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MEETING AGENDA

Interviews Summary
IZ Comparison
Analysis/Recommendations

Q&A



HUD

Source:

$34,300
$57,100
$62,538
$67,750
$72,961
$91,200
$88,596
$93,807
$99,019
$103,188
$104,230
$114,653

$39,200
$65,300
$71,472
$77,428
$83,384
$104,200
$101,252
$107,208
$113,164
$117,929
$119,120
$131,032

INCOME THRESHOLDS BY HH SIZE

$44,100
$73,450
$80,406
$87,107
$93,807
$117,250
$113,909
$120,609
$127,310
$132,670
$134,010
$147,411

$48,950
$81,600
$89,340
$96,785
$104,230
$130,250
$126,565
$134,010
$141,455
$147,411
$148,900
$163,790


https://www.huduser.gov/portal/datasets/il/il2024/2024summary.odn?STATES=25.0&INPUTNAME=METRO14460MM1120*2501745560%2BNewton+city&statelist=&stname=Massachusetts&wherefrom=&statefp=25&year=2024&ne_flag=&selection_type=county&incpath=&data=2024&SubmitButton=View+County+Calculations

MAX AFFORDABLE RENTS BY BEDROOMS

$857.50 $1,427.50
$980.00 $1,632.50
$1,102.50 $1,836.25
$1,223.75 $2,040.00

$1,322.50 $2,203.75

$1,563.45 $1,693.74 $2,280.00
$1,786.80 $1,935.70 $2,605.00
$2,010.15 $2,177.66 $2,931.25
$2,233.50 $2,419.63 $3,256.25

$2,412.18 $2,613.20 $3,517.50

$2,345.18
$2,680.20
$3,015.23
$3,350.25

$3,618.27

$2,605.75
$2,978.00
$3,350.25
$3,722.50

$4,020.30

$2,866.33
$3,275.80
$3,685.28
$4,094.75

$4,422.33



INTERVIEWS SUMMARY

Rising Costs

Interest rates, construction costs, energy, electrification and other regulations

Approval Process

Length of process, cost of compliance, inconsistent implementation of
regulations, clarity of policy requirements, renegotiating terms

Lower AMI

Asking for more without offering relief somewhere else

Resident Services

Smaller projects are disproportionally im]}facted. Difficult to predict and manage
which services to provide. Unrealistic to have onsite support at all projects. What do
you do about existing developments? Outside support would be a Eig piece to
solving this puzzle



COMPARISON OF CURRENT IZ REQUIREMENTS

Newton

Set Set Set
Aside AMI Aside AMI Aside

Units 7-20 21-99 100+
Tier 1 15% 65% 15% 65% 15% 65%
Tier 2 N/A N/A 25% 110% 5% 110%

Brookline

Set
Aside AMI

Waltham

Set

Aside AMI

. 10+ or
Units 7+ 4+ 10,000+ SF 6+ 18+ 6+

Tier 1 - 15% 50% 20% 80% 20% 80% 15% 80% 12.5% 80%

Tier 2 3% 30% N/A N/A N/A N/A N/A  N/A 5% 50% N/A N/A

Sohpmat | L prc
Notes e funded by housing N/A N/A N/A
& trust (< 80%)

gap and FMRs



TWO-TIER CALIBRATION

Does Newton’s current IZ calibration (two tiers) need to be adjusted?
 Is having a two-tiered system still relevant?

* Retaining two-tiers is less important than establishing an effective implementable IZ

Recommendation

* Remove second tier and adjust set aside to capture comparable housing contribution value

7-20 units 15% at 65% AMI 15% at 65% AMI

21-99 units 15% at 65% AMI (7.5 IZ units) . . .
(50-unit project example) 2.50% at 110% AMI (1.25 IZ unit) 17t it 657 SN (05 12 ool

100+ units 15% at 65% AMI (15 IZ units) . . .
(100-unit project example) 5% at 110% AMI (5 IZ units) L5 ERETI il (LI Bt

Current policy and value equivalent approach yielded the same rates of return (Table above reflects 50-unit project = 14.02%
IRR and a 100-unit project = 13.89% IRR)

Internal Rate of Return (IRR) — A real estate metric that estimates the financial performance of a potential real estate
investment over time. A higher percent indicates the property will provide a greater return for the investor.



LOWERING THE AMI

THRESHOLD

What are implications of lowering the IZ threshold from its existing 65% to a lower AMI?
* Adjusting the AMI threshold by 5% (to 60%) reduces the IRR by 30 basis points and reduces ROC

by 8 basis points

* Lowering the set aside requirement will further reduce financial feasibility

* Analysis shows market viability is a challenge in every subarea except the VCODs

* Rising construction costs

« Additional regulation compliance costs (e.g., electrification)

IRR

Set Aside
15%

0%  10% 20%  25%

14.08%

30%

40% 14.50% 12.66%
— 50% 14.90% 13.26% 12.86%
<2C 60% 13.83% 13.58%
65% 14.12% 13.94%
70% 14.40% 14.29%

80% 14.95% 14.98% 13.07%

IRR
ROC
ROC Set Aside
0% 10% 15% 20% 25%
30%
40% 6.59%
— 50% 6.69%
;C 60% 6.80%
65% 6.85%
70% 6.91% 6.56% 6.55%
80% 7.01% 6.71% 6.73%

Return on Cost (ROC) — A real estate metric that estimates the annual yield of a property. It compares
the property’s financial performance against the total cost of construction.

12.50%-15.00%

6.50%-7.00%



RESIDENT SERVICES

How do we address the resident services issues?

* The concept of onsite resident services is nebulous
 Full-time staff member vs part-time vs partnership arrangement
»  Which services to offer? Needs vary
* Require services for 2 IZ units?

» Consensus from the real estate industry
* Smaller projects (less than 30 units) will be disproportionally impacted
» Challenging to regulate the concept given the need will vary

« Will require city oversight (cost) to ensure compliance

Recommendation
* Analysis showed this is not financially feasible

* Focus on leveraging current City assets (e.g., DHHS)
* In coordination with the City, require landlords to post signage with information

* Providers/nonprofits to work with City coordinator to avoid service duplication and establish protocols



Partial Unit Payment Rule

Comparison of current round up policy vs partial unit payment

«®Round Up e@=Partial Unit Payment Rule

16.00%
a
o
=
g 15.00%
A~ =
2)
Y o
£ 14.00%
(a2
I
_§ 13.00% 17.5% set aside
a

7 10 13 16 19 22 25
Unit Count

* ‘Round up’ reflects the current policy math where a fraction of a full IZ unit, greater than 0.44, is
rounded up to the nearest whole number (e.g., 1.45 IZ calculation = 2 IZ units)

« This approach creates gaps in financial returns
* Developers are more likely to skip over the ‘gaps’ to maximize returns
« Changing the policy to a ‘Partial unit payment rule’ creates a more even distribution
» Creates an opportunity to capture more funds that could be allocated to the housing trust



EXTREMELY LOW-INCOME (ELI) COMPLIANCE
Is the ELI compliance worth preserving? ]

* Our financial analysis showed applying the current
ELI compliance creates a greater financial return by

~100 basis points Units 21-99 100+
* Less total set aside in contrast to standard IZ
compliance Tier1 25% 30% 5%  30%
e 21-99 units = 12.5% ELI, 15% standard 1Z
* 100+ units = 15% ELI vs 20% standard 1Z Lea2 7.5%  65% 5% 65%
Recommendation Tier3  25% 110% 5% 110%
* Leave the compliance standing as is
* Pending adjustments to the 110% AMI tier
* Remove services agreement section from ordinance
+ Advertise the program Standard IZ ELI Compliance
« Some developers are unaware it is written in the IRR ROC IRR ROC

current ordinance 14.13%  694%  1508%  7.19%



ELDER HOUSING WITH SERVICES

How do we restructure the Elder Housing with Services?
« Higher rental rates per bedroom create expensive payments in lieu options
* Value gap vs Construction cost vs Fixed value

« High land cost per unit when adjusted to market expectations

* More expensive construction costs ($330/SF) and land value per unit ($335k) impacts sensitivity most when
accommodating for affordability

Recommendation

* Comply with set aside requirements but make cash payment in lieu a standard option

IRR Set Aside ROC Set Aside
0% 10% 15% 20% 25% 0% 10% 15% 20% 25%




NEXT STEPS

Additional analyses pending

Lowering the AMI thresholds

Minimum threshold to trigger I1Z requirements
Adjusting the definition of “Inclusionary Unit”
Calculating a cash payment option

Revising the off-site development section

Design and construction requirements

Inclusionary Housing Plan and Covenant requirements

Public funding limitation

Preliminary strategies



Q&A




B
g
5
y
\

R KG Inclusionary Zoning Analysis
January 2025

ASSOCIATES INC




	Default Section
	Slide 1: City of newton  Inclusionary zoning analysis Interim meeting #2 January 2025
	Slide 2: Meeting agenda
	Slide 3: HUD income thresholds by hh size
	Slide 4: Max affordable rents by bedrooms
	Slide 5
	Slide 6
	Slide 7: Two-tier calibration
	Slide 8: Lowering the AMI Threshold
	Slide 9: Resident services
	Slide 10
	Slide 11: Extremely Low-Income (ELI) Compliance
	Slide 12: Elder housing with services
	Slide 13: Next steps
	Slide 14
	Slide 15


