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ProjRwrtpose

We have an immediate and growing need for housing. The
city has made it a priority to address that need by working to
create more options and affordability for everybody. As
housing costs go up, more families in Denver are spending
more of their budgets on where they live or finding
themselves priced out of neighborhoods. Additionally,
citywide plans and policy documents reflect this need and
call for new tools to create more housing opportunities.

The Expanding Housing Affordability project will create tools
to drive the construction of affordable and mixed-income
housing across the city. Creating new housing at various
income levels where people can live near jobs, transit and
amenities will help create a more sustainable Denver—and
address housing needs.

Along with a zoning incentive and a reexamination of the
current linkage fee, the project is expanding to consider and
be prepared for potential changes to state law that could
allow inclusionary housing on residential rental, as well as for
sale housing. Because the State of Colorado limits what
Denver can do with affordable housing requirements,
potential changes to state law could change the landscape
for affordable housing investment. We want the project to
be ready if those changes come. Whether or not those
changes happen, we're working proactively within the
current legal landscape to create and refine tools—such as a
density bonus in exchange for an affordable unit
contribution—that do more to meet Denver's need for
affordable housing.

Project Objective

What does equity mean for Denver?

Equity Defined: Equity is when everyone, regardless of who
they are or where they come from, has the opportunity to
thrive. Where there is equity, a person’s identity does not
determine their outcome. Equitable, inclusive communities
are places of value that provide access to resources and
opportunities for all people to improve the quality of their
life. As a city, we advance equity by serving individuals,
families and communities in a manner that reduces or
eliminates persistent institutional biases and barriers based
on race, ability, gender identity and sexual orientation, age
and other factors.

Equitable Development: Equitable development is an
approach to meeting the needs of underserved
communities through policies and programs that reduce
disparities, while fostering places that are healthy and
vibrant. Truly equitable development leads to greater choice
and opportunities and improves everyone’s quality of life.

-- Denver Comprehensive Plan 2040, p 30

To establish market-based programs for new development

that complement existing tools and resources, enabling the

City to address housing needs for low-to-moderate income
households in every neighborhood.

Guiding Principles:

9 An equitable program that addresses housing needs
for low- and moderate-income households in every
Denver neighborhood

9 A predictable program that provides clarity and
transparency of process, requirements, and outcomes

9 A market-based program that responds to varied
market conditions and partnership opportunities

Blueprint Denver Key Equity Concepts

Improving Accessing to Opportunity: Creating more
equitable access to quality-of-life amenities, health and
quality education.

Reducing Vulnerability to Displacement: Stabilizing residents
and businesses who are vulnerable to involuntary
displacement due to increasing property values and rents.

Expanding Housing and Jobs Diversity: Providing better and
more inclusive range of housing and employment options in
all neighborhoods.

-- Blueprint Denver, p 30



https://www.denvergov.org/content/dam/denvergov/Portals/Denveright/documents/comp-plan/Denver_Comprehensive_Plan_2040.pdf
https://www.denvergov.org/media/denvergov/cpd/blueprintdenver/Blueprint_Denver.pdf
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Tools Explored

This project will explore the creation and/or expansion of
three interrelated tools

"to establish market-based programs for new development
that complement existing tools and resources, enabling the
City to address housing needs for low-to-moderate income
households in every neighborhood.

I Linkage Fee is a fee-based tool that applies to all new
development that provides funds for the production or
preservation of affordable housing. This tool is currently
in place, however there is the opportunity study and
potentially raise the fee to reflect current market
conditions and thereby increase the funding towards
affordable housing.

Linkage Fee J&

Applies citywide to all new development

T

Fees are used to create
affordable housing
elsewhere in the city

O

All new development Developer pays fee at
time of development

9 Inclusionary Housing requires new residential
development to include a portion of affordable housing
units and create mixed-income housing. This tool is
currently limited by state law to only apply to for-sale
housing; however, with the potential to change, we
want to be ready to respond and study the opportunity
to implement this policy.

Inclusionary Housing &

Could apply citywide to all new residential development

Some units must be
affordable

The remaining units are
market rate

New housing development

'Each of these tools leverage the private development market to produce and fund affordable housing. Therefore, to be successful, they need to work
within the market. This effort will conduct the necessary financial analysis and outreach to determine, refine and calibrate program requirements.
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1 Incentive Zoning is a tool that provides incentives to
developers (e.g. density, reduced parking, fee
reductions) in exchange for affordable housing.
Incentive zoning tools are most appropriate and
effective in transit-rich areas in which people have good
access to transit, jobs, open space and other amenities.
Incentives can also be a part of an inclusionary housing
program to offset the cost of providing affordable units.

Incentive Zoning r

Could apply to centers, corridors and transit-rich areas
Could build upon a linkage fee or inclusionary housing requirement

Zoning allows for a taller
building

In exchange, more units
in the building must be

affordable

e The remaining units are
market rate

New housing development

Zoning allows for a taller
building in exchange for higher
fees that are then used to create
more affordable housing
elsewhere in the city

LI

Developer pays increased
fee at time of development

New retail, office or industrial
development

Each of these tools could play an important role in providing
solutions to a range of Denver’s housing programs and
initiatives, all of which are critical to addressing Denver's
housing needs. To learn more about Denver's housing
priorities and programs, check out and the Denver
Affordable Housing Dashboard for additional details on
market conditions, housing production, and funding
allocations.



https://app.powerbigov.us/view?r=eyJrIjoiMjY4Nzc1ZDUtMjU0My00MzZkLTlhZTEtMGQwZmY4MmFhYzZiIiwidCI6IjM5Yzg3YWIzLTY2MTItNDJjMC05NjIwLWE2OTZkMTJkZjgwMyJ9
https://app.powerbigov.us/view?r=eyJrIjoiMjY4Nzc1ZDUtMjU0My00MzZkLTlhZTEtMGQwZmY4MmFhYzZiIiwidCI6IjM5Yzg3YWIzLTY2MTItNDJjMC05NjIwLWE2OTZkMTJkZjgwMyJ9
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Project Process and Timeline

The project is anticipated to conclude at the end of 2021.
During this time, city planners will work with the community,
industry professionals, advocacy groups and elected officials
to develop recommended changes to the Denver Zoning
Code (DZC) and Denver Revised Municipal Code (DRMC).
The project contains three key phases:

Phase 1: Understanding Housing Needs
and Best Practices (Q1 2021)

Building on the work conducted in 2020 for the Affordable
Housing Zoning Incentive, the start of the project will focus
on understanding Denver's housing needs, and best
practices from Denver programs and peer city programs with
the added focus on both inclusionary and linkage fee
programs.

Outreach will focus on building a foundation of
understanding housing needs, industry considerations,
lessons learned and best practices. Resources will focus on
connecting with impacted communities. (e.g. vulnerable
populations, development industry).

Phase 2: Market Feasibility Analysis and
Exploring Policy Alternatives (Q2 - Q3 2021)

Building upon the findings and research in phase 1, different
policy proposals will be developed from an equity and
housing needs approach. Financial feasibility and market
analysis will refine/calibrate each of the tools to ensure that
these systems work with the market to produce affordable
housing. Discussion will start with tools that are applied to all
development (inclusionary housing and linkage fees) to
determine the baseline expectations for housing affordability
of all new development. Incentives will then be explored to
determine what offsets are necessary and where additional
housing affordability can be produced. Key policy
discussions will be informed by an equity lens, housing
needs, and financial feasibility.

Outreach will focus on evaluating financial feasibility and
exploring program alternatives for the three tools. As each of
these programs will incur trade-offs, outreach and
community priorities will inform key program considerations.
Resources will focus on reaching a broad range of
community members with a focus on connecting with
impacted communities. (e.g. vulnerable populations,
development industry).

Key Program Considerations for Inclusionary Housing:

9 Project threshold size for build-requirement (e.g. all
units, 54 units, 10+ units, 30+ units)

1 Percentage of units that must be affordable (e.g.10%,
15%, 20%)

1 Affordability level of rental and ownership units (e.g. less
than 60% AMI, 61-80% AMI, 80-100%AMI)

9 Length of affordability (e.g. 60-years, 99-years)

9 Geographic variants (e.g. different requirements based
on market costs and housing needs)

9 Options for alternative satisfaction of requirements (e.g.
in lieu fees)

9 Development incentives (e.g. expedited permitting
review, fee reduction, parking reductions, etc.)

9 Implementation/effective date (e.g. projects in SDP
formal review after __ date must adhere to new
standards)

Key Policy Considerations for Linkage Fee:

9 Fee assessed by use

9 Options for alternative satisfaction of requirements (e.g.
Build-Alternative Plan)

1 Implementation/effective date (e.g. projects in SDP
formal review after __ date must adhere to new fees)

Key Policy Considerations for Incentive Zoning:

9 Geographic applicability and variants

1 Density bonus amount (e.g. 20%, 50%, 100% more
height)

1 Percentage of affordable units that must be affordable
(e.g. 10%, 15%, 20%, 25%)

9 Affordability level of rental and ownership units (e.g. less
than 60% AMI, 61-80% AMI, 81-100% AMI)

9 Length of affordability (e.q. 60-years, 99-years)

9 Additional zoning incentives (e.g. relief from form
standards, reduced vehicle parking)

9 Implementation/effective date (e.g. projects in SDP
formal review after __ date must adhere to new fees)
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Phase 3: Confirming Program Requirements
and Ordinance Drafting (Q3 2021)

Building upon the findings and feedback received in phase 2,
the policy approaches will be refined and confirmed by
stakeholders and the broader community. Additional
refinements will occur prior to drafting zoning code and
ordinance changes.

Outreach will focus on refining policy decisions, building
understanding of the proposal, and gaining community and
development industry support.

Phase 4: Legislative Review

Before entering the legislative review phase, the different
program requirements should be clearly articulated and
understood by all stakeholders. The legislative review
process will include public review drafts, formal comment
periods, and a series of public hearings with Planning Board,
Council Committees and City Council making the final
determination and vote.

Outreach will focus on the successful implantation of these
programs. The standard public comments opportunities will
exist throughout the legislative process.

O\ & = o
Q1 20018 Q2- Q32021 Elg Q32021 Q42021 &m%
Understanding Financial Feasibility Confirming Policy Legislative Review
Housing Needs & Analysis & Exploring Alternatives & with City Council &
Best Practices Policy Alternatives Drafting Planning Board

2020 2021

Affordable Housing
Zoning Incentive (AHZI)

Expanding Housing EF Outreach will focus on
Affordability S) building a foundation of
Re-Launch understanding housing needs,
Builds-upon research, and industry considerations, lessons
feedback and outreach as learned and best practices

a part of the AHZI project

Outreach will focus on
implementation.

Standard public comment
opportunities throughout the
legislative process

Outreach will focus on
refining policy decisions,
building understanding of the
proposal, and gaining
community/industry support

Outreach will focus on
evaluating financial feasibility
and exploring policy alternatives
for the three different tools
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Pl anning

Cont
This project seeks to implement key policy
recommendations of our adopted plans. Citywide and
neighborhood-specific plans articulate the vision and
objectives for neighborhood development throughout
Denver. Each plan is based on an extensive public process
that seeks to balance a variety of stakeholder interests. The
city uses plan guidance to inform implementation efforts,
like regulatory updates such as this project. The adopted
plans summarized below provide guidance relevant to this
affordable housing zoning incentive project.

Comprehensive Plan 2040

Comprehensive Plan 2040 provides the 20-year vision for
Denver and its people and reflects the voice of thousands
who have shared their hopes, concerns and dreams for the
future. The City will use its recommendations to guide the
decisions that will shape our city over the next 20 years.
Comprehensive Plan is organized by six vision elements to
inform the long-term goals that will guide our future.

\\—\emic Nes
> 2,

1
2
3. Acity that's equitable, affordable and inclusive.
4

. A Denver made up of strong and authentic
neighborhoods. . ..

5. With connected, safe and accessible places that are
easy to get to, no matter how we want to travel.

6. We want a community that is economically diverse and
vibrant...

7. While being environmentally resilient in the face of
climate change.

8. And we want a healthy and active city with access to
the types of amenities and experiences that make
Denver uniquely Denver.

Whie é}lgvis‘ﬁn elements are equally important, this plan
fokaseddn ifplementing recommendations to support an
equitable, affordable and inclusive Denver.

This plan outlines six goals and associated strategies to
achieve our vision of an equitable city. The specific strategies
guiding this regulatory implementation project are provided
below.

Goal 1: Ensure all Denver residents have safe, convenient and

affordable access to basic services and a variety of amenities.
Strategy A: Increase development of housing units close
to transit and mixed-use developments.

Goal 2: Build housing as a continuum to serve residents

across a range of incomes, ages and needs.
Strategy A: Create a greater mix of housing options in
every neighborhood for all individuals and families.
Strategy B. Ensure city policies and regulations
encourage every neighborhood to provide a complete
range of housing options.
Strategy C. Foster communities of opportunity by
aligning housing strategies and investments to improve
economic mobility and access to transit and services.
Strategy D. Increase the development of senior-friendly
and family-friendly housing, including units with
multiple bedrooms in multifamily developments.

Goal 3: Develop housing that is affordable to residents of all
income levels.
Strategy B: Use land use regulations to enable and
encourage the private development of affordable,
missing middle and mixed-income housing, especially
where close to transit.

Goal 5: Reduce the involuntary displacement of residents
and businesses.
Strategy C: Evaluate city plans, projects and major
regulatory changes for the potential to contribute to
involuntary displacement; identify and implement
strategies to mitigate anticipated impacts to residents
and businesses.

Other related goals and strategies can be found in the
Comprehensive Plan. All other citywide (e.g. Blueprint, Game
Plan) and neighborhood plans are adopted as supplements
to Comprehensive Plan 2040.



https://www.denvergov.org/content/dam/denvergov/Portals/Denveright/documents/comp-plan/Denver_Comprehensive_Plan_2040.pdf
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Blueprint Denver

Blueprint Denver builds upon Comprehensive Plan 2040 as a
citywide land use and transportation plan for the next 20
years. Blueprint calls for growing an inclusive city through:

9 complete neighborhoods and complete transportation
networks;

1 a measured, common-sense approach to growth;

9 and for the first time, land-use decisions through the
lens of social equity.

Blueprint Denver offers three major concepts to consider for
future policies and investments. Integrating these concepts
into planning an implementation project helps create a
more equitable Denver.

9 Improving Access to Opportunity
9 Reducing Vulnerability to Displacement
9 Expanding Housing and Jobs Diversity

Blueprint recognizes that as Denver grows, neighborhoods
will change, and implementation actions will need to
consider these equity concepts to ensure residents and
businesses can remain and thrive.

Blueprint establishes a hierarchy of Neighborhood Contexts,
Future Places, and Street Types as elements of a complete
neighborhood. Blueprint also provides a nuanced way to
handle growth and development, preserving our most
cherished historic and cultural assets while directing growth
to key centers, corridors and high-density residential areas
where there is underutilized land and strong transportation
options.

In addition to a system of complete neighborhoods, growth
strategy and equity concepts, Blueprint contains many
recommendations organized by the three elements of a
complete neighborhood:

Land Use and

Built Form Mobility

Specific strategies guiding this effort are provided below.

General Policy 2: Incentivize or require efficient development
of land, especially in transit-rich areas.
Strategy C: Allow increased density in exchange for
desired outcomes, such as affordable housing, especially
in transit-rich areas.

General Policy 11: Implement plan recommendations
through city-led legislative rezonings and text amendments.

Strategy A: Prioritize larger-scale, legislative rezonings over
site-by-site rezonings to implement plan recommendations
and to achieve citywide goals, including equity goals.

Strategy C: Use a robust and inclusive community input
process to inform city-led rezonings and zoning code text
amendments.

Housing Policy 6: Increase the development of affordable

housing and mixed-income housing, particularly in areas

near transit, services and amenities.
Strategy A: Incentivize affordable housing through
zoning, especially in regional centers, community
centers and community corridors adjacent to transit.
This could include a process—informed by community
input—to create citywide height bonuses in the zoning
code, where additional height is allowed in exchange for
income restricted units. Incentives for affordable
housing are particularly important for areas that score
high in Vulnerability to Displacement and score low in
Housing Diversity.
Strategy B: Implement additional parking reductions for
projects that provide income-restricted affordable units.
Strategy C: Implement other incentives for affordable
housing, such as lower building permit fees for projects
that commit to a certain percentage of income-
restricted units onsite.

Housing Policy 7: Expand family-friendly housing throughout
the city.
Strategy A: Implement tools to require and/or
incentivize the development of family-friendly housing.
This could include bonuses for affordable large units
{those with three or more bedrooms), especially in
multifamily developments.
Strategy D: Advance housing affordability
recommendations from this plan and Housing an
Inclusive Denver to ensure new units include units
affordable to a range of income levels.
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Housing an Inclusive Denver

Housing an Inclusive Denver, the City's 5-year housing policy,
strategy and investment plan, was approved by City Council
in 2018. Housing an Inclusive Denver is focused on tools that
address a continuum of housing needs, including housing
for residents experiencing homelessness, affordable and
workforce rental housing, and attainable homeownership.
The plan seeks to align the city and its partners' actions
between 2018-2023 according to four strategic goals:

9 Create affordable housing in vulnerable areas and in
areas of opportunity

1 Preserve affordability and housing quality
9 Promote equitable and accessible housing options; and
1 Stabilize residents at risk of involuntary displacement.

Specific recommendations related to the creation of
affordable housing and promotion of access includes the
following, “Expand and strengthen land use regulations for
affordable and mixed-income housing” (p. 47).

Key recommendations to support the above
recommendation include:

9 Implement and evaluate success of a proposed
incentive overlay for building heights at the 38th and
Blake transit station and explore expanding the program
to other areas where increased density may be
appropriate, such as near transit.

9 Create a package of incentives that provide value fora
developer, such as more clearly defined parking
reductions, lower building permit fees, or special staff
support to navigate the complex multi-agency
permitting process, in exchange for a certain percentage
of affordable units built onsite.

To learn more about the current housing priorities for 2021,
check out the Housing an Inclusive Denver 2021 Action Plan
and addendum.

To see monthly activity reports on housing spending and

production, funding priorities, and data on housing needs

and production, check out the Denver Affordable Housing
Dashboard.



https://www.denvergov.org/files/assets/public/housing-stability/documents/2021actionplan_final.pdf
https://www.denvergov.org/files/assets/public/housing-stability/documents/2021actionplan_addendum2b.pdf
https://app.powerbigov.us/view?r=eyJrIjoiMjY4Nzc1ZDUtMjU0My00MzZkLTlhZTEtMGQwZmY4MmFhYzZiIiwidCI6IjM5Yzg3YWIzLTY2MTItNDJjMC05NjIwLWE2OTZkMTJkZjgwMyJ9
https://app.powerbigov.us/view?r=eyJrIjoiMjY4Nzc1ZDUtMjU0My00MzZkLTlhZTEtMGQwZmY4MmFhYzZiIiwidCI6IjM5Yzg3YWIzLTY2MTItNDJjMC05NjIwLWE2OTZkMTJkZjgwMyJ9
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Af f or ddohlulse ng
What is affordable housing?

Housing is affordable when individuals and families can pay
for housing while still having money left over for necessities
like food, healthcare, transportation, education, childcare and
savings.

The most common way of determining what share of a
household’s budget should go toward housing costs is
based on the federal government's definition: Housing is
affordable when it consumes no more than 30% of a
household’s gross income. This means what is considered
“affordable” depends on a household’s income.

Affordable housing can describe dedicated (income-
restricted) or naturally occurring affordable (or attainable)
housing.

Ar/a Apartmems for househo/d

m/ng less z‘han 60% AMI

Dedicated affordable housing units, which are usually
created through public assistance, public-private
partnerships or market-rate programs, are essential for
ensuring affordability in neighborhoods where market rents
are rising rapidly. They are also well suited to create inclusive
communities and provide affordable housing to households
with very low incomes. Dedicated affordable housing units
with deep levels of affordability—typically developed by
nonprofit and public housing providers—provide housing
that serve residents who could not find affordable units in
the private market.

Naturally occurring affordable units (NOAH) are units that
may rent or sell at affordable levels — but they do not have
legally binding affordability requirements. NOAH is
commonly provided by the private sector and generally
consists of developments that are older, have few amenities,
are located on busy streets.

NOAH has declined significantly in the past decade.
Compared to 2010, Denver has 28,000 fewer rental units at
affordable rents.

For this EHA project and report, we focus on the type of
dedicated affordable housing in which a person or
household must meet income eligibility requirements.
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Why do we need affordable housing?

Decent, safe and stable affordable housing is not only a basic
human need, but it contributes positively to the broader
community. When people can access stable affordable
housing, it allows their children to thrive in school; reduces
stress and leads to improved health outcomes; allows
families to spend money on healthy food and health care;
improves the economic vitality enabling for money to return
to the local economy; supports the local workforce; and
allows for individuals and families to grow and thrive in the
community of their choosing. Multiple research studies have
concluded that housing stability leads to positive long-term
outcomes for children and facilitates economic stability.

Additionally, striving toward an equitable, affordable and
inclusive Denver is a key pillar of the city's adopted plans.

What happens when housing is
unaffordable?

When housing is unaffordable, the following outcomes
commonly occur:

1 Less money flows into the local economy. This is
because a greater portion of people incomes go into
housing costs, less money is left over for good and
services that can support the local economy.

9 Inequities are furthered. When low-income income
individuals or families are unable to live in areas with
good access to jobs, multi-modal transportation, parks
and other amenities inequities increase.

9 Economic growth slows. We see economic growth
within the region slows as employers cannot find the
workforce in critical industries when affordable housing
is not avaliable.

9 Increased traffic, emissions, and infrastructure costs. as
people are forced to live further from their jobs and
other services, traffic increases, emissions increase, and
public infrastructure costs grow further.

_——

The Zephyr Building which is a part of the 700 mixed-income units and community space in the Mariposa Development

How have housing needs changed over
time?

During the past decade, the supply of housing, and
especially affordable housing, has not been able to keep up
with the demand nor the needed affordability levels to serve
the existing Denver community. This is evident in the
broadening of Denver households who are “cost
burdened’—when a household pays more than 30% of their
incomes in housing costs. Cost burden is now common for
all but the highest income households.

Between 2010 and 2019,

Median rent increased / /%

Median home value increased /9%

Median 2-person household income increased 32%

Rising housing costs cannot be attributed to one single issue
but are a result of many different economic factors locally
and globally. For example, in recent years, labor and material
costs have grown by over 50%. Land costs have doubled in
many of Denver’s neighborhoods. Investors have sold homes
they rented to new homebuyers displacing renters.

For many in Denver, this means that wages and incomes
have significantly lagged increases in housing costs.

As Denver looks toward the future, it will have trouble
providing housing to its growing workforce in critical
industries without creating affordable housing.

XL i




EXPANDING HOUSING AFFORDABILITY
BACKGROUND REPORT

February 2021

What is AMI and why does it matter?

Income-restricted housing commonly uses Area Median
Income to determine whether a household is considered low
income and therefore eligible to obtain a restricted unit. The
U.S. Department of Housing and Urban Development (HUD)
uses AMI thresholds, adjusted by household size, to set the
income thresholds households cannot exceed to be eligible
forincome-restricted affordable housing. This allows income-
restricted housing programs to determine eligibility using
income levels that make sense for a geographic area. For
example, 100% AMI for a two-person household in Pitkin
County is $88,400, and 100% AMI for the same size
household is $56,200 in Trinidad, Colorado.

Generally, affordability levels are organized into the following
groupings with the Median Family Income (100% AM)) at
$80,000 for a two-person household in 2020.

AMI % 2010 2020

HUD 100% AMI 2- 560,800 $80,000
person household in

metro Denver

Income Limits

0-30% $18,240 $24,000
31-50% $30,400 $40,000
51-60% $36,480 $48,000
61-80% 548,640 $62,800
81-100% 560,800 $80,000
101-120% $72,960 $96,000

Instead of thinking about AMI as a table of numbers, it's
important to understand that these categories represent
people with jobs working in a range of professions.

AMI 30% 50% 60% 80% 100% 120%

i $21,000 $35,000 $42,000 $54,950 $70,000 $84,000

ﬂ $40,000 $48,000 $62,800 $80,000 $96,000
im $54,000 $70,650 $90,000 $108,000
hk&i * $60,000 * $78,500 $100,000 $120,000

Source: Bureau of Labor Statistics (2019 Data)
35-2015 Cooks, Short Order; 25-2011 Preschool Teachers; 47-2141 Painters, Construction
and Maintenance; 21-1022 Healthcare Social Workers; 29-1141 Registered Nurses

11
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What is the current affordable housing
need?

In Denver, 46% of Denver households are cost burdened,
and 24% are severely cost burdened'. Cost burden has always
been a challenge for very low-income households and is
becoming increasingly prevalent among middle income
households: In 2010, 38% of renters with incomes between
$35,000 and $50,000 were cost burdened; by 2019, this had
risen to 81%. Overall cost burden decreased from 2010 to
2019, but that decrease was entirely driven by the influx of
high-income renters, very few of whom are burdened.

Unit shortages exist for renters with incomes of 60 percent
AMI and lower—especially for renters at the 50 percent AMI
level and below. Publicly assisted housing provides a large
share of housing for these households, yet is nowhere near
the level needed. As such, renters must “rent up” to find
housing, resulting in cost burden.

On the for-sale side, if for sale price trends continue, the vast
majority of homes for sale—an estimated 86 percent—will
serve 151 percent AMI households. These trends will reduce
the homeownership rate in the city and drive would-be-
owners into rentership longer term, potentially increasing
the need for 61-80 percent rental units, or drive them to
purchase homes elsewhere.

Change in cost burden:

Renters earning $35,000 - $50,000 (40-60% AMI)
who were cost burdened

2010:4in10 2222
2019:8in10 2222222

Renters earning $50,000 - $75,000 (60-100% AMI)
who were cost burdened

2010:1in10 A

2019:4in10 2222
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What is the current legal context?

Currently, Colorado state law places a significant constraint
on the ability of Denver and other local municipalities to
address affordable housing. In 1981, Colorado prohibited
rent control and more specifically prohibits local
governments from “enacting any resolution or ordinance
that would control rent on private residential real property or
private residential housing units” via CRS § 38-12-301. In 2000,
the Telluride decision determined that inclusionary
housing/zoning policies on rental housing would be
considered a form of rent control. The result from the
Telluride Court’s interpretation of the state rent control
statute clarified that local governments cannot require that a
developer create affordable rental housing on its property as
a condition of a land use approval.

As a result, local jurisdictions cannot create an inclusionary
housing program that applies to rental housing. Therefore,
under current state law, Denver cannot require the
construction of affordable housing units on multi-family
rental projects and must instead work through systems such
as the existing linkage fee or develop voluntary systems
through incentives until the State modifies the Rent Control
Laws.

Potential for changes at the state level

In the 2021 legislative session, HB21-111/ Local Government  Source: Kevin J. Beaty/Denverite
Authority Promote Affordable Housing Units was introduced.
The bill clarifies that the existing authority of cities and
counties to plan for and regulate the use of land includes the
authority to regulate development or redevelopment in
order to promote the construction of new affordable
housing units. The provisions of the state's rent control
statute do not apply to any land use regulation that restricts
rents on newly constructed or redeveloped housing units as
long as the regulation provides a choice of options to the
property owner or land developer and creates one or more
alternatives to the construction of new affordable housing
units on the building site.

Whether or not those changes happen, we are working
proactively within the current legal landscape (linkage fee
and incentives) and exploring use of expanded tools
(inclusionary) to create and refine tools that do more to meet
Denver's need for affordable housing.
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Li nk &ge
Linkage fees are a tool that generate revenue to support

affordable housing by charging a fee on new development.
Linkage fees are assessed on all new development.

Through studies, the City determined that there is a direct
nexus between both nonresidential and residential
development, job growth, and demand for new housing that
is affordable to households with low or moderate incomes.

In addition to the nexus study (which determined the legal
“nexus” between development, jobs and housing need) a
financial feasibility study was also conducted to determine
the impacts that the linkage fee may have on development.

Nexus & Financial Feasibility Study (2016)

The nexus study (conducted in 2016) determined the legally
justifiable fee that could be charged on different
development types. Legally justified fees range from $9.60
per square foot on single-family residential development to
$119.29 per square foot on stand-alone retail development,
including a variety of residential and commercial prototypes
evaluated with legally justified fees within that range. The
summary table can be found on page 3 of the 2016 report
conducted by DR&A.

The feasibility analysis examined the effect of a proposed
range of linkage fees on the economic feasibility of various
‘typical’ development types. The study examined Return on
Equity (ROE), Return of Cost (ROC) and Residual Land Value
(RLV). The analysis concluded that a linkage fee up to $7.00
per square foot could be supported without limiting financial
feasibility of most developments in Denver.

Current Fee System

The linkage fee is assessed based on new gross floor area
only (not including parking) except for additions of 400
square feet or less to existing single-unit or duplex buildings.
To respond to inflation, the fees are adjusted for inflation in
an amount equal to the percentage change from the
previous year in the national Consumer Price Index for All
Urban Consumers (CPI-U).

Current fees can be found online.

Current Build Alternative

In lieu of paying the fee, a developer has the option of
meeting the “build alternative” by building affordable
housing units within the development, or within a quarter-
mile radius of the development, according to a set formula
which varies by use and is outlined in the Rules and
Requlations.

For example, a 100,000 square foot multi-family project
would be required to build 2 units or could pay $157,000. In
most areas of the city, the cost to build a single unit far
exceeds $78,500, making the fee option far more
economically desirable.

Outcomes of the Linkage Fee to Date

Fees Net Fees
LI Exempted Collected

2017 $6.3M $5.1TM S1.TM
2018 $23.2M $189 M $4.4M
2019 $20.8M $10.5M $10.3M
2020 $18.7M $10.4M $8.3M
Total: $S69M $43.9M $24.1M

Source: Accella Permit Information — CPD

While permit activity and square footage constructed
exceeded initial projections, the effective date policy or
“grandfathering” approach exempted far more projects than
originally anticipated. This approach exempted any project
that submitted a concept plan (not a formal Site
Development Plan, or SDP) before January 1%, 2017 which
led to a significant rush of concept plans to avoid the
payment of the fee. A challenge with this approach was that
requirements for the “readiness” of projects at concept plan
stage was very minimal, so in some cases projects submitted
a concept plan that may take many years to reach full design,
Site Development Plan, and eventually build out.

As mentioned previously, the developer has the option to
meet the build alternative instead of paying the linkage fee.
However, because the system is not set up to incentivize the
construction of units, to date only two projects (outside of
the 38" and Blake Incentive Overlay area) have constructed
units through a build alternative plan (BAP). The following
table summarizes the outcomes of the two projects that
built the required units instead of paying the fee.

Income
Total

Address . Restricted Unit Details
Units .
Units

;tzja]rt 20 : 1-bedroom unit

rental at 80% AMI
Street
1051 N 58 2-Bedroom for-sale at
Mariposa | Units 80% AMI (DHA)
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2020 Housing Action Plan

The linkage fee ordinance specified that an annual inflation
adjustment may occur on July 1,2018 and each July after for
an adjustment equal to the percentage change from the
previous year in the CPI-U. On average, this has been about a
2% increase.

The ordinance specified the fee could not be increased prior
t0 2020, and if/when an increase is pursued the city must
conduct another financial study (feasibility analysis) to
evaluate the economic impact of the fee change.

The Housing and Inclusive Denver Annual Action Plan (2021)
identified the following 20202021 action: "Coordinate with
CPD to advance policy recommendations related to the use
of incentive tools, such as zoning to support mixed-income
development, evaluate the linkage fee structure, and
evaluate inclusionary housing if state law provides flexibility
for such programs” (p 23).

As a part of EHA, a financial feasibility study will be
conducted to evaluate the economic impact and
opportunity to change the fee to better reflect market
conditions and address housing needs.

15



EXPANDING HOUSING AFFORDABILITY
BACKGROUND REPORT February 2021

|l ncl usi onary Heushi g

IHO production is reflective of the market for for-sale housing
production in Denver; therefore, IHO unit production has
been somewhat dependent on conditions affecting all for-
sale housing in Denver. As shown in the map above, the
majority of IHO units were constructed as part of largescale
developments located in Lowry, Green Valley Ranch and
Stapleton, built from 2003-2005 though construction at
some of these developments is ongoing. As the housing

Inclusionary housing (sometimes referred to as inclusionary
zoning) requires new residential development to include a
portion of affordable housing units in order to create mixed-
income housing. As discussed, on page 13 above, Colorado’s
rent control prohibition has been interpreted as limiting
inclusionary zoning application to for-sale residential
developments only.

Prior | nd u Siona l’y HOU Si ﬂg market slowed in the mid-2000s due to the Great Recession,
) IHO production slowed along with it.
Ordinance (| H O) IHO ON-SITE UNITS CONSTRUCTED

Before the linkage fee system, Denver had an Inclusionary
Housing Ordinance (IHO) from 2001 until 2016, at which
point it was replaced? with the linkage fee. The IHO was

642 Units
Scattered Sites

Denver's primary tool to facilitate homeownership

opportunities of workforce housing. The city’s original IHO w

was targeted at people earning between 50% and 95% AMI. E
Requirements of the IHO
Generally, the IHO required for-sale projects over 30 units to e

restrict a minimum of 10% of its units to households with

incomes between 50% and 95% AMI depending on =
household size and type of unit constructed, and price those Fm
units accordingly. Most of the units required a minimum

income restriction of 15 years.

Developers were provided with financial incentives including

a cash incentive (55,500 per unit) and parking reductions and

density bonuses as a means to partially offset the financial SR DIN e ¥
burden of selling units at a reduced price.

IHO UNIT PRODUCTION

350

301 306
300
250 221
200
150

100
100
54 46 46
50 29 24 22
- ] H A Lo 8

o — wm H = _ — m

2004

2001 2002 2003 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: IHO Housing Report 2015

? Language associated with the IHO is still contained within the DRMC Article IV Section 27 as there are some developments and/or units that remain
subject to the IHO.
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Additionally, the IHO allowed for projects to comply with the
IHO through a cash-in-lieu payment, which varied according
to the needs for affordable housing at the location of the
project. In total, 11 of these projects that were subject to the
IHO took advantage of this option, providing a total of
$7,647,921 cash instead of the 115 units that would have
been required if built on site. A large majority of these
projects were in the city's highest cost markets including
Downtown (e.g. the Spire, Four Seasons, One Lincoln Park) or
other high-cost areas such as Cherry Creek or Ballpark.

Over the 15-year timeframe that the IHO was in place, a total
of 2,028 for-sale units were built, most of which were during
the earlier years of the ordinance and located predominately
in one of the three aforementioned largescale
developments.

Lessons Learned from the IHO

Denver's IHO was in place during a unique economic cycle.
The ordinance was enacted to respond to a period of very
rapid growth during the 1990s, which introduced
unprecedented housing affordability challenges. IHO unit
production was concentrated in new neighborhoods with
little history of market resilience, which was tested during the
Great Recession. The experience with that IHO offers several
lessons for future programs in the Denver market.
Specifically:

9 The IHO produced very few units relative to overall
development in Denver. IHO units generated through
onsite production represented fewer than 5 percent of
for- sale units built in the city between 2002 and 20122
This was a factor of the structure of the IHO, which did
not incentivize unit production due to a low cash-in-lieu,
and the Great Recession, which dampened housing
demand.

1 The vast majority of IHO units—91 percent—occurred
as part of large scale developments in Green Valley
Ranch, Lowry, and Stapleton, which at the time, were
reflective of moderate-cost markets. The developments
that opted out were largely high-end condominium
projects.

9 During the Great Recession in the mid-2000s, Green
Valley Ranch experienced considerable price declines,
which brought the price of market rate units close to the
discounted price of IHO units—making the IHO units
very difficult to resell. As a result, the foreclosure rate of
IHO units in large scale areas was very high: 16% for all
large-scale areas and 25% in Green Valley Ranch alone.
By contrast, Lowry's model of IHO compliance utilized a
land trust which allowed the units to achieve deeper

* Denver Housing Economic Study, Economic & Planning Systems, March 2015,

levels of affordability and were less vulnerable to
foreclosures.

9 The IHO did not succeed in introducing affordable units

into high-cost market areas or near Downtown, where
employment opportunities and transit access is
strongest. This is due to incentive and cash in lieu
options that were uniformly available to developers
across different market areas resulted in affordable units
primarily built in lower cost markets, where calibrating
incentive and cash in lieu options to different market
areas helped drive some development of units in higher
cost areas.

9 Compliance procedures originally put in place were

insufficient to monitor long-term compliance and
ensure proper application of deed restrictions.
Compliance procedures are essential to maintaining the
long-term affordability of properties and ensuring the
units are serving the population they are intended to
serve.

9 Onsite development of affordable homes drove more

predictable processes and outcomes; negotiations for
offsite development sometimes produced more units
but were more complex and time consuming.

9 In sum, these outcomes emphasize the importance of

designing an IHO that takes into account the submarket
context, as submarkets differ in their ability to absorb
IHO requirements.

9 Form an equity perspective, concentrating affordable

units geographically results in poor resale values when
the market contracts compared to market rate offerings.

9 Finally, the cash-in-lieu option must be large enough to

incentivize unit production to justify departure from a
linkage fee—otherwise, the IHO behaves like a fee but
with more administrative burden.
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Zoning
What is zoning?

The Denver Zoning Code (DZC) implements the city's vision
for the future of Denver, by calibrating regulations for
structures, uses and parking by neighborhood context. The
DZC was adopted in 2010. Each piece of land in Denver is
assigned a specific zone district. Zone districts are
categorized by context and then by district.

Additionally, zoning provides a prescriptive framework for
building and site design. These elements include:

1 Building Form Standards: building height, setbacks,

setbacks, entry requirements, transparency, build-to, etc.

9 Design Standards: Parking location, landscaping, street
level active uses, etc.

1 Use Limitations and Restrictions: specify which land uses

(e.g. residential) are permitted and if any restrictions
apply to the use.

The current Denver zoning code can be found online.

Dominant | Maximum
Neighborhood Building Building Special
Context Formand | Heightin | Purpose
Character Stories
S =Suburban RH = Row 2 x = Special
E = Urban Edge | House 75 provisions
U= Urban MU=Multi 3 tailored to
Unit that zone
G = General 5 district
Urban RO = 8
. . A=
B Residential
C=Urban Office 12 Special
Center Ry = 16 provisions,
b =Downtown Residential = 20 ZSeFZiGQCrl]a”y
Mixed Use standards
C= or allowed
Commercial building
Corridor forms,
MX = Mixed tailored to
Use that zone
MS = Main district
Street

Therefore, a C-MX-8 zone district is an Urban Center, Mixed
Use zone district with a maximum height of 8 stories.

What is incentive zoning?

Incentive zoning is a tool that allows for voluntary trade-offs

between the developer and the city. This is also sometimes
described as value capture.

Zoning Code Naming Convention

This means that a developer may be granted additional
building height or zoning relief in exchange for providing
something that would not otherwise have been
incorporated by the developer. For example, a developer
may have a site that can build by-right to a three-story
height, however if the developer commits to meet the
standards for a height incentive, may be able to build an
additional two stories in exchange for incorporating desired
community benefits, such as affordable housing.

The intent of zoning incentives is for the trade-off, in this
example the additional density, to serve as a subsidy that can
offset some/all of
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