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I ntroduction

Inclusionary zoning has often been viewed as apatiol for medium-sized cities or relatively
affluent east coast counties. The nation’s oldagtmost celebrated inclusionary zoning law exists
in Montgomery County, Marylant.For nearly three decades, inclusionary zoningvgne
popularity across the country, including over 10éhmunities in both California and
Massachusetts. However, until the late 1990sargelmajor U.S. city had adopted a mandatory
citywide inclusionary zoning laf.

Recently, that reality has changed. Large citiehss Boston, Massachusetts; Denver,
Colorado; Sacramento, California; San Diego, Catify and San Francisco, California, have all
adopted mandatory inclusionary zoning laws (seeedjx). This policy brief provides: 1) a
summary of the major benefits of inclusionary zgni2) a description of some of the unique
aspects of the various programs adopted by latgps ¢hus far; and 3) case studies of five large
U.S. cities with inclusionary zoning programs.

Benefitsto L arge Cities from Inclusionary Zoning

Large cities are beginning to realize the many benef inclusionary housing:

1) Addressingthe Shortage of Affordable Housing. Inclusionary zoning produces
affordable housing. Most major U.S. cities lacKisient affordable housing for
moderate- to low-income families and individuakisrs, and special needs
populations. Inclusionary zoning stands as a prawgel to help address this need.

2) Market-Based Tool Requiring Lessin the Way of Public Subsidies. Inclusionary
zoning provides a proven market-driven tool to wedfordable housing without large
amounts of public subsidy. Large urban centerspitke their relative resurgence in the
1990s, still have difficulty raising sufficient plibrevenues to serve the extensive needs
of their diverse populations. The fiscal capaoityarge cities has been hamstrung by
the thirty-year retrenchment in federal spendingities and on housing in general.
Poor economic conditions since 2000 and the recemmds of federal tax cuts have left
large urban centers with an even tougher challengasing sufficient public revenues
to meet all their local needs. Inclusionary zorngvides large cities with a proven tool
for producing affordable housing for their workifagnilies while using fewer public
dollars. This allows large cities to preservefdaeral and state housing dollars that

! Nearby counties of Fairfax County, Virginia, anaudon County, Virginia, (also affluent) have indarsary zoning
programs, as well.

2 The City of San Diego, California, adopted anuis@nary zoning requirement for a specific parthef city in 1992,
requiring a 20% affordable housing set-aside odablelopments occurring in that area of the city2003, the
city adopted an inclusionary zoning ordinance far éntire city, requiring a 10% set-aside on allefi@ments of
10 or more units. Boston, Massachusetts, adoptéacarsionary zoning program by Executive Orde2@90 with
a 10% set-aside. San Francisco adopted an inolrsi@oning ordinance in January of 2002 with a He¥aside
on developments of 10 or more units. Sacrameraptad an inclusionary zoning ordinance in 2000yiriy
15% affordable units on developments of 9 or maniésu Denver adopted an inclusionary zoning ondiaain
2002, requiring a 10% set-aside.
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3)

4)

5)

they do receive for more vulnerable populations angreserve more of their own local
tax base for other pressing public needs.

M eeting Economic Development and Wor kforce Housing Needs. Inclusionary
zoning boosts local economic development by crgatiore workforce housing and by
increasing the disposable income of moderate- avericome households. Many cities
lack enough affordable housing for key populatidaeachers, firefighters, policemen,
child care workers, janitors, entry-level manufaictyg workers and technical workers,
etc. Without affordable homes for people in theseupations, large cities risk their
competitiveness in a global economy that requirglsilied and accessible workforce
near jobs. In addition, more affordable housingnsethat working households spend
less of their monthly income on their housing coleiaving more disposable income to
spend on goods and services in the local econdngjusionary zoning thus provides a
“one-two” punch to aid large cities in their effotb maintain a strong economic
environment.

Positively | mpacting Patter ns of Economic and Racial Segregation. Inclusionary
housing can positively impact the pattern of raaiad economic segregation that
plagues so many of our nation’s large urban centeegial and economic segregation
have contributed to increased crime rates, fasicigools, and a lack of social stability.
Inclusionary housing can mitigate racial and ecoicsagregation by producing low-
and moderate-income housing in a healthy, mixedsrefashion with market-rate
development.

Helping to Prevent Sprawl and Disinvestment. A lack of affordable housing in large
urban centers provides one of the strongest ingenfor increased sprawl.  If
affordable housing cannot be found in the city,elepers and citizens will look to the
fringe of the metropolitan region, where land c@stslowest, in order to develop and
buy housing that is more affordable. Increasedwpin a large metropolitan region can
mean reduced public and private investment in largan cores. Through an
inclusionary zoning program, large cities can usesity bonuses and other cost offsets
to produce a stock of affordable housing within ¢hig core, thereby helping to reduce
the pressure to continually sprawl outward in otdgsroduce affordable housing on the
fringe.

Large cities face housing shortages that thre&ieetonomic and social well-being of their
communities. Inclusionary zoning provides themhwaihe market-based tool to address the need
for a wide range of housing options.

Fewer Cost Offsetsin Large Cities

Unlike many of the smaller or medium-sized commaasithat have pointed the way for nearly

three decades, three of the five large cities |@wiin this policy brief have chosen to providddit
or nothing in the way of “cost offsets” to help ttieveloper pay for the cost of producing the
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affordable “set-aside” units.City staff interviewed in these cities indicatédt “cost offsets” were
not necessary because the strength of the locaipmarket and the ongoing demand from people
to live and build housing in those cities allowexVelopers to build the “set-aside” units and still
make their project work economically. Thus faty dfficials in San Diego, San Francisco, and
Boston indicate that development has continuedeapmce passage of inclusionary zorntm

fact, development has increased since passage ofdimance in San Francisco.

% Most inclusionary zoning programs around the couiniclude density bonuses, fee waivers, relaxagidpment
standards, an expedited permitting process, avnmescases, outright subsidies that aid the develog®ying for
the production of the affordable units.

* Interviews with Teresa Ojeda, San Francisco Cianier, August 2003.; Interview of Bill Levin, S&iego Senior
Planner, August 2003.; Interview of Susan Tinsklyie€Policy Officer Adviser for the City of San Rje Housing
Commission, August 2003.; Meg Kiely. “Boston’s RgliGives Developers Choice,” In: Inclusionary Zanin
Lessons Learned from MassachusdtldC Affordable Housing Policy Review, January 200
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Case Studiesfrom Five L arge U.S. Cities

Case Study: Boston, M assachusetts

Backaround
Boston, a city of over half a million people, bated significantly during the economic boom

of the 1990S. However, while area incomes increased, theydaiekeep pace with housing

prices, which soared at a double-digit pace. Asstraction and land costs increased, gentrification
spread from the central downtown areas to surragnaeighborhoods, causing the displacement of
moderate-income families. In response to thesagd®in Boston’s housing market and pressure
from community-based organizations and housing eates, Mayor Thomas Menino signed an
Executive Order in February 2000 that created alusmonary housing policy.

The Program
Under Boston’s policy, any residential project tbantains 10 or more units and is either

financed by the City of Boston or the Boston Redlgwment Authority (BRA), is to be developed
on property owned by the City or the BRA, or regaizoning relief, triggers the requirements of
the program. Due to the antiquity of the Bostomidg Code, practically all residential
development over nine units is covered by the Ethes®rder.

The Boston policy requires qualifying developmentset aside 10% of the units as affordable.
While the Boston policy does provide for off-sitevelopment of the affordable units, a developer
who exercises this option must set aside 15% ofithis as affordable instead of just 10%. This
creates an incentive for developers to constriecaffordable units on-site. Boston’s program also
allows for a fee in-lieu option, in which the demgér is required to make a payment to the BRA
equal to 15% of the total number of market-ratesumultiplied by an affordable housing cost
factor. The affordable housing cost factor, iflji@stablished at $52,000, is derived from the
average subsidy needed to develop a unit of affdedzousing and is adjusted annuéllhe
funds collected from the fee in-lieu option aredisesubsidize other affordable housing
developments in Boston.

Unlike the vast majority of other municipalitieeetBoston policy does not provide a general
density bonus for developers. However, develogergualify for increased height and FAR
allowances in the central financial district.

Boston has a higher income-target than most muaditigss with an Inclusionary Housing
Program. At least half of the set-aside units nvespriced affordable for households making less
than 80% of area median income (AMI) for the BoWBA. The remaining set-aside units are
priced affordable for households making between &% 120% of AMI, provided that on average
these higher-tier units are affordable to househeltning 100% of AMI.

®U.S. Census Bureau, 2000 Census.
® For the process for the annual determinationGigeof Boston, Department of Neighborhood Develeptweb site,
http://cityofboston.gov/dnd
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The units must remain affordable for at least 3@&yewith the possibility of extending the
affordability period for an additional 20 yearst total of 50 year§. The resale price of the
affordable units is also restricted to a maximuorease of approximately five percent per year,
adjusted for approved improvements and other maosbus fees.

The Political L andscape

Prior to Mayor Menino’s Executive Order, Boston laadinformal inclusionary housing
requirement. In 1999, affordable housing advocetesstigated the enforcement of this
requirement and discovered that two high-profibeuy developments had been approved that year
without any affordable housing set-asides. Houatigpcates pressured the Mayor to implement
and enforce a formal inclusionary zoning policyoo8 thereafter, Mayor Menino issued his
Executive Ordef.

The Executive Order’s off-site construction and ifeéeu payment options reflect the policy
preferences of many affordable housing advocat8®gton. Many advocates are more concerned
about the quantity of affordable housing in Bodtwen the dispersal of the units among market-rate
homes. In fact, many advocates expressed a pnetefer having the units in neighborhoods,
rather than downtown, where much of the new residletievelopment is occurring. Since many
advocates were more concerned about the quantiffarfiable units, there was a push for strong
off-site and fee payment options, as these optiontd produce a larger number of uits.

Boston benefited from a receptive Mayor, a supper@ity Council, positive media, a lack of
an organized effort by developers, and the exangdlasarby towns that already had successful
inclusionary housing policies. These factors @édhe positive political environment for the
creation of an inclusionary housing program.

Thelmpact of the Executive Order

In the initial year of implementation of the ExegetOrder, eight privately financed housing
developments fell under the requirements of theepolThese developments were predominantly
high-end luxury developments. As of January of2Z@®velopers have contracted to contribute
over $4 million for affordable housing constructioBver 200 affordable units have been
constructed as a result of the policy, with manyerin the pipeliné’ At the same time, new
housing development continues to boom in Bostod,davelopment projects continue to be quite
lucrative, even with the affordable unit set-asieguirement?

" Meg Kiely. “Boston’s Policy Gives Developers Cbe;’ Inclusionary Zoning: Lessons Learned in Massachusetts,
NHC Affordable Housing Policy Review, VI. 2, IsstigJanuary, 2002.

8 Interview of Tom Callahan, Director of the Massasétts Affordable Housing Alliance (MAHA), April 0D2.

® Interview of Tom Callahan, Director of the Massasétts Affordable Housing Alliance (MAHA), April (®2.

19 Interview of Meg Kiely, Deputy Director of CommuyiDevelopment and Housing at the Boston Redevesopm
Authority, August 2003.

™ Interview of Tom Callahan, Director of the Massas#its Affordable Housing Alliance (MAHA), April 002;
Interview of Tim McGurthy, Special Assistant to tBeector of the Boston Redevelopment Authority ®R
March, 2001.
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Case Study: Denver, Colorado

Backaround
Denver, a city of 554,636 people, has one of theeseinclusionary housing programs in the

country.*? Passed by the City Council in 2002, the ordindscpiite detailed in its requirements and
incentives. The Housing and Zoning codes were detkto create a “moderately priced dwelling
unit” (MPDU) program.

The MPDU Program

Unlike many local inclusionary zoning ordinancestttio not cover rehabilitation work, Denver’s
new program covers not only new residential corsivn, but also existing buildings that are being
substantially rehabilitated or remodeled to prowdaelling units. “Substantial” is defined as the
rehabilitation or remodeling of more than 50% d #xisting building. The program is mandatory for
for-sale developments of 30 or more units but isv@ry for rental developments, since limitations
on rent levels on private residential propertyds permitted under Colorado state I&v.

For-sale developments are required to set asidedf@Be units in the development as affordable
for households earning 80% of Area Median Incomigl)®or below. However, if the development is
to be greater than three stories, has an eleatdrhas over 60% of its parking as structured, the
affordable units are to be priced affordable fouseholds earning 95% AMI or below. Rental
developments can voluntarily set aside 10% of thitswas affordable to households earning 65%
AMI, less a utility allowance. If the rental degpiment is greater than three stories, has an elgvat
and has over 60% of its parking as structuredreéhtal set-aside units should be priced affordédile
households making 80% of the AMI.

The Incentives

In addition to the usual incentives provided by moyalities, Denver also provides a cash subsidy
to developers for the affordable units.Developers of for-sale units can receive a $5,000
reimbursement for each affordable unit producedou0% of the total units in the development.
Developers of rental units can receive a $10,000lnersement per affordable unit if the units are
priced for households making 50% AMI or below, laagility allowance. However, only
developments that provide at least the minimum remobaffordable units required by the ordinance
can receive the cash subsidies. Further, thesestésidies are only available if funding existshe
“special revenue fund.” This special revenue fisiinded by fee in-lieu payments and allocations
by the City Council.

Denver also reduces the parking requirements 20% of the required zoned parking if the
developer produces at least one additional affdedaiit for every 10 parking spaces reduced.

12y.S. Census Bureau, 2000 Census.

'3 The Local Control of Rents Prohibited Statute,ti®ec38-12-301, 10 C.R.S. (1999), precludes Colorad
municipalities from “enact[ing] any ordinance .which would control rents on private residentiedgerty.” The
Colorado Supreme Court struck down a municipalr@mdce that required economic developers to mitithete
effects of that development by generating affordabhtal housing units for 40% of the new employaeated by
the development. The Supreme Court found thadbttimance violated Section 38-12-30Town of Telluride v. Lot
Thirty-Four Venture, L.L.C., 3 P.3d 30 (2000).

14 Denver provides cash subsidies for affordablesumitcause the law does not permit the city to peofée waivers to
developers.
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Denver provides an expedited review process, atigwlevelopers to have their review by the
Community Planning and Development Agency completikin 180 days. Finally, Denver provides
a density bonus of 10% to developers.

Off-Site Development

The Denver ordinance permits off-site developmiratigh the standard is somewhat vague. The
ordinance states that the Director of Denver's Camity Planning and Development Agency
(CPDA) may allow a developer to build the affordabhits off-site if the developer builds “more”
affordable units than originally required. Howevenore” is not defined in the ordinance.

Instead of constructing the affordable units, depets may also contribute an in-lieu fee to the
“special revenue fund” in an amount equal to 50%hefprice per affordable unit not provided. The
price of the affordable unit is the maximum salesepprovided by the CPDA without homeowners’
association fees.

I ncome Verification

Households interested in the affordable units rpustide documentation of income eligibility to
the CPDA. Households must provide a copy of tlippsed sales contract; a copy of the proposed
settlement cost document; “all documentation nergssr CPDA to determine eligibility of the
buyer”; and affidavits from the buyer and the gatie the truth of the documents, as well as a signe
memo of acceptance of the affordability covenaritse CPDA then reviews these documents and
verifies the income levels of the household and @iggibility for an affordable unit.

Period of Affordability

The set aside for-sale and rental units must reaf&mndable for 15 years. The ordinance requires
that a covenant be recorded against the propeatypthds the owners and all other parties with
interest to the property for the entire controlipgr The CPDA still has a right to purchase atfthie
market rate if the unit is placed on the markehimiten years of the end of the control period.

The Denver Ordinance also creates a formula focitlyedo receive some of the market proceeds
from the affordable unit once it is sold on the mpearket at the end of the control period. When an
owner of an affordable unit sells it after the efidhe control period, the owner must pay the sgeci
revenue fund one-half of the excess of the tosdleeprice over the sum of: the prior maximum sales
price; a percentage of the affordable unit’s pporchase price with the cost of living increasesin
last sold; the fair market value of documented tedypnprovements; and a reasonable sales
commission. If the amount remaining is less th2®,&00, the amount due to the special revenue fund
will be adjusted so the seller receives $10,00@hd amount is less than $10,000, the seller will
receive the entire amount.

Enforcement

Denver has several tools for enforcement for theua stages of development. If the developer
violates the ordinance in any way, including natstoucting the required affordable units, the city
may deny, suspend, or revoke any and all buildmgcoupancy permits. The city can also withhold
any additional building permits until the affordahinits are built. If the ordinance is violatedtbg
sale of an affordable unit, the Director of the @P&an enjoin or void any transfer of the affordable
unit and require the owner to sell the unit to bgilde household.
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Case Study: Sacramento, California

Backaround
Sacramento, a city of over 400,000, saw signifigaatvth in the 90’s in residential and

commercial development on the outer-edges of tlye"tiWhile the commercial development created
new jobs at a variety of income levels, the mayaoitthe residential development was geared towards
upper-income households. In order to provide haaifordable to low- and moderate-income
families near or within these job-rich areas, tlity Council explored an inclusionary housing progra
Eventually, through the work of a broad coalitidratfordable housing advocates, labor unions,
neighborhood associations, environmental groupsority communities, the faith community, and the
Chamber of Commerce, the Sacramento City Couns8gzhthe Mixed-Income Housing Ordinance in
the year 2000.

The Program

The Mixed-Income Housing Ordinance applies toedidential development over nine units in “new
growth areas,” i.e. large undeveloped areas of #&ride city’'s margins, newly annexed area, angklar
interior redevelopment project areas. The seteagduirement under the Mixed-Income Housing
Ordinance is 15% of all units. However, the affdri@aunits can be single-family or multi-unit. This
flexibility in the type of units helps developerstdrmine a cost-effective way to construct the
affordable units®

The Mixed-Income Housing Ordinance specificallydithe affordable units to create more units
targeted to the lowest-income families. Of the@afable units that are produced within the
development, one-third of the units must be pricecdouseholds making between 50 and 80% of area
median income (AMI), while the remaining two-thirdthe units must be priced for households
making less than 50% AMI. The affordable units tmasnain affordable for 30 years.

Sacramento provides a density bonus of 25%, whadks the density bonus required under
California state law’ Besides the density bonus, developers may atsiveexpedited permit
processing for the affordable units, fee waivensl gelaxed design guidelines. Also, developers of
inclusionary projects may apply and receive pryoior all available subsidy funding, including fusxd
from the city’s housing trust fund, tax incrememds from redevelopment areas, and federal angl stat
subsidies.

If the proposed development is an exclusively siffgmily development, the developer can dedicate
land off-site or build the affordable units offesibnly if there is insufficient land zoned multiridy at
the development site. However, the alternative lanplacement of the affordable units must be iwith
the “new growth” area.

| mpact
The Sacramento ordinance is responsible for thegioreof 254 units, with hundreds more in the

pipeline.

5U.S. Census Bureau, 2000 Census.

18 Interview with David Jones, Sacramento City CoLiN#mber, March, 2001.

7 California state law entitles developers to a 2ffsity bonus if 20% or more of the total unitadfousing
development are affordable to lower income housishot 10% are affordable to very low-income housdsho
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Case Study: San Diego, California

Background
In 1992, voters in the City of San Diego imposedrmfusionary housing requirement in the

North City Future Urbanizing Area (FUA), a develogisection of the city with no rental or
affordable housing. The requirement reserves 208 aew rental and for-sale dwelling units for
households earning 65% of the Area Median InconMIfAThe FUA's inclusionary zoning
program, which does not offer developers the optopay an in-lieu fee, generated 1,200
affordable units in the last decade. City planmstimate that the inclusionary zoning ordinance
will result in a total of 2,400 affordable units the time the FUA is built ouf

The political process to pass a citywide incluaiyrzoning ordinance started in 2000 when the
city began updating its Housing Element as requiedtate law. The Plan Commission, interested
in adopting an inclusionary zoning ordinance, recended the creation of a working group to
explore the potential of a citywide ordinance.tiily, developers adamantly opposed an
inclusionary zoning ordinance, but they became maooperative as the two-year process unfolded.
Developers ultimately worked closely with the @tidousing Commission on certain provisions,
meeting on a weekly basis for several months. taie economic analysis of the potential impact
of inclusionary zoning proved to be the most effectool in convincing developers to support the
ordinance’?

San Diego, now a city of over 1.2 million peopldopted a citywide inclusionary zoning
ordinance in July 2003. The effort to pass thenamice was based on the FUA program's success,
the rising demand for affordable housing, and #s®mmendation of the inclusionary zoning
working group. Inclusionary zoning is one tool thiiy is promoting to address a lack of affordable
housing that forces employees “to live in less thdequate housing within the city, pay a
disproportionate share of their incomes to livadequate housing within the city, or commute
ever-increasing distances to their jobs from haykicated outside the city” Unlike the FUA
ordinance, the citywide ordinance offers developleesoption to pay a fee in lieu of building
affordable units on-site. Prime housing marketditbons in San Diego create a financial incentive
to pay a fee in lieu of building units on-site. uBhit remains uncertain whether the new
inclusionary zoning law will generate a large sypgflintegrated affordable housing.

TheProgram

Set-Aside Requirements

San Diego's city-wide inclusionary zoning ordinaneguires all residential developments of ten
or more units to set aside 10% of the units agddfale to households at or below 65% of the area
median income (AMI) for rental units and at or beld00% of the AMI for owner-occupied units.
The FUA is exempt from the citywide ordinance anlll @ontinue to adhere to the 1992 FUA
inclusionary zoning framework, which has a higheveloper set-aside requirement of 20%.

18 Interview of Bill Levin, San Diego Senior Planner

9 Interview of Susan Tinsky, Chief Policy Officed¥isor for the City of San Diego Housing Commissidagust,
2003.

%0 san Diego Ordinance Number 0-2003-135, page 3.
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Developer I ncentives

Neither the 1992 FUA inclusionary zoning ordinanoe the 2003 citywide ordinance provides
developers with incentives or cost off-sets fodding affordable units. The city opted not to offe
cost off-sets, such as fee waivers or density besyusecause developers can easily cover the cost of
affordable units through the sale of market-ratésyaccording to an economic analysis conducted
by a private firm for the Housing Commissitn.

On-site Construction

The ordinance requires that on-site affordablesumit comparable to the market-rate units in
bedroom mix, design, and overall quality of constian with the exception that the affordable units
do not have to exceed three bedrooms. Allowanaealao made for the interior features and
square footage of the affordable units.

Income Targets

San Diego's inclusionary zoning ordinance targetssbholds at or below 65% of the Area
Median Income (AMI) for rental units and at or b&ld00% of the AMI for owner-occupied units.
The new inclusionary zoning ordinance exempts ideesial development or a portion of a
residential development that is sold to househetdsing less than 150% of the ARfl.The City
Coun(Z:iSI insisted on this provision to encouragedbeelopment of condominiums within this price
range-

Period of Affordability

The new citywide ordinance requires rents to reraffiordable for 55 years. For-sale units do
not have a required period of affordability, bug tirdinance states that equity from the sale of the
affordable unit should be split between the citg #me homeowner. The city devised an
incremental system by which equity is shared. Adowner is entitled to a larger share of the
equity for each year of ownership. For example, it is sold after two years, the owner is
entitled to 21% of the equity, whereas a unit sdtdr ten years entitles an owner to 69% of the
equity. All funds collected by the city from thieased equity agreement are deposited in the
Inclusionary Housing Fund to support affordablesiog projects. The city is also entitled to first
right of refusal on any affordable for-sale unit.

In-Lieu Options

Developers can opt to make a fee in-lieu paymehighvis calculated based on the square
footage of an affordable unit compared to the gsogmre footage of the entire project. The fee is
phased in over a three-year period and rises frb®@0%per square foot the first year to $2.50 per
square foot the third ye&t. Unlike the citywide ordinance, the FUA ordinamtmes not offer any
fee in-lieu option. The large number of on-sitloafable units created under the FUA ordinance is
attributable to the absence of any in-lieu feeapf?

Hnterview of Bill Levin, San Diego Senior PlannAygust 2003.

#23an Diego Ordinance Number 0-2003-135, 142.303, c2.

ZInterview of Susan Tinsky, Chief Policy Advisor fitre City of San Diego Housing Commission, Aug@603.
#*san Diego Ordinance Number O-2003-135, 142.1310 d.

PInterview of Bill Levin, San Diego Senior PlannAygust 2003.
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Off-site Development

The inclusionary housing requirements can alsaabsf®d by providing the same number of
units at another site within the same CommunityRilag Area. In contrast to most ordinances in
the nation, San Diego's ordinance does not reguigher affordable housing set-aside for units
constructed off-site. Developers may provide affdrie units through a combination of on-site
and/or off-site construction and a fee in-lieu paym

Developers must seek a variance from the Plannargr@ission to build affordable units off-
site within a different Community Planning Areaanance requests only exempt developers from
adhering to portions of the ordinance and are stibjea Plan Commission decision with appeal to
the City Council. To acquire a variance, a depetanust demonstrate a special circumstance
unique to that development; that the developmenildvbe infeasible without a modification; or
that a substantial financial hardship would regolin adherence to the ordinarfCe.

The City Council may exempt a developer from thdirmance through a waiver. Requests for a
waiver must satisfy the same criteria as an apbicdor a variance, but a waiver request is subjec
to a higher degree of scrutiny than a variancee $an Diego Housing Commission processes all
waivers, but final approval must come from the @tyuncil.

Administration

The Inclusionary Housing Program is administeredway city agencies: the Development
Services Department and the San Diego Housing Cesiom. The Chief Executive Officer of the
San Diego Housing Commission is responsible foemening targeted rental and ownership
affordability, resident qualifications, and monitay the program.

Thelmpact of Inclusionary Zoning

The ability of inclusionary zoning to produce 1,2ffbrdable units in the FUA was a key factor
in the decision to adopt a citywide ordinance. @dmg to San Diego senior planner Bill Levin,
the pace of development in the FUA did not slowermgfiassage of an inclusionary zoning
requirement’” This provided the development community with iafegassurance that inclusionary
zoning does not have a negative impact on theustrg. San Diego’s Planning Department does
not anticipate that the citywide ordinance will puge as many on-site affordable units as the FUA
ordinance because the citywide ordinance provigegldpers with the option to pay an in-lieu fee.
Due to the strong housing market in San Diego,r@asproject that the in-lieu fee will not be able
to keep pace with the price of building on-sitdhu$ paying an in-lieu fee will be a less expensive
option than building units on-site.

%san Diego Ordinance Number O-2003-135, 142.1304 d.
" Interview with Bill Levin, San Diego Senior Planmne
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Case Study: San Francisco, California

Backaround
In 1992, San Francisco, a city of almost 800,0G#pjee adopted a limited inclusionary housing

program to address the shortage of affordable hgusr very-low- and low-income residents.

The California State Legislature requires all logavernments to develop a comprehensive, long-
term general plan that encourages the developnientariety of housing types for all income
levels. Inclusionary zoning is a popular policgltn California, where it has been adopted in over
100 municipalities. The 1992 ordinance only appti@ planned unit developments (PUDs) and
projects requiring a conditional use permit, naitbfewhich affected a substantial amount of
residential development in the cfty.Most of San Francisco is built out, and the kitks vacant

lots that are large enough for PUDs. In additiaost projects in San Francisco do not require a
conditional use permit.

The majority of housing built in the mid- to lat890s consisted of live/work units. According
to city planner Teresa Ojeda, live/work units wisigally anticipated to provide cheap or relatiyel
inexpensive housing for artists by allowing thenwtwrk in the same complex where they live. By
the mid-1990s, live/work units were in high demémdvocations other than artists. This increased
demand drove up housing costs in working-classhibeithoods?® Live/work units that started at
about $300,000 in the mid-1990s reached $700,0G8egnd of the decad®.During the 1990s,
live/work units were zoned as commercial developnaen were exempt from the inclusionary
housing requirement, as well as other buildingdtaas and fees normally imposed on residential
development.

In January 2002, the inclusionary zoning ordinamas expanded from applying only to PUDs
and projects requiring conditional use permitsltoesidential projects of ten units or more,
including live/work units. The program's expansgame in response to the continuing affordable
housing crisis and opposition from community grotgthe displacement of low-income
households as a consequence of rising propertgsand the increase in unattainable live/work
units.

TheProgram

Set-Aside Requirements

Under the new ordinance, 10% of the units in adeggial development of ten or more units
must be set aside as affordable. The set-asidgreesent jumps to 15% if the units are provided
off-site. PUDs and developments that require aitmmal usepermit aresubject to a 12% set-
aside requirement, which increases to 17% if ther@ddble units are built off-site.

Developer I ncentives

San Francisco offers minimal developer incentivBsich incentives are limited to receiving
refunds on the environmental review and on thedngl permit fees for the portion of the housing
project that is set aside as affordable.

ZInterview of Teresa Ojeda, San Francisco City RéanAugust 2003.
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On-site Construction

The affordable units must be comparable in numbbedrooms, size, exterior appearance, and
overall quality to market-rate units. The ordinance makes allowances for square foaagdenterior
features, which do not have to meet the same stamda the market-rate units.

I ncome Targets

For rental units, the inclusionary zoning ordinatargets households earning 80% of the area
median income (AMI). For owner-occupied units, tindinance applies to households earning up to
120% of the area median income. San Francisceesmedian income calculation includes the
wealthy counties of San Mateo and Marin. As altethe AMI is substantially higher than other US
cities. The AMI for a family of four is $91,500nd the AMI for a single-person household is
$62,050. Therefore, a household of four at 80%efAMI earns a maximum annual salary of
$73,200, and a household of four at 120% of the Akths a maximum annual income of $109,500.

Off-siteand In-Lieu Options

Developers can elect to construct affordable wfitsite but are discouraged from doing so by a
requirement that increases the affordable uniasite to one and one half more affordable units tha
are required for on-site construction. In-lieu fEgyments are made to the Citywide Affordable
Housing Fund and are appropriated for affordableshng. The amount of the fee is determined by
several factors including the projected value efaffordable units had the developer constructed
them on-site.

Period of Affordability

San Francisco's inclusionary zoning ordinance reguhat both rental and for-sale units remain
affordable for 50 year§ All housing projects must record a Notice of SpeRiestriction with the
Recorder of the City and County of San Franciseo iticorporates affordability restrictions. If an
affordable rental unit is converted to an ownershif, the ordinance requires that it remain
affordable and continue to adhere to the afforagtabntrol period. The San Francisco Planning
Commission and Planning Department monitor affoitdglzontrols.

Administration

The Mayor’s Office of Housing and the Plan Comnaasadminister the inclusionary zoning
program. The ordinance requires that the Mayadifie€®of Housing conduct a study every five years
to determine the relationship “in nature and amdatéveen the production of market-rate residential
housing and the availability and demand for affbiddousing in San Franciscd."The studies will
be used to determine whether to increase affoithalaivels.

Thelmpact of Inclusionary Zoning

Since the adoption of comprehensive inclusionanyrepin 2002, the program has generated 90
affordable units through projects totaling 920 sniCurrently, proposed housing projects under
planning review total about 7,485 units, which cbrdsult in approximately 745 affordable uriits.

3lsan Francisco Zoning Ordinance, section 315.4 c.

#nterview of Teresa Ojeda, San Francisco City RéanAugust 2003.

#3an Francisco Zoning Ordinance, section 315.7 (a).

¥san Francisco Zoning Ordinance, section 315.8 e.

*Interview of Teresa Ojeda, San Francisco City Réanduly 2003. Calculations based on the 2003 amcisco
affordable rental housing guidelines
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L arge Citieswith Inclusionary Housing Programs

nt

Affordable | Threshold Number of Unity/ Set-Aside Contral In lieu-fee Payment/ Off-site Density Other Developer
Units Income Tar get Requirement Period Development Bonus Incentives
Produced
Boston, MA Threshold: 10 or more units
Income Target: at least one-half of ) o i
(2000) — 200 affordable units for households « . Fee: must be equal to 15@ of _the totg] No citywide developer
Population: 589,141 | ! . . Maximum number of market- rate units times ar . d . .
inclusionary | earning less than 80% of the AMI . ) incentives, but increased heig
L L . 10% set-aside| allowable by | affordable housing cost factor None .
units since remaining affordable units for - o . . and FAR allowances permitteg
; law Off-site: may build off- site, but set- . . - L
2000 households earning between 80- aside requirement increases to 15% in the financial district
120% of the AMI, with an average q 0
of 100% of the AMI
San Francisco, CA 128 units Fee: determined by several factors Refunds available on the
1992, expanded in including the projected value of on-site environmental review and
completed .
2002) between Threshold: 10 or more units affordable units; in-lieu payments are building permit fees that apply!
_ Income Target: for rental units, made to the Citywide Affordable to the affordable units
Population: 776,733 1992.and households earning 80% or less af | 50 years for Housing Fund
2000; 90 he AMI for f | . 10% set-aside| rental and > .| None
units since the ; for for-sale units, for-sale units| Off-site: Developers can elect to build
% of the ffordable units off-site, but the set-
2002; 745 households earning 120 affordable units off-site, bu e se
units in the | AM! aside requirement increases to 15%
pipeline
Denver, CO Up to
(2002) 20% for $ .
. . 5,000 reimbursement for eac
. 0 _ - L}
Population: 554,636 . . 10% of.for Fee: 50% of the price per affordable smg_le for-sale unit, up to 50% of the
Threshold: 30 units or more sale units or a . . family L .
804 planned . unit not built L7 total units in the development;
P Income Target: 65% of the AMI voluntary set- o . . units; up .
units since - . 15 years Off-site: allowed if developer builds $10,000 reimbursement for
for rental units antess than 80% | aside of 10% " ” : . to 10% g
2002 . more” affordable units than required each affordable rental unit if
of the AMI for for-sale units for rental . for it is priced for h hold
units on-site multi- unit is priced for households a
: 50% of the AMI or below
family
units
(nggg'eg()’ grﬁjed in | 1.200 units Threshold: 10 or more units Fee: calculated based on the square
2003)’ P cc’)m leted Income Target: rental units are set footage of an affordable unit. Fee
Pooulation: betw%en aside for households earning at or 55 years for | increases between 2003 and 2006 from
1 2%3 341 ) 1992 and below 65% of the AMI; for-sale 10% set-aside| rental and $1.00 per square foot to $2.50 per None None
e 2003 units are set aside for householdg for-sale units| square foot
earning at or below 100% of the Off-site: Developers can opt to build
AMI off-site (set-aside does not increase)
Sacramento, CA Threshold: Any development over
(2000) : 9 units Can dedicate land off-site or build off . .
Population: 407,075 465 units Income Target: 15% of the units site if: Expedited pe_rm.lt process for
completed, : .. - L affordable units; fee waivers;
must be set aside as affordable. . * there is insufficient land zoned ag . o i
hundreds hird to h hold ki 15% set-aside| 30 years lti-famil . 25% relaxed design guidelines; ma:
more in the | ONe third to 0 ouseno os maxing multi-family on-site receive priority for subsidy
pipeline between 5 0% and 80% of the . Alternative land or units must be funding

AMI. 2/3 to households making
less than 50% of the AMI

in “new growth” areas




