Page 1 of 28 0 1

/ CITY OF Worksession Item

-

Office of the City Manager
WORKSESSION

January 16, 2018

To: Honorable Mayor and Members of the City Council
From: Dee Williams-Ridley, City Manager
Submitted by: Jordan Klein, Economic Development Manager

Subject: Economic Development Worksession: Small Business Support

SUMMARY

Small businesses are critical to our local economy and help to define Berkeley’s identity.
They enhance economic opportunities and self-sufficiency for business owners and
employees; provide critical goods and services; and make essential contributions to
community vitality and neighborhood character. In addition, the fiscal impact of
businesses to the City of Berkeley is substantial; roughly a quarter of the City’s general
fund revenues are generated by business-related taxes.

In April 2017, Council referred to the City Manager the development of a package of
programs and policies to support the establishment and sustainability of small, locally
owned businesses. Subsequently, Office of Economic Development (OED) staff
conducted outreach to small businesses in Berkeley to ensure that any new programs
and policies are directly relevant. Staff analyzed existing small business services, and
researched programs and policies in other communities.

In this worksession report, staff will provide Council with findings about the issues and
trends that are impacting the profitability and sustainability of small businesses in
Berkeley; summarize existing services for small businesses and refinements to OED’s
2018-19 work plan to improve the City’s support for small businesses; and share our
initial analysis of other programs and policies for Council’s future consideration.

CURRENT SITUATION AND ITS EFFECTS
Berkeley’s Small Businesses ‘By the Numbers’

OED staff profiled small businesses in Berkeley using a variety of data sources,
including the Bureau of Labor Statistics’ Quarterly Census of Employment and Wages
for Q4 2016; the City of Berkeley’s business license database; the City’s FY2018&19
Budget; OED’s database of ground floor commercial spaces (updated roughly twice per
year since 2008); reports from MuniServices on Berkeley’s sales tax revenues; and
websites such as Crunchbase, LinkedIn, and those of Berkeley’s startup incubators and
accelerators. Note that OED’s datasets for this project largely exclude home-based sole
proprietorships—i.e., firms with no employees—which warrant a separate study.
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Our key findings include the following:

There are over 5,000 small businesses (defined as firms with 50 or fewer
employees) located in Berkeley. Although Berkeley’s Finance Department issues
approximately 13,000 business licenses annually, this includes property owners that
collect rental income in the City, as well as firms based outside of Berkeley that are
required to obtain a business license in order to perform work in Berkeley (e.g.,
contractors). 97% of employers in Berkeley have 50 or fewer employees, and only 62
firms (1%) employ more than 100 people (see Attachment 1). 70% of employers (3,602)
have fewer than 5 employees. Approximately 41% of total jobs in Berkeley, or 26,665 of
65,561, are attributed to the City’s small businesses.

Small businesses in Berkeley are diverse by sector, type and ownership
demographics. In addition to the restaurants, retail, and personal services businesses
that we commonly associate with ‘small businesses’, firms with 50 or fewer employers
are represented across a wide range of industry sectors in Berkeley (see Attachment 2).
The City is also host to a wide variety of sole proprietorships including a diverse set of
home-based businesses. In addition to this diversity by business sector and type, the
demographic backgrounds of Berkeley’s business owners also contribute to the City’s
economic diversity: 37% of active businesses in Berkeley identify as minority- or female-
owned.

Roughly two thirds of small businesses in Berkeley are ‘locally’ owned. Sixty-five
percent of small businesses in Berkeley report their primary mailing address within
Berkeley or elsewhere in the East Bay. By employment, small businesses with local
mailing addresses employ a total of 20,209 people, or roughly 76% of the jobs
attributable to the City’s small businesses, whereas the remainder are with firms
headquartered elsewhere in California and out of state.

Most ‘startups’ in Berkeley are also ‘small businesses’. Berkeley is home to
approximately 250 startups in innovation and technology sectors. While the vast
majority have fewer than 50 employees, they are distinct from other small businesses
because of their focus on rapid growth and scalability, unconstrained by geography. In
Berkeley today, 45% of these firms are in software, nearly a quarter (24%) in biotech
(including medical devices, healthcare and life sciences), and 16% in clean tech
(including renewable energy, energy efficiency, energy storage, and clean
transportation). Twenty percent of these firms have at least one female founder.

Retail in commercial districts, as a share of total square footage, has declined,
even as vacancy rates have largely remained stable or declined. The percentage of
ground floor commercial square footage occupied by retail uses decreased from 44.8%
in 2015 t0 40.5% in 2017 (see Attachment 3). During the same period, the overall
vacancy rate decreased from 5.9% to 4.6%. As retail has declined, ground floor
commercial spaces have been increasingly occupied by office uses, personal services,
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and other non-retail uses (including non-conforming uses, leased spaces and pending
development projects).

Commercial districts are increasingly reliant on food and beverage services as a
driver of sales and food traffic. Historically, the City of Berkeley has enjoyed a robust
food and beverage sector, with high sales tax revenues as compared to other Bay Area
and California cities. Over the past seven years, food and beverage sales have steadily
increased as retail has largely remained flat or decreased (see Attachment 4). By
square footage, food and beverage tops retail in only one commercial district
(Downtown), but by sales tax collected, food and beverage outpaces retail in five of
Berkeley’s nine commercial districts.

Leasing rates for office spaces have increased in recent years. Although OED does
not currently have access to a reliable data source for rent levels for ground floor
spaces in commercial districts, local brokerage firms report that office rents in Berkeley
have increased by 15 to 20% over the past two years.

OED Outreach and Research

In fall 2017 OED set out to gather input from small business owners and managers in
Berkeley. The purpose of this outreach was to gather information about the issues and
trends affecting small businesses, and input on how the City should expand policies and
programs to better assist and serve small businesses and entrepreneurs. The outreach
methodology consisted of the following:

e Surveys. OED partnered with Buy Local Berkeley to conduct a survey of small
business owners and managers in summer 2017; 91 responses were submitted.
In addition, staff reviewed four surveys of small businesses in Berkeley that have
been conducted over the past three years by various partner agencies including
the Berkeley Chamber, Bay Area Organization of Black-Owned Businesses,
Telegraph Business Improvement District, and City of Berkeley’s Planning
Department.

e Interviews. From July through December 2017, staff conducted 34 one-on-one
interviews with small business owners in Berkeley, including businesses in each
Council district, a variety of business types and sizes, businesses ranging from
less than a year old to five decades, businesses owned by women and by people
of color, and worker-owned cooperatives. See Attachment 5 for a complete list of
interviewees.

e Small business forum. On December 6, 2017, OED hosted a meeting with
owners and managers of small businesses in Berkeley to share information and
gather feedback. Approximately 45 people attended, representing 40 unique
businesses. The meeting participants engaged in small group discussions and
open dialogue, and their feedback was recorded.
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In addition to the outreach activities and quantitative research outlined above, OED staff
conducted a wide range of other research activities. This included review of relevant
literature, publications and news media related to small business issues; consultation
with business services staff at nonprofit organizations and other municipalities, and with
small business advocates in Berkeley; analysis of other municipalities’ small business
services and policies; and direct observation of conditions in Berkeley.

Findings: Issues and Trends Affecting Small Businesses

Most of the issues and trends cited by small businesses fall into three broad categories:
engaging with the City, neighborhood conditions, and costs of doing business. Two
other frequently cited issues defy that taxonomy: competition from the Internet and
larger stores and Berkeley’s reputation as a place to do business. Some issues and
trends are relevant to particular business types and industries, while others were more
universally cited.

Engaging with the City

Many small business owners reported that their overall experience of engaging with the
City of Berkeley is a negative one, and hinders their sustainability and profitability. One
restaurant owner who had a particularly difficult time opening his business told us, “it
was a disappointment for me. | would have expected a lot more support, but the City
made me feel unwanted.” The specific issues around engagement with the City include:

e Permitting and licensing processes are time consuming and difficult to
navigate, particularly for businesses seeking initial establishment or expansion.
This was the most frequently cited issue, mentioned in nearly half of the one-on-
one interviews conducted by staff, in surveys and at the small business forum. A
number of distinct municipal functions contribute to businesses’ experience of
this issue:

o Zoning Review. Businesses seeking to establish a new use in a particular
location are often, by way of the rules established in the City’s zoning
ordinance, subject to a review process that can take from four to six
months (for an Administrative Use Permit) or six to twelve months (for a
Use Permit). In many cases, the business is paying rent on their
prospective space while they wait for approval, resulting in sizeable
increases to their startup costs, in addition to the uncertain outcome of the
process. In some cases, special rules (e.g., related to parking
requirements, or restrictions on particular uses in particular
neighborhoods) that are not initially clear to a prospective business will
ultimately make it cost prohibitive or even impossible to open the business
in the desired location.

o Building Permit Review. Building permits are reviewed by staff in multiple
departments prior to their issuance. While that review is coordinated
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internally by staff at the Permit Service Center, clients’ experience of that
process can be disjointed. The timelines for permit review are not clearly
communicated to clients, tend to be longer than in other municipalities,
and sometimes result in inconsistent information. In addition, over the past
several years the thriving economy and housing market has generated an
unprecedented volume of permit applications, resulting in longer review
periods for all clients (including small businesses).

o Business License Application and Renewal. Berkeley’s Business License
Application is longer and more complicated than those of neighboring
jurisdictions. In addition, the application and renewal processes cannot be
completed over the Internet.

o Other Special Permits or review processes managed by various
departments and divisions (e.g., Public Works, Fire, Police, Public Health)
are sometimes required in order to establish or expand a business.

Accessing information and communication about City functions, public safety,
neighborhood conditions, and other issues is often challenging for businesses.
Small business owners reported to OED staff that they “don’t know who to call” to
discuss or report issues, or to request assistance. This challenge is exacerbated
by the City’s website, which is difficult to navigate and in need of a refresh.
Although 3-1-1 is available as a single point of entry to access City services,
many businesses are unaware of that resource, while others felt frustrated by the
lack of clear or timely follow-up resulting from calls to the customer service line.

Insufficient opportunities for engagement and advocacy. A number of
interviewees and small business forum participants indicated a feeling that the
perspective and needs of small business owners is underrepresented at City
commissions and in the City’s public processes and legislative review.

Neighborhood Conditions

Neighborhood conditions define the local environment for shopping, working, and travel,
and directly impact small businesses on a daily basis. These factors can be particularly
frustrating for businesses as they often fall completely outside their zone of control.
Specific issues include:

lllegal street behavior was identified as a critical issue in every small business
survey, in many interviews, and at the small business forum, cited by all types of
businesses. Some respondents identified this issue generally as ‘homelessness’,
but most cited specific behaviors in commercial districts such as public urination
and defecation, encampments and belongings impeding sidewalk accessibility,
and harassment of customers and patrons. Business owners report that these
behaviors impact shoppers’ and patrons’ experience of the commercial district,
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discouraging them from patronizing Berkeley businesses and impacting sales. In
addition, business owners noted how regular encounters with these behaviors
affect their own mental health and that of their employees.

Neighborhood cleanliness and commercial district conditions, including
trash collection, sidewalk and pavement quality, lighting, streetscapes, and public
safety, were cited by a third of the business owners we interviewed, as well as in
surveys and at the small business forum.

Parking and accessibility was the issue most frequently cited in the survey
conducted by the Berkeley Chamber, and was mentioned by nearly a third of
OED interviewees. Some business owners reflected concern about their
customers’ ability to secure parking, while many focused more on their
employees’ access.

Vacant commercial spaces were cited by some neighborhood-serving
businesses as having an adverse impact on their district, contributing to
neighborhood blight, diminishing foot traffic and the appearance of disinvestment.

A few business owners noted that the impact of construction and
development projects can be extremely disruptive. A poorly timed project, or a
project that forces a business to relocate temporarily or permanently, could result
in a business’s closure.

Costs of Doing Business

Many businesses reported that their costs have been steadily increasing, without a
corresponding increase in revenues, threatening the basic viability of their businesses.
While price increases can sometimes offset increasing costs, they are sometimes
prohibited by wholesalers or suppliers; they also tend to drive down sales volume,
resulting in little or no net increase in total revenues. The specific issues in this category
include the following:

Labor costs have increased for Berkeley small businesses, due in part to local
legislation (e.g., minimum wage and sick leave). This issue was cited by nearly a
quarter of interviewees, and particularly by restaurants and retailers. One retailer,
when asked about his most significant business challenges, said “minimum
wage, far and away. We used to employ young people from Berkeley High; that
will never happen again. $15/hour might put me out of business.”

Commercial rent increases were cited by a number of business owners as a
key threat, directly impacting a business’s profitability and sustainability.

Many businesses reported that finding available real estate is becoming
increasingly difficult, time consuming and costly. The owner of an indoor play
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space business lamented the difficulty of finding an affordable space to establish
a family friendly atmosphere.

¢ Housing costs and availability, an issue that is impacting the entire Bay Area,
is affecting small businesses in Berkeley. Business owners noted that their
employees are increasingly finding it difficult to secure housing locally, and often
must commute significant distances. A worker-owner from a local cooperative
food service business believes their “biggest challenge is housing...it’s too
expensive to live in Berkeley and people can't BART in during the middle of the
night [to arrive at work in time for their hours].”

Competition from the Internet and Larger Stores

When asked about business challenges, many of Berkeley’s small businesses had a
one-word answer: “Amazon.” Described as the “elephant in the room”, online sales were
mentioned by nearly one-third (32%) of the businesses interviewed. It was cited as a
particular challenge for independent retailers. An owner of a local music store explained
how Amazon presents a challenge for local businesses, even though it serves as an
additional sales channel: “When | place items on Amazon, the business loses money
because of the percentage we have pay out to Amazon.”

While e-commerce presently accounts for only 9% of overall retail sales across
America,' some analysts expect online shopping to account for 17% of total retail sales
by 2022.2 Consumers’ switch to online shopping has likely contributed to the decline in
Berkeley of ground floor occupancy by retail stores.

Some retailers also mentioned bigger stores or chains as a significant source of
competition. An owner of an independent electronics retailer reported that, in addition to
competing with online retailers, their store’s annual revenues have been significantly
impacted by some Emeryville shopping centers that have free surface level parking and
greater economies of scale. A local independent grocer lamented the price pressure
that the larger grocery stores put on smaller purveyors with less space to display
inventory.

Berkeley’s Reputation as a Place to do Business

Many small businesses owners indicated that they, their peers, and their customers
perceive Berkeley to be generally adverse to businesses. This reputation may stem in
part from Berkeley’s regulations related to zoning, labor and business practices. Some
businesses and contracts are unwilling to do business in Berkeley due to local
regulations and burdensome public review. Some business owners noted also that

" US Census Bureau, Quarterly Retail E-Commerce Sales, Q3 2017
https://www.census.gov/retail/mrts/www/data/pdf/ec_current.pdf

2 Forrester Data, Online Retail Forecast, 2017 to 2022
https://www.digitalcommerce360.com/2017/08/09/e-commerce-grow-17-us-retail-sales-2022/
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Berkeley’s history, and reputation as a bastion for leftist politics and progressive values,
leads many to the inaccurate conclusion that the maijority of Berkeley citizens, elected
officials and employees are dismissive of small businesses’ value to the community,
and even hostile to their very existence.

Other issues that were noted by more than one business but did not rise to the top
include succession planning and planning for retirement, energy reliability, public transit
access for staff, fundraising and access to financing, and opportunities to pilot products
and technology locally.

Existing Services for Berkeley’s Small Businesses

Small businesses in Berkeley can currently take advantage of a variety of services
offered by the Office of Economic Development and partner agencies. These include
the following:

e OED staff members provide direct assistance and case management to small
businesses to help them identify prospective sites in Berkeley, understand zoning
and other regulations, navigate the permitting process, access City resources
and regulatory staff, engage with neighboring businesses and stakeholders,
analyze their business plan, participate in civic projects, etc. Four members of
OED’s business services team provide this type of client support, with each staff
member offering various expertise relating to particular service types, industry
sectors, and neighborhoods. Staff estimates that we serve, on average, between
25 and 50 unique clients per week.

A number of nonprofit organizations also provide client services to small
businesses in Berkeley. These include Alameda County Small Business
Development Center (counseling, expansion planning, loan application
preparation, workshops), East Bay Community Law Center (legal establishment,
contract review, lease negotiations), Working Solutions (financing, counseling),
Kiva US (microfinance), Project Equity (succession planning, conversion to
worker ownership), Renaissance Entrepreneurship Center (business planning,
workshops), and many other programs at UC Berkeley and local incubators and
accelerators. OED staff members leverage these services through referrals and
periodic consultations.

e OED'’s Revolving Loan Fund offers loans to businesses with interest rates and
terms that are below market, available for use in funding business expansion,
fixed assets, equipment, working capital, and real estate. OED staff also advises
small businesses in accessing other financing tools such as commercial loans or
via nonprofit lenders (e.g., Working Solutions, Opportunity Fund, Kiva).

e There are about a dozen commercial district associations® across Berkeley
that support small businesses and work to enhance their shopping environment.
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They range widely in size and formality, from small, all-volunteer groups that
meet irregularly, to legal entities with organizational by-laws and monthly
meetings, to large organizations with paid staff and sustainable and sizable
budgets. Their services vary by district, but often include marketing and branding,
special events, holiday decorations, supplemental cleaning services, public art
and other capital projects, and small business advocacy.

¢ A number of other business networks in Berkeley provide specialized services
to businesses, or serve specific industry sectors. These include the Berkeley
Chamber (marketing, advocacy, networking, events), Buy Local Berkeley
(marketing Berkeley’s independently-owned stores), Women Entrepreneurs in
Berkeley, Berkeley Startup Cluster (startups in innovation sectors), Berkeley-
Emeryville BIO (biotech and other life science companies), and West Berkeley
Design Loop (design and construction businesses). For more information on
these business networks see Attachment 6.

e OED promotes sustainable business practices in collaboration with the
Alameda County Green Business Program. By providing technical assistance
and certification*, the program helps businesses gain a marketing edge with
environmentally conscious consumers; improve employee health, morale and
productivity; minimize their environmental impact; and decrease operating costs.
The process for certification helps businesses implement industry-specific steps
to reduce greenhouse gas emissions and hazardous waste, improve energy
efficiency, conserve water, and divert solid waste from the landfill.

e Workforce development organizations, with support from OED, build
connections between Berkeley’s employers and local education and training
providers. Staff engages companies to post Berkeley job openings or internships
at UC Berkeley, Berkeley City College, Berkeley High School, the North Cities
One Stop Career Center, or other industry-specific job training programs such as
those offered by the Bread Project, Rising Sun Energy Center or Inter-City
Services. OED assists companies on site tours, engaging with local high school
or college students, and contributing to STEM education and training.

e OED provides data collection, reporting and analysis on Berkeley economic
conditions and trends, business occupancy, commercial vacancy, demographics,
and other tools that support small businesses’ and advocates’ activities related to
locational decisions, marketing, and research. In addition to OED’s regular
economic reports to Council,® OED staff is sometimes able to provide ad hoc

3 A list of active associations is available at OED’s website at:

https://www.cityofberkeley.info/City Manager/Economic Development/Business District Associations.as
pX

4 More than 130 Berkeley businesses have been certified across 13 industries.

5 OED reports are available at our website: https://www.cityofberkeley.info/oed/reports/
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reporting services in response to a particular request from a small business
client. In addition, the www.locateinberkeley.com website, administered by an
OED vendor, provides free information about available commercial real estate.

Cross-Departmental Efforts to Address Broad Issues

Many of the issues cited by small businesses relate to global challenges faced not only
by the City of Berkeley, but also by comparable municipalities across the region and the
country. And these broader issues, such as the housing crisis, illegal street behavior,
and customer service challenges, affect not only small businesses, but the entire
Berkeley community. There are a number of initiatives underway engaging staff across
multiple departments, as well as elected officials, to address these issues. While none
of these issues can be solved overnight, the City’s cumulative efforts can improve small
businesses’ experience of local government.

e Major initiatives to improve customer service. Many improvements to the
City’s systems for data management, permitting, licensing, and other essential
services for small businesses are currently underway. These include
improvements to Accela (the permits and business license database), the Zoning
Ordinance Revision Project (ZORP), implementation of the Enterprise Resource
Management Application (ERMA) (an overhaul of the City’s finance systems),
redesign of the City’s website, and implementation of a number of the permitting
process improvements recommended in the ‘Zucker Report’.® Staff is confident
that these major projects will, with time, improve customer services for small
businesses (along with the City’s other constituents).

e Council and staff have collaborated to develop and fund the Pathways Project,
the Berkeley Hub, and other programs to serve Berkeley’s homeless population
with transitional housing and supportive services.

e Council and staff have collaborated to develop and fund the implementation of a
Housing Action Plan, a series of programs and policies designed to increase
access to housing in Berkeley, especially housing that is affordable for low- and
moderate-income people.

e The City Council Ad Hoc Committee on Homelessness is working with advocates
and stakeholders to develop City policies for encampments and street
behavior that will reduce the direct impacts of negative street behavior on small
businesses, commercial districts and other public spaces.

6 The Planning & Development Department engaged Zucker Systems to assess the department’s
services related to zoning, permitting, plan check, etc. The complete report is available at
https://www.cityofberkeley.info/Clerk/City Council/2017/06_June/Documents/2017-06-

27 _WS_ltem_01_Improving_Planning.aspx
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Parking Supply and Management. The Center Street Garage will reopen in
spring 2018, adding 720 spaces to Downtown Berkeley (an increase of 300 spots
over the former garage). In addition, staff is working towards expansion of Go
Berkeley, the City’s demand-responsive parking management system that is
designed to make it easier to find a parking spot, to additional neighborhoods.

OED’s 2018-19 Work Plan

OED staff, in consultation with the City Manager and other City departments, have
identified a number of projects to be implemented over the next 3 to 18 months that
relate to the issues and trends identified through our recent small business outreach.
These refinements to OED’s work plan are specifically designed to improve the City’s
services for small businesses. These projects can be implemented with existing staff
and budget resources, and they correspond directly with the strategic priorities identified
in the City’s draft strategic plan.

1.

Improve OED’s outreach and communications with local small businesses.
The biggest barrier to small businesses’ access to support services is lack of
awareness. Outreach and communications activities are essential not only for
customer service; they also help counter Berkeley’s reputation as a place that is
unfriendly to business.

Staff is currently revising OED’s website to update information about the services
offered by our team, provide accurate and up-to-date information in response to
frequently asked questions, and make it easier for clients to connect with
appropriate staff. In 2018, we will also explore new tools and channels for
communicating regularly with Berkeley businesses via e-mail, social media,
events, physical mailers, and by leveraging the communications channels of our
commercial district associations and business networks.

Increase support for businesses navigating the permitting process. The
direct provision of assistance and case management for small businesses has
long been a core function of OED. In 2018 our unit will dedicate significant staff
time to increasing its capacity in this area through the following activities:

e Shadow staff at the Permit Service Center, in inspection units, and in other
key roles related to regulation and customer services for small businesses
to build knowledge base and identify common ‘pain points’.

e Develop and enhance communications tools related to Berkeley’s
business permitting and regulation processes.

¢ |dentify opportunities for cross-departmental process improvements that
correspond with the Planning Department’s existing efforts to improve its
processes and systems.

3. Recommend modifications to the zoning ordinance to support small

businesses and prioritize desired uses. The zoning ordinance, as noted
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above, often serves as a barrier and a deterrent to small business development.
Examples include outdated and burdensome parking requirements for food
services businesses (regardless of transit accessibility), lack of accommodation
for businesses with ‘hybrid’ business models, and high discretionary review
requirements for desired uses. When asked how the City can improve its
services for small businesses, in interviews, surveys and at the small business
forum, respondents consistently cited “streamline permitting and zoning” as their
top choice.

A team of staff from OED and Planning & Development will analyze these issues
and will, by June 2018, recommend to Council specific modifications to the
zoning ordinance to remove barriers for desired small business uses and
facilitate business establishment and expansion.

4. Pilot new small business assistance and retention programs. OED has one-
time funding available’ to pilot programs to support existing small businesses at
risk of displacement or closure. OED will release a request for proposals in
spring 2018 to recruit nonprofit partners to implement new programming. Specific
services could include enhancing businesses’ operations and marketing,
succession planning, real estate planning, conversion to worker-owned
cooperatives, fagade improvements, or other technical or capital assistance.
OED hopes to serve between 10 and 20 businesses over two years through this
new programming.

5. Increase the impact of Buy Local Berkeley. OED will work with the current Buy
Local Berkeley network director, other Berkeley business organizations, and
marketing and retail shopping experts to define and implement an updated
strategy for the initiative. OED and partners will aim to increase the relevance
and reach of Buy Local Berkeley’s ongoing and holiday-specific marketing
campaigns, increase efforts to educate the public about opportunities to shop
locally (and the corresponding benefits), and facilitate best practice sharing
across Berkeley’s locally-owned and independently operated stores.

Other Programs and Policies

A number of other programs and policies, identified in the April 2017 Council referral
(see Attachment 7), staff research, or outreach to small businesses, would require staff
to conduct additional review, outreach, and/or budget analysis before making a
recommendation to Council.

e Establish a One-Stop / Small Business Assistance Center. The Permit
Service Center (PSC) does provide ‘one-stop’ functionality, as it allows project

7 Carryover funds from FY2017 salary savings resulting from multiple vacant positions within OED during
the year; allocated by Council at the 12/5/2017 regular meeting (item A).
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applicants to access, in one location, a variety of staff responsible for different
phases of project review. The PSC continues to refine these services; recently,
staff established regular hours of availability for a building inspector to provide
consultation to applicants.

As noted above, OED has specific plans to collaborate with the Planning
Department to improve communications and tools for small businesses, increase
support for navigating the permitting process, and recommend modifications to
the zoning ordinance to support small businesses. Whether dedicated staffing at
the PSC (or another location) is warranted is a question that requires further
consideration. The PSC serves, on average, 4 to 5 small business clients per
day. A full-time, dedicated staffer therefore may not be an efficient use of limited
resources.

e Support for small businesses and nonprofits impacted by construction and
development projects. For public infrastructure construction projects,
commercial districts have a moratorium in place during the holiday shopping
season (late November to mid-January). OED staff partners with Public Works
staff and commercial district leaders to communicate to small businesses
regarding project timelines.

Other municipalities have found success with enhanced communication and
group marketing campaigns, providing sign upgrades, offering directions and
dedicated parking to patrons of impacted merchants, tailoring discounts to
construction workers associated with the project, and grants for fagade
improvements or utility rebates.8 Council could consider allocating funding for this
type of programing in the next budget cycle, or as part of capital budgeting in the
future. Council could also refer to the Planning Commission the establishment of
standards for development projects’ mitigations of construction impacts on small
businesses. Note, however, that the added development costs could reduce
projects’ capacity for affordable housing or other community benefits, and could
contribute to a slight increase in local housing costs.

e Taxes or fees on vacant storefronts, buildings and empty lots. OED staff,
through our regular inventory of ground-floor commercial spaces, observed 427
distinct spaces that were vacant at some point during the period from 2011 to
spring 2017. Of those, 128 (or 30%) were vacant for two years or longer. These
vacancies impact their neighboring small businesses by contributing to
neighborhood blight, worsening the shopping environment and reducing foot
traffic.

8 See Neighborhood Economic Development Corporation’s efforts in Mesa, Arizona:
http://www.eastvalleytribune.com/local/mesa/mesa-s-main-street-businesses-ready-for-light-rail-
construction/article 6a8e94e2-b11d-11e2-a35e-0019bb29634.html
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A number of other municipalities in California and nationwide have adopted a
Vacant Building Registration Ordinance (VBRO) and program, requiring the
owners of vacant property to register their property annually, comply with certain
maintenance regulations, and pay an annual fee. However, these fees are
typically less than $800 per year (with CA Proposition 218 limiting the City’s
ability to adopt higher fees), which is not high enough to motivate a property
owner to take action to lease or sell their property. Staff is not pursuing the
establishment of a VBRO at this time.

Staff is researching potential additions to Berkeley Municipal Code chapter 12.92
(Anti-Blight) to enhance the City’s ability to compel property owners to mitigate
the impacts of vacant properties. Additionally, Council could refer a ballot
measure to Berkeley voters to establish a tax on vacant storefronts, which could
be set at a level that is high enough to disincentive property owners from taking
no action on their vacant property.

e Establish a Legacy Business program. The City and County of San
Francisco’s Legacy Business Program supports businesses and non-profits in
operation for more than 30 years by granting special recognition for their
significant impact on the history or culture of their neighborhood. Owners (and
landlords) of legacy businesses must agree to maintain the historic name and
craft of their businesses, and in exchange receive grants to offset labor and real
estate-related expenses.

San Francisco’s Legacy Business Program is administered by one full-time
employee in their Office of Economic & Workforce Development who is wholly
dedicated to the program. Grants to legacy businesses are between $10,000 and
$40,000 per business; in the program’s initial year, grant funding totaled
$404,000. Although OED does not have the staff capacity or budget resources to
implement this programing, staff will consider adoption of some of the program
practices (e.g., business recognition).

e Expand local purchasing requirements for the City and UC. In January 2017
Council adopted a budget referral to “analyze the City’s use of local, small,
emerging enterprises and other enterprises with barriers to access in City
construction, architecture, engineering, professional services, goods and other
services contracts.” The item was subsequently funded in the Mayor’s
supplemental budget recommendations in June 2017. The study will be
implemented by Finance staff during the current budget cycle, and could inform
policy recommendations related to expanding local purchasing requirements.

9 See Council item adopted 1/24/17: https://www.cityofberkeley.info/uploadedFiles/Council_3/Level_3_-
General/BINDEX.pdf
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OED will also support events that increase local businesses’ awareness of the
opportunities to become a vendor to the City and UC Berkeley.

e Expand or Strengthen the Revolving Loan Fund. Staff is currently piloting the
transition of the loan application process to a web-based platform, as well as a
new loan underwriting model that increasingly leverages the expertise of
members of the Loan Administration Board. If demand for the program increases
and the capital base is exhausted, staff or the Loan Administration Board may
recommend that Council allocate additional resources for lending capital, or
otherwise expand or strengthen the program.

o Establish a Small Business Commission. Some business owners and
advocates have suggested, and Council has discussed, the establishment of a
new City Commission to examine and advise Council on policies and programs
impacting small businesses. Three existing commissions, as well as a number of
business district associations and advocacy groups, serve this function already.
Staff estimates that the creation of a new Commission would require between
one third and one half of a staff position to support the Commission as secretary.
Unless new resources are dedicated to such a position, it would divert resources
from small business services and other existing economic development
programs and priorities.

e Dedicated support for worker-owned cooperatives. OED staff has engaged
with representatives from a number of Bay Area organizations that support and
advocate for businesses structured as worker-owned cooperatives. Staff hopes
to partner with these advocates on a data analysis project in 2018 to identify
businesses that may be interested in conversion to worker ownership. In
addition, these organizations will be invited to respond to our upcoming RFP to
pilot new small business retention services.

During the current budget cycle, OED’s new programs and policies to support small
businesses will consist primarily of the five projects described above in the section
entitted OED’s 2018-19 Work Plan. These projects are most relevant to the identified
needs of small businesses and their indicated preferences, OED’s existing staff and
budget capacity, and the City of Berkeley’s draft strategic plan. As staffing allows, OED
staff will conduct additional research and engage the small business community and
other City departments regarding the other programs and policies described above.

BACKGROUND

Small businesses are critical to our local economy and help to define Berkeley’s identity.
There are roughly 5,000 small businesses in Berkeley that enhance economic
opportunities and self-sufficiency for business owners and employees; provide critical
goods and services; and make essential contributions to community vitality and
neighborhood character. In addition, the fiscal impact of businesses to the City of
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Berkeley is substantial; roughly a quarter of the City’s general fund revenues are
generated by business-related taxes.

The mission of the Office of Economic Development is to assist businesses,
entrepreneurs, artists and community organizations to access resources, feel welcome
in Berkeley, and thrive.

In April 2017 City Council referred to the City Manager the development of a package of
policies and programs to support the establishment of new, and sustainability of
existing, small and/or locally owned businesses (see Attachment 7).

From July through December 2017, OED staff conducted quantitative and qualitative
research to observe and analyze small businesses in Berkeley; conducted outreach to
small businesses including surveys, interviews, and a small business forum; reviewed
best practices in services for small businesses offered by nonprofit organizations and
other municipalities around the region and the country; and consulted with staff in other
City departments to identify challenges in serving small businesses and opportunities
for collaboration.

ENVIRONMENTAL SUSTAINABILITY

Small businesses often contribute to sustainable transportation and consumer behavior
by providing opportunities to shop in neighborhood commercial districts that are
accessible by foot, bicycle and transit. In addition, many of the City’s environmental
sustainability goals are inextricably tied to the overall health of the City’s economy. Staff
believes that the continued pursuit of environmental sustainability goals, as well as the
programs and public policies that encourage that pursuit, represents a core economic
strength for Berkeley and a competitive advantage of the City and the region.

POSSIBLE FUTURE ACTION

Staff will likely make recommendations to Council to take actions related to the
implementation of the activities listed above in the section entitled OED’s 2018-19 Work
Plan. Possible actions include authorization of an RFP and contract(s) to pilot new
small business retention services, and referrals to the Planning Commission of
modifications to the zoning ordinance that support small business development.

FISCAL IMPACTS OF POSSIBLE FUTURE ACTION

The future actions noted above can be implemented with existing budget resources
allocated through the annual budget process, and existing staff resources. Small
businesses are important contributors to General Fund revenues through sales tax,
business license tax, and property tax. To the extent that the new policies and programs
that are implemented have positive impact in encouraging the development and
expansion of small businesses in Berkeley, the fiscal impacts would be beneficial, but
are difficult to estimate.

CONTACT PERSON
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Jordan Klein, Economic Development Manager, (510) 981-7534

Attachments:

1: Employers in Berkeley by Number of Employees

2: Employment in Berkeley’s Small Businesses, by Industry

3: Citywide Ground Floor Commercial Uses by Industry

4: Sales Tax Revenue by Business Category 2010-2017

5: Interview Participants (Conducted Fall 2017)

6: Berkeley Business Networks

7: April 25, 2017 Council Referral: Small Business Support Package
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SOPHIE HAHN Page 27 of 28 ATTACHMENT 7

Berkeley City Council, District 5
2180 Milvia Street, 5th Floor
Berkeley, CA 94704

Phone: (510) 981-7150

Email: shahn@cityofberkeley.info

CONSENT CALENDAR
April 25,2017

To: Honorable Mayor and Members of the City Council
From: Councilmember Sophie Hahn & Mayor Jesse Arreguin
Subject: Small Business Support Package
RECOMMENDATION

Refer to the City Manager the development of a package of policies and programs to support the
establishment of new, and sustainability of existing small and/or locally owned businesses. Measures to

explore, evaluate and report back on as part of the package include, but are not limited to:

1. A program to provide financial and other forms of support to small/locally owned businesses and
not-for-profits impacted by development projects, either due to direct displacement or to direct or
indirect business interference or interruption;

2. A program to reach out to, work with, help develop and attract small/local businesses to establish
themselves in Berkeley and to assist existing small/local businesses to remain in Berkeley;

Taxes and/or fees on vacant storefronts, buildings and/or empty lots;

4. A One-Stop Small/Local Business Advocacy Center to coordinate, facilitate and expedite
permitting, licensing, payment of taxes and fees, inspections, access to city resources, and all
other City of Berkeley-related matters, and to provide information about other services available
to small businesses;

5. Streamlining of zoning, permitting and licensing requirements and processes for small/local
businesses and not-for-profits, to reduce associated costs and delays, and, where appropriate,
provide less onerous levels of review;

6. Strengthening and/or expanding the City of Berkeley’s Revolving Loan Fund program, including
identification of barriers to accessing such loans and potential improvements to Revolving Loan
Fund processes, and exploration of additional sources of income for the Fund;

7. Further expanding Buy-Local preferences and policies for the City of Berkeley, establishment
and/or monitoring/enforcement of the Buy Local preference included in Section V(D) the City of
Berkeley’s May 2005 “2020 LRDP Settlement Agreement” with UC Berkeley, and identification
of other opportunities to negotiate Buy-Local agreements with large purchasers in Berkeley,
including Development projects; and

8. Exploration of a Legacy Business-type program for Berkeley, inspired by San Francisco’s Legacy

Business program, to identify, support and retain long-time local businesses.
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FINANCIAL IMPLICATIONS

Staff time to explore measures and report back to Council a recommended package of programs and

policies to implement or fund.

BACKGROUND

Small businesses are the backbone of Berkeley’s commercial health, and represent a significant portion of

Berkeley’s good-paying jobs. Small businesses also contribute to the distinct character that Berkeley is

known for, and are considered by many to be preferable to big box and chain retailers.

A number of initiatives to support small businesses have come before the City Council in the past several
years (see Attachments), including the recommendation to create a Small Business Office from then-
Councilmember Arreguin!, but significant action has not yet been taken to create a comprehensive set of
policies and programs aimed at supporting this important and highly valued business sector. The
recommendations put forth here are intended to address a variety of needs and challenges that small
businesses face, and to establish programs and policies for the City to provide additional support and

resources to the small business community.

ENVIRONMENTAL SUSTAINABILITY

No environmental impacts

CONTACT PERSON
Councilmember Sophie Hahn, Council District 5, 510-981-7150

ATTACHMENTS

1. Small Business Development Package, Councilmember Arreguin, 2016

2. Vacancy Registration Fee Item, Councilmember Arreguin, 2014
3. Berkeley Small Business Item, Councilmember Arreguin, Oct 29, 2013
4. Settlement between the City of Berkeley and University of California - Berkeley, 2005

1 http://records.cityofberkeley.info/Agenda/Documents/ViewDocument/7 7 2016%3B%20CLK%20-
%20Report%20(Public)%3B%20DISTRICT%204%3B%20%3B%20SPECIAL%3B%20SMALL%20BUSIN
ESS.pdf?meetingld=236&documentType=Agenda&itemld=2574&publishld=6600&isSection=false
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