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Agenda

Defining the Need

Program Structure

Incentives

Compliance Alternatives

Implementation and Stewardship

Presenter
Presentation Notes
Matt and I are going to give a high-level overview of a set of key program design elements for IH programs. There’s much more to be said about each of these elements than we can fit into 20 minutes, but fortunately….
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www.InclusionaryHousing.org

Presenter
Presentation Notes
Everything you’re going to see in this presentation AND MUCH MORE can be found at Grounded Solutions’ dedicated website, InclusionaryHousing.org. 
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Defining the Need

Presenter
Presentation Notes
 When you’re designing your IH program, you’ll want to start by clearly defining the community need, or needs, that the program will address.Most communities just think “What do you mean ‘defining the need’? We need more affordable housing and inclusionary housing is a way to get it!”
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Defining the Need

Credit: PlaceWorks

Who needs affordable 
housing?

How affordable does the 
housing need to be?

Where do we most need 
affordable housing (now 
and in the future)

How can inclusionary 
housing address racial 
disparities in housing?

Presenter
Presentation Notes
While that’s true, it’s worth delving into that in more detail. Being clear about what needs you’re trying to address will influence your program design decisions. For example, the question about where affordable housing is –and will be– most needed can shape your decision about whether to always require affordable units to be built on-site with market-rate units or whether to allow developers alternative ways to comply with requirements, such as building affordable units off-site or paying a fee in-lieu of building affordable units that can be used elsewhere in the city.I also want to add that one community need that almost every community faces is the need to address racial disparities in housing. There are a myriad of ways that IH policies can be designed to advance racial equity, some of which we’ll share throughout this presentation. Again, it’s important to explicitly identify that as a need at the outset to ensure your policy is intentionally designed to meet that need.
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Program Structure
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Type of Program

Mandatory = developers 
must comply

Voluntary = developers 
can choose to provide 
affordable units in 
exchange for access to 
incentives (or can choose 
to not provide affordable 
units at all)

Over 2/3 of programs 
nationwide are mandatory

San Francisco, CA

www.dbarchitect.com

Presenter
Presentation Notes
Most programs across the country are mandatory rather than voluntary. That’s a very good thing because…
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Type of Program

www.dbarchitect.com
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Presenter
Presentation Notes
Our data shows that mandatory programs produce significantly more affordable units than voluntary programs.In general, you should really make your program mandatory if at all possible.What are some of the few reasons you might go for a voluntary program?
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Type of Program

Is it legal?

How strong is your housing 
market?

What’s politically viable?

San Francisco, CA

www.dbarchitect.com

Presenter
Presentation Notes
Fortunately, mandatory IH is now legal in CO for both rental and ownership housing, so you’re all golden there.Mandatory IH programs are often easier to implement in strong housing markets. But if you’re in a softer or mixed housing market, that doesn’t mean you should immediately go for a voluntary ordinance. One option – rather than going voluntary – is to simply set a much lower requirement for the percentage of units that must be affordable – maybe 5% instead of the typical 10-20%.The real reason that some places end up with a voluntary policy is simply lack of political will. Some communities start out with a voluntary policy and shift to a mandatory policy later (often after the voluntary policy proves ineffective). So again, go mandatory if you can.
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Geographic Coverage

Apply policy consistently 
across jurisdiction, or vary 
requirements across 
neighborhoods

2/3 of programs 
nationwide apply to entire 
jurisdiction

Presenter
Presentation Notes
In terms of where the policy applies, there are two main options: apply the policy consistently across the jurisdiction or vary requirements in different areas of the jurisdiction. There are several different ways to implement varied requirements:Implement IH in community plan areas that are anticipated for significant upzoning and therefore will have more value to capture. Implement IH in specific zoning districts, neighborhoods, or census tracts where the market is stronger. This map shows where Charlotte, NC’s policy applies: Census block groups with median home values at or above the area median.
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Geographic Coverage

Pro: Addresses significant 
differences in housing 
market strength among 
neighborhoods

Con: Time-consuming, 
politically -fraught process 
to draw boundaries

Con: Need to update 
boundaries over time as 
market shifts

Con: Complex to administer

Presenter
Presentation Notes
[read slide]There are other ways to address variations in housing market strength within a city without drawing geographic boundaries, though we don’t have time to get into them in detail.
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Type/Tenure of Development

Tenure: whether the 
policy applies to 
rental units, 
ownership units, or 
both

90% of programs 
nationwide apply to 
both tenure types

San Francisco, CA

www.sfhac.com

Presenter
Presentation Notes
The vast majority of IH policies apply to both ownership and rental development. This is another of those no-brainers: you pretty much always want to apply your policy to both types of development.Again, really the only reason you might apply IH to only rental or only ownership development is if there are legal issues, which you don’t have in CO.
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Type/Tenure of Development

Other considerations

Will affordability levels 
differ for rental vs. 
homeownership?

Will the inclusionary 
percentage differ for 
rental vs. 
homeownership?

San Francisco, CA

www.sfhac.com

Presenter
Presentation Notes
There’s also the separate question of whether affordability levels and/or the percentage of units required to be affordable should differ for rental vs. ownership housing. The answer is usually yes. Most programs tend to target higher income levels for ownership housing than for rental housing. And sometimes a different set-aside requirement makes sense if the economics of those two housing types vary significantly.
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Project Threshold Size

Apply policy only to 
projects above a 
certain number of 
units in size

Roughly half of 
programs have no 
minimum threshold

~10% of programs 
have thresholds of  
more than 10 units

Boulder, CO

www.yourboulder.com

Presenter
Presentation Notes
Many inclusionary programs apply only to residential projects above some threshold size. Smaller projects are exempt from providing affordable units. These “trigger points” can vary widely.  In most jurisdictions, typical threshold size is 2 to 5 units. 
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Project Threshold Size

Pro: Reduce financial 
burden on small 
projects

Pro: Reduce 
administrative 
burden of approving 
and monitoring small 
projects without 
greatly reducing 
number of affordable 
units produced

Boulder, CO

www.yourboulder.com

Presenter
Presentation Notes
One reason that programs exempt smaller projects is to ensure that inclusionary requirements won’t be overly burdensome on small projects. An added advantage is that a project threshold size reduces the administrative challenges associated with approving and monitoring small projects. In some cases, a project threshold size can make the overall program easier to implement without greatly reducing the total number of affordable units produced.
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Project Threshold Size

Con: Can create 
incentive for 
developers to build 
smaller projects

Con: Can increase 
developments with 
one less than the 
threshold # of units

Con: Can reduce total 
number of affordable 
units produced

Boulder, CO

www.yourboulder.com

Presenter
Presentation Notes
However, a threshold can create an incentive for developers to build smaller projects, and can lead to an increase in developments with one less than the threshold number of units.And there will be at least some negative impact on the production of affordable housing through the inclusionary policy. In communities with primarily smaller projects, a threshold can dramatically reduce the number of affordable units built.
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Detailed Policy Choices
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Percentage of Units Affordable

What’s financially 
feasible?

Typically between 10-
20% of units

Palmers Dock Apartments, 
Brooklyn, NY

New York Department of City Planning

Racial Equity 
Consideration:  
require or encourage 
affordable unit sizes 
that match the 
household sizes of 
households of color

Presenter
Presentation Notes
Of course, the big question is “what percentage of units should be affordable?”The main consideration that drives the answer to this question is usually “what’s financially feasible?” While your community may well have a need for half of all homes being built to be affordable to low-income residents, it’s unlikely that an inclusionary percentage of 50% will be financially feasible for the development community. Most programs requirements are 10-20% of units.[RE unit size consideration] This is related to the percentage of units requirement because it will cost a developer more to provide a 3-BR unit than to provide a 1-BR unit, so there’s a trade-off between the percentage of affordable units and the size of those units.
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Affordability Level

What’s most needed 
in our community?

Are there income 
requirements for 
other funding 
sources we may 
wish to use?

Do we want to 
prioritize more units 
or deeper 
affordability?

Atlanta, GA

Racial Equity Consideration:  choose 
income targets that match those of 
renter households of color

Presenter
Presentation Notes
Another question that’s closely related to the percentage set-aside is “what household income levels do we want to serve with our program?”Obviously community needs should drive the answer to this question as much as possible. It’s important that community need be broken out by race and ethnicity to make sure your affordable units are meeting the needs of renter households of color.Sometimes affordability levels are dictated by other funding sources. Trade Off: Because it costs more to provide homes for families with lower incomes, if you want deeper affordability, it will only be feasible to require a lower overall percentage of affordable units. Some IH programs now include multiple tiers of affordability, either allowing developers to choose between a smaller percentage of units for lower income levels or a larger percentage of units for more moderate income levels, or requiring or allowing a mix, with developers providing some units for lower levels and some for more moderate income levels.
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Duration of Affordability

M Station, Austin, TX

How long the 
regulated affordable 
units must remain 
affordable to low -
income households 
before they can revert 
to market -rate prices

>80% of programs 
require at least 30 
years of affordability

Presenter
Presentation Notes
If homes expire out of an IH program and return to market rate after a few decades, the program won’t actually increase the stock of affordable housing. Here’s a cautionary tale: Between 1973 and 2005, Montgomery County, Maryland created more than 12,000 affordable homes through its IH program. But because the affordability restrictions only lasted 10 years, by 2005 only 3,000 of those units were still affordable. This is another no-brainer: you should implement the longest affordability period you can (legally and politically), preferably “in perpetuity,” “for the life of the building,” or 99 years.
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Design Standards

Charlotte, NC Multi-Family 
Design Standards:
Affordable units must be dispersed within the 
development:

• If there are more than 25 affordable units, 
then those units may be contained in a single 
structure

• Buildings within the development must 
externally blend in architecturally with other 
units to include materials and style (such as 
roof pitches, foundations, window types, 
building materials)

Option 1: identical 
standards for 
inclusionary units

Option 2: different 
minimum 
standards for 
inclusionary units 
(e.g. “functionally 
equivalent”)

Presenter
Presentation Notes
It’s important to adopt design standards for how the affordable units created through your inclusionary policy should compare with the market-rate units in the development. These standards should address everything from external appearance to unit size and number of bedrooms to amenities provided (balconies, storage, garages) to fixtures (cabinets, dishwashers, counters, etc.)There are two basic options for how to treat design standards:Identical standards for IH units (same unit sizes, finishes, etc.) This can prevent the issue of inclusionary units being sub-standard, but can also be extremely expensive (e.g. granite countertops)Different minimum standards for IH units. A popular requirement is that affordable units be ‘functionally equivalent’ to the market-rate units, meaning that when fixtures are included in market-rate units, such as kitchen cabinets, countertops, dishwasher, garbage disposal etc., equivalent fixtures are included in the affordable units but the features need not be identical. And many communities do not require affordable homes to be the same size as their market-rate neighbors; rather, the ordinance simply specifies a minimum square footage. 
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Design Standards

Charlotte, NC Multi-Family 
Design Standards:
Affordable units must be dispersed within the 
development:

• If there are more than 25 affordable units, 
then those units may be contained in a single 
structure

• Buildings within the development must 
externally blend in architecturally with other 
units to include materials and style (such as 
roof pitches, foundations, window types, 
building materials)

Ensure low-income 
residents have high-
quality housing

Responsible use of 
limited resources

Racial Equity 
Consideration:  avoid 
stigmatizing 
residents of 
affordable units

Presenter
Presentation Notes
You’ll want your design standards to balance ensuring high-quality housing and avoiding stigmatization on one hand with responsible use of limited resources on the other hand. This example from Charlotte focuses on external appearance to avoid stigma.
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Incentives

Presenter
Presentation Notes
73 % of IH programs provide at least one incentive to developers that either helps increase their revenues or reduce their costs, making it financially possible for them to provide more affordable homes, or homes at deeper affordability levels, than they would have without the incentives.
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Incentives
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Presenter
Presentation Notes
The most commonly offered incentive is a density bonus, followed by other zoning variances like reduction in parking requirements. Other incentives are fee reductions or waivers, expedited processing of permits, tax relief/abatement, or direct subsidy like TIF.Notably, 29 percent of programs do not offer any incentives.
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Balancing Incentives

www.housingfinance.com

City of Seattle

Increased affordability Costs to jurisdiction

Presenter
Presentation Notes
Incentives can help get more affordability from your IH policy.But of course incentives come at a real cost to the public sector. Tax abatements, direct subsidy and fee waivers directly reduce revenues available to jurisdictions. Even planning incentives such as density bonuses, which appear free, result in increased infrastructure and other public costs.
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Compliance Alternatives

Presenter
Presentation Notes
Inclusionary Housing policies often offer developers alternative methods for complying with the requirement other than building the affordable units on-site.
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Compliance Alternatives

91%

51%

47%

28%

19%

16%

Source: 2019 Grounded Solutions Inclusionary Housing Survey
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In-lieu fee Off-site units Donate land Rehab regulated
units

Renovate
unregulated units

Other

Presenter
Presentation Notes
.  Roughly 60% of traditional IH programs offer at least one compliance alternative.Of those programs that offer compliance alternatives, the most common isPaying a fee in-lieu of building the units, followed closely by Building the affordable units off-site, often in partnership with a nonprofit affordable housing developer. Less common options include Donating land for use for affordable housing developmentRehabbing and preserving existing regulated or unregulated affordable housing
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Compliance Alternatives
All types lead to generally the same outcome

In-Lieu Fees

Off-site Production

Land Donation

Preserve / 
Rehabilitate 
Existing Affordable 
Housing

Affordable units in an all-affordable building 
built on another site by a nonprofit developer

Presenter
Presentation Notes
These various compliance alternatives generally end up with the same outcome: affordable units in an all-affordable building on a different site, often built by a nonprofit developer. A few exceptions to this, e.g. on occasion a market-rate developer might actually build and manage affordable units in an off-site location; can use in-lieu fees to further write-down the affordability of existing unitsBecause the outcomes are generally the same, the trade-offs that come from allowing these various compliance alternatives are quite similar, which is why I’m talking about them as a group rather than one-by-one.
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Compliance Alternatives

Benefits

Increased flexibility

Increased feasibility

Address challenging situations

Potential for greater impact

Leverage experience and expertise of nonprofit developers

Presenter
Presentation Notes
Increased flexibilityFor the jurisdiction on how and where to meet your affordable housing goals.Increased feasibilityFor developers – multiple compliance options makes it more likely than one option will be financially feasible and meet the needs of investors and lenders.Address challenging situationsLike student housing or retirement communities, where on-site units might not be appropriate, or very high-cost luxury housing, where on-site units might not be the most effective use of resources.Potential for greater impactCompliance alternatives can also result in more affordable units being produced than constructing units on-site, due to overall lower costs per unit and/or the ability to leverage other sources of affordable housing funding.Compliance alternatives can also more easily be targeted to serve extremely low income households than on-site units.Leverage experience and expertise of nonprofit affordable housing developers, who:Have increased experience in administering, managing and monitoring affordabilityOften offer supportive services and amenities on-site that can provide significant benefit to low-income residents
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Compliance Alternatives

Downsides

Delay in construction of affordable units

Scarcity of leveraging resources

Alternative compliance requirements often set too low

Perception of compliance alternatives as “loopholes”

May not create mixed-income communities

Presenter
Presentation Notes
Delay in construction of affordable units.Building affordable units on-site guarantees that the affordable units will be built and available concurrently with market-rate units. Almost any compliance alternative would likely see the affordable units built months or years later than market-rate units.Scarcity of leveraging resources – many of the key federal funding sources such as LIHTC are dwindling and there’s a lot of competition for their use.For a variety of reasons, many communities end up setting their in-lieu fee per affordable unit well below the cost of what it actually costs to build an affordable unit, which can result in the IH program not meeting its full potential for creating units.Regardless of all the potential benefits of compliance alternatives that I discussed above, people tend to see compliance alternatives, and especially in-lieu fees, as a “loophole” or a way for developers to “buy their way out” of complying with the policy. �The biggest downside that many see to allowing compliance alternatives is that they may not lead to the creation of mixed-income communities. Let’s delve into that one in more detail.
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Compliance Alternatives

May Not Create Mixed-Income Communities

Fees

Units

High Cost 
Areas

Lower Cost 
Areas

Cost of Onsite 
Production

Cost of In-Lieu Fee

Presenter
Presentation Notes
Depending on how your compliance alternatives are structured, you may end up with a majority of affordable units being built in already lower-cost neighborhoods. For example:If you have one consistent in-lieu fee amount across the city, onsite production may be less expensive than paying the fee in lower cost areas, but payment of the fee will be less expensive than onsite production in higher-cost areas, meaning that developers will tend to choose to build units in lower-cost areas but pay fees in higher-cost areas. 
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Compliance Alternatives

Addressing the Downsides through Policy
Vary in-lieu fees geographically

Set requirements for geographic use of alternatives

Require prior or concurrent construction of off -site units

Set alternative requirements high enough to achieve at least the 
equivalent number of on -site affordable units 

Limit “by-right” use of alternatives

Require at least some on-site units

Make on-site development preferable (e.g. set in-lieu fee higher 
than the cost of building on -site units for most projects)

Racial Equity Consideration:  center the needs and preferences 
of households of color

Presenter
Presentation Notes
Fortunately, there are ways to address these downsides through policy. I won’t go through all of these in detail but you can skim through them.	I do want to flag that there are definitely racial equity considerations around the use of—or non-use of--compliance alternatives, for example in terms of impacts on historic neighborhoods of color. There’s no one right answer for every community, so it’s critical to center the needs and preferences of households of color when making decisions about compliance alternatives (and about the rest of your inclusionary housing policy!)
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Implementation and Stewardship

Presenter
Presentation Notes
I would be totally remiss if I did not at least mention implementation and administration of your policy and stewardship of the affordable units generated..
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Don’t be a Headline

Presenter
Presentation Notes
There have been many stories in recent years of cities that have messed up their monitoring and tracking of affordable housing programs and run into serious problems and/or bad press. You don’t want to be one of those cities!
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Racial Equity Considerations:

• Establish high bar marketing requirements to ensure renters 
of color have access.

• Require a lottery for applicant selection (rather than first come, 
first served).

• Set limits on resident selection screening criteria.

• Collect and analyze data on the race and ethnicity of those 
served by affordable units.

• Partner with a Community Land Trust for stewardship of 
affordable units.

Implementation and Stewardship

Presenter
Presentation Notes
The other reason to really focus on this piece is that a lot of the ways you can use your IH program to advance racial equity lie in the day-to-day of program implementation – you can see some examples here. There are lots more details on these RE considerations, and on implementation and stewardship more broadly, on inclusionaryhousing.org.

https://inclusionaryhousing.org/making-it-work/stewarding-homeownership/marketing-homes/
https://inclusionaryhousing.org/making-it-work/monitoring-units/screening/
https://inclusionaryhousing.org/making-it-work/monitoring-units/screening/
https://inclusionaryhousing.org/making-it-work/admin/tracking-outcomes/
https://groundedsolutions.org/strengthening-neighborhoods/community-land-trusts
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Contact

Stephanie Reyes
State and Local Policy Manager
sreyes@groundedsolutions.org
503-493-1000 ext. 23

Matt Weber
State and Local Policy Senior Specialist
mweber@groundedsolutions.org
503-493-1000 ext. 17

groundedsolutions.org

mailto:sreyes@groundedsolutions.org
mailto:mweber@groundedsolutions.org
http://groundedsolutions.org/
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