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Overview of Sample IH Programs



Inclusionary Housing Policy Design
Less	Flexible More	Flexible

Mandatory

Higher	setaside

Lower	income	target
Longer	rent	restriction	

Jurisdiction	wide
All	housing	types

No	opt	outs

No	or	ineffective	
incentives

Voluntary

Lower	setaside

Higher	income	target
Shorter	rent	restriction

Spatial	calibration
Specific	housing	types

Opt-outs
In	lieu	or	off	site

Market	responsive	
incentives

or

30%	to	5%

0%	to	120%

City	to	neighborhood

or

Permanent	to	10	years

#	units	or	ownership

Public	sector	$



What	Makes	Development	
Happen?



Project Operating Pro Forma

Apartment	RentRevenues ParkingRetail

Costs	and	
Expenses

Returns

Debt	Service
Operations Vacancy

Property	Tax Reserves

Net	Cash
Flow



Understanding the Economics of Development

Public	Policy

Market	
Feasibility

Capital

Land
Development	
Can	Occur

Rent	and
Construction	
Cost	Fixed

Capital	is	mobile

Highest	and	
Best	Use



Land Value - Highest and Best Use
Land	Value	($)

Speculative Income
Comparable
Replacement

Unconstrained
RLV

Constrained	RLV	
(zoning	or	policy)

Landowner’s	Perspective

Appraiser’s	
Perspective

Range	of
Development
Feasibility

Developer’s	Perspective



Markets Vary Within a Region 

 

Stacked flats
Doesn't pencil
Insufficient data

Financially feasible building types
if the land value is $0

 

4 over 1
Stacked flats
Doesn't pencil
Insufficient data

Financially feasible building types
if the land value is $0

 

Residential tower
4 over 1
Stacked flats
Doesn't pencil
Insufficient data

Financially feasible building types
if the land value is $0



The Impact of IH Without Incentives

 

From res. tower to 4 over 1
From 4 over 1 to stacked flats
From stacked flats to infeasible
No change (still feasible)
No change (still not feasible)
Insufficient data

How does the setaside change feasibility?

IZ	Policy
20%	Set	Aside	
80%	of	MFI
$0	Land	Price
No	Incentives



Offsetting Financial Incentives
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Section III: Optimizing the Effectiveness of Incentives for Inclusionary Development

Incentives are required to accompany IZ in most settings 
to ensure the desired development and avoid adverse 
effects in the market. They key question is: what type and 
mix of incentives makes most sense? The answer is that 
it depends on local market (and submarket) conditions 
and development product type, as summarized in 
Section I. The value of incentives will also need to reflect 
the costs (in lost economic value) of the affordability 
set aside and income targeting goals, as discussed in 
Section II. 

Local communities have four primary incentives available 
to encourage multifamily development, any and all of 
which can complement an inclusionary zoning program. 
These incentives are detailed in the table at right.

To understand how developers would respond to incentives given a particular 
construction type (stacked flat, four over one, and residential tower) and local market 
conditions (rent/purchase price, construction costs, land prices, etc.), we used building 
prototypes and pro formas to standardize the financial analysis. To aid in conducting 
sensitivity analysis, we used computer algorithms to run many pro forma permutations.

Incentive Description Examples

Direct development 
subsidies

One-time funds that defray 
construction related costs

Land write downs, grants, low- 
or no-interest loans

Tax abatements 
or other operating 

subsidies

 

Regular payments or operating 
cost reductions

Property tax abatements are the 
most common form of operating 
subsidy

Reduced parking 
requirements

Allow developers to provide 
fewer parking stalls than would 
otherwise be required

Exempt affordable units from 
parking requirements

Density bonuses Allow developers to build 
larger buildings than otherwise 
allowed

Increase allowable height or 
floor area ratio in exchange for 
the provision of affordable units
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Direct	Subsidies

Operating	Subsidies

Reduced	Parking

Density	Bonus

Cost-
oriented

Revenue-
oriented

Construction
-oriented

Operations
-oriented

$’s“Cheap”
Policy-based



4 over 1 Podium $3.25 Market Rent

Residual Land 
Value $/SF

(Land Budget) 

Infeasible

$0

$210
Current 
Market

IZ Policy Offset – Incentive Comparison

$80
IZ Policy:
20% set aside
80% AMI target

+$35
($115)

+$95
($175)

Full property 
tax abatement:

(1.5% rate reduction)

Parking Reduction
50% of spaces

$210
($80 + $35 + $95)

After Incentives

$145
$157

= Stacked Flat $3.25 Market Rent



Takeaways

• Well-calibrated	IH	programs	can	result	in	mixed	income	buildings	in	
areas	where	new	development	is	occurring

• Poorly-calibrated	IH	programs	create	market	disruptions	and	reduce	
development	outcomes

• Flexible	programs	are	better
• Incentives
• One	size	fits	all	vs.	sub-market	approach	
• Revisiting	policy	as	market	changes
• Opt-out	or	fee-in-lieu
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