perpetuity
with a conservation easement. Sending site landowners are incentivized to participate
since they can forego the lengthy and often costly development approval and building
process yet receive payments commensurate with the realized profits of their property
built to its highest and best use.

Eligible receiving sites (parcels to accommodate development) in the unincorporated
areas of the County may be developed at higher densities than otherwise allowed under
current zoning with requisite purchases of “density credits.” So called receiving site
developers are incentivized to participate since they are able to realize greater profits
through enhanced entitlements.

Cities that adopt plans and ordinances to allow for increased density on receiving sites
may opt to participate in the County’s TDR program through legally binding inter-
jurisdictional agreements

C. Program Goals

1. The primary goal of the TDR program shall be to transfer the maximum number of
development rights from Naples lots that serve one or a combination of the following
objectives — as determined and prioritized by Resolution of the Board of Supervisors
— onto properties more suitable for development that lie within or adjacent to the
existing South Coast Urban Growth Boundary.

a. Preservation of Naples lots most visible from Highway 101.



Preservation of Naples lots located within the Coastal Zone.

Preservation of Naples lots located on the bluff south of Highway 101.
Preservation of Naples lots located on productive agricultural land.
Preservation of Naples lots within or near environmentally sensitive habitat.

o Ao o

2. In order to facilitate the primary goal, it is a secondary goal of this ordinance to create
a market for development right transfers within the Gaviota Coast region. Once
Naples development right transfers to existing urban areas are fully exhausted, the
Program shall seek to extinguish development rights at Naples by transferring
development potential onto rural properties within the Gaviota Coast that do nor
meet the criteria below. The Board shall decide when such transfers are appropriate as
indicated in Section 35.90.050.A.3 of this Article.

a. Rural lands possessing: sensitive natural resource value, prime
agricultural/grazing land, and coastal bluffs
b. Rural lands that lie within the public view-shed of Highway 101

35.90.020 Definitions

Sending site: Legal lots identified by the County pursuant to Section 35.90.040, the

underlying development rights to which, at the landowner’s discretion, may be severed
and sold to the TDR Bank.

Development right: One of the bundle of property rights associated with land ownership
that legally entitles a landowner to develop his/her property in accordance with the local
government zoning regulations. For purposes of this Article, a development right is
limited to principal permitted uses that entail physical alteration of real property
including residential, commercial and industrial uses; provided, however, that open
space, grazing and agricultural crop production are expressly excluded.

Transferable development right (TDR): Development rights - as defined in this article
- from sending sites that can voluntarily severed from the bundle of rights associated with
the property’s ownership at the initiation of the landowner and sold to the TDR Bank.

Conservation Easement: A legal deed restriction recorded on the title to the property

that severs in perpetuity the right to develop dwelling unit(s), commercial, and/or
industrial facilities on said property.

Receiving site: Legal lot(s) the County (or participating City) has determined to be
appropriate for increased development density with the purchase of transferable
development credits.



Transferable development credit (TDC): A certificate which grants one additional
dwelling unit above base density - on specified receiving sites - that can only be
purchased from the TDR bank.

Base Density: The allowed number dwelling units on the receiving site under the
property’s current zoning.

TDC Density Bonus: The number of additional units above base density — for a County
approved receiving site project — that can be built with the purchase of TDCs.

TDR Bank: The entity established and given authority by the County to buy TDRs and
sell TDCs.!

TDR Administrator: The party identified by Resolution of the County Board of
Supervisors to oversee the TDR Program.

Rural and Urban Areas: Rural and urban areas as identified by the County in its
Comprehensive Plan and Coastal Land Use maps.

Amenity Funds: A percent of the revenue collected from TDR Bank sales of TDCs that -
are set aside to fund infrastructure and park/recreational enhancements in receiving site
neighborhoods as both an incentive and reward for accepting increased density.

Inter-jurisdictional Agreement: A legal agreement to transfer development potential
between the County and a participating City. The agreement articulates the conditions
tied to the transfer of development rights to ensure that both jurisdictions mutually
benefit. .

Naples townsite: The area encompassed by the Official Map of Naples approved by the
County Board of Supervisors on October 3, 1995, and filed for the record on December
19, 1995, in Book 99, at Pages 4 through 9 of Maps.

Grid lots: Legal lots recognized under the Official Map of Naples and shown on record
documents in the office of the County Recorder appearing in Book 99, at Pages 4 through
9 of Maps.

Naples lots: One or a combination of: (i) Grid lots; or (ii) reconfigured lots resulting
from lawful mergers, line adjustments and re-division approved by the County in
connection with rezoning of all or part of the Naples townsite pursuant to Local Coastal
Plan Policy 2-13.

Participating City: An incorporated municipal jurisdiction within the County of Santa
Barbara which has entered into an Inter-Jurisdictional Agreement to participate in the
TDR Program.

"It has yet to be determined whether the Bank is run by a non-governmental agency, such as a local land
trust or national conservation organization, or is managed under County auspices.



35.90.030 TDR Administrator

The County shall designate a TDR Administrator by Resolution of the Board of
Supervisors to process all sending and receiving site applications. The designation may
be changed from time to time at the convenience of the Board.

35.90.040 Sending Sites
A. Sending site eligibility
Properties that qualify as eligible sending sites that meet all the criteria below:

1. Lots within the Naples townsite that the Board prioritizes for transfer according to
section 35.90.010 Goal #1.2

2. Iflots have not received approval for rezoning from their current agricultural
designation pursuant to Local Coastal Plan Policy 2-13, then only the development
rights that correspond to the existing “Grid” pattern under the Official Map shall be
transferred. If rezoning occurs as provided under Local Coastal Plan Policy 2-13, then
the development rights associated with the rezoning and lot reconfigurations (if any
such lot reconfigurations are concurrently approved) shall be subject to transfer.

3. All Eligible Naples lots shall be ranked-ordered as to their priority for transfer by
Resolution of the County Board of Supervisors. The rank shall determine the order by
which the Bank purchases TDRs from sending sites.

B. Allocation of TDRs to Sending Sites

Each eligible Naples parcel shall be entitled to one transferable development right (TDR).
Each TDR shall represent the legal right to build a primary and secondary dwelling unit
on a legal lot which can be voluntarily severed from the bundle of rights associated with
the property’s ownership at the initiation of the landowner. Sending site TDRs shall only
be sold to the TDR Bank.

2 Note to Working Group: to assist the Board and inform its decision regarding which Naples lots to
prioritize for transfer, a map of Naples lots with estimated development right values shall be created. This

value map shall use value estimates from the updated 2007 TDR feasibility Study to inform the Board in its
sending site deliberations).



C. Sending Site Application Process

1.

Landowners of parcels that meet the eligibility requirements under section
35.90.040(A) and desiring to sell their TDRs shall file with the TDR Administrator an
application containing two copies of a preliminary title report concerning the parcel
with its current owners. '

Notice of eligibility. Following submittal of an application, the TDR Administrator
shall prepare a written notice to the applicant which confirms the lot(s) as those the
Board has approved, the lots priority rank, and a statement of the number of TDRs
that can be allocated to each approved Naples sending lot.

. Record of Conservation Easement. TDRs shall not be officially recognized as

attached to sending sites until such time as a conservation easement, subject to review
and approval by County Counsel, is recorded as a deed restriction on the property
title. The easement must sever, in perpetuity, the development right(s) from
ownership of the property.

Issuance of Sending Site Certificate. Following recordation of a conservation
easement(s), a certificate allocating TDRs shall be issued to the owner(s) of the
property by the TDR Administrator. A TDR certificate shall be issued for each TDR
assigned to a legal lot as determined by 35.90.030(B) that has a recorded a
conservation easement; the certificate shall include a full legal lot description and its
respective priority ranking.

Sending site TDRs shall only be available for purchase by the TDR Bank, in order of
their respective prioritization, after a certificate allocating TDRs has been 1ssued to
the lot owner(s) by the Administrator.

35.90.050 Receiving Sites

A. Receiving site eligibility

1.

Unincorporated County Sites. Unincorporated properties that qualify as eligible
receiving sites to exceed base zoning density through the purchase of Transferable
Development Credits (TDCs), as defined in section 35.90.020 of this ordinance, must
meet all the following criteria:

a. The site must be located within the County’s South Coast Housing Market
Area (HMA) as delineated in the County’s Housing Element,’

b. The site must be within or adjacent to a designated urban area

c. The developable footprint of the site must have less than 30% slope

% Note to Working Group: as we discussed this can be amended to include areas outside the immediate
South Coast in the future if so desired.



