














CAPITAL REVENUE FORECAST

CONSTRUCTION ACTIVITY PROJECTIONS (CONT’D.)

A summary of the PBCE Department construction activity projections and the corresponding
revenue estimates are provided below. It should be noted that due to the highly volatile nature of
the construction market, the reliability of the estimates can be expected to decline over the period
of the forecast. The Department intends these to be interpreted as “ball park™ estimates of the
most likely state of the local economy based on current information. As new information
becomes available, these estimates will be refined.

A.

Residential Construction Activity

A significant portion of development-related revenue in San José has traditionally been
generated by residential construction. Permit activity in 2007-2008 in this sector showed
a sharp decline, with total construction valuation falling to its lowest level since 1982.
When compared to the prior year, the number of building permits issued totaled 1,545 for
new dwelling units. This represented a decrease of 52% from the 2006-2007 totals of
3,214 reflecting the national recession and the extreme distress in the real estate market.
Significant declines in both multi-family and single-family construction activity were
almost equal, with multi-family building permits declining by 51% from 2,669 units in
2006-2007 to 1,300 units in 2007-2008. A decline of 55% for single-family permits
occurred with 545 units in 2006-2007 to 245 units in 2007-2008. In 2008-2009, the real
estate slowdown is expected to continue to have a significant negative impact on the
number of permits issued, with a decrease to an estimated 1,500 new units.

PBCE expects residential construction activity to generate a total of 11,250 units over the
five-year period. This activity level represents a decline, driven by both multi-family and
single-family markets, compared to the 14,500 units included in the 2009-2013 Forecast.
This activity level represents a particularly significant decline from the actual levels
experienced in peak years, which reached a high of 5,842 units in 1997-1998.

During the near term, residential activity is expected to remain weak as low builder and
consumer confidence, falling home prices, rising unemployment, unsold inventory, and
widespread foreclosures continue to outweigh demand. In this Forecast, a total of 10,000
multi-family units are expected reflecting the construction of higher density housing in
the downtown area and North San José. Reflecting an expected decline in home prices,
rising inventory, and credit tightening; only 1,000 new single-family dwellings are
anticipated. This figure represents a 50% decrease from the 2,000 anticipated in the
2009-2013 Forecast and a significant decrease from the 1,500 anticipated in the 2008-
2012 Forecast and 4,250 anticipated in the 2006-2010 and 2007-2011 Forecasts. The
following chart shows the number of units, by housing type, anticipated in San José
through 2013-2014.
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CONSTRUCTION ACTIVITY PROJECTIONS (CONT’D.)
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B. Commercial Construction Activity

In 2007-2008, commercial construction activity totaled $342 million, only a slight
decrease from the 2006-2007 level of $220 million (adjusted to 2008 dollars) but a huge
drop (72%) from the peak reached in 2000-2001 of $765 million. Planning staff expects
commercial activity to experience a further decline in 2008-2009, with permit valuation
estimated to reach $250 million.

Over the forecast period, commercial construction is expected to decrease slightly to $225
million in 2009-2010 and remain flat with anticipated valuations of $225 million through
the remainder of the five-year period represented in the forecast (see the chart on the
following page). The total commercial valuation projected in this forecast is $1.13
billion, which is significantly below the $1.65 billion estimated in the previous five-year
forecast. As discussed in the attached report provided by the PBCE Department, the
outlook for commercial construction activity is expected to remain flat with declining
sales revenues, rental rates, and occupancy rates weighing on demand for new space. The
major expansion planned for Valley Fair Shopping Center is expected to continue at a
slower pace. Some pending developments continue to remain in the pipeline. These
include a proposed downtown grocery outlet, a new five story office building at Santana
Row, and continuing construction of Vietnam Town Shopping Center on Story Road. It
should be noted that recent information from the Office of Economic Development
indicated that the San José commercial office vacancy rate was 14.3% and the
commercial retail vacancies totaled 4.2%. The commercial retail vacancy figure,
however, does not take into consideration large vacancies expected from larger stores
such as the Mervyn’s and Circuit City bankruptcies.
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Industrial Construction Activity

Industrial construction activity in San José has also experienced a dramatic decline since
the peak in 2000-2001. In 2002-2003, permit valuation reached a low point of only $82
million, a precipitous drop from the peak of $531 million in 2000-2001. In 2004-2005, a
slight recovery was experienced with permit valuation reaching $152 million and
continued to grow to $242 million in 2006-2007 and $272 million in 2007-2008. A slight
increase is expected in 2008-2009, with permit valuation projected to reach $300 million
this year and then decreases to $200 million throughout each of the five-years in the
Forecast. The total industrial valuation over the forecast is estimated at $1.0 billion,
which is slightly below the $1.1 billion estimated in the last forecast. As discussed in the
attached report provided by the PBCE Department, activity in this area is expected to
decrease over the forecast period from the moderate levels in the past two years. With the
continued national recession, no new major groundbreakings are anticipated in the near
term and permit valuation is expected to return to the low levels seen earlier in the
decade. Recent information from the Office of Economic Development indicated that the
San José vacancy rate for industrial space was 6.4%.

The following graph illustrates the level of projected construction activity by type (not
including exemptions).

Projected Construction Valuation, by Type
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CAPITAL REVENUE FORECAST

MAJOR DEVELOPMENT ACTIVITY DATA

As part of the attached Development Activity Highlights and Five-Year Forecast (2010-2014)
document prepared by the PBCE Department, information is provided on development activity
that serves as the foundation for their forecast. Data is provided on the major projects
(residential projects greater than 50 units, commercial projects greater than 25,000 square feet,
and industrial projects greater than 75,000 square feet) and is broken down by the three major
land use categories — residential, commercial, and industrial. The projects are further subdivided
into four categories based on their status (completed, under construction, approved but not yet
commenced, and pending City approval). In addition, individual maps are provided for each of
the 15 planning areas in the City that show the projects in all status categories submitted since
January 1, 2005. These maps can be used in conjunction with the activity data to help analyze
the rate, type and location of major development activity in San José.

BUILDING AND STRUCTURE CONSTRUCTION TAX

The Building and Structure Construction Tax is imposed upon the construction, repair or
improvement of any building or structure where a building permit is required. Current rates are:

1)  Residential - 1 3/4% of 88% of the Building Official’s valuation.
2)  Commercial - 1 1/% of the Building Official’s valuation.
3) Industrial - 1% of the Building Official’s valuation.

The proceeds from the Building and Structure Construction Tax are restricted by ordinance for
use for traffic capital improvements on major arterials and collectors. These improvements can
include the acquisition of land and interest in land and the construction, reconstruction,
replacement, widening, modification and alteration (but not maintenance) of City streets. This
tax revenue provides the Traffic Capital program with funds to complete major street
infrastructure projects, particularly those that improve the Level of Service (LOS). LOS refers to
the efficiency with which streets and roadways accommodate peak level traffic.

Based on the construction activity forecasts supplied by the PBCE Department and an analysis of
actual collection patterns, the five-year projection for the Building and Structure Construction
Tax collections totals $39.5 million, with annual proceeds ranging from $6.5 million to $8.5
million. The five-year revenue projection represents a decrease of approximately $8.9 million
(18%) from the estimate included in the 2009-2013 Adopted CIP. While collections are
expected to improve slightly over the forecast period, the lower projected activity levels reflect
the national recession and real estate slowdown and are still well below the peak levels
experienced a few years ago. For instance, the 2008-2009 revenue estimate of $6.5 million for
this tax is a drop of over 60% from the actual receipts in 2000-2001 of $17.4 million.

A comparison of the five-year forecast with actual collections in previous years for the Building
and Structure Construction Tax is shown in the chart in the following section.
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CONSTRUCTION EXCISE TAX

The Construction Excise Tax (also referred to as the Commercial-Residential-Mobile Home Park
Building Tax) is imposed upon the construction, alteration, repair or improvement of any
building or structure, which is for residential or commercial purposes or is associated with a
mobile home. This general purpose tax may be used for any “usual current expenses” of the
City. However, the City Council has historically used the majority of these funds for traffic
improvements. The current rates are:

1)  Residential - 2 3/4% of 88% of the Building Official’s valuation.
2)  Commercial - 3% of the Building Official's valuation.

Unlike the Building and Structure Construction Tax, this tax does not apply to industrial
development. As a result, changes in industrial building activity do not affect these tax receipts.

As mentioned above, this tax is a general fund tax that can be used for any purpose. The
majority of the proceeds have generally been used for a variety of essential Traffic Capital
projects that cannot be funded by the Building and Structure Construction Tax or grants. Typical
projects funded with this tax include street maintenance and resurfacing, streetlights, bicycle and
pedestrian facilities, and most strategic planning programs, which improve the City’s ability to
obtain State and federal grants. A portion of these taxes have also been regularly used to help
balance General Fund problems during times of financial stress on that fund.

Based upon the construction projections provided by the PBCE Department and actual
collections on this tax, Construction Excise Tax collections are projected to total $43.0 million
over the five-year forecast period. This collection level represents a significant decrease of $27.0
million (39%) from the 2009-2013 Adopted CIP. This decrease reflects the assumption that the
recession and real estate slowdown will continue to impact development in the near-term,
recovering slightly over the remainder of the forecast period.

Major Construction-Related Tax Revenues
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CAPITAL REVENUE FORECAST

RESIDENTIAL CONSTRUCTION TAX

The Residential Construction Tax is imposed upon the construction of residential dwelling units
and mobile home lots in the City. The rates are imposed on each dwelling unit and differ
according to the number of units located in the building. Rates vary from $90 for each dwelling
unit in a multiple dwelling of at least 20 units to $180 for a single-family residence.

This tax is collected and placed in the Residential Construction Tax Contribution Fund and is
used to reimburse developers that have constructed a wider arterial street than their residential
development required. The funds are also used to construct median island landscaping and other
street improvements.

Based upon construction estimates by the PBCE Department and the actual collection pattern for

this tax, $600,000 in revenue is expected over the five-year period of this forecast. This amount
is slightly below the 2009-2013 Adopted CIP revenue estimates of $990,000.

SANITARY SEWER CONNECTION FEE

The Sanitary Sewer Connection Fee is charged for connecting to the City’s sewer system. The
fees collected may only be used for the construction and reconstruction, including land
acquisition, of the San José sanitary sewer system. The fee is based on the number of single and
multi-family residential units built and the acres developed on commercial and industrial
properties.

The 2010-2014 projection for this fee is $3.8 million, which is a 33% overall decrease from the
2009-2013 CIP estimate of $5.6 million. In addition to being affected by the lack of a significant
rebound in development activity, this category is particularly impacted by a drop in the amount of
projects involving undeveloped parcels for which these fees are assessed. Property that is being
redeveloped typically is not subject to the fee.

STORM DRAINAGE CONNECTION FEE

The Storm Drainage Connection Fee is charged to the owner of any land that discharges storm
water, surface water or ground water runoff into the City's storm drainage system. The fees are
charged by acreage or lot and vary by land use and by the number of units located in the
development. Storm Drainage Connection Fees may only be used for the construction,
reconstruction, land acquisition and maintenance of the San José storm drainage system. The
five-year forecast for Storm Drainage Connection Fees is $1.1 million, which is a decrease from
the estimate of $1.9 million included in the 2009-2013 CIP. Over the five-year forecast period
these fees are projected to rise from $125,000 in the first year of the forecast period to $250,000
in the fifth year.
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STORM DRAINAGE CONNECTION FEE (CONT’D.)
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Construction-Related Revenue

2010 -2014
(in $ thousands)
2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 | | 5 YrTotal

Construction and Conveyance Tax
2009-2013 ADOPTED CIP 23,000 23,000 25,000 25,000 25,000 N/A 121,000

[ 2010-2014 FORECAST 19,000 20,000 20,000 22,000 22,000 22,000 106,000 |
Difference (4,000) (3,000) (5,000) (3,000) (3,000) N/A (15,000)
Building and Structure Construction Tax
2009-2013 ADOPTED CIP 8,705 9,753 9,873 10,023 10,042 N/A 48,396

[ 2010-2014 FORECAST 6,500 6,500 7,500 8,500 8,500 8,500 39,500 |
Difference (2,205) (3,253) (2,373) (1,523) (1,542) N/A (8,896)
Construction Excise Tax
2009-2013 ADOPTED CIP 12,975 13,974 14,223 14,415 14,439 N/A 70,026

[ 2010-2014 FORECAST 7,000 6,500 8,000 9,500 9,500 9,500 43,000 |
Difference (5,975) (7,474) (6,223) (4,915) (4,939) N/A (27,026)
Residential Construction Tax
2009-2013 ADOPTED CIP 150 211 206 211 212 N/A 990

[ 2010-2014 FORECAST 100 100 125 125 125 125 600 |
Difference (50) (111) (81) (86) (87) N/A (390)
Sanitary Sewer Connection Fee
2009-2013 ADOPTED CIP 907 972 1,167 1,257 1,296 N/A 5,599

[ 2010-2014 FORECAST 500 500 700 850 850 850 3,750 |
Difference (407) (472) (467) (407) (446) N/A (1,849)
S?orm Drainage Connection Fee
2009-2013 ADOPTED CIP 309 331 397 425 441 N/A 1,903

[ 2010-2014 FORECAST 125 125 175 250 250 250 1,050 |
Difference (184) (206) (222) (175) (191) N/A (853)
TOTAL
2009-2013 ADOPTED CIP 46,046 48,241 50,866 51,331 51,430 N/A 247914

[ 2010-2014 FORECAST 33,225 33,725 36,500 41,225 41,225 41,225 193,900 I
Difference (12,821) (14,516) (14,366) (10,106) (10,205) N/A (54,014)





