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A Letter from Director Polly Donaldson

Greetings District residents!

The Department of Housing and Community Development (DHCD) is excited to manage one
of the most robust set of tools to produce and preserve affordable housing unitsin the
country. Our inclusionary zoning (IZ) program is an extremely valuable tool that helps
produce new affordable housing units for District residents.

Although COVID-19 has been a disruptive influence for most this year, the IZ program has
set a new benchmark by producing 235 affordable housing units for Fiscal Year 2020
(FY20); the most units since the program began in August 2009. To date, more than 1,200
IZ units have been produced.

Because the program requires new development projects to set-aside eight (8) to 10 percent
of the residential floor area for affordable units, we estimate between 2,300 to 2,900
housing units were producedin the District for FY20. The production of these unitshelpsus
get closer to Mayor Bowser’s goal of 36,000 new housing units by 2025 of which 12,000
units will beaffordable.

Aninherent benefit of IZunitsis that theyare produced throughout the Districtandare not
limited to specific neighborhoods, wards or quadrants. Equitable distribution of affordable
housing is a key goal outlined in the Mayor’s Housing Equity Report. |Z units move us toward
this goal by offering a wide range of affordable housing opportunities all over the city.

Duringthe COVID-19 pandemic, we have learned that more than ever affordable housing is
acritical component to the wellbeing of residents in the District. Although we have had
unmatchedsuccess thisyear for the IZ program, the demand for more affordable housing
will certainly increase once the public health emergency has been lifted.

DHCD is prepared to use every tool available to meet our goals for producing more
affordable housing opportunities all over the city.

Sincerely,

Polly Donaldson
Director
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Review of the Inclusionary Zoning Program in Fiscal Year 2020
TheInclusionary Zoning (IZ) ' programis one of many tools the District of Columbia uses to
produce affordable housing. It requires most new housing developments (or expansions) in
the District to include affordable units2. IZ creates both rental and sale units.

The goals of the IZ program are to:

e create mixed incomeneighborhoods,

e produce affordable housing for a diverse labor force,

e seek equitable growth of new residents, and

e increase homeownership opportunities for moderate income households.

The Fiscal Year (FY) 20203 IZ Annual Report from the Department of Housing and
Community Development (DHCD) marksthe conclusionof theeleventhcompletefiscalyear
since the program began in August 2009. This report provides an analysis of the IZ program
from 2009 to September 30, 2020 and was drafted in coordination with the DC Office of
Planning (OP) and DC Department of Consumer and Regulatory Affairs (DCRA).

The IZ program produced 235 IZ units* in FY2020, which is the most ever produced in a
fiscalyear andsignificantly higher than the level of productionseenin the four prior fiscal
years (174 units in FY2019>, 198 units in FY2018, 192 units in FY2017 and 191 units in
FY2016). Thisis a 35% increase in units produced in FY2020 over FY2019 and brings the
total number of IZ units produced by the end of FY2020to0 1,201. Figure 1 (next page) shows
thenumberofIZ unitsand|Z developments produced eachfiscal yearsince theinception of
thelZprogram. The numberof IZ unitsand developments has generallyincreasedsince the
program began.

" The IZ program was developed based on the Inclusionary Zoning Implementation Amendment Act of 2006 (D.C. Law 16-275
(effective March 14,2007), D.C. Official Code §86-1041.07) (IZ Act) and Mayor's Order 2008-59, dated April 2, 2008. These
documentsmandatedtheadoptionofanewChapter22entitled “InclusionaryZoningImplementation” of Title 14 (Housing) of the
District of Columbia Municipal Regulations (IZ Regulations). The Final Rulemaking forimplementation was publishedin theD. C.
Register on December 11, 2009. The current IZ administrative regulations were published as Final Rulemaking in the D.C. Register
on December 29, 2017 and may be found at https://www.dcregs.dc.gov/Common/NoticeDetail.aspx?Noticeld=N0065229.

2 Under the IZ regulations, most new developments with 10 or more dwelling units or proposing new gross floor area that
would result in 10 or more dwelling units must include a percentage of affordable units (approximatee/ 8 percent to 10
percentof the grossresidential floorarea) in exchange foradensity bonus (up to 20 percent gross floor area) beyond what
is allowed under existing zoning regulations.

3 The 2020 fiscal year was October 1, 2019 through September 30, 2020.

4The tabulation of 1Z units produced annually is based on the Notice of Availability (NOA) issue date submitted by the
developer to DHCD. The NOA notifies DHCD when IZ units are ready for occupancy. The production numbers provided
throughout this report do not include financially subsidized affordable housing developments that are exempt from IZ
administrative and reporting rules. Title 11, Subtitle C, Section 1001.6(a) of the zoning code exempts developments receiving
financing through the federal government DHCD, the District of Columbia Housing Finance Agency (DCHFA), or the District of
ColumbiaHousing Authority (DCHA) fromthelZ administrative process, including|Z reporting requirements, provided theystill
set aside at least the IZ equivalent number of units that would stay affordable after the subsidy controls expire. These
developments are eligible to receive bonus density from the I1Z program enabling them to build more affordable units.

5The FY2019 total was reported as 196 in last year’s report. However, some of the NOAs received were submitted
prematurely, later moving to 22 of those units spanning 3 developments to FY2020.
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Figure 1. Inclusionary Developments and Units Produced by Fiscal Year (2011-2020)
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161 Developments, 1,201 Units through 9/30/20. Source: DHCD.

In 2016, new zoning regulations became effective® that allowed the use of habitable
penthousespaceforthefirsttimein the District. Previously, penthouse space couldonly be
usedformechanical purposes. As part of thischange, regulationsspecifiedthatanareaequal
toapercentageof thesquarefootageof habitable penthousespaceinresidential buildings
must be set aside as |Z or payment may be made to the Housing Production Trust Fund
(HPTF). Of the 104 developments with habitable penthouse space that received approved
Certificates of Inclusionary Zoning Compliance (CIZCs) from 2016 through the end of
FY2020, 65 developments opted for 50% median family income (MFI)? square-footage in-
buildingwhiletheremaining 39 developmentsmade HPTF paymentsinstead. Approximately
7,788 square feet of I1Z housing became available for occupancy in FY2020 because of
habitablepenthousespaceconstructionandwhilethisisarelativelysmallnumberitequates
to approximately 10-12 additional affordable units.8 In addition to the 39 residential projects
that made optional HPTF payments, non-residential buildings with habitable penthouse space
arerequired tomake payment tothe HPTF. DuringFY2020, $5,710,473 was collected from
bothresidentialand non-residential properties, foratotalof $16,135,171since 2016.°

6 Subtitle C, Chapter 15 of the Zoning Regulations of 2016 (ZR16) became effective on September 6, 2016, and supersedes
the previous version, 1958 Regulations.

7In FY2020, MFI for the Washington, D.C. metropolitan statistical area, as published annually by the U.S. Department of
Housing and Urban Development (HUD), for a family of four was $126,000, and is adjusted for household size.

(https: //www.huduser.gov/portal/datasets/il.html). MFlwas previously referred toas AreaMedian Income or AMI.
8This figureisreportedas square footage versus number of units created, since some developers choose toallocate total
IZsquarefootagegeneratedasaresultof habitable penthousespaceconstructionacrossmultiplelZunits. However, allof
these units must be set aside as 50% MFI units, as required by the regulations. The square footage is calculated using any
first NOAs received in the fiscal year.

91f apayment is made, the payment amount is calculated by DCRA and is based on the square footage of the habitable
penthousespace, assessedvalueof theproperty, squarefootageof theproperty, andpermittedfloorarearatio. Atleast
one half of theamount due must be paid beforeissuance of the building permit and the balance is due beforeissuance of
the certificate ofoccupancy.
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The2016zoningregulationsalsomodified therequirementstoallowdevelopmentsnot
otherwisesubject tolZ tooptinandtake advantage of the bonusdensity I1Z affords®. In
FY2020, 11 developments opted into IZ, resulting in 12 additional IZ units under
development. Sincetheregulationsbecameeffective, 27 developmentshaveoptedin
adding 52 IZunits.

Figure 2 shows the total number of IZ units produced broken down by number of bedrooms:
27 percentarestudios, 40 percenthaveone-bedroom, and27 percenthave two-bedrooms.
As also seen in Figure 2, one-person households are the largest number of households
registered for the IZ program (48 percent). One- and two-person households combined
amountto75 percentofallregistrations. The currentlZ regulationsrequire a minimum of
one person perbedroom.™

Image 2 - Exterior, 901W, 901 W Street NW (top);
Interior, Livingroomarea (right).

10 See Title 11, Subtitle C, Section 1001.8 of the zoning code.

1 The IZ Regulations outline the unit size eligibility based on the bedroom count of the unit and the number of people in a
household. From the beginning of the program through August 31, 2017, the regulations provided both minimum and
maximum household sizes for each unit size. Effective December 29, 2017, the revised IZ Regulations lowered the minimum
occupancy for three- and four-bedroom units and did not provide maximums. Maximums after September 1, 2017 are
property-specific and determined by local housing code as well as fair housing practices. However, the typical maximum
formula used by rental properties is two people per bedroom plus one additional person. For example, in a two-bedroom
unit, there could be two people for each bedroom (or four people) plus one additional person, for a total maximum of five
people in the two-bedroom rental unit.
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Figure 2. 1Z Unit Types Produced (by Bedroom Count) vs. IZ Household Registrations (by Number of
People in Each Household)
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0% 20% 40% 60% 80% 100%

1,201 1Z Units and 9,718 1Z Household Registrations as of 9/30/20. Source: DHCD.

Almost 80% of the 235 1Z units produced in FY2020 (186 unitsor 79 percent) are
forrent, while 49 units (or 21 percent) areforsale. Thiscoincideswith the
preference of most households registering for the IZ program to rent (as
opposed to purchase), as shownin Figure 3.

Figure 3. IZ Unit Tenures Produced (Rent or Sale) vs. 1Z Household Preferences (Rent or Purchase)!?

Purchase, 103

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

1,201 I1Z Units and 9,718 IZ Household Registrations as of 9/30/20. Source: DHCD.

2Registered households are those listed in the DHCD IZ database as seeking an IZ unit. Reported
numbers represent all units produced as of the end of FY2020. 931 (78%) of produced units are
available as for rent; 270 (22%) are available for sale. 9,226 (95%) of registered households are only
interestedinrenting, 389 (4%) are interested in either renting or purchasing, and 103 (1%) are only
interested in purchasing,
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During FY2020, IZ units were produced at three affordability levels—50 percent MFI
(reserved for households earning up to 50 percent MFI), 60 percent MFI (reserved for
households earning up to 60 percent MFI1), and 80 percent MFI (reserved for households
earning between 61 and 80 percent MFI). The 50 percentand 80 percent affordability levels
were previously determined by the zoning districtinwhich each developmentwas located.
Changes ordered by the Zoning Commission (ZC) (and effective June 5, 2017) shift the
affordability levels of future units produced. Most new rental IZ units will be at 60 percent MFI
and most new sale IZ units will be at 80 percent MFI. The only new 50% MFI units expected
are due to habitable penthouse space or buildings that received approvals before the ZC
changes became effective. Of the 235 units produced in FY2020:

e Fifty-six percent (131 units) were for 80 percent MFI households.
e Thirty-one percent (72 units) were for 60 percent MFI households.

¢ Theremainingfourteenpercent (32 units)wereavailable for 50 percent MFI
households.

Whiledemandforaffordable units exceeds supply atallincome levels, asindicated by the
counts provided in Figure 4, the imbalance is especially acute at the lowest income levels, as
indicated by the shaded proportions in Figure 4.

Figure 4. 1Z Unit Affordability Levels vs. Household Registration Income Levels'?
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1,201 1Z Units and 9,718 IZ Household Registrations as of 9/30/20. Source: DHCD.

3 |n Figure 4, 60 percent MFI households are those who make over 50 percent MFI up to and including 60 percent of MFI,
however, 60% MFI units are actually available to a broader range of households (those earning 60% MFI or below, which
includes all 50% MFI households).
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Image 3 - Living room area for 1BR apartment, Avec On H Street, 901 H Street NE.
FY2020 Annual Report (Legislative Reporting Requirement)

Each year, DHCD isrequired to report to the Council of the District of Columbia and the
Zoning Commissionon theimpact of the IZ program by responding to 10 specific questions.*
Inanswering these questions, this report primarily discusses data from FY2020 but makes
comparisonsto the program’s production of unitsin previousyearsand projections for the
program’s future growth.

The report concludes that the numbers of IZ units produced each fiscal year from FY2016
through FY2020 has generally increased compared to the previous years. This production
should continue to hold steady with little indication of any adverse effect on the production
of housing in the District.

1 Number of IZ Units™ produced at each targeted income level:

In FY2020, 235 IZ units were produced, of which 32 units (14 percent) were set aside for
50 percent MFI households, 72 units (31 percent) were designated for 60 percent MFI
households, and 131 units (56 percent) were produced for 80 percent MFl households.

At the close of FY2020, 1,201 I1Z units had been produced since program inception. Of
these units, 260 (22 percent) were designated for 50 percent MFI households, 82 (7
percent) were set aside for 60 percent MFI households, and 859 (72 percent) were
reserved for 80 percent MFI households.

14 DHCD is required to submit an annual report responding to 10 questions in accordance with §6-1041.09 of the IZ Act.

15 Unless otherwise specifically provided, the capitalized terms used in this report have the same meaning as defined in the
I1Z Regulations. Inclusionary Units are also referred to as IZ units in this report.

FY2020 Inclusionary Zoning Annual Report Page 9 of 14



2. Number of IZ Units produced for sale:

In FY2020, 49 1Z units were produced for sale (21 percent of IZ units produced in
FY2020). From program inception through the end of FY2020, a total of 270 for-
sale units have been produced (22 percent of all IZ units produced).

3. Number of IZ Units produced for rent:

In FY2020, 186 units were produced for rent (79 percent of IZ units produced in
FY2020). From program inception through the end of FY2020, a total of 931 rental
units have been produced (78 percent of all IZ units produced).

4. The median income of the households that purchased™ or rented” IZ Units:

In FY2020, the median income of households:

e renting IZ units was $59,370; and
e purchasing IZ units was $59,791.

5. The number of IZ Units purchased or rented by DHCD, other District agencies, or
third parties for resale to eligible households:

NoIZ units were purchased or rented by any District agency or third parties for

resale in FY2020.

6. The value of subsidies, if any, contributed toward the rental or purchase of units by DHCD,
other District agencies, or third parties for affordability to eligible households.

Subsidies for I1Z Purchases in FY2020

. Number of . Average/Typical

Subsidy Source P Total Subsidy Subsidy Amount
Home Purchase
Assistance Program 17 $861,893 $50,700
(HPAP)
Employer Assisted
Housing Program (EAHP) 2 $40,000 $20,000
Negotiated Employee
Assistance Home
Purchase Program 0 $0 $0
(NEAHP)
DC Open Doors I $8,400 $8,400
CCAP Grant from
Operation Hope I $2,000 $2,000

16 1Z units closing in FY2020.

17Both new and renewing IZ tenants with an income certification in FY2020.
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InFY2020, 17 of 31 purchasers (55 percent) closing on an IZ unit received an HPAP
subsidy. Of the 17 HPAP recipients, twoalsoreceived funding from EAHP (including
one that received HPAP, EAHP and DC Open Doors funding). One other HPAP
recipient received a CCAP grant from Operation Hope. DHCD does not collect
informationregarding subsidies from other Districtagencies or third parties. This
responsedoesnotincludesubsidies providedtodevelopersbytheFederalorDistrict
government which would result in the developments being IZ Exempt, as described in
Footnote 4.

7. The average rent and sales prices for IZ Units based on number of bedrooms:

a Average rentin FY2020:®

e Average rent price, studio: $1,362'
Average rent price, 1-bedroom: $1,359
Average rent price, 2-bedrooms: $1,5932°
Average rent price, 3-bedroom: $1,447

b. Average for-sale price in FY2020:2

Average for-sale price, studio: Not applicable - no studio sales in FY2020
Average for-sale price, 1-bedroom: $189,538

Average for-sale price, 2-bedrooms: $214,00022

Average for-sale price, 3-bedrooms: $168,661

8. The number of waivers or alternative compliance requested and granted in FY2020:

The Zoning Commission and the Board of Zoning Adjustment (BZA) did not approve
alternative compliance for any Planned Unit Development (PUD) in FY2020. The
BZA did approve ten projects which voluntarily chose to optin to IZ.

9. Analysis of how much bonus density was achieved for each development in which IZ
units were required:

DCRA approved CIZCs for 38 developments in FY2020, of which 35 were multi-
family developments and 3 were single family developments:

Multi-Family

o Threeof the 35 multi-family developments were Planned Unit Developments (PUDs). All
threereceivedalandusechange fromProduction, Distributionand Repair (PDR)
uses, which prohibit residential, to mixed land uses that permit residential (bonus
density was not calculated for these projects). Therefore, zero received density
increases within land uses that permitted residential (and no average percentage
increase in density was calculated).

18 Both new and renewing IZ tenants with an income certification in FY2020.

9Theaveragerent price of astudiois higherthan the average rent of a 1-bedroom, because a higher number of studios
with reported household incomes in FY2020 are set aside at 80% of MFI than 1-bedrooms.

W0The average rent price of the 2-bedroom unitsis higher than that of the 3-bedroom units due toagreater proportion of
80% MFI unit 2-bedroom rentals reporting in FY20 (which inflates the average rental price).

1 |Z unit sales closing in FY20.

Z2Theaveragesale price of the 2-bedroomunitsis higher than that of the 3-bedroom unitsdue toagreater proportion of
80% MFI 2-bedroom sales reporting in FY20 (which inflates the average sale price).
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e Theremaining 32 multi-family developments were either matter-of-right (meaning
they complied with all zoning requirements), received some zoning variance from
the DCBZA, or were subject toa ZC Design Review. Of these developments, 26
received bonus density averaging a 14% increase in density.

Single-Family

o Therewerethreesingle-family developments. All three were in single-family zone
categories which do not allow bonus density to be calculated.

10.  Anassessment of whether the IZ Program has had any adverse effect on the
production of housing in the District:

There is no evidence that IZ requirements have had an adverse effect on the
production of housing in the District. In FY2020, the number of new units added to
the District’shousing stock exceeded the post-recession average, according to US
Census BureauBuilding Permits Survey, asshowninFigure 5. This has been the case
in a majority of years since the first IZ units were built in FY2011.

Figure 5: Number of Permitted New Residential Units
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Source: US Census Building Permits Survey.

SincetheconstructionofZunitsistiedtothepaceof newdevelopment, thisindicatesthat
developers are not developing fewer buildings as a result of IZ Regulations.
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IZ developmentsrangein bothsize and location across the District, from small buildings
withoutamandatoryrequirement, but thatchoosetooptintolZ, tolarge developments
containing 59 IZ unitsand 622 total units. Map 1 (on the next page) shows that IZ units are
locatedindevelopmentsconstructedthroughouttheDistrictandthatthelZ programisnot
adversely affecting housing production in any one area of the city or District-wide.

Additionally, during FY2020, a development of over 400 residential units subject toa
District land disposition and therefore required to provide affordable housing but exempt
fromIZ (seefootnote4), chosetoholdlZlotteriesforthe 100+affordable units. Thisisan
example of development choosing to participateinthelZ program, asopposedtothelZ
program having an adverse effect on the production of housing in the District.

Image 4 - Living, kitchen and dining area, The Batley, 1270 4th Street NE.
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Map 1. Filed Certificates of Inclusionary Zoning Compliance
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