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Dear Commission Members: V1 

I am writing in favor of inclusionary zoning for the District of Columbia. As you know, affordable housing 
is scarce and getting scarcer in the District. This has long been a problem for low~income people and has 
now become a problem for many middle-class people who have lived in the District or would like to live in 
the District. I believe that Montgomery County has successfully implemented an inclusionary zoning policy 
in their county. 

We in the District should emulate Montgomery County with the goal of keeping our city vibrant and 
livable for all of its residents, rather than turning it into some sort of country club for the rich. And it's not 
only low~mcome and middle-class residents who lose without inclusionary zoning. Even the people who can 
afford to buy at any price lose because they will be living in a city that has lost what makes a city wonderful­
variety. 

I moved from Arlington into the District in 1987, having moved from Pittsburgh to Arlington in 1986. I 
moved into the District, specifically into Adams Morgan, because I was attracted by the idea of living in the 
city. Adams Morgan was the kind of bohemian neighborhood I thought I would love living in. And I was 
right. What I didn't realize was that one of the best things about Adams Morgan was having neighbors of all 
kinds of backgrounds, origins, and income levels. Living here gives us all the opportunity to get to know 
people we may otherwise never meet. It makes th~ area into a real neighborhood as I have seen time and 
time again as friendships are hom, people who need help get it from their neighbors, and the enfranchised 
can speak up for the disenfranchised in a real and personal way. From the clerks in the Safeway who I see in 
the street to the people who live in the low~income apartment building down the street to the people who 
live in the expensive rowhouses that line my street, my neighbors prove every day that we can be a 
community, different as we all are. And I love it. 

But Adams Morgan and other neighborhoods like it are in danger of losing the variety I love because poor 
anq middle-class people are being forced out by the outrageous prices for housing. If I hadn't bought a co­
op apartment before this housing boom began, I too might be forced to move to the suburbs or ~ven farther 
away in order to find affordable housing. I hate to see my neighborhood becoming a place with invisible 
fences of wealth in place and growing ever higher. 

We are the natioo's capital and we should be a model of what the United States has held as an idea~ that is 
a place welcoming of all kinds of people, from poor to wealthy. Rather than booting out people who are the 
backbone of our city in the support jobs they often do (cleaning offices and homes, policing our 
neighborhoods, teaching our children, etc.), let's roll out the welcome mat and put in place an inclusionary 
zoning policy that would allow a variety of residents to own and rent homes in the District. 

Sincerely, · 

~~ 
SherriAlms 
1705 Lanier Place, NW 
#407 
Washington, DC 20009 
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September 8, 2005 

ZoDing ~em for the District of Columbia 
Ms. Carol Mitten, Chainnan 
441 Fourth Street. NW, Suite 210 South 
Wuhington, DC 2001 

Zcming Commission Case #04-33 
Mandatory Inclusionary Zonirig 

Written Testimony 
Of 

Monty Hofban 

CBO, P N Ho:ffinan 

Madam Chaiiman and distinguished Members of the Zoning Commission: 
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Thank you for the oppottunity to submit oomments regarding the Mandatory InclUsinnary 
Zoning proposal, case r/#04-33. 

A combinatiolt of job creation and mainstream shift toward City 1ivJD8 have provided tbe 
opportunity for reversing the 40 year trend of population loss in tho District. Tho 
resultiug benefits however may not be felt by evcuyone. The rising cost of iDfil1 
development matched with an influx of afiluent pumbasers has created an affordability 
gap betwecm market tate housing and the current residential median income. This trend, 
in its most cautious hm;tpretation, threatens the cultural and economic divemty which 
makes the city appealing, not to 111ention d'Jallenges the stewardship and moral 
consideration for preserving a balanced society. Fommatcly, tenants' rights, rent control, 
and numerous affordable housi1l.g projects have also influtmced om housing compositiOn. 
Clearly, more needs to be clone. it's a question ofhow can we provide the most affordable 
housi1l.g without staling the very :bldustty that can help alleviate tho problem- population 
growth. 

Since 1993, P N HofJinan has built or restored ovet 33 multitamily residential projects in 
the District of Columbia. We were one ofvery few developen to invest in the City and 
bm1d new conclomimums and apa11ments wbile the District was loosing population. In 
the '90's' we struggled to make residential projects Viable. Only recently, has residential 
been able to competo with office buildings for highest and best use developJ:neD.t Indeed, 
0111' 'housimg boom' has only beeo. wi,th us for a few short years. Havmg risked 
everything in the 90's. rm humbled and well aware of our wlnerability to Dla:dcat 
conditions. 

0 
(J 

0 ·,~ 
7 .... 1t 

:", i- ~ l 
,D 

l I,"'(~ . ~-
'tr,-1 
: ;~:J 

" 
,.) 



SEP. 8.2005 2:1a5PM PN ' rMAN INC 
1'10.559 P.4 

'I'here is no question that to4ay landowners, builders, homeownem, and the District 
(through substantial increased tax revenue) are experiencing prosperity .. for the mat time 
in decades. However, while we do not subsc1ibe to the 'housing bubble', we do believe 
the tUture is less certain. We know first hand tbat pUrChasers, fur tlie past several months, 
are resisting price appreciation; competition and corresponding bousiDg supply has 
moved in (to the benefit of consumers and the District), and interest rates are 1120'Ying up. 
These market forces sipal that what lie ahead Qli.Y be 'tlat line' valuations if not sJight 
discounts to sale prices with time of absmption taking longer. At minimum, it would be 
reddess to speculate, much less rely on, the continued housing appt8Qiation we've 
experleaced over the past few years. 

Meanwhile. our working environment is rapidly changing briDging with it increased 
development costs. This is due to aeveral factors. The most obvious being; construction 
hard costs due to inflation ofmateriqls (all of which are affected by petroleUm increases 
and the aftermath of Katrina), more sophisticated designs, lack of quality subcontractors, 
the shortage of skilled workers, etc. Site development bas also become more expensive 
because most of the 'low banging tiuit' has been picked requirlng creative and often 
expensive solutions to achieve quality urban redevelopment on congested irregular 
shaped and often contamimrted iJXfill sites. The majority oftoday's projects require a 
special exception, varlance. Plar,med Unit Development (PUD), and/or Historic 
Preservation Review Board review (HPRB) making them subject to public venue 
bringing with it neighbomood amenities which are growing over time. Due to increased 
demand, the regulatory process is stressed along with the public utility services creating 
longer and more expensive preconstiUction phases. Bvery project {its respective U£) is 
subject to the l1SW stadium tax. Purthennore, the condom;n;um ind118tly, as it moves into 
mainstream, is becoming more sophistiCAted bringing with it higher consumer 
expectations and developer liabDities. 

Obviously, reconciling these evolving costa with fluctuating market pricing while makins 
a commercially reasonable profit is risky but necessuy tbr any business's survival. The 
introduction ofMandatoJY 1nclusionary Zoning (MlZ) as it is Clllrently proposed, 
threatens to tip this balance of viability. This would discourage housing development 
thereby stunting the very iJ)dustty that is genera.t.ins substantial tax revenue and has the 
potential to help alleviate the District's affordable proble.ma. The outcome of a reduction 
in housing supply due to the MIZ affect would produce few affordable homes, reduce the 
Districts tax potential, and exacerbate the disparity between •aftluent' market rate and 
atfordable housing (due to unmet demand and therefore the ability to pass the subsidy on 
to the purchaser). In other words. the affordability gap would bmaden and we would 
make problems worse. 

We recognize that many profesllionals have worked very bani to come up with the cunent 
proposaL We all agree there is an affordability problem. However, having "wodced m 
the trenches" on buildiag housing in the District for the past 12 years, we would like the 
board to coDSidcr a few 1.) observations, 2.) specific problems with the cum:nt MJZ 
proposal, and finally, 3.) suggestions on what we believe is a better plan. 
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1.) Observations 

Montgo1Jl81'Y County's arisleadfug $11QeeSs: 

Montgomay County's moderately priced dwetling unit (MPDU) program is often 
sited by MIZ advocates as an example of a successful program. According to 1he 
Urban Land I:astitute, affordable houshtg is included in "about 8% of the county•s 
total anuual housin& permits, and annual production is dropping every yeaf'. This 
drop off is attributable to the fact that a majority of the affordable production in the 
past bas been in the upper portions of the county (Gaithersburg. Genumtow.a, eto.) 
where land was Qnce plentiful for low rlse, stick bunt constnaction. The OfBce of 
Planning has acknowledged this in their August 161 testimony stating " ••• a lot of those 
were Greenfield units and a lot of them were townhouse units, that were relatively 
much easier to produce. It wasn't high-rise constmction, it wasn•t infi11 development. 
Those all were frausht with a lot more difficulty and expense." 

On. a similar note. Elizabeth Davison, Director of the Department of Housing and 
community Affairs for Moutgomery County, has stated that the expenses ofbuilding 
and operating high rise concrete construction projects present an added burden and 
challenge to MPDU success. The results prove this because owr the past 30 years of 
MPDU existeru:e and of the over 10,000 units created, ouly 6 high rise MPDU 
con~ exist in downtown Bethesda. 

In fact, PN Hof&nan built the first private high rise condominium building iu 
downtown Bethesda in over a decade in 2003. The development was only made 
viable through 'linkage' to. another (within the same area). Today residential condo's 
are finally being built in Bethesda but the 'Bmpty Nester' m8licet price is exceeding 
S700/SF high 8DOUgh to subsidize the MPDU requirements. Consequently, the gap 
between 'm.arla:t' rmd 'affordable' is substantial. 

Suppose Inelusioa:wy Zoafllg had been in place: 

Care needs to be taken when evaluating speculative studies used to support MIZ 
initiatives. 

A rectmt artime in the Washington Post cited a study cla:inring that approximately 
3,000 additional affordable UDits (Low-Coat Houaing May RJde Market~ CotZttlllls. 
July 31, 2005, Washington Post) would have been built in the District had a 
Manctatory Jnclusicmary Zoning program been in place over the past five years. The 
findings of this study appear to be very questionable. Office of Planning Directgr 
Bllcm McCarthy disputes them in her August t• testimony to the Zoning Commission, 
cJai:nring to be "mystified'' by the numbers in the study. A similar study from the 
Office ofPlapning (OP) shows a yield of780 units during that same S year time 
period. This study only considers areas where they felt the cleDsity bonus would 
actually be attainable. 
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The Office ofPianning's study, however, fails to consider one key component: the 
•cause and effect' dynamic. The viability of each of these developmmts must be 
considerecl within the context of market conditions dur.i.ng the time of that 
development. In other words, residential projects only. started as soon as pro-formas 
indicated there was enoush profit compared to the i.nhment risk of de'Velopment. 
Furthermore, we experienced significant DUderia1 cost increases that would have been 
damaging, had it not been for even greater housing sales appreciation. 
Notwithstanding, this recent viability encouraged more land transactions which 
boosted the number of developed units. However, 1he added constndnt of1be MtZ 
program would have introduced additional expenses that would have prevented this 
viability. Consequently, many of these projects would not have moved iiuward. 

It's conceivable that these projects would have eventually become viable as 
unsatisfied demand would have lead to higha' market rate prices. At the end of the 
five years, however, it is more likely that fewer projects would have been completed. 
This would have resulted in fewer affordable units than shown in tbe OfBce of 
Planning's study, providing less tax revenue to the .District, and creating an ev• 
greater disparity between market me and affordable housing. In tact we can look to 
Bethesda. a similar iDtill high rise development as an example of this pheDomenon. 

What we do know, is that over the past five years the local ho'Q&ing industry, in 
partnership with the District, has created or preserved approximately 17,000 
affordable UDits. We should exaznine these successes. improve than. and duplicate 
these types of projects as much and as fast as possible. 

2.) Problems with the eurrent MIZ proposal 

Urban Design Problems: 

The Office ofPlannints report claims that a 20% density bonus could be acbieved 
with minor zoning adjustments. When asked whether the MJZ program might be a 
disincentive on the PUD process at the hearing, the Office of Planning claimed that 
"the differences between til&: proposed IZ adjustments and matter of rlgbt are less than 
those between existing PUD adjus1ments and matter-of·right". Zolrlna CC)!DDlfssion 
Member Kevin Hildebrand further stated •• ••• we wented to be sure tbat we, in terms 
of massing and bulk, had less impact on that than dkl a PUD ••• " A closer look at the 
acijustments proposed in their report however, reveals the.t this goal is not being 
achieved. 

In the case of zone c-2-A, the square footage allowed by the proposed MIZ program 
is ~to the square footage allowed by a PUD. MIZ will ensure that developers 
will be relying on the density bonus and will detract them :6:oJD usiD,g the PUD 
pmcess. 

For zone C-2-C. the proposed allowable FAR. of7 .2 is 20% greater than the 6.0 
allowed by a PUD and the 90 foot height is equal to that oftbe PUD. This deDsity 
will not be attainable in numy locations. given that the proposed builclina would have 
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to occupy the entire allowable envelope to obtain it. TJ:ds will restrict creativizy and 
will result in big square buildings that lack character and compatibility with the 
neighborhooc:L In addition, completely filling out the allowable envelope could 
introc1uce troublesome light and air issues for both the proposed builcting and for the 
community. 

Many of the proposed adjustments also include increases in the allowable lot 
ocoapancy. With building codes and zoning requirements such as rear and side yard 
setbacks, garage mmping, garage exhaust, trash pick up, and loading dock areas tbis 
will be very difficult to actually achieve in many locatious. 

OP &: CMIZ ECODOJDie Feutbility Analysis Concems: 

The July lS, 2005 Oflice ofPhrnrdng's Report on Inclusionary ZoniDg includes an 
economic feasibU:ity analysis meant to demonstrate that a 20% density bonus, wi1h 
SO% of that bonus being available at 80% AMI, would provide developers with a 
return on cost comparable to that of a similar development with no a:fbdable uuits 
and no bonus. This 8DSlysis has a number of questionable assumptions, including 
bard costs, soft costs, and hous&lg sale prices. OUr largest COJlCei'Jl, however, is that 
two fimdamental items are omitted from the study. First, the cost ofp:ovidiDg extra 
density will result in a higher equity requirement. Second, the .MIZ prosram with a 
200AJ larger buUding will naturally have a lonpr development schedule. Both of these 
fundamentals must be considered in the cost equation. 

Bguity; 
The cost of equity needs to be considered in the economic study. A 20% increase in 
the size of the building will result in a 20% inm'ease in equity requirement. Additional 
time will also be requimi to bring the larger project through the design 81ld permittirJa 
process. The construotion schedule itself will be extended due to the increased 
bui1cting volume and more time will be needed to settle units and suceessMly move 
owners into the building. A project such as tbe 'base• example used m the OP study, 
with minor entiUement issues (no PUD. no rezoning required, etc •.• ) will take 
approxbnately 36 months to complete. The equity is calculated over 30 months. By 
increasing the project size by 20% and by facilitating an aflbrdable housing 
component, the project duration would increase by 10% (3 months- one month in 
preconsttuctioo, one month in construotion, and one month is disposition).'lbe very 
real costs associated with tbis additional time are not reflected ill either of the 
feasibility studies. 

• The study has been revised to include Cost of Equity as described above 
• For bollUS density scenarios, 3 mQnths have been added to development schedule 

Hg!Cgsts; 
The July tS"h hearing report states tbat lower grade finish materials and appliances 
may be used in affordable units, yet this is not reflected in the feasibility study. 
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In the case of the parkiug gJQ:'I.ge, additional parkiug will be needed to SllStain 
matketability oftbe additional units and to support price points used in the study. 
This Will require mme excavation and will increase both the risk and complexity, 
thereby increasing costs. The OP report assumes an average gross square footage per 
parldng space of375. This is an aggressive assumption and is most often umealistlc. 
The study also details out parldng garage CXJsts, showing that a 1-3 level garage 
should cost between S7S and $80 per sqft and that a 4-S level garage costs between 
S8S and S90 per sqft. 

• Above grade hard costs decJ'ease from S180 to $170 for aff'ordable units 
• Increase sqaare footage per space in the parking garage from 375 to 400 
• Additional parking necessary to dispose of the added 11lll'ket rate U1lits has 

inareased in hard costs ftonl $7 S to $85 

Soft Costs; 
The OP study shows a projection of soft costs equal to 23% (of Hard and Land Costs) 
mr both the base case scenario and for the bonus density scenarlos. At the August 18 

hearing, Stephan Green stated tbat the major responsibility ''would be placed on the 
developer to ascertain eligibility of people applying for affordable units" and that ''a 
new (government) agency would not be required" and that "some staff• will be 
needed to "merely review, mcmitor, and audit as is necess&IY". 
PN Hoftinan has ~hand experience with administering affordable unit sales efforts 
and can attest that there is an undeniable increase in soft costs wbicb. CSJmOt be 
ignored. We are cmrently handling a project with affordable units and we ere 
experiencing a soft cost premium of 1.25%. 

• Project soft costs have been increased to 24% for affordable UDit scenarios 

yPit Sale Prices; , 
Tables 6 and 7 in the attachment to the OP report show that purcbasers of aftbrdable 
units will be paying reduced condominium fees based on PAR values. This is of 
ccmcem to us because there is no logical correlation between the sale price of a unit 
and the operating costs of a building. Indeed, some units may have a lower i$m$ity 
use in a building yet may have been purchased at a bigb.er pice. This may be due to 
the timing of the initial sale in a fluctUating market or to some quaUtative value tbat 
the market places on a unit. such as location inside of the buildiDg. By using the PAR 
value analysis the results are skewed by overstating the sale price that affordable 
purchasers will be able to afford. 

• Market rate condo fees based on an average square footage calculation (S0.3S/i) 
was used for affordable units. 

We feel that 1be revisions proposed above give a more accurate depiotion of real 
world scenarios. Table 3 in the attachments provided illustrates the impact of using 
this revised set of assumptions on the OP feasibility study. It is cleat &om reviewing 
this table that the eutrent MIZ proposed scenario of using SOOAt of a deDsity boJ1US at 
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80% AMI costs a developer and/or land owner substantial money. The MIZ proposed 
is far from ne1l1l1l and will likely mest current development plans in process. 

3.) Suggestions for a better plan 

Table # S of the attachments illustrates a new proposal, where an affbrdable unit to 
IIliJket rate ratio of 2:1 is used for the density bonus. Under these conditions, a much 
smaller subsidy is coming from the Developer. Making this would bring a better 
asSU1'81lce that de\-elopm.ent in the District will continue and that the housi1J& 
construction will remain viable. 
As stated in a recent DCBIA testimony, "assuming a marlcet potential ofS,OOO new 
units of applicable production over the next five years. a change ftom 1:1 to 2:1 in the 
proposed OP ratio of market rate to affordable units results in only 160 fewer 
affordable set asides over five years - or 32 per year. The use of a 2:1 ratio would 
result in a higher probability that 5.660 market rate units will, in faot, be produced in 
the District (and not in Northern Virginia) potentially yielding an estimated 4S 
million in annual tax revenue." 

In order to have a chance at success, an inclusionary zoning program must haw 
flexibility and provide adequate incentives. Additional considen.tions that should also 
be evaluated as part of the overall solution are: 
• Voluntary /discretionary affordable programs 
• Increasing the tlext"bility (height) of zoning modifications under the cwxe.Dt 

proposal 
• &emptions on transfer taxes/fianchise tax for a developer as a way to lower 

developer subsidy 
• Increase affordability on subsidize4 units by offering property tax breaks to 

qualified purchasers 
• Government loans for affordable homo down payment that appreciate per the CPI 

over time and that are paid back to the District upon the eventtaal xesale of the unit 
• NCRC and should be required to have a minimum of35% affordable housing 

reqtdremem in the disposition of a government real estate 
• 'Market rate' and 'Affordable linkage. 

Thank you fot giving us the opportunity to submit this testimony for your 
consideration. 
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