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The purpose of this analysis is to identify promising strategies that states and localities can adopt to
expand the availability of homes affordable to teachers, firefighters, nurses and other families who
live or work in their communities.

In general, the strategies covered by this analysis focus on state and local policies for expanding the
supply or otherwise lowering the costs of producing homes. Some policies also seek to enhance
families’ buying power or more efficiently recycle government funds. In selecting policies for
inclusion in the report, priority has been given to those that are flexible enough to meet the varying
housing needs of different families and communities, and, in particular, to those that serve families
who are not well served by existing federal housing programs.

Housing costs, needs and challenges vary substantially from place to place. This is one reason why
it is important for communities to conduct a thorough assessment of their specific housing challenges
and develop policies that respond appropriately. Other reasons why states and localities should
consider adopting their own housing policies include: a general lack of new initiatives at the federal
level, the trend toward greater state and local control over federal housing programs, the fact that
certain policies (such as changes in land-use policy) can only be implemented effectively at the state
or local levels, requirements attached to federal housing programs that limit the scope of the needs
they address, and a growing number of successful state and local policies that can be adapted to
meet local needs.

Given the magnitude of the nation’s housing problems, state and local governments cannot fully
solve these problems by themselves. But, state and local governments can be strong partners with
the federal government in meeting their constituents’ needs for affordable homes. This partnership
requires both continued and expanded federal housing assistance and housing strategies at the state
and local levels that are innovative, proactive and comprehensive.

One particularly challenging issue concerns those families — including working families in lower-
paying jobs — whose incomes are so low they cannot afford the costs of a home even in a relatively
low-cost housing market. While the needs of this group are great, a comprehensive approach to
meeting them would require both specialized housing solutions — notably, ongoing rental subsidies —
as well as other interventions, such as stronger schools, improved workforce development policies,
etc., that are beyond the realm of housing policy. This is an important subject that merits its own
separate analysis. Accordingly, while we acknowledge these families’ substantial housing needs and
support efforts at all levels of government to address them, the policies discussed in this report are
aimed at families with incomes above this threshold — working families with moderate incomes who
nevertheless cannot afford the cost of market-rate homes in many markets.



Rather than the ‘final word’ on promising state and local housing strategies, the Center for Housing
Policy views this analysis as a foundational document on which to base additional analysis and
research. Of necessity, this initial inquiry relies heavily on the opinions of practitioners, policy-
makers and other experts in the field. As the Center’s work in this area proceeds, we plan to add
additional layers of analysis and evaluation to strengthen and refine the conclusions. We also plan to
provide a forum for feedback on this evolving analysis so that we can continually update and
improve it. As an initial matter, readers are invited to provide feedback on this report by sending an
e-mail to chp-feedback@nhc.org.
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This chapter addresses several preliminary questions relating to the scope of this analysis:
e Why focus on state and local (rather than federal) housing policies?
e What housing challenges are addressed in this report?

e How were the conclusions in this report derived?

Why Focus on State and Local Housing Policies?

There are six main reasons to focus on state and local (rather than federal) housing policies:

1. Housing needs vary locally. Housing conditions, needs and challenges vary significantly from
place to place, as do the fiscal and institutional resources available to meet these needs. This
local variation is one key reason why it is important for states and localities to develop their
own housing strategies.

2. Limitations to federal housing policy. Federal funding is critical for helping states and
localities meet their needs for affordable homes. But these funds are not sufficient to fully
meet communities’ needs for affordable homes and often come with significant strings
attached. By raising their own funds, states and localities can generate a more flexible
stream of funds that can complement federal funds and fill in the gaps.

Among these federal “strings” are the maximum income eligibility limits of federal housing
programs. While the limits vary from program to program, in general, most federal housing
assistance for renters goes to families with incomes below 60 percent of the area median
income (AMI) and most assistance for homeowners and homebuyers goes to families with
incomes below 80 percent of AMI. At the national level, these eligibility limits may well be an
efficient way to target federal assistance to households with the most severe housing needs.
But there are many communities in which families with incomes above these thresholds also
have substantial housing needs. State and local programs are well-suited to addressing those
needs.

State and local action is also needed to address the overall shortfall in federal housing
assistance for those who qualify for it.

3. Opportunity for progress at state and local levels. Eight years have passed since the passage
of the last federal housing act, and more than 15 years have passed since the last major new



housing program (the HOME Investment Partnerships Program) was enacted. While the
federal government has been treading water, states and localities increasingly have become
active in adapting federal policies to local circumstances, and enacting state and local housing
policies that pick up where the federal government has left off. This increase in activity,
combined with substantial interest on the part of state and local leaders in making progress in
addressing their jurisdictions’ housing challenges, confirms that there are tremendous
opportunities for making progress at the state and local levels that deserve further
exploration and support.

4. Local nature of key policies. Some housing solutions only can be implemented effectively at
the state and, particularly, local levels. For example, reforms to the regulatory environment
to overcome obstacles to development — such as changes in local zoning policies to permit
smaller lots and higher densities, or expedited permitting processes to cuts costs associated
with development delays — require local action. Since states have the power to exercise
general oversight for local land-use policies, there may be options at the state level to
influence local practice, but there is comparatively little the federal government can do
directly.!

5. Local responsibility. In general, there is a component of the housing affordability problem
that relates to the basic fact that many families have incomes that are too low to afford the
costs to construct and maintain a home. While the severity varies from place to place, this
problem is fairly widespread across all cities and states. A second component of the housing
affordability problem is more local, however. This component largely reflects constraints on
the market’s ability to produce new homes (or preserve existing homes) to meet increased
demand, leading to increases in land prices, which drive up the prices of homes — often quite
substantially. Because the regulatory environments established by state and/or local
governments play a large role in establishing these constraints, one can argue that these
same units of government should take the lead in determining how best to address the
housing affordability challenges these constraints create.

6. Devolution. A more proactive role for states and localities is consistent with the overall
devolution in housing policy that has taken place over the past 30 years. While the federal
government continues to be the largest funder of subsidies for affordable homes, housing
policy is increasingly being set at the state and local levels. In contrast to earlier decades,
during which the federal government exerted greater direct control over housing and
community development funding decisions, today, three of the largest sources of federal
funding for the construction of new affordable rental homes — the Low-Income Housing Tax
Credit, the Home Investment Partnerships Program and the Community Development Block
Grant — are all allocated by state and/or local governments. This devolution of control over

1 The federal government could provide incentives for state and local governments to make the necessary changes, but the
policy changes would still need to be adopted at the state or local levels.



federal funding for affordable homes has been accompanied by a sharp decrease in federal
commitments for additional project-based rental subsidies that are provided directly by the
U.S. Department of Housing and Urban Development (HUD) to private owners, the partial
devolution to state and local housing authorities of decision-making in the public housing and
Section 8 housing voucher programs (along with project-based rental subsidies, the largest
deeply subsidized federal rental assistance programs), and an increase in the number and
sophistication of state and local programs that use non-federal resources to help their
constituents access affordable homes.



What housing challenges are addressed in this report?

The tools included in this report have been selected for their potential to help communities expand
the availability of homes affordable to moderate-income working families — teachers, firefighters,
nurses, secretaries and others. Using these tools, communities can help meet the needs of families
with substantial housing cost burdens, families living in overcrowded or substandard homes, and
families who cannot afford to live near their workplaces.

Nationwide, some 5 million working families had critical housing needs in 2003 — an increase of 60
percent since 1997. For purposes of this calculation, working families are defined as families with
earnings equal to at least full-time minimum wage work but less than 120 percent of AMI, and a
critical housing need is defined as paying more than half of one’s income for housing or living in a
severely substandard home.2 Millions of additional working families have moderate housing cost
burdens or can only afford to live far from their places of work, forcing them to endure long
commutes and spend much of their housing cost savings on transportation.

Some families facing housing challenges — including working families in lower-paying jobs — have
incomes so low that they would not be able to afford a home even in relatively low-cost markets.3
To comfortably afford a home in virtually any housing market, these families require ongoing
subsidies such as those provided by the federal government through its various rental assistance
programs.+ Unfortunately, the supply of these subsidies falls far short of the need — a strong
argument for continued and expanded federal funding for these programs.

While the needs of this group are great, a comprehensive approach to meeting them would require
both a substantial expansion of the nation’s ongoing rental assistance programs as well as other
interventions, such as stronger schools, improved workforce development policies, etc., that go well
beyond the realm of housing policy. This is an important and challenging subject that merits
separate treatment in its own analysis. Accordingly, while we acknowledge these families’
substantial housing needs and support efforts at all levels of government to address them, the tools
discussed in this report are aimed at families with incomes above this threshold — working families
with moderate incomes who nevertheless cannot afford the cost of market-rate homes near, or with

2 Barbara Lipman. 2005. The Housing Landscape for America’s Working Families. Washington, D.C.: Center for Housing
Policy. These are the most recent data available. Updated data will be available in 2007.

% Further research is needed to clarify precisely the income levels of this tier, but a good working assumption is that it includes
renters with incomes below 30 percent of the area median (on a national basis, roughly the poverty line) and homeowners or
homebuyers with incomes below 40 or 50 percent of the area median.

4 The principal federal rental assistance programs providing ongoing, deep subsidies for extremely-low and very-low income
families are: Public Housing, Housing Choice Vouchers, Project-Based Section 8, Section 202 Supportive Housing for the
Elderly and Section 811 Supportive Housing for People with Disabilities.

10



good transit access to, their places of employment, with a particular emphasis on those who are not
well served by current federal housing programs.s

Figure 1 illustrates the general scope of the housing cost challenges that are the focus of this report.
As families’ incomes increase (the horizontal axis), the amount they can afford to pay for a home
(the vertical axis) goes up. Some working families (shaded gray) have incomes that are too low to
afford basic operating (for rental housing) or construction (for homeownership) costs, even in
relatively low-cost markets. The income needed to afford these minimal costs is represented on the
figure by the letter A. Other families (shaded with horizontal bars) have incomes that are sufficient
to afford the costs of market-rate homes; the income needed to afford market-rate homes is
represented on the figure by the letter B. This report provides strategies aimed at the middle group
(shaded black), which falls between these two extremes — working families with moderate incomes
who cannot afford the costs of market-rate homes in their desired communities.

Figure 1: Housing problems addressed in this report
(black shaded section identified by arrow)
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The housing needs of this middle group are quite diverse, with some families needing relatively
modest amounts of assistance and others needing considerable assistance. Moreover, the income

5 With some exceptions, most federal rental assistance is provided to families with incomes below 60 percent of AMI, and most
federal assistance for homeowners is targeted to families with incomes below 80 percent of the area median.
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levels that define this group vary from community to community. For this reason, this report has
emphasized flexible solutions that can be adapted by states and localities to meet their specific
needs.

How were the conclusions in this report derived?
Five main criteria have been used to evaluate and select strategies for inclusion in this report:

1. Ease of Financing/Cost-Effectiveness. In this analysis, preference has been given to
policies that require minimal commitment of additional state or city funds, unless those funds
are supported by a new revenue source or leverage significant federal funds that would not
otherwise be available. Among other things, a focus on this criterion has elevated the
importance of strategies that extend the duration of affordability periods and more effectively
recycle existing subsidies to help more families.

2. Magnitude of Potential Impact. While the wide variation in the types of policy options
considered in this report makes it extremely difficult to develop an apples-to-apples
comparison of the likely magnitude of these policies, in general, this analysis focuses on
policies that would, if adopted, have the potential to help a significant number of families in
the applicable jurisdiction.

3. Replicability. While not all strategies will be appropriate for or capable of implementation in
all jurisdictions, in general, this analysis focuses on policies that could be implemented across
large numbers of jurisdictions without bumping up against significant legal constraints or
limitations of federal funding.

4. Flexibility. Preference has been given to policies that preserve significant flexibility for local
implementation, especially regarding the income levels of qualifying families.

5. Ease of Implementation. Preference has been given to policies that are easier to
implement.

Given the great variation in the nature of the different policies considered for this report and the
general lack of systematic data on their use and outcomes, these ratings are inherently subjective.
Over time, however, the Center hopes to collect more systematic and uniform data that will allow
more objective assessments.

The raw material for this analysis was a series of interviews with practitioners, policy-makers and
other experts in housing policy, supplemented by a review of available literature. (See Appendix A
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for a list of individuals interviewed and the Selected Bibliography for a list of resources reviewed.)
While many of the conclusions expressed in this analysis are based on those sources, ultimately, the
findings reflect the conclusions of the author, rather than those of the individuals surveyed, and the
author bears sole responsibility for any errors.
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This chapter summarizes the high-impact policies identified in this analysis for expanding the
availability of homes affordable to working families. The policies fall into six broad categories, each
of which describes an important strategy for state and local governments to consider in addressing
housing affordability challenges within their communities:

e Expand the availability of sites for the development of affordable homes

e Reduce red tape and other regulatory barriers to affordable homes

e Harness the power of strong housing markets

e Generate additional capital for affordable homes

e Preserve and recycle resources for affordable homes

e Empower residents to purchase and retain market-rate homes

A list of the high-impact policy solutions recommended for implementing these strategies is provided
on the next page. The balance of this chapter provides an overview of the analysis that led to the
selection of these policies and a brief description of each. The next chapter reviews each policy in
detail, providing assessments across five criteria, examples of how the policies have been
implemented and suggestions on how to overcome likely implementation challenges.

14



State and Local Policies for
Increasing the Availability of Affordable Homes

Expand the availability of sites for the development of affordable homes
1. Make publicly owned land available for affordable homes

2. Facilitate the reuse of abandoned, vacant and tax-delinquent properties

3. Expand the supply of homes through rezonings

Reduce red tape and other regulatory barriers to affordable homes

4. Ensure that zoning policies support a diversity of housing types

5. Adopt expedited permitting and review policies

6. Revise impact fee structures

7. Adopt building codes that facilitate rehabilitation of existing homes
Harness the power of strong housing markets

8. Utilize tax increment financing to fund affordable homes

9. Stimulate construction and rehabilitation through tax abatements

10. Create or expand dedicated housing trust funds

11. Establish inclusionary zoning requirements or incentives

12. Use cross-subsidies to support mixed-income communities
Generate additional capital for affordable homes

13. Expand use of the 4 percent Low-Income Housing Tax Credit

14. Provide pre-development and acquisition financing

15. Support housing bond issues

16. Ensure that housing finance agency reserves are used for affordable homes

17.Leverage employers’ commitment to affordable homes for workers
Preserve and recycle resources for affordable homes

18. Preserve affordable rental homes

19. Recycle down payment assistance

20. Use shared equity mechanisms to create mixed-income communities
Empower residents to purchase and retain market-rate homes

21. Expand homeownership education and counseling

22.Help moderate-income homeowners avoid foreclosure and equity loss

15



Expand the availability of sites for the development of affordable
homes

Why are homes more expensive in certain areas than others? There are a number of different ways
to answer this question, but perhaps the most straightforward response is that home prices vary
primarily because of variations in the cost of land. While construction costs do vary somewhat from
area to area, these variations do not come close to explaining inter-area differences in home prices,
nor do variations in the costs of materials. That leaves land costs as the primary driver of high home
prices.

This response is a bit simplistic as it begs the question of why land costs vary so much from place to
place. But even before one gets to that level of complexity, two important state and local policies
stand out as direct responses to the problem of high land costs:

1. Make publicly owned land available for affordable homes. ldentify publicly owned land
that is either vacant or underutilized and facilitate the development or redevelopment of
these properties for affordable homes.

2. Facilitate the reuse of abandoned, vacant and tax-delinquent properties. Acquire
properties through foreclosure on tax liens, purchase or, where appropriate, eminent domain
for reuse as affordable homes.

Why do land costs vary so much from area to area? Economists would (and do) say that housing
prices are a factor of supply and demand. If there are no constraints on the supply of land for new
development, an increase in the demand for housing should lead to an increase in the supply of
housing so that, after an initial period of delay while the supply is being developed, the demand is
met and housing prices stay fairly stable. In such an environment, land is relatively inexpensive as a
fraction of overall home costs, with home prices primarily reflecting improvements to the land (i.e.,
the nature of the home built on the land) or other amenities, such as a desirable location. When
there are constraints on the supply of sites for new development in an area of high demand,
however, increases in demand cannot be met by new supply. Thus, land becomes more valuable as
a commodity, driving up the price of homes.

There is strong evidence that local zoning and other land-use restrictions act as constraints on
supply that drive up land costs and, thus, make homes significantly less affordable. For example,
according to Glaeser and Gyourko,® home prices in 2000 were fairly close to or below construction

8 Edward L. Glaeser and Joseph Gyourko. March 2002. The Impact of Zoning on Housing Affordability. Harvard Institute of
Economic Research Discussion Paper Number 1948, Harvard University,
http://post.economics.harvard.edu/hier/2002papers/HIER1948.pdf.
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costs in most of the country. In those areas where home prices were much higher than construction
costs, a home on a 15,000 square foot lot did not sell for much more than a home on a 10,000
square foot lot, suggesting that it wasn’t land per se that was expensive, but rather the permission
to build (i.e., zoning and permit approvals).’

This is not to say that zoning itself is a mistake, or that it does not confer certain benefits that help
to offset the drawback of higher home prices. But it does mean that jurisdictions in which homes are
priced out of reach of working families should strongly consider using their zoning and land-use
controls as strategies for expanding the supply of developable sites and letting the market respond
better to pent-up demand.

The third policy highlights the power of jurisdictions to use their zoning powers to increase the
supply of developable sites:

3. Expand the supply of homes through rezonings. Many zoning maps were completed
decades ago and are now outdated. By revising their zoning policies to make land available
for residential development that is not currently zoned for that use, localities can increase the
supply of land for development. Localities also can increase the supply of homes by
increasing, in appropriate locations, the allowable densities within residential areas.

To contribute meaningfully to the supply of homes affordable to working families, these policies need
to be implemented either on a broad enough scale to substantially increase the overall supply of
homes — thus driving down prices for everyone — or in a manner designed specifically to lead to the
production of additional affordable homes, such as through inclusionary zoning requirements or
incentives.

Reduce red tape and other regulatory barriers to affordable
homes

“We have met the enemy and it is us,” asserted noted housing economist William C. Apgar, Jr., at a
recent conference on high-cost housing markets.? By this he meant that a substantial factor driving
up the price of housing is a variety of constraints on the supply of homes imposed by local

” To buttress their conclusion that local land-use restrictions are driving up home prices by constraining the supply of
developable land, Glaeser and Gyourko point to the lack of a correlation between higher housing prices and higher densities.
According to economic theory, if there were no restrictions on supply imposed by government, owners who lived on valuable
land would likely choose to subdivide their land and live on smaller lots. So, in areas where housing prices were higher, one
would find higher densities. The fact that higher housing prices often co-exist with low densities suggests that there are
significant artificial constraints on the supply of land imposed by zoning and other land-use controls.

8 Presentation of William C. Apgar, Jr., on April 24, 2006, at the conference titled “Affordable for Whom?: Meeting Diverse

Housing Needs in High-Cost Cities,” sponsored by the New York City Housing and Preservation Department, the Federal
Reserve Bank of New York and the Furman Center for Real Estate and Urban Policy.

17



governments in service of other objectives. While some of these objectives — such as environmental
protection, preservation of green space and the separation of residential neighborhoods from
industrial areas containing factories and manufacturing plants — are clearly legitimate governmental
objectives, jurisdictions seldom consider the full impact of these regulations on the price of homes.
Moreover, many regulatory obstacles to the development of homes serve no legitimate social
interest and exist merely because of neglect or inertia.

In 1991, the official U.S. Advisory Commission on Regulatory Barriers to Affordable Housing
estimated that regulatory constraints on the production of homes drive up home prices by as much
as 35 percent.® A review of more than a dozen studies conducted since that time shows that all
found significant negative impacts on home affordability due to a variety of regulatory constraints.*®

The policies highlighted in this section all reflect ways that state and local governments can expand
the supply of affordable homes by reducing regulatory constraints to new development or
rehabilitation:

4. Ensure that zoning policies support a diversity of housing types. Multifamily homes,
manufactured homes and accessory dwelling units are housing types that allow for the
production of homes that can be less expensive than detached, single-family homes. By
maximizing their availability, communities can both expand the supply of affordable homes
and meet a wider range of their constituents’ needs.

5. Adopt expedited permitting and review policies. In the development business, time is
money. By providing for expedited permitting and review processes for developments that
qualify as “affordable,” communities not only can reduce the production costs of affordable
homes, but also can provide an incentive for developers to produce them.

6. Revise impact fee structures. Many communities use impact fees to cover the estimated
costs of expanding infrastructure and public services to meet the needs of newly added area
residents. By moving from fixed impact fees, assigned on a per-unit basis, to fees that are
proportionate to the size of a home, communities can enhance the affordability of modest-
sized homes targeted to families with moderate incomes.

7. Adopt building codes that facilitate rehabilitation of existing homes. In many
communities, older homes undergoing moderate levels of rehabilitation must also include
additional renovations to bring them into compliance with current building standards. These
requirements add significantly to the cost of rehabilitation and create a strong disincentive for

° U.S. Advisory Commission on Regulatory Barriers to Affordable Housing. 1991. “Not In My Back Yard”: Removing Barriers
to Affordable Housing.

10 See Table 1 of U.S. Department of Housing and Urban Development. 2005. Why Not in Our Community: Removing
Barriers to Affordable Housing.
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updating existing structures. To remedy this problem, a growing number of communities
have adopted special building codes designed to facilitate the moderate rehabilitation of

existing structures while maintaining safety.

Harness the power of strong housing markets

Hot housing markets pose obvious problems for efforts to bring homes within reach of working
families. With home prices rising faster than incomes, housing affordability challenges grow larger
and larger.

The following policies turn the problem of strong housing markets on its head and use the power of

strong markets to increase home affordability:

10.

11.

Utilize tax increment financing to fund affordable homes. Tax increment financing
(TIF) is an increasingly popular approach to raise revenue for community redevelopment,
including the production of affordable homes. This tool allows communities to pay for
redevelopment projects, such as new roads, schools and homes, with the increased property
tax revenues that these projects are expected to produce. To ensure that TIFs make a
measurable contribution to the affordability of homes, the legislation authorizing the TIF
should require that a minimum percentage of revenue be used for affordable homes.

Stimulate construction and rehabilitation through tax abatements. Tax abatements
are similar to TIFs in that they involve the voluntary relinquishment of expected future tax
revenue for a specified period of time in order to stimulate a public benefit. In the housing
context, tax abatements most often are used as an incentive for the construction or
rehabilitation of rental homes. Payments in lieu of taxes (PILOT) — essentially, partial tax
abatements — serve a similar function.

Create or expand dedicated housing trust funds. Housing trust funds are flexible
vehicles for financing affordable homes, ideally supported by a dedicated funding source, such
as real estate transfer taxes or recording fees. Because of their flexibility, housing trust funds
can be an invaluable tool for filling in the gaps in federal housing programs.

Establish inclusionary zoning requirements or incentives. Inclusionary zoning generally
involves a requirement or an incentive for developers to include a modest percentage of
affordable homes within newly created developments. While certain forms of inclusionary
zoning can be controversial, when implemented appropriately it represents a promising
approach for harnessing the power of the market to produce affordable homes.
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12. Use cross-subsidies to support mixed-income communities. In strong housing
markets, nonprofit or mission-driven for-profit developers can use profits from the sale or
rental of market-rate homes to subsidize the costs of affordable homes. For example, some
developers have used the profits from market-rate condominium units to subsidize for-sale
condominium or rental units in the same development that are affordable to working families.

Generate additional capital for affordable homes

Imagine that the federal government developed a new housing program that provided a virtually
unlimited supply of federal grants to subsidize the costs of rental homes affordable to moderate-
income families. Some local match would be required to access federal funds under this new
program, with the match higher for areas with higher home costs. The funds could be used either
for new construction or rehabilitation. Eligibility would be limited to families with incomes below 60
percent of AMI.

Sound too good to be true in this era of fiscal austerity? Fortunately, the program already exists.

It's called the 4 percent Low-Income Housing Tax Credit. Long overshadowed by its more generous
cousin, the standard 9 percent Low-Income Housing Tax Credit, the 4 percent tax credit program
appears to be significantly underutilized relative to its potential. To avoid leaving federal dollars on
the table, this analysis recommends that states:

13. Expand use of the 4 percent Low-Income Housing Tax Credit. Key steps include
allocating additional private-activity bond cap authority to rental homes, developing a process
for directing appropriate deals (particularly rehabilitation of existing structures) to 4 percent
rather than 9 percent tax credits, and ensuring that sufficient locally controlled funds are
available to make 4 percent tax credit deals work.

Low-Income Housing Tax Credits may only be used to serve families with incomes below 60 percent
of AMI and, thus, help only a portion of the population that is the subject of this report. On the
other hand, as families’ incomes rise, it becomes easier to secure private-sector financing for the
construction or rehabilitation of homes. Indeed, several of the individuals interviewed for this report
noted the greatly expanded availability of private-market capital for all forms of housing investment,
including affordable homes.

The wide availability of private-market capital suggests there is less need than there was in the past
for state and local lending programs to provide capital for the construction of affordable homes. The
principal exception appears to be in the area of pre-development and acquisition financing (and to
some extent, more general working capital), where private financing is less widely available on
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favorable terms, especially for smaller nonprofit organizations. (By contrast, this issue appears to be
less acute for more sophisticated for-profit and nonprofit entities.) On a related note, loan
guarantees or other forms of credit enhancement appear to be a useful technique for facilitating
larger-scale community development transactions by nonprofits or mission-oriented for-profits.

14.

Provide pre-development and acquisition financing. State and local lending programs
to provide pre-development or acquisition financing and/or general working capital can be a
useful tool for helping nonprofits to produce affordable homes. Loan guarantees or other
credit enhancement techniques also appear to be useful for facilitating larger transactions
that carry both high risks and high potential for reward.

While loans to finance the construction or rehabilitation of homes are widely available, grants are
harder to come by, but are often necessary for producing homes affordable for working families. The
next two policies are sources of funding for grants, or loans with very patient repayment terms that
function like equity, for affordable homes:

15.

16.

Support housing bond issues. While challenging to secure, general obligation bonds for
affordable homes can provide an indispensable form of flexible funding to help bring homes
within reach of working families.

Ensure that housing finance agency reserves are used for affordable homes. In
2004, 13 state housing finance agencies reported that their fiscal reserves were tapped by
the state for activities unrelated to the agencies’ programs. States and localities should insist
that housing finance agency reserves be used solely for purposes related to affordable homes,
and work collaboratively with their housing finance agencies to determine whether some
portion of the agencies’ reserves or program revenues can support the jurisdictions’ overall
plans for increasing the availability of homes affordable to working families.

One final, emerging source of support and funding for affordable housing is employers:

17.

Leverage employers’ commitment to affordable homes for workers. A growing
number of employers in high-cost housing markets are worried that high home costs will
threaten their ability to attract and retain qualified workers. There are a number of promising
strategies for leveraging employers’ commitment to produce more homes affordable to
working families.
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Preserve and recycle resources for affordable homes

Over the past decade, states and local governments have grown increasingly aware of the
importance of preserving existing, affordable rental homes. The issue is most acute (and most
widely recognized) for federally subsidized properties, whose owners have the option of opting out or
prepaying their mortgages — both of which tend to result in the loss of affordable “hard” units in the
markets where they’re most needed. But the issue arises in the private market as well, where
lower-cost homes are lost due to inadequate maintenance on the one end or substantial upgrading
on the other. In general, preservation of existing, moderately priced homes — both formerly
subsidized and unsubsidized — tends to be cost-effective.

18. Preserve affordable rental homes. State and local governments should work to preserve
both subsidized and unsubsidized rental homes affordable to working families. Preservation
of unsubsidized but affordable rental homes is a particularly important policy in high-cost
markets with a sizable stock of well-priced older rental homes.

The merits of preservation apply equally to state and local funding streams for affordable homes. To
the extent that states and localities can recycle funds and/or ensure extended affordability periods,
they can serve more people and, over time, make sizable dents in their affordable housing
challenges. The following are two particularly important approaches:

19. Recycle down payment assistance. A HUD study found that roughly half of down
payment assistance programs funded with federal HOME funds provide assistance in the form
of a grant or forgivable loan, while the other half utilize a deferred second mortgage in which
the funds are required to be repaid — usually when the home is sold or refinanced. By
recycling down payment funds, the latter approach allows jurisdictions to bring
homeownership within reach of many more families.

20. Use shared equity mechanisms to create mixed-income communities. In some
communities, policy-makers have grown concerned that millions of dollars invested in
fostering homeownership opportunities for first-time homebuyers may have provided only
temporary relief because of the continuing rise in home prices. Homes that were once made
affordable through large public subsidies or inclusionary zoning policies have become out of
reach of working families upon resale. To address this problem, a growing number of states
and localities have adopted “shared equity” approaches that balance asset accumulation by
home purchasers with covenants that ensure ongoing affordability. In addition to preserving
the value of public subsidies, these approaches are essential for helping to preserve a mix of
homes affordable to families with varying incomes.
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Empower residents to purchase and retain market-rate homes

As a group, the policies considered above have focused overwhelmingly on expanding the supply of
homes, but there is also a “demand” side to the equation. To the extent that families have adequate
incomes and credit to afford market-rate homes, the need for government intervention to provide
affordable homes is greatly reduced. Demand-side solutions also have the advantage of improving
families’ lives in ways that go beyond affordable homes. For example, efforts to help families
increase their incomes will help them better afford a range of goods, including child care, health care
and retirement savings, as well as housing. Similarly, efforts to improve families’ credits will lower
their costs for car loans, car insurance and school loans, as well as homes.

By helping workers to expand their skills, workforce development strategies can help them obtain
higher-paying jobs, putting them in a better position to afford market-rate homes. Most workforce
development strategies, however, appear to be targeted at families with incomes below 30 to 50
percent of AMI, and thus fall outside the scope of this report.

Homeownership education and counseling, on the other hand, are valuable demand-side policies that
are effective for families with both low and moderate incomes.

21. Expand homeownership education and counseling. These policies increase
homeownership attainment and sustainability over time by helping families navigate the
complicated homebuying process, improve their credit so they qualify for lower-cost private-
market mortgages, prepare for the responsibilities of homeownership, and avoid predatory
scams as well as more exotic financing that undermines homeownership stability.

Helping families to become homeowners is only half the battle, as many new and existing
homeowners struggle to retain their homeownership status in the face of confusing mortgage
products, rising interest rates and rising property taxes. Accordingly, the final high-impact policy
considered in this report is to:

22.Help moderate-income homeowners avoid foreclosure and equity loss. Increasingly
important complements to pre-purchase homeownership education and counseling are post-
purchase counseling and foreclosure prevention programs that help moderate-income
homeowners sustain their homeownership status over time. The recent spike in the use of
exotic mortgage products, such as interest-only and payment-option mortgages, combined
with a rise in interest rates and the slowdown in the homeownership market have greatly
increased the risk of foreclosure and/or equity loss by homeowners and, thus, the importance
of foreclosure prevention efforts. Homeownership sustainability is also advanced by helping
low- and moderate-income families meet the challenge of rising property taxes during a time
of rapidly increasing property values.
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This chapter reviews each of the high-impact policies in detail, providing assessments across five
criteria, examples of how they have been implemented and suggestions on how to overcome likely
implementation challenges. The policies fall into six broad strategies, each of which describes an
important role for state and local governments in addressing housing affordability challenges within
their communities:

Expand the availability of sites for the development of affordable homes

e Reduce red tape and other regulatory barriers to affordable homes

e Harness the power of strong housing markets

e Generate additional capital for affordable homes

e Preserve and recycle resources for affordable homes

e Empower residents to purchase and retain market-rate homes
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Expand the availability of sites for the development of affordable
homes

1. Make publicly owned land available for affordable homes

With a population of 26,401 per square mile in 2000, New York, N.Y., is the densest city in the
United States.!! So, if any city ought to have trouble finding land for affordable homes, it’'s New York
City. Yet, despite its already high density, New York City is undergoing a development boom and
recently announced plans to create and preserve 165,000 affordable homes over the next 10 years —
one of the largest (if not the single largest) affordable housing plans in United States history.!2 Some
92,000 of these homes are proposed to come from new construction, with the balance coming
through the preservation of existing affordable homes.

Where will the land come from? The answer to this question provides a number of lessons for other
cities struggling to deal with high home costs. If one can find land for affordable homes in New York
City, surely one can find it anywhere!

The first strategy highlighted in New York City’s 10-year plan is the creative use of land controlled by
state and local agencies. For example, the New York City Department of Housing Preservation and
Development (HPD) is working with the city’s school district to convert PS 109, an historic school in
East Harlem, into affordable homes. The city is also working with the city agency in charge of
hospitals to build housing for seniors at the former Sea View Hospital in Staten Island. Other sites
HPD has identified for new affordable homes include underutilized land owned by the city’s
department of transportation (currently a surface parking lot), surplus land at the Kingsboro
Psychiatric Hospital in Brooklyn, and surplus land owned by the New York City Housing Authority.
The number of additional affordable homes to be built on these underutilized properties adds up;
nearly 6,000 homes are planned for land owned by the New York City Housing Authority alone.

As this list reflects, New York City is not confining its attention solely to land controlled by agencies
traditionally associated with affordable homes. To find land that could be used for affordable homes,
HPD is working collaboratively with other city and state agencies to comprehensively examine the
utilization of publicly controlled land. Where publicly controlled land is either vacant or underutilized
(e.g., a surface parking lot or a low-rise structure in an area with mid-rise or high-rise buildings), the
city plans to actively consider whether the land could be made available for the development of
affordable homes or developed into a mixed-use property that could incorporate both affordable

1 2000 Census, as reported by Demographia at http://www.demographia.com/db-uscity98.htm. This statement is accurate
for cities with a population of 100,000 or higher. The cities over 100,000 people with the next highest densities are:
Patterson City, N.J. (17,674 people / sq mile), San Francisco, Calif. (16,633), Jersey City, N.J. (16,093) and Cambridge, Mass.
(15,765).

12 See The New Housing Marketplace: Creating Housing for the Next Generation.
http://www.nyc.gov/html/hpd/downloads/pdf/10yearHMplan.pdf.
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homes and the current use of the property (e.g., by incorporating a covered parking lot into a mid-
rise structure).

New York City is not alone in making creative use of publicly controlled land. In 2004, the
Greenbrier Heights development and community center in Woodinville, Wash., were completed on
land that had been identified as surplus and made available for affordable homes by the King County
government. Once slated to become a solid waste transfer station, the land is now the site of 170
affordable homes targeted to families with a range of incomes and includes a mix of rental properties
and owner-occupied homes. The development is one of the first to be completed on land identified
through an innovative King County ordinance (Ordinance 12394) that requires parcels deemed
surplus by the county and suitable for homes to be sold or leased for affordable homes."

Other examples include the use of vacant land in Camarillo, Calif., which was formerly part of the
state mental hospital, to develop homes affordable to faculty and staff of California State University—
Channel Islands; the adaptive reuse of South Rossville Elementary School in Rossville, Ga., for
affordable homes for seniors; and the redevelopment of the former Stapleton airport site in Denver,
Colo., into a mixed-use, sustainable, master-planned community with at least 10 percent of the
homes affordable to working families.

To maximize the impact of this policy, communities may find it helpful to provide a formal structure
to drive efforts to identify potential sites that could be used for affordable homes. The King County
ordinance provides one example of such a structure — a generally applicable ordinance that applies to
any surplus land that is suitable for residential development.

Another approach is to set up a task force to identify potential sites for affordable homes comprised
of representatives from all the different agencies that own or control land. Effective task forces
generally include representatives from such public agencies as school systems, hospitals, housing
authorities, and police and fire departments. Depending on the local market, owners of large tracts
of public land, including courts, prisons, railroads, the military and even airports, also can contribute
to efforts to locate sites for the development of affordable homes. When implementing this solution,
jurisdictions should seek to establish a fair and transparent public process to identify and make sites
available for development that will include homes affordable to working families.

13 For more information, see http://www.metrokc.gov/exec/news/2004/0517041.htm.
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Assessment

While not without its challenges, this policy scores highly on most of the ranking criteria:

e Ease of Financing/Cost-Effectiveness. Moderate to High. Making underutilized publicly
controlled land available for affordable homes carries little or no out-of-pocket expense for
the government. It does mean giving up the potential revenue that could come from selling
the land to the highest bidder, however. In some cases, it also may mean that the land is no
longer available for the original intended use.

e Magnitude of Potential Impact. High. A surprising amount of land is controlled by public
entities. A comprehensive interagency effort to identify underutilized land and make it
available for affordable homes could likely have a major positive impact on the supply of
homes for working families.

e Replicability. High. Itis likely that most communities contain land controlled by city or
state governments that could be utilized to produce more affordable homes.

o Flexibility. High. Once the land is made available for affordable homes, few restrictions
apply.

e Ease of Implementation. Moderate. The challenges of getting multiple agencies to work
together to make land available for affordable homes should not be underestimated. Certain
agencies also are likely to be worried that land that is underutilized today may be needed
tomorrow. And, of course, there always will be pressure to sell land to the highest bidder, but
these challenges are all within the control of the public sector. So ultimately, it is a matter of
political will. Where a city has the political will to expand the availability of affordable homes
for working families, it ought to be able to overcome these obstacles.
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2. Facilitate the reuse of abandoned, vacant and tax-delinquent
properties

Whereas the first policy focuses on the reuse of land already controlled by state or local
governments, this policy involves action by local government to acquire private land and make that
land available for affordable homes.

The most common approach is to focus on tax-delinquent properties. There are two main reasons
for this focus. First, the government has significant leverage over the disposition of these
properties; second, these properties are often abandoned or contain vacant structures, which may
present an obstacle to community development. By acquiring these properties through tax
foreclosure and making the land available for development or redevelopment, communities not only
can expand the availability of land for affordable homes, but also can contribute to community
development as part of a comprehensive community revitalization plan.

In certain cases, communities have supplemented the tax foreclosure process with the purchase of
land — either to assemble larger parcels for redevelopment or because they have largely exhausted
the stock of properties made available through tax foreclosure. While the political climate
surrounding eminent domain has become highly challenging since the U.S. Supreme Court decided
Kelo v. City of New London, under appropriate circumstances, eminent domain can be another
important complementary tool to facilitate the acquisition of properties necessary for comprehensive
community revitalization.

It is important to recognize that there are many obstacles to the acquisition of tax-delinquent land.
One cannot simply flick on a switch and make parcels available for affordable homes. Among other
challenges are: complex, cumbersome and time-intensive tax foreclosure laws; multiple taxing
jurisdictions that must agree to work together on the foreclosure process; laws specifying that
properties acquired through tax foreclosure must be sold to the highest bidder; inadequate public
funds to finance the redevelopment of acquired parcels; and often, lack of a clear plan for how to
target the acquisition of parcels and utilize them as part of a larger community revitalization plan.

On the other hand, the rewards are great both for affordable homes and for community
redevelopment more generally. The concentration of vacant, abandoned parcels in a community
often is a major obstacle to private-market reinvestment and can be associated with higher crime
rates. By acquiring these properties and putting them to good use as part of a larger community
revitalization plan, communities can reduce crime, increase their tax base and expand the stock of
decent, affordable homes.
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An article by Paul C. Brophy and Jennifer S. Vey suggests 10 steps for redeveloping tax-delinquent
and other vacant and abandoned properties:i4

e “Know your Territory.” At a minimum, map the location of tax-delinquent properties and,
ideally, develop a more comprehensive map of land that is available or potentially available
for redevelopment.

o “Develop a Citywide Approach to Redevelopment.” Take a proactive approach to identifying
the areas in which redevelopment is likely to be most effective, develop neighborhood-level
plans for using the acquired land, take an aggressive approach to acquiring land in service of
the plans, and work to build political consensus around their implementation.

o “Implement Neighborhood Plans in Partnerships with Community Stakeholders.” Local
governments cannot implement community revitalization plans all by themselves. Active
involvement of the community and neighborhood organizations, as well as the private sector,
is essential.

o “Make Government More Effective.” Successful implementation requires government to
effectively coordinate a large, complicated effort, both within various units of local
government and in partnership with the nonprofit and private sectors.

e “Create a Legal Framework for Sound Redevelopment.” Many communities will need to
reform their property tax foreclosure laws, either at the city or state levels, to make them
work more efficiently. Other communities may want to examine how they can use eminent
domain more effectively, on a limited basis, to supplement the foreclosure process. A
number of states have created “land banks” to facilitate the acquisition and redevelopment
processes at the state and local levels. (See below for more information.)

e “Create Marketable Opportunities.” To facilitate redevelopment, communities will want to
consider clustering parcels into larger, more marketable sites; clearing away existing
structures; upgrading existing infrastructure; and, where necessary, remediating
environmental hazards

e “Finance Redevelopment.” Among other strategies for financing the costs of making the land
available and marketable, the authors recommend tax increment financing, tax incentive
programs, and private-activity and general obligation bonds.

14 paul C. Brophy and Jennifer S. Vey. 2002. Seizing City Assets: Ten Steps to Urban Land Reform. Washington, D.C.: The
Brookings Institution. http://www.brookings.edu/es/urban/publications/brophyveyvacantsteps.pdf. The full article contains
examples to illustrate each of the 10 steps.
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e “Build on Natural and Historic Assets.” Anchoring redevelopment around historic structures or
such natural assets as a river or a park can increase the likelihood of success.

e “Be Sensitive to Gentrification and Redevelopment Issues.” By increasing the utility and
value of underutilized land, community revitalization will necessarily lead to higher property
values, which will likely increase the value of nearby land and thus drive up the cost of homes
for existing residents. Communities can mitigate this concern by including a strong affordable
homes component in the revitalization plan and by working closely with community
stakeholders in an open, transparent process.

e “Organize for Success.” To be successful, these efforts will require leadership, collaboration
and effective organization.

One particularly successful approach that communities have used to reclaim multiple land parcels is
the establishment of a “land bank” to manage the planning, acquisition, disposition and financing
process. A land bank is an institution chartered by state law to convert vacant, abandoned or tax-
delinquent properties into productive use. Among other advantages, land banks can help resolve
any confusion regarding ownership of properties, which can make it difficult to market the properties
with clear title. Land banks also can provide a powerful framework for comprehensive community
redevelopment by empowering a single entity to not only reclaim vacant and abandoned land, but
also integrate that land into an overall plan for redevelopment in the community.

Whether communities choose to create a formal land bank or pursue tax foreclosures without one,
many have found it useful to seek state legislation that streamlines the process for foreclosing on tax
liens and ensures a reasonable share of tax-foreclosed properties remain reserved for affordable
homes.

Examples

Flint, Mich. Through a combination of tax foreclosure reforms, the Michigan Land Bank Fast Track
Act and amendments to the Brownfield Redevelopment Financing Act, the Genesee County Land
Bank obtained broad and flexible authority to acquire, manage, clear, demolish, rehabilitate and
develop tax-foreclosed land. Using these powers, the land bank acquired 3,400 parcels, cleaned
thousands of empty lots and demolished hundreds of abandoned homes in just three years. The
land bank has helped to preserve or develop affordable homes by, among other things, transferring
at least 130 foreclosed, tenant-occupied properties to nonprofit housing organizations and
assembling hundreds of empty lots for city development projects, as well as local nonprofit and
community organization projects. One example of an affordable development built on land made
available through the land bank is the Flint Gateway Initiative, in which Mission of Peace Community
Development Corporation, a faith-based, nonprofit organization, sponsored the construction of eight
new affordable homes.
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Other examples include land banks established in St. Louis, Mo.; Cleveland, Ohio; Louisville, Ky.;
and Atlanta, Ga. New York, N.Y., generated an inventory of more than 100,000 tax-delinquent and
abandoned homes that served for many years as the cornerstone of a successful strategy for
increasing the availability of affordable homes and revitalizing neighborhoods citywide.

Resources

While the process of reclaiming vacant, abandoned and tax-delinquent properties is a complex one,
there are a number of excellent roadmaps to follow that build on a substantial amount of experience
by other communities. Resources include:

e The National Vacant Properties Campaign (www.vacantproperties.org) — a joint project of
Smart Growth America (SGA), Local Initiatives Support Corporation (LISC) and the
Metropolitan Institute at Virginia Tech.

e Alexander, Frank S. 2005. Land Bank Authorities: A Guide for the Creation and Operation of
Local Land Banks. New York, N.Y.: Local Initiatives Support Corporation.
http://www.lisc.org/files/793_file_asset upload_file465_ 7818.pdf.

e Mallach, Alan. 2005. Bringing Buildings Back: From Abandoned Properties to Community
Assets. New Jersey: National Housing Institute and Rutgers University Press. The book may
be ordered from Rutgers University Press. Summaries of various portions of the book are
available at http://www.vacantproperties.org/resources/partner.html.

Assessment

o Ease of Financing/Cost-Effectiveness. High up-front costs, but more moderate on an
ongoing basis. The initial costs of developing an effective system for reclaiming tax-
delinquent properties are likely to be high, but once the system is established, out-of-pocket
costs should decline significantly. The costs of any land purchases will vary significantly from
community to community. The use of eminent domain is likely to carry significant legal and
political costs.

e Magnitude of Potential Impact. High, particularly in “weak market” cities and in
distressed neighborhoods within stronger markets. Cities that do not enforce their tax liens,
or with cumbersome legal processes for releasing tax liens, may have large numbers of tax-
delinquent properties even if their housing markets are otherwise strong.
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Replicability. Moderate. While the specific obstacles to be addressed will vary significantly
from state to state, and to some extent from community to community within a state, this
approach can be utilized in most markets.

Flexibility. Moderate. There are no federal limits on who may benefit from the reclaimed
land. Some state or local governments may have imposed limits, but these may be changed
through the legislative process.

Ease of Implementation. Low to Moderate. Many of the challenges are discussed in the
policy description.
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3. Expand the supply of homes through rezonings

Most communities in the United States have some form of zoning that specifies the allowable uses of
land within the jurisdiction. Zoning policies generally divide land into areas in which residential
development is or is not permitted. Within the land zoned for residential use, there are typically
multiple classifications corresponding to various levels of density — R1, for example, corresponds to
low-density single-family homes; R2 corresponds to somewhat denser single-family homes (i.e.
detached homes); R3 corresponds to multifamily homes, etc. Some zoning maps include “overlay
districts” or “overlay zones” that specify different standards for specific neighborhoods.

While some communities revisit their zoning maps on a regular basis, other communities have not
revisited them in a comprehensive way in many years. As a result, some zoning maps have not kept
pace with changes in the resident demographics or commuting patterns, or with the actual uses of
land zoned for industrial or business use. Even when the zoning maps are not outdated per se, they
may be functioning as a constraint on the availability of land for residential development — for
example, by not making enough land available for development or by specifying too low a density —
that may be contributing to high home costs.

To address this issue, some communities are comprehensively examining their zoning policies to
determine if there is land that could be made available for residential use or land where allowable
densities could be increased. One approach is to identify land that is currently zoned for industrial or
business use that is not being fully or effectively utilized and could be rezoned for residential use.
Another complementary approach is to identify land that is currently zoned for low-density use (e.g.,
single-family homes) where higher densities (e.g., attached or multifamily homes) might be
appropriate. Higher densities can also be achieved by reducing minimum lot sizes, set-backs and/or
street widths. By spreading out land costs over a greater number of units, increases in density can
reduce the total cost of producing a unit, a cost reduction that can, with the appropriate companion
policies (see below), be captured to increase home affordability.

For example, Fairfax County, Va., recently approved a plan to rezone an area near the Vienna Metro
transit stop to substantially increase densities. By combining an older low-density subdivision that
contained approximately 65 single-family homes with five acres that had previously been used for
surface parking, the MetroWest redevelopment plan will provide approximately 2,250 condominiums,
apartments and townhouses; up to 300,000 square feet of office space; and up to 190,000 square
feet of retail space. As reported in the Washington Post: “The inescapable and inevitable fact is that
we will continue to grow,’ said William Lecos, president of the Fairfax County Chamber of Commerce.
‘But the county must grow differently than it has... [MetroWest is] the right project in the right place
at the right time, built to the right scale.s

15 Lisa Rein. 2006. MetroWest Development is Approved in Fairfax, Washington Post, March 28, 2006.
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During negotiations over the proposed MetroWest development with the developer, Pulte Homes,
Fairfax County secured a promise that approximately 5 percent of the homes would be affordable —
almost double the number required under current Fairfax County requirements for developments of
this density. The County's Board of Supervisors commissioned a special panel to develop policy
proposals for increasing the proportion of affordable homes in future such developments.

New York, N.Y., took a similar approach in the comprehensive rezoning of Greenpoint-Williamsburg
in May 2005. As described by the city, the rezoning “sets the stage for the renewal of a vacant and
underutilized stretch of the Brooklyn waterfront... It reclaims two miles of long-neglected East River
waterfront to create over 50 acres of open space, including a continuous public esplanade and a new
28-acre park surrounding the Bushwick Inlet. The plan creates new opportunities for thousands of
units of much-needed housing, including affordable housing, within a detailed urban design plan that
addresses the scale of the existing neighborhoods.”'¢ The zoning plan includes a voluntary
inclusionary housing program that provides a density bonus and tax abatements to developers who
agree to certain affordability restrictions. Initial reports show a strong take-up of these incentives.!”

In Massachusetts, the state has enacted legislation to create incentives for rezonings tied to both
smart growth and affordable housing objectives. Under Chapter 40R, municipalities may apply to
the state for approval of special overlay districts that provide for “as-of-right” development (i.e.,
without the need to apply for special approval) at higher densities in infill locations or around transit
hubs that include at least 20 percent affordable homes.!®* Once the districts are approved, the
municipalities receive financial bonuses, with a second round of bonuses provided once building
permits are issued. While it is still too early to know how successful the law will be — it was only
enacted in July 2004, with regulations issued in March 2005 — as of September 2006, five
municipalities had received approval for overlay zones under Chapter 40R and approximately another
10 had initiated the process of applying for approval.®®

As the above discussion shows, rezonings are often combined with inclusionary zoning or other

policies designed to ensure that a portion of the additional homes made available through rezonings
are affordable. Without commenting here on the appropriate form of the tie-in to affordable homes
— which is discussed in greater detail below under policy 11 — this appears to be a prudent strategy.

¢ New York City Department of Housing Preservation and Development. September 2005. Greenpoint-Williamsburg
Inclusionary Housing Program, http://www.nyc.gov/html/dcp/pdf/greenpointwill/incl_housing_web.pdf.

7 According to Mayor Bloomberg’s June 26, 2006 press release. “The plan will spur 10,800 new units of much-needed
housing, and through a powerful combination of zoning incentives, housing programs, and city-owned land, 3,500 of those
units will be affordable. One year after the rezoning was enacted there are already 1,000 affordable units in the pipeline for
near-term construction on the waterfront alone. That's 64 percent of the rezoning estimate of 1,563 affordable units on the
waterfront.” Available on the Internet at the Mayor’s Web site, http://www.nyc.gov/portal/site/nycgov.

8 For a preliminary analysis of Chapter 40R, see http://www.tbf.org/tbfgenl.asp?id=3134. See also Robert Fishman and
Beth Mitchell. 2005. Op Ed, American College of Real Estate Lawyers Newsletter, August 2005. Available on the Internet at:
http://www.nutter.com/publications_events.php?section=7&MedialD=34.

19 Research by the Commonwealth Housing Task Force. Summarized at:
http://www.tbf.org/uploadedFiles/060929%2040R%20Communities%20Map(1).pdf.
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The issue arises because of concerns about the scale at which one needs to increase supply to affect
prices significantly without an explicit requirement or incentive for affordable homes. While it’s
possible that rezonings will in and of themselves increase supply to such an extent that home prices
will decline, it appears likely that the increase in supply needs to be very substantial for this effect to
be felt in the marketplace. Merely granting a variance to allow a specific building in an area with
high housing demand to increase its density is likely to lead to a few additional high-end homes
without any significant supply effect that could lower prices across the board. Similarly, a more
general rezoning that only modestly impacts the supply of homes will be unlikely to significantly
increase housing affordability.

So that leaves two main choices — enact rezonings on such a scale as to substantially increase the
supply of homes in the market, or tie rezonings of a more modest nature to requirements or
incentives for affordable homes.

Assessment

e Ease of Financing/Cost-Effectiveness. High. Rezonings require little or no out-of-pocket
outlays and, in fact, may lead to increases in the tax base. As is the case anytime the
population is increased, however, the demand for city services also may increase.

e Magnitude of Potential Impact. Depends on how the policy is implemented. When the
increased supply of homes made available through rezonings is specifically tied to affordable
home incentives or requirements, the impact on home affordability is likely to be high. When
rezonings are adopted without this explicit tie-in to affordable homes, their impact on
affordability is likely to be tied to the scale at which they impact supply. In theory,
substantial increases in supply can increase affordability without an explicit affordable homes
component. However, no one is sure exactly what the threshold is for such an impact.

« Replicability. High.

e Flexibility. High. Can, and indeed must, be tailored to fit local needs.

o Ease of Implementation. The principal obstacle is likely to be community opposition to
affordable homes and/or increases in density.
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Reduce red tape and other regulatory barriers to affordable
homes

4. Ensure that zoning policies support a diversity of housing types

In a healthy housing market, families have a range of housing choices suitable to their preferences
and budget. Some families may prefer larger, single-family homes, while others may prefer the
convenience of apartment living, the lower cost of a high-quality manufactured home or the ability to
house an aging relative in (or lower costs by renting out) an accessory dwelling unit (i.e., a smaller
home built next to or as a part of a principal home). By ensuring that these and other housing
preferences can be met within close proximity to job centers or public transportation hubs,
communities not only can help to meet their citizens’ preferences but also can make homes more
affordable. Multifamily homes, accessory dwelling units and manufactured homes can all be used to
produce homes at lower final costs than standard, detached single-family homes because of an
ability to put more units on a designated lot, lower construction costs or both.

Unfortunately, many communities have chosen to prohibit the use of these housing types or to erect
such onerous obstacles as to effectively prohibit them:

o Multifamily homes. Some jurisdictions, for example, have outright bans on the construction
of new multifamily homes. Others impose parking requirements that are significantly out of
proportion with the actual parking needs and either make the development infeasible or raise
costs to such an extent that the developments can only serve a high-end clientele.

e Accessory dwelling units — smaller homes attached to existing single-family houses that can
be used to house an aging relative or rented out to lower a family’s housing costs — are also
frequently prohibited despite the fact that such units can contribute significantly to the supply
of homes in a community.

e Manufactured homes. While the quality and appearance of manufactured homes — houses
built in a factory to rigorous federal building standards — have continued to increase, many
communities prohibit their use. This is unfortunate, as high-quality manufactured homes cost
significantly less to construct and can blend well into a neighborhood.

By comprehensively examining their zoning, building codes and permitting policies to ensure
maximal availability of these housing types, communities can significantly expand the supply of
homes affordable to working families.
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Much of the opposition to multifamily homes comes from a series of assumptions about the
purported negative impact on communities of multifamily homes and, more generally, density. Many
of these assumptions are flawed, however. A good overview of these assumptions and the
countervailing data is provided in Creating Successful Communities: A New Housing Paradigm by the
National Multi Housing Council and National Apartment Association.2

Examples

Cambridge, Mass. Auburn Court is an attractive mixed-income development that provides 137
homes in a multifamily setting spread along three residential blocks of garden courtyards.
Established as part of the larger University Park development on land assembled by the
Massachusetts Institute of Technology, Auburn Court consists of a mix of one-, two- and three-
bedroom homes, flats and duplexes. Most buildings in the development are three stories, but
several rise up to six stories to frame the entrance to University Park.

Other examples include Oakland Community Housing, Inc., in Oakland, Calif., which is using
manufactured homes to provide affordable homes for working families in an infill setting, and Santa
Rosa, Calif., and Mercer Island, Wash., which use accessory dwelling units to expand the supply of
affordable homes.**

In December 2006, The New York Times published a thoughtful article documenting the increased
interest in accessory dwelling units as a strategy for producing affordable homes.?> Among other
examples, the Times article cited recent changes to the zoning rules in Montgomery, N.Y., to
facilitate the conversion of barns and outbuildings into rental homes, and the installation of
apartments within larger homes. The article also quoted a town board member in East Hampton,
N.Y., as saying that the process for obtaining approval for an accessory dwelling unit was so
complicated that no one had applied to do so — a problem the town is seeking to fix by streamlining
the process.

20 http://www.nmhc.org/Content/ServeFile.cfm?FilelD=2501. See also Richard M. Haughey. 2005. Higher-Density
Development: Myth and Fact. Washington, D.C.: ULI-the Urban Land Institute,
http://www.nmhc.org/Content/ServeFile.cfm?FilelD=4647.

2! For more information, see http://www.ochi.org/communities/recent.htm, http://www.transcoalition.org/ia/acssdwel/01.html
and http://www.growsmartmaine.org/docs/Affordable-Housing.pdf.

22 Janny Scott. 2006. The Apartment Atop the Garage Is Back in Vogue. The New York Times, Dec. 2, 2006.
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Assessment

e Ease of Financing/Cost-Effectiveness. High. Revising local policies to make these
housing types more available requires little or no out-of-pocket outlays and, in fact, may lead
to increases in the tax base. As is the case anytime the population is increased, however, the
demand for city services also may increase.

e Magnitude of Potential Impact. High, if implemented comprehensively.

e Replicability. High.

e Flexibility. High. Can be customized down to the block level, if jurisdictions wish.

e Ease of Implementation. The principal obstacle is likely to be community opposition to
affordable homes and/or increases in density.

38



5. Adopt expedited permitting and review policies

Developers often say that time is money. The longer it takes to secure approvals and complete a
development, the longer their capital is tied up and unable to be used elsewhere, and the higher
their soft costs for legal and other related services.

Researchers agree. Glaeser and Gyourko,? for example, found a strong correlation between the cost
of homes and the length of the permitting process. They compared home prices in 45 central cities
to the average length of time between an application for rezoning and the issuance of a building
permit for a modest-size, single-family subdivision of less than 50 units. Based on survey data, the
permit issuance lag was assigned a value from “one to five with a value of one indicating the permit
issuance lag is less than three months, a value of two indicating the time frame is between three and
six months, a value of three indicating a seven- to 12-month lag, a value of four meaning the lag is
between one and two years, and a five signaling a very long lag of over two years.” Analyzing the
data, they found that “increasing a single category in terms of permit issuance lag was associated
with a nearly $7 per square foot increase in the implicit zoning tax,” (i.e., the increased cost of
homes due to regulation).

The more that jurisdictions can streamline their zoning and permitting approvals processes, the more
costs can be shaved from the processes, reducing the costs of new construction. Among other
strategies to consider for achieving this objective are:

e Streamlining time-consuming elements of the approvals process, for example, by allowing a
single environmental impact statement for a neighborhood to be used to satisfy the
environmental requirements associated with new development, rather than individual site-by-
site assessments.

e Revising zoning rules to minimize the need for individual variances. The more flexibility
property owners have to build “as of right” — without having to get a variance — the faster and
less expensive the development process will be. Through careful planning, communities can
set thoughtful development rules ahead of time that speed up the development process
without compromising quality of life objectives.

e Shortening the length of time provided for approving or rejecting proposals for zoning
variances or building permits. One way to accelerate the process is to deem proposals
automatically approved if not acted upon within a certain amount of time.

2% Edward L. Glaeser and Joseph Gyourko. March 2002. The Impact of Zoning on Housing Affordability. Harvard Institute of
Economic Research Discussion Paper Number 1948, Harvard University,
http://post.economics.harvard.edu/hier/2002papers/HIER1948.pdf.
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e Providing for expedited and/or reduced cost permitting and review policies for affordable
homes.

o Developers also indicate that costs could be reduced by ensuring that more consistent
standards are used in all aspects of the approvals process — especially in securing building
permits. In many communities, additional training for and review of building inspectors is
needed to ensure that standards are consistently applied. When the standards are clear and
consistently applied, builders are more likely to get it right the first time, reducing
development time and costs.

Examples

Austin, Tex. Austin’s S.M.A.R.T. Housing Initiative is an innovative self-funded program that uses
expedited reviews and fee waivers to stimulate the production of affordable homes in neighborhoods
within the city limits. Residences built under this program are intended to be safe, mixed-income,
accessible, reasonably priced and transit-oriented (thus the S.M.A.R.T. acronym), and also must
meet Austin’s “green” building standards. Eligible projects include single-lot and infill development
as well as new subdivisions. Developers of projects meeting S.M.A.R.T. Housing certification
standards receive an expedited review that averages about half the time of conventional projects.
They also may receive waivers of the city’s capital recovery fee, development review and inspection
fee, and certain construction inspection fees. Typical cost savings for homes produced under the
S.M.A.R.T. Housing Initiative are $600 per unit of multifamily homes and $2,000 per single-family
home from fee waivers, as well as reduced carrying costs from the expedited review process.

Massachusetts. Another example is Chapter 40B in Massachusetts, which is a state statute that
streamlines the approval of developments that include affordable homes. Under the statute, special
expedited and flexible permitting rules apply to developments where at least 20 to 25 percent of the
units include long-term affordability restrictions. Under the rules, local Zoning Boards of Appeal are
empowered to grant comprehensive permits for qualifying developments, which typically results in a
more streamlined approvals process. When a request for a comprehensive permit is denied and
fewer than 10 percent of the homes in the community in which a proposed development are
affordable to low- or moderate-income families, a developer may apply to the State Housing Appeals
Committee, which may overrule the local decision. According to the Citizens’ Housing and Planning
Association, as of January 2006, some 43,000 units in 736 developments had been created under
Chapter 40B statewide since the early 1970s.24

24 Citizens’ Housing and Planning Association. 2006. Fact Sheet on Chapter 40B: The State’s Affordable Housing Zoning Law,
http://www.chapa.org/40b_fact.html.
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Assessment

Ease of Financing/Cost-Effectiveness. Moderate to High. Shortening approvals
processes involves little out-of-pocket expenses. Reducing permitting fees for affordable
homes has a cost, but it is likely to be modest in light of the benefits of more affordable
homes.

Magnitude of Potential Impact. If adopted comprehensively, the impact may be high. If
adopted on a smaller, piece-meal basis, the impact will likely be more modest.

Replicability. High. These problems exist in most communities.

Flexibility. High.

Ease of Implementation. Moderate. Challenges include local opposition to affordable (and
any) new development and coordination of multiple agencies.
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6. Revise impact fee structures

Impact fees are one-time expenses charged to developers of newly developed homes that generally
get passed on to purchasers in the form of higher home prices. Impact fees can be an important
source of revenue for local jurisdictions to cover costs associated with new development, such an
expansion of water and sewer systems, parks and other public services. In some states, impact fees
are also authorized to pay for school construction.?

When impact fees are levied on a per-unit basis — as is often the case — they drive up the price of a
modest home on a much greater proportionate basis than of a larger home. For example, a $15,000
impact fee charged on a $120,000 home will increase the cost by 12.5 percent. That same fee
levied on a $650,000 home will increase the home price by only 2.3 percent, despite the fact that
the family purchasing the $650,000 home is likely to be much better positioned to afford the
increased costs.

Impact fees assessed on a flat, per-unit basis also tend to be disproportionate to families’ actual
usage of services. Smaller homes tend to have fewer residents than larger homes. As a result,
families living in smaller homes tend to use less water and sewer, travel fewer vehicle miles and
utilize less of other public services than larger homes.2

To address this problem, a number of communities have adopted different approaches to setting
impact fees that more equitably distribute the costs of providing infrastructure to support new
development. One promising approach is to utilize proportional impact fees that base the impact fee
on the square footage of a home. This approach increases the affordability of homes for working
families by reducing the impact fees charged on smaller homes. Another approach is to provide
families with incomes below a specified level with a subsidy to help them pay for some of the costs
associated with the impact fees. In Alachua County, Fla., the subsidy is provided in the form of a
second mortgage that is forgiven if families remain in their homes for five years or more.

Other communities waive impact fees entirely for homes targeted to families within a certain income
bracket, or vary the amount of the impact fees within a jurisdiction based on the level of public
services already available in that particular location. The latter approach can result in substantially
lower fees in certain areas — such as infill areas — and facilitate the development of homes
affordable to working families.

2% For references to articles that discuss the use of impact fees to fund school construction, see
http://www.edfacilities.org/rl/impact fees.cfm.

26 For more information, see U.S. Department of Housing and Urban Development. April 2006. Impact Fees and Housing
Affordability: A Guidebook for Practitioners, Draft. Prepared by Newport Partners, LLC.
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HUD is in the process of completing a comprehensive guide to impact fees that explores these and
other alternatives to traditional, unit-based impact fees.

Examples

Alachua County, Fla. Based on a careful assessment of the county’s need for affordable homes, as
well as the expected infrastructure costs associated with new development, Alachua County adopted
an impact fee schedule that sets impact fees for residential development based on square footage,
rather than on the type of dwelling (i.e., single-family detached, townhouse, apartment, etc.). As a
result, smaller homes tend to be charged lower impact fees, making them more affordable. The
county also has allocated funds for forgivable second mortgages to cover the costs of impact fees for
households with incomes less than 80 percent of AMI when buyers purchase a home below a
specified price.?’

Other examples include Albuquerque, N.M.; Lincoln, Neb.; and Martin County, Fla., which waive
impact fees for households below a certain income level. Phoenix, Ariz., varies the size of impact
fees by area based on the level of existing services and, in some areas, waives most fees.

Assessment

o Ease of Financing/Cost-Effectiveness. Moderate to High. Developing an alternative
impact fee system to generate approximately the same amount of revenue as the current
system will have little or no impact on revenues. Revising the system to reduce fees on
smaller or less expensive homes, without an overhaul of the entire system, could have a
significant cost, though it may be less than alternative approaches.

e Magnitude of Potential Impact. Moderate to High. According to HUD,?® impact fees
exceed $10,000 per unit in many communities, with some communities in California reporting
fees of $45,000 per unit or higher. Reducing these fees for smaller homes can significantly
reduce the costs of homes affordable to working families.

e Replicability. High. The potential to reform impact fee policies exists in many communities.

e Flexibility. Moderate to High. There are generally state limits on impact fees, but they
should not stand in the way of approaches, such as proportionate impact fees, that more
closely tie fees to estimated infrastructure costs associated with new homes.

#" Ibid.

28 U.S. Department of Housing and Urban Development. 2005. Why Not in Our Community: Removing Barriers to Affordable
Housing.
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Ease of Implementation. If accomplished through an open, transparent and data-rich
process, the implementation challenges should be manageable.
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7. Adopt building codes that facilitate rehabilitation of existing homes

In many communities, older homes undergoing moderate levels of rehabilitation also must include
additional renovations to bring them into compliance with current building standards. These
requirements add significantly to the cost of rehabilitation and create a strong disincentive for
updating existing structures. Due to the costs involved, these older homes, which are likely to be
more affordable than newer homes, often fall into disrepair instead of being rehabilitated. As a
result, these homes cease to offer quality housing opportunities or end up being demolished and
replaced by larger and more expensive homes that are out of reach of working families.

To remedy this problem, a growing number of communities have adopted special building codes
designed to facilitate the moderate rehabilitation of existing structures, while maintaining safety.
These alternative building codes tailor the level of regulation to the scope of rehabilitation, so more
extensive rehabilitation requires stricter compliance with modern building codes, while less extensive
rehabilitation triggers only those modern codes that are associated with ensuring residents’ safety.

While some states, such as New Jersey, Maryland and North Carolina, have developed their own
rehabilitation codes, other communities have adopted the International Existing Building Code (IEBC)
— a model rehabilitation code issued by the International Code Council (ICC) in 2003. In general,
many municipalities are not well positioned to conduct individualized assessments of the costs and
benefits of particular building code elements, and thus would be well advised to adopt the most
recent version of one of the model building codes, such as that provided by the ICC. In this regard,
it is important to note that a jurisdiction does not automatically adopt the IEBC rehabilitation code
when it adopts one of the ICC’s other I-Codes. It must be adopted separately.?

In addition to adopting special rehabilitation codes, many communities have successfully encouraged
the rehabilitation of older structures by adopting a more facilitative approach to building code
enforcement. In these communities, building inspectors work with owners and developers to
implement safe, reasonable solutions that make the projects feasible. This flexible, accommodating
approach is designed to achieve the community goals of safety and ongoing affordability, rather than
penalizing building owners for noncompliance.

Examples

New Jersey. In 1997, New Jersey adopted a new building subcode designed to facilitate
rehabilitation of older homes. The new rules provide a sliding scale for determining when buildings
must be updated to current building codes. The more extensive the rehabilitation in terms of
structural, mechanical, electrical, plumbing or fire protection work, the greater the requirements to

2° To find out whether the IEBC has been adopted on a statewide basis in a particular state, or by various local jurisdictions
within the state, visit: http://www.iccsafe.org/government/stateadoptions.pdf.
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update to current building codes. The cost savings have been significant. For example, the new

subcode reduced the costs of rehabilitating the Bramhall Avenue Apartments in Jersey City by $1
million. The new subcode also appears to have led to a significant increase in the number of small
rehabilitation projects being undertaken.3°

Other examples include the state codes in Maryland and North Carolina, and the International
Existing Building Code issued in 2003. Other rehabilitation codes and guidelines that have similar
objectives include the Nationally Applicable Recommended Rehabilitation Provisions and parallel
provisions in the building code of the National Fire Protection Association.3!

Assessment

e Ease of Financing/Cost-Effectiveness. High. The adoption of new building codes carries
little out-of-pocket costs other than training for building inspectors. A facilitative approach to
code enforcement may lead to a modest reduction in fines associated with building code
violations, but is likely to more than pay for itself over time through the facilitation of
redevelopment that adds to the tax base.

e Magnitude of Potential Impact. Moderate. Early studies suggest the principal impact is to
increase the number of smaller rehabilitation projects being undertaken.

e Replicability. This policy is easily replicated in different jurisdictions, but the problem does
not exist everywhere. According to Mattera,*? 13 states have already adopted the IEBC on a
statewide basis and the code has been adopted by certain localities in another 13 states.

e Flexibility. High. States can modify the codes, as can localities in states that permit local
variation. However, this is one area in which states and localities should think twice about
varying from the national standards. Greater uniformity in building codes from area to area
can lower barriers to entry of new builders, reducing costs.

e Ease of Implementation. High. Now that the ICC has adopted the IEBC, the code really
seems to be catching on.

%0 Raymond Burby, David Salvesen and Michael Creed. 2006. “Encouragi