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BUSINESS OF THE COUNCIL OF THE CITY OF HALF MOON BAY 
 

AGENDA REPORT 
 

For meeting of:  October 4, 2022 

 
TO:  Honorable Mayor and City Council 
 
VIA:  Matthew Chidester, City Manager       
 
FROM:  Jill Ekas, Community Development Director 
  Mike Noce, Housing Coordinator 
      
TITLE: 555 KELLY AVENUE AFFORDABLE HOUSING DEVELOPMENT – DECLARE CITY 

OWNED PROPERTY AS EXEMPT SURPLUS LAND PURSUANT TO GOVERNMENT 
CODE SECTION 54221(f)(1)(A) AND AUTHORIZE THE CITY MANAGER TO 
EXECUTE AN EXCLUSIVE NEGOTIATIONS AGREEMENT BETWEEN THE CITY AND 
MERCY HOUSING CALIFORNIA TO ENABLE PREDEVELOPMENT ACTIVITIES  

______________________________________________________________________________ 
 
RECOMMENDATION: 
Adopt two resolutions to:  
1. Declare property owned by the City as "exempt surplus” land, pursuant to Government Code 

§ 54221(f)(1)(A), 54221(b), and 37364 located at 555 Kelly Avenue (APN 056-150-200) and a 

portion of the property located at 535 Kelly Avenue (APN 056-150-220) (the “Site”) and 

depicted in Exhibit A of the resolution, as the City intends to lease the property for the 

development of affordable housing (Attachment 1), and;  

2. Authorize the City Manager to execute an Exclusive Negotiations Agreement (ENA) between 
the City and Mercy Housing California (Mercy Housing) to enable predevelopment activities 
to be undertaken for an affordable housing development project on the Site and provide for 
a period of time in which to negotiate a development agreement between the parties 
(Attachment 2). 

 
FISCAL IMPACT: 
The fiscal impact of this action is limited to staff and consultant time to prepare necessary 
agreements, loan documents, and related materials. This action may lead to City Council 
authorization to provide funding to Mercy Housing from the City’s Affordable Housing Fund 
(AHF), not to exceed one million dollars ($1,000,000) for predevelopment activities, to support 
development of an affordable housing project on the Site, and to convey the City-owned site to 
Mercy Housing, or an affiliate of Mercy Housing, through a long-term ground lease. The Mercy 
Housing financing proforma requests a funding commitment total of $2 million from Half Moon 
Bay – in addition to donation of the land – and outlines their intent to seek funding from 
multiple sources, including a request of up to $3.32 million from San Mateo County. This 
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combination of funding sources is required to reach feasibility for the project. Currently, the 
City’s Affordable Housing Fund has a balance of $2.16 million. Any funding issued for 
predevelopment activities will be considered part of the City’s overall $2 million contribution to 
the project, which is subject to City Council approval.  
 
STRATEGIC ELEMENT: 
This action supports the Healthy Communities and Public Safety, and Inclusive Governance 
Elements of the Strategic Plan. 
 
BACKGROUND: 
555 Kelly Avenue was purchased by the City in 2017. It is a rectangular parcel located south of 
the City’s Ted Adcock Community Center adjacent to Shoreline Station. The property’s lot area 
is approximately 6,200 square feet and abuts the City’s parking lot located on the south side of 
the Ted Adcock Community Center at 535 Kelly Avenue. In preparing to move this effort 
forward, staff determined that the Community Center parking lot area would likely need to be 
incorporated to make a larger site of approximately 17,000 square feet to facilitate the 
economic feasibility of an affordable housing development. At a housing work session on 
November 9, 2021, City Council directed staff to initiate a process seeking development 
proposals for the 555 Kelly Avenue Site. 
 
Staff worked with the City’s housing consultant to prepare a Request for Qualifications (RFQ) to 
solicit development interest for developing 555 Kelly Avenue, and/or the expanded site 
including the parking lot area, with affordable housing. The RFQ was released on February 15, 
2022, and closed on May 23, 2022. The RFQ was originally scheduled to close on May 9; 
however, a prospective applicant team requested a two-week extension and staff adjusted the 
schedule and provided notice of the extended deadline. The RFQ was posted on the City 
website at this link.1  
 
The site is relatively small for multi-family housing development. Thus, despite extensive 
outreach to publicize the RFQ to local affordable housing developers, the City received only one 
submittal from a two-agency team comprised of Mercy Housing and Ayudando Latinos A Soñar 
(ALAS). As proposed, the development includes 40 units of affordable farmworker housing as 
well as 2,050 square feet of space for a resource center, which would be staffed and managed 
by ALAS. The proposed building would be four stories in height, with parking and the 
Farmworker Resource Center on the ground floor. Community space, open space, and 
management offices would be provided on the second floor. Mercy Housing proposes to 
develop the property and provide ongoing property management and resident services. ALAS 
will be a vital partner throughout the development process, including community outreach and 
marketing in addition to operating the Farmworker Resource Center. 
 
On July 19, 2022, City Council approved a resolution directing staff to prepare an ENA between 
the City and Mercy Housing that outlines predevelopment activities and a period to negotiate 

 
1 555 Kelly Avenue - Affordable Housing RFQ | Half Moon Bay, CA (half-moon-bay.ca.us) 

https://www.half-moon-bay.ca.us/845/555-Kelly-Avenue---Affordable-Housing-RF
https://www.half-moon-bay.ca.us/845/555-Kelly-Avenue---Affordable-Housing-RF
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related development agreement(s) between the parties. The action also allowed staff to begin 
preparing a predevelopment loan agreement to provide potential funding support to Mercy 
Housing for predevelopment activities. A hyperlink to the July 19, 2022 staff report is provided 
in Attachment 3, which includes a copy of the Mercy Housing and ALAS development proposal.   
 
DISCUSSION: 
 
Surplus Land Act (SLA) 
As required by Government Code § 54220, the California Surplus Land Act (SLA) requires local 
agencies to make publicly owned land available for affordable housing before selling or leasing 
the property for other purposes. All jurisdictions are mandated to prioritize affordable housing 
development, follow all noticing obligations of SLA, and adhere to compliance review standards 
set by the California Department of Housing and Community Development (HCD) on land that is 
no longer necessary for an agency’s primary use. The first step SLA requires is that the agency 
make a finding that the land is either “surplus” or “exempt surplus.”  
 
Local agencies, such as Half Moon Bay, who plan to streamline the process and produce 
affordable housing may declare property as “exempt surplus.” To be eligible for exemption, a 
jurisdiction must provide a competitive bidding process that invites housing developers to 
participate. As mentioned previously, the Site is intended for affordable housing and Half Moon 
Bay issued an RFQ in February 2022, which meets this provision for exemption. A local agency is 
permitted to declare multiple parcels surplus or exempt surplus in a single action once per 
calendar year. This means that similar declarations made in relation to affordable housing on 
other City-owned land could come before City Council as soon as January 2023. 
 
In addition to providing a competitive bidding process, for property to be declared “exempt 
surplus”, a proposed project must fall into one of four categories: grandfathering; land for 
affordable housing; land dedicated to other public uses; or land not suitable for housing. The 
category, land for affordable housing, outlines several specific standards for projects to qualify 
as exempt from SLA. For this Project, staff finds that § 54221(f)(1)(A) best fits the development 
characteristics and size presented by Mercy Housing and ALAS. Section 54221(f)(1)(A) includes 
the following project requirements: 

1) at least 80% of the property’s area will be used for housing, and; 

2) at least 40% of the units are to be affordable to households at or below 60% of area 

median income (AMI), and; 

3) at least half of the affordable units are affordable to very low income households, and; 

4) affordable units are subject to at least a 30-year affordability covenant.  

 
The Mercy Housing and ALAS proposal will meet and/or exceed the provisions of § 
54221(f)(1)(A). Additionally, all of the proposed 40 units will be affordable and are expected to 
be reserved for households far below 60% of AMI. Most households will fall into the acutely 
low, extremely low, and/or very low income categories, which will also exceed SLA 
requirements by assisting households at the lowest incomes. The proposal includes a mix of 



 

Page 4 of 6 
 

studio and one-bedroom units serving households with 1-3 persons, depending on unit size.  
The below table illustrates the maximum income, depending on household size, for each 
category according to income limits released annually by HCD for San Mateo County, see Table 
1. As in most affordable housing developments, households generally pay 30% or less of their 
annual income toward housing costs, including rent and utilities. Farmworkers are considered a 
special housing needs group due to their limited income and vulnerability to market rate 
housing costs. HCD defines special housing needs groups as people who are elderly or disabled 
(including developmental disabilities), female-headed households, large families, farmworkers, 
and people experiencing homelessness. Furthermore, HCD finds these special-needs groups 
often spend a disproportionate amount of their income to secure safe and decent housing and 
are sometimes subject to discrimination based on their specific needs or circumstances. Mercy 
Housing and ALAS intend to seek additional rental subsidies to assist tenants and provide 
additional stability, therefore preventing potential homelessness and overcrowded living 
conditions for this population.  
 
Table 1: San Mateo County 2022 Income Limits (1 to 3 Person Households) 

 Household Size and Income Limits  

Income Category Limits 1 2 3 

Acutely Low Income (15% AMI) 17,450 19,900 22,400 

Extremely Low Income (30% AMI) 39,150 44,750 50,350 

Very Low Income (50% AMI) 65,250 74,600 83,900 

Median Income 116,200 132,800 149,400 

Source: https://www.hcd.ca.gov/docs/grants-and-funding/inc2k22.pdf   

  
Following City Council declaring the Site as exempt surplus land, a copy of the resolution must 
be sent to HCD 30 days prior to any land disposition. The term disposition refers to the 
conveyance of land owned by a local agency through sale or lease. Staff expects to have HCD 
certify the City’s declaration long before the City Council’s consideration of a ground lease 
agreement with Mercy Housing is required to move forward. Such actions and details will be 
included in a Disposition and Development Lease Agreement (DDLA) to be negotiated between 
Mercy Housing and the City, which will return for City Council consideration.  
 
Exclusive Negotiations Agreement (ENA) 
A copy of the proposed ENA between the City and Mercy Housing is included as Exhibit B in the 
Resolution provided in Attachment 2. Given the ongoing negotiations between the City and 
Mercy Housing regarding the ENA, it is anticipated that the final ENA executed by the City 
Manager will be substantially similar to the attached draft ENA.  The purpose of the ENA is to 
establish terms including predevelopment milestones and a timeline for the execution of the 
DDLA, with terms to be negotiated during the ENA period. Predevelopment activities include 
tasks such as preparing a detailed predevelopment budget and preliminary financial analysis for 
the construction of the development; developing site and conceptual plans; preparing soils and 
environmental reports; developing plans for the programming, unit mix, occupancy and 

https://www.hcd.ca.gov/docs/grants-and-funding/inc2k22.pdf
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affordability restrictions; and developing and implementing community outreach and 
engagement plans.   
 
In support of the financial costs of the aforementioned predevelopment activities, including the 
coastal development permit entitlement process, City Council may authorize a predevelopment 
loan to Mercy Housing as a portion of the City’s full contribution to the project. As mentioned in 
the Fiscal Impact section, the Mercy Housing financing proforma, included in the project 
proposal (see Attachment 3), outlines a funding commitment of $2 million from the City of Half 
Moon Bay. The ENA states that after a predevelopment budget has been established, 
satisfactory to the City, a predevelopment loan agreement in an amount not to exceed one 
million dollars ($1,000,000) can support those necessary activities.  The predevelopment loan 
amount would be included as part of the total funding contribution of up to $2 million, all 
subject to additional City Council approval.  
 
In addition to the City and County, Mercy Housing will seek additional funding sources such as 
9% tax credits and HCD’s Joe Serna Farmworker Housing Grant program. Staff wishes to 
highlight that funding from the County’s Affordable Housing Fund is extremely competitive, and 
the County will expect to see a significant commitment of resources from the City of Half Moon 
Bay in order to commit County funds to the project. Currently, the City’s Affordable Housing 
Fund has a balance of $2.16 million. The ability to utilize City-owned land and multiple funding 
sources greatly contributes to the potential success of developing affordable housing in a 
region with high land and construction cost, in addition to limited available sites.  
 
Following the execution of the ENA (as shown in the Developer’s Schedule of Performance on 
the last page of Attachment 2), key milestones include: 

• Submission of a proposed Operating Plan and Budget  

• Execution of a City Predevelopment Loan  

• Preliminary plan for Community Outreach and Engagement  

• Conceptual Design Plans  

• Community Resources Center features and programming 

• Completion of development studies  

• Execution of the DDLA 

 
SUMMARY: 
Throughout the Bay Area, it is common for affordable housing developers to seek a variety of 
avenues for funding in order to increase financial feasibility. Securing sufficient financing for an 
affordable housing development as proposed at 555 Kelly Avenue that serves acutely low and 
extremely low income farmworkers is particularly challenging due to the low rental income 
expected to be generated by the property. Specific funding amounts related to predevelopment 
activities will be discussed during the ENA period and included in a predevelopment loan 
agreement that will return to the City Council for approval. Execution of the ENA is a significant  

https://www.hcd.ca.gov/joe-serna-jr-farmworker-housing-grant
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milestone that will allow Mercy Housing and staff to engage in specific predevelopment 
activities to advance the Project toward successful completion, as outlined in the ENA.  
 
The project will also require the City to amend aspects of current zoning on the site to be 
consistent with the new Workforce Housing Overlay land use designation and its associated 
build out allowances prior to development permit approvals being issued. Staff will continue to 
evaluate the project in relation to zoning provisions outlined in the Local Coastal Land Use Plan, 
including the Workforce Housing Overlay that supports farmworker housing as a Coastal Act 
priority use. Declaring the Site as exempt surplus in accordance with SLA and § 54221(f)(1)(A) is 
an initial, procedural step the City is required to take in the pursuit of developing affordable 
housing on the Site.  
 
Staff recommends Council’s approval of the resolutions in support of moving the overall 
concept of affordable farmworker housing development of this Site forward, with the 
acknowledgement that staff will continue to return to City Council with project updates and to 
seek further approvals.  

 

ATTACHMENTS: 

1. Resolution – Declaration of Exempt Surplus per the Surplus Lands Act  
2. Resolution – ENA City of Half Moon Bay and Mercy Housing 
3. Hyperlink – July 19, 2022, City Council staff report, item 3.A: 

https://granicus_production_attachments.s3.amazonaws.com/halfmoonbay/159ce6d41
cbe55f4625b8f18a0ce16a40.pdf 

 

 

https://granicus_production_attachments.s3.amazonaws.com/halfmoonbay/159ce6d41cbe55f4625b8f18a0ce16a40.pdf
https://granicus_production_attachments.s3.amazonaws.com/halfmoonbay/159ce6d41cbe55f4625b8f18a0ce16a40.pdf

