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or a few years, Debbie and 
Stephen Sharratt contem-
plated adding a backyard 
cottage to their Sunnyvale 
home. Juggling careers and 
raising two young kids, the 

couple did not have much time to pur-
sue the idea.

Th t is until a few months ago, when 
they teamed up with a Soup, an East 
Palo Alto-based nonprofit. It helped 
them design a unit and hooked them up 
with Modern Empathy, a Berkeley-based 
pre-fabricated home builder. Construc-
tion on the 440-square-foot, one-bed-
room house will take shape over the next 
few months.

“We think (a backyard house) is ben-
eficial to us and beneficial to the com-
munity, and it seems financially sustain-
able over the long term,” Debbie Sharratt 
said. “TheBay Area needs more housing, 
and this is a pretty easy way to do it.”

California politicians and housing 
advocates have long trumpeted adding 
accessory swelling units (ADUs) as a 
key strategy that could put a dent in the 
state’s housing shortage by spurring the 
construction of hundreds of thousands 

“ADUs” have had trouble getting traction 
in the Bay Area as a housing solution, but 
a host of new players and approaches 
are trying to turn promise into progress 

of affordable new homes. They point to 
cities like Vancouver, where more than 
a third of single-family homes have sec-
ondary units.

The Bay Area Council, a policy and 
advocacy group funded by business-
es, estimates that the region could add 
400,000 ADUs if a quarter of Bay Area 
homeowners built them.

During the past two years, the Cali-
fornia State Legislature passed a hand-
ful of laws to expand and streamline city 
approvals of ADUs, which are separate 
homes attached or detached from a sin-
gle-family home. They are more com-
monly known as in-law units, granny 
flats and backyard cottages.  

Whether their potential will become a 
reality in California is largely unknown, 
but early results are discouraging. Var-
ious barriers have acted as a dam hold-
ing back what experts thought would be 
a flood of new housing and turned sec-
ondary units into a mere trickle.

Since 2016, new applications for 
ADUs soared across the state in cit-
ies such as Los Angeles, San Francisco, 
Oakland and San Jose. Nonetheless, new 
applications total only a few thousand 

and only a small fraction of those have 
been built.

Now a fledgling ecosystem of consul-
tants, nonprofits, contractors, financial 
institutions and manufactured home 
producers is sprouting up to help home-
owners overcome those challenges.  

“For a consumer, building an ADU is 
a daunting task. How do I get started? 
Who do I need to hire? Th t piece is over-
whelming,” said Steve Vallejos, head of 
Valley Home Development Corp., a com-
pany that specializes in building ADUs.

Barriers to entry
The promise of ADUs was that home-
owners could add a small apartment 
then sit back and reel in extra cash to 
offset their mortgages. ADUs would offer 
low-cost options for renters.

That scenario sounds enticing, but in 
reality, building an ADU is complicated, 
costly and time-consuming.  

BY BLANCA TORRES
btorres@bizjournals.com

In San Francisco, ADU 
applications spiked to 
384 in 2016 and 593 
in 2017 — but only 40 
were built in those 
two years.

SOURCE: CITY OF SAN FRANCISCO
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“We are asking homeowners who 
have never done construction jobs 
before to become housing developers,” 
said Kol Peterson, author of “Backdoor 
Revolution: The Definitive Guide to ADU 
Development.”

Experts estimate that an average ADU 
costs $150,000 to $200,000 all told. 
Costs vary depending on the size, design, 
site constraints and city fees and per-
mits, which alone can run from under 
$10,000 to up to $50,000, Peterson said.

The top barriers include access to 
financing and cumbersome city regula-
tions, according to a recent study from 
the Terner Center for Housing Innovation 
at the University of California, Berkeley.

“The rise in applications doesn’t nec-
essarily mean that the units get built,” 
said David Garcia, who authored the 
study. “Thelonger it takes, the more peo-
ple will give up.”  

In San Francisco, ADU applications 

spiked to 384 in 2016 up from 41 in 
2015, but only 23 were built in 2016. In 
2017, 593 applications came in, but only 
17 were built. So far this year, 32 ADUs 
have been completed.

In late August, San Francisco Mayor 
London Breed issued an executive order 
requiring the city to process ADU appli-
cations within four months and simpli-
fy permits. Close to 900 applications sit 
in limbo as city departments have dis-
agreed  on how to apply safety and build-
ing codes.   

“We’re seeing a gap that needs to be 
bridged between what the rules are and 
education and knowledge at the city lev-
el,” Vallejos said.

Some cities are taking steps to stream-
line the ADU process, such as offering 
checklists and free consultations and 
reducing fees and restrictions, Garcia 
said. The City of Fremont, for example, 
offers expedited permits for ADUs if they 

measure under 750 square feet.
On the financing side, homeowners 

usually have to use savings or borrow 
by tapping equity in their home. Taking 
on additional debt nearing $200,000 or 
more is a turnoff for some homeowners.

In practice, those upfront costs mean 
that people building ADUs tend to be 
well-off homeowners. Most use them to 
house family members rather than rent 
them out because they don’t need the 
extra income, Garcia said. Homeowners 
who could use rental income to afford 
their mortgage payments often don’t 
have the equity or borrowing power to 
build one.

Lenders such as Umpqua Bank, Bank 
of the West and Fannie Mae have loans 
that cater to ADUs and in some cas-
es allow borrowers to use future rent-
al income as leverage. Some cities and 
nonprofits are looking at how to provide 
low-cost financing options as well.

Removing roadblocks
Nonprofit Soup created a program 

called Blocks that provides project man-
agement and helps line up financing in 
exchange for a commitment to rent the 
ADU at below-market rates for three 
years.

The Sharratts learned about Soup 
because they are friends with the found-
er, Josh To, who went through an ardu-
ous journey to put a two-bedroom ADU 
in his backyard in Menlo Park. It took 
more than a year to secure city approv-
al and cost $250,000.

The Sharratts expect their ADU to 
come in at around $180,000 and take 
less than a year to complete.

“Th y are pretty much doing every-
thing for us,” Stephen Sharratt said. 
“They do the project management, 
get quotes, interface with contractors, 
handle the permitting. Th y helped us 
decide what kind of unit to build. Any 
roadblock we’ve hit, they helped us get 
around it.”  

So far, the Blocks program has com-
pleted one project with 20 more in the 
pipeline.

“It’s one thing to build a unit and it’s 
another to make it affordable,” said Pam 
Dorr, who runs the Blocks program. 
“We’re really connecting with people 
who have a full understanding of how 
difficult this housing economy is and 
want to help people.”

Dorr, who recently bought and reno-
vated a home in Half Moon Bay, saw first 
hand the incredible demand for ADUs — 
or any housing, really — when she post-
ed an ad on Craigslist to rent out the 
400-square-foot, one-bedroom back-
yard cottage on her property.

The first response came from a school 
teacher who wanted to share the space 
with three other teachers using bunk 
beds. A trio of seniors also inquired. 
Finally, Dorr chose a young couple 
expecting their first baby.

“Thecrisis is harder than I expected,” 
she said.

Shift toward pre-fab
Twelve years ago, Vallejos of Valley 
Home Development Corp. picked up on 
a growing need for secondary units to 
accommodate elderly parents or adult 
children.

In the years since, his company has 
built close to 100 ADUs throughout 
Northern California. His company does 
some onsite construction along with 
factory-built homes and prefabricated 
home “kits” that are assembled on site. 
The company used to contract out most 
of its manufacturing, but is now setting 
up a small factory in Fairfiel .

Vallejos expects to complete 30 to 40 
ADUs this year and about 100 next year.

“We’re trying to create a turnkey, 
cookie cutter option for the consumer,” 
he said. “It’s a one-stop-shop solution.”  

PHOTOS / TODD JOHNSON

By customizing fabricated home kits and building others at his own 
small factory in Fairfield, Steve Vallejos  thinks he can bring the cost 
of ADUs way down: “We’re trying to create a turnkey, cookie-cutter 
option for the consumer.” Inset: One of Valley Development’s units 
and its Fairfield factory.

CONTINUED ON PAGE 6
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Valley Home charges a fl t develop-
ment fee of $9,800 for design, planning 
and securing city approvals. In addition 
to the cost of the home, homeowners 
also pay for other expenses such as the 
foundation and utility hookups.

The company offers nine different 
pre-fab models ranging from 280 square 
feet to 1,000 square feet and priced from 
about $85,000 to $400,000.  

The company’s most popular designs 
are in the 300 to 600 square foot range 
priced under $175,000. This month, 
Valley Home will debut a new option, 
a 150-square-foot micro studio starting 
around $50,000.

“We developed patterns based on the 
ADUs we’ve done in the past and then 
create prototypes,” Vallejos said. “Th  
background work has been done. It’s 
a lot easier because people can look at 
this range of plans and pick the one they 
want.”

Only about a quarter of Valley Home’s 
clients plan to rent out their ADUs. Th  
majority, Vallejos said, are for family 
members.

The latter group includes Mike Bur-
bank of Novato, who commissioned 
Valley Home to build a 365-square-
foot, detached guesthouse next to his 
2,400-square-foot home that abuts the 
Marin Country Club.

“My wife and I are both 83 years old,” 
Burbank said. “We figured one day we 
would need a caretaker. We don’t want 
to leave our home or move into assist-
ed living.”

In the meantime, friends or family 
have stayed in the unit at least once a 
week. The Burbanks outfi ted the space 
with a bed, sitting area, kitchenette, full 
bathroom and a balcony overlooking the 
golf course.

Since finishing the unit in March, 
people have asked about renting it. One 
even offered $2,000 per month.

“I don’t want a tenant,” Burbank said. 
“This is strictly for personal use.”

Burbank estimates he spent a total of 
about $162,000 on the unit, which took 
about 11 months to complete.

The approval process took about 
six months peppered with what Bur-
bank called “bureaucratic (expletive).” 
Because he’s retired, he had the time to 
“pound on desks” to secure city permits 
to start construction, which took about 
three months to complete.

When asked what advice he would 
give to other homeowners consider-
ing an ADU, he said, “hire Valley Home 
Development.”

Rethinking housing
Another manufacturer, Austin-based 
Kasita, started up a few years ago and 
released its first model — a 352-square-
foot unit that features high ceilings, a 
queen-size mattress, smart technology 
tools and appliances.

“The intention of Kasita is to rethink 

how we use space and how housing can 
better fi  into the space around us,” said 
Jeremy Klitzman, who manages sales for 
Kasita.

The total cost with installation and 
shipping is around $164,000 in Califor-
nia. So far, only one Kasita, a demon-
stration home, has been installed in the 
state.

Klitzman suggests that buying an 
ADU should become as easy as buy-
ing a car where consumers could go to 
a “dealership,” pick out the home they 
want and then have it installed on their 
property.

“You don’t need to be a car expert to 
buy a car,” he said. In contrast, build-
ing an ADU often turns into a crash-
course in housing development for 

homeowners.
“You need a contractor or a point 

person who can manage the process,” 
he said. “It’s a huge opportunity that is 
really untapped.”

In California, Kasita’s point person 
is Corbin Jones, founder of Ovid Design 
and Development, who specializes in 
small housing developments including 
ADUs. Jones has a background in both 
architecture and real estate finance, 
which allows him to manage an ADU 
from start to finish.

“As soon as I saw the legislation, I 
knew ADUs were going to be big,” Jones 
said.

He calls the laws the “democratiza-
tion of development” because they give 
homeowners more control over their 

land such as going from a single home 
to a duplex.

With an ADU, homeowners can 
stay in their homes or downsize into 
the ADU and rent out the main house, 
Jones said. That’s attractive for long-time 
homeowners who want to hold onto tax 
advantages from California’s Prop. 13, 
which caps property tax increases.

Even if the process for building ADUs 
speeds up, it could take decades to see 
the potential realized. Garcia of the Tern-
er Center said it’s difficult to project how 
many ADUs it would take to temper the 
region’s housing shortage.

“Anything is better than the produc-
tion we’re seeing now,” he said. “Even if 
we only see a couple of percentage points 
growth, it’s still better than last year.”

CONTINUED FROM PAGE 5

KASITA

Like most homeowners 
who have  built ADUs, Mike 
Burbank says it’s for his use, 
not for renting out.

“As soon as I saw the (new) 
legislation, I knew that ADUs were 
going to be big,” says Corbin Jones. 
Above: Kasita’s ADU, at 352 square 
feet, fit  just about anywhere.

TODD JOHNSON

TODD JOHNSON

Bidding ADU: Backers wait for small units to take off 
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