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ABOUT COMMON SENSE INSTITUTE

Common Sense Institute is a non-partisan research organization dedicated to the protection and
promotion of Colorado’s economy. CSl is at the forefront of important discussions concerning the future of
free enterprise and aims to have an impact on the issues that matter most to Coloradans. CSlI's mission is to
examine the fiscal impacts of policies, initiatives, and proposed laws so that Coloradans are educated and
informed on issues impacting their lives. CSI employs rigorous research techniques and dynamic modeling
to evaluate the potential impact of these measures on the economy and individual opportunity.

TEAMS & FELLOWS STATEMENT

CSl is committed to independent, in-depth research that examines the impacts of policies, initiatives,
and proposed laws so that Coloradans are educated and informed on issues impacting their lives.
CSl'scommitment toinstitutional independence is rooted in the individual independence of our researchers,
economists, and fellows. At the core of CSI's mission is a belief in the power of the free enterprise system.
Our work explores ideas that protect and promote jobs and the economy, and the CSI team and fellows
take part in this pursuit with academic freedom. Our team’s work is informed by data-driven research and
evidence. The views and opinions of fellows do not reflect the institutional views of CSI. CSI operates
independently of any political party and does not take positions.

20cC 43dW3ILd3S

Y3IANIA NI ALITIEVAYO44dVY ONISNOH SNIMDOTINN

COMMON SENSE INSTITUTE :: COMMONSENSEINSTITUTECO.ORG


https://commonsenseinstituteco.org/

TABLE OF CONTENTS

ADOUL the AULNOLS ...t nnns 1
About COmMMON SENSE INSHIEULE ...ttt 2
Teams & FEllOWS STat@mMENt..........cu et 2
LT oY W Lot PPN 4
(L= V0 2T Ve 14T =3P 6

Fundamental Challenges: Addressing Inefficiencies, Expanding Zoning Capacity,
and Streamlining PErmit PrOCESSES. ...t s s 7

Impact of Inclusionary Housing Ordinance on Denver’s Housing Permits:
A COMPArative ANAIYSIS ..ottt s s E s e s s e 10

Addressing the Paradox: Revising Inclusionary Housing Policies and
Implementing Fast-Track Permitting to Enhance Housing Development

and Maximize Zoning REfOrmMS iN DENVET ...t ssse st sssesssssssssssnens 15
(G VA =Yoo 14T 4 4 =T e £ T3P 17
LCT 1o T TN oY AT e TP 18
Y o 01 3 T LG PPV 20

Y3IANIA NI ALITIEVAYO44Y ONISNOH SNIXDOTINN // vT0T H3dWIL43S

COMMON SENSE INSTITUTE :: COMMONSENSEINSTITUTECO.ORG


https://CommonSenseInstituteco.org

INTRODUCTION

Denver is mired in a deeply unaffordable housing
market, with an estimated housing unit deficit
ranging up to 18,910 units. Over the past decade,
the number of hours required to work at the
average hourly wage to afford the mortgage on a
newly purchased average-priced home in Denver
has skyrocketed by 176%, increasing from 38 to
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Housing affordability is a critical issue influencing children’s future earning potential, consumer sentiment,
migration patterns, economic development trends, and homelessness.” Denverites experience these
pressures acutely, as the negative externalities of an unaffordable housing market reverberate throughout
the community, straining families and local resources. In response to this crisis, leaders, policymakers, and
analysts have proposed and implemented a variety of policy interventions aimed at increasing housing
affordability in Denver.

This report examines the impact of Denver’s 2022 inclusionary housing ordinance, “Expanding Housing
Affordability."" This policy requires a portion of new housing developments include a share of below
market affordable units or pay a fee. It also increased the city’s linkage fee, applied to all new housing
developments.

This report seeks to identify the strengths and weaknesses of Denver’s ordinance and offer insights
into potential strategies for effectively addressing the housing affordability crisis. To provide a robust

analysis, Denver’s outcomes are compared to permit data from comparable cities during the same period.

Ad(ditionally, this report compares the project budgets of a multifamily development in Denver versus
Aurora, highlighting how Denver'’s ordinance contributes to higher per-unit costs and lower profitability.
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KEY FINDINGS

= -2,890 to -3,180 housing units - Denver is permitting approximately 241 to 265 fewer housing units
a month or 2,890 to 3,180 fewer units per year than it would be without its inclusionary housing
ordinance.

= -31% vs +18% - While Denver’s housing permitting has declined 31% since the implementation of its
Expanding Housing Affordability (EHA) Ordinance relative to the prior 6 years, permitting in Aurora
has increased 18%. From September of 2023 through May 2024 Aurora consistently issued more
housing permits than Denver despite having a population roughly half the size.

= Denver’s inclusionary housing ordinance significantly changes the financial viability of new
development projects. - A representative 250-unit multifamily property looking to develop in Denver
or Aurora, would need to increase rents by $80 a month or $964 a year per unit in Denver, to achieve
the same return. For projects that do move forward, this acts as a hidden tax on renters. The return
on equity was reduced from 217 to 1.83, a 16% decrease, between Aurora and Denver over a 10-year
window.

= Additional Constraints on Housing Development - Denver's housing crisis is exacerbated by the
city’s zoning policies, with 77% of residential land dedicated to single-family homes. This restriction
limits the development of affordable, denser housing types. The city's lengthy permit approval process
— averaging 206 days for major multifamily projects — causes further delays and increases costs,
stalling much-needed housing development.

= Need for Zoning Reform and Fast-Track Permitting - To address its housing shortage, Denver should
revisit its current policy approach emphasizing tax increases, subsidies and inclusionary housing
requirements. Instead, reforming zoning regulations to increase capacity for more affordable housing
and implementing fast-track permitting processes should be prioritized. Other cities that have
successfully adopted these measures significantly sped up housing development and reducing costs.
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FUNDAMENTAL CHALLENGES:
ADDRESSING INEFFICIENCIES,
EXPANDING ZONING CAPACITY, AND
STREAMLINING PERMIT PROCESSES

While it is fashionable to blame housing
developers for the unaffordable, high cost of
housing, specifically market rate developers,
experts agree that the key factor driving high
housing costs is the acute housing unit deficit.
Denver’s housing shortfall has consistently failed
to meet the demands of residents, many of
whom moved to the city for its strong economy
and desirable lifestyle. Though it has changed in
recent years, robust net migration has outpaced
the number of available housing units, causing
housing prices and average rents to skyrocket
over the last decade.

This shortfall is the culmination of many factors.
One of the most important, yet least discussed, is
the inefficiency of the home-building sector”
Homebuilding labor hour efficiency gains lag
significantly behind other economic sectors.
Today's homes, which are largely similar to
those built decades ago, cost more per unit
and take longer to develop than ever before.
This inefficiency stems from the highly
fragmented regulatory framework. Varying
building and zoning codes across local
jurisdictions hinder standardization of products,

processes, and materials. This creates a bespoke,
project-based building approach that limits
standardization and repetition, resulting in a
low-productivity growth industry.

Compounding the problem, cities across America,
including Denver, dedicate the majority of their
built environment to the most expensive housing
product type—single-family homes, which house
the fewest individuals per acre. As of 2023,
Denver dedicates 77% of its residential zoned
capacity to single-family homes."

Consequently, Denver faces significant housing
affordability challenges, which are impacting
the city’s ability to attract new residents

and businesses alike. Some cities including
Minneapolis, Austin, Spokane, and Portland,
Maine and Portland, Oregon have activated
additional zoned capacity, by-right, across all
single-family only zoned land. This has allowed
for more affordable housing types like duplexes,
triplexes, and quads, often referred to as the
“missing middle” or “light touch density””
Denver has more recently taken a different
tact, focusing primarily on inclusionary zoning,
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these policies aim to fund affordable housing in mixed-income communities. In 2015, Denver voters
passed a residential and commercial property tax and linkage fee on new market-rate developments
that do not designate a percentage of units as affordable. It is expected to raise $150M over a decade
for affordable housing development. A 2020 voter approved sales tax of .25%, raises $40M to create

a Homelessness Resolution Fund. Most recently, in July 2022, Denver implemented Expanding Housing
Affordability (ESA), which went into effect for new developments in May 2023, with extensions granted
until 4/18/2025x

The headwinds to housing affordability extend beyond a fragmented regulatory marketplace and severe

limitations on the percentage of zoned capacity for denser, market-based, attainably priced housing types.

Lengthy permit-approval times for housing development applications significantly increase development
costs. These delays can be catastrophic, raising the cost per unit by 1% per month based on a recent
study from Washington State, and can eliminate the viability of projects due to the time value of money.

Denver has struggled in this regard as permitting times as of August 13th, 2024 are averaging 206
days to review major commercial projects, which includes multifamily housing.# While a 6 months
review time is an improvement over earlier in 2024, where review periods routinely eclipsed 300 days
or ten months, multifamily housing permits are down 55% in 2024 from prior 7-year average and
40% from 2023, which may be influencing recent permit review efficiency gains.

Over a 10-month period, the entire financial landscape can and has changed. The delays in project
permitting and the rapid change in the average 30-year fixed rate mortgage and the federal funds
effective rate have caused greater market uncertainty. Home buyers can no longer qualify for
mortgages following interest rate hikes and projects that were viable at the point of application, are no
longer.

Denver should be commended for making progress to reduce permit review timelines and streamline
some land use regulations
through a $4.5M HUD Pro

Housing Grant and the FIGURE 1

creation of the Affordable 30-Year Fixed Rate Mortgage Average in the United States
Housing Review Team,

dedicated to expediting 8%

the permitting of 100%
affordable housing
developments.¥ However,
despite these efforts to
shorten permit approval
times, particularly for single-
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Bass of Los Angeles have
issued executive orders for

FIGURE 2

fast-track approvals with

Federal Funds Effective Rate

timelines demonstrating a 8%
sense of urgency not yet

seen in Denver. Their results

raise eyebrows and should

raise the interest of city

leadership. 4%

6%

As of January 2023, Mayor

Gloria in San Diego directed 2%

city staff to approve

development applications .

for 100% affordable housing P B P B I A
projects within 30 days & & Q\@“\ Q\\Q\\ B P R KK S
and issue certificates of

occupancy within 5 days, Source: ERED !IEEE,'E“E'""

via their process called

Affordable Housing Permit

Program Now.* i This process details their program'’s “Readiness Criteria” which specifies exactly what
constitutes a complete development application submittal ™ The program is proving effective. Since
the launch of the fast-track program, projects have been fully reviewed in an average of nine days.”
By March 2024, 21 projects totaling 2,356 units have been fast-tracked, with 13 of these projects already
under construction. Importantly, total permitting has remained elevated and even increased in recent
months.

In Los Angeles, Mayor Bass issued a directive in December 2022 for city staff to approve development
applications for 100% affordable projects within 60 days and to provide a certificate of occupancy in 5
days or less.* The city reported a large influx of interest receiving applications for over 18,000 proposed
units through mid-2024. However, due to intense pressure from neighborhood preservation groups, the
Mayor exempted several historic-designated communities from the order, which greatly reduced the
number of locations eligible for fast-track approval, throwing cold water on permit applications. What
started as more transformative reform has become another example of the ever-present, turbulent nature
of land-use politics. Yet while Mayor Bass has significantly narrowed the scope of eligibility, San Diego
continues to advance its program.

The substantial number of units under development in San Diego and permitted in Los Angeles
underscores the powerful financial incentives facilitated by “by-right” permitting policies. These

policies create a regulatory environment that significantly enhances project viability, enabling housing
developments to succeed where they might otherwise falter without the greater clarity and predictability
into the permitting process. The strong returns observed suggest that reducing permitting review times
may be the most effective tool—aside from increasing zoned capacity—available to local governments.
This strategy lies entirely within a local government'’s control and is essential for fostering a regulatory
environment that gives home builders the best chance to develop affordable, attainable and market rate
housing within prevailing market conditions.
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IMPACT OF INCLUSIONARY HOUSING
ORDINANCE ON DENVER’S HOUSING
PERMITS: A COMPARATIVE ANALYSIS

Denver’s Expanding Housing Affordability (EHA)
plan aims to create mixed-income communities
by linking new market-rate housing to affordable
units. It requires that new housing developments
with 10 or more units include a share of units

that are to be sold or rented to lower income
households. This type of policy is often referred to
as an inclusionary housing ordinance (IHO), or an
inclusionary zoning policy, and was implemented
in Denver in July 2022. To mitigate the impact on
developers, the plan includes zoning and financial
incentives designed to increase housing supply

FIGURE 3

and reduce costs. Additionally, linkage fees -
which just increased on 7/1/2024 - are utilized

to fund new affordable housing, with exemptions
for projects that include affordable units.

Developers of 10 or more for-sale or for-rent
housing units must comply with affordability
requirements through two main options or
alternative compliance measures. Depending on
certain criteria they must allocate 8% to 15%

of units as affordable per the inclusionary
housing ordinance.

Options for Building Affordable Homes On-Site

Ownership Housing

15% of total units serving an
effective average of 70% AMI

High Markets Typical Markets
Rental housing 10% of total units at 60% AMI* 8% of total units at 60% AMI*
Options 1
Ownership Housing 10% of total units at 80% AMI 8% of total units at 80% AMI
Rental housin 15% of total units serving an 12% of total units serving an effective
9 effective average of 90% AMI average of 90% AMI
Option 2

12% of total units serving an effective
average of 70% AMI

Base Incentives
Available

Parking Reduction: reduction of .5 parking spaces, Permit Fee Reduction: $10,000 per affordable
unit in High Markets or $6,500 per affordable unit in Typical Markets, not to exceed 50% of the total
commercial/residential permit fees

*AMI= Area Median Income. Source: https://denvergov.org/Government/Agencies-Departments-Offices/Agencies-Departments-Offices-

Directory/Community-Planning-and-Development/Denver-Zoning-Code/Text-Amendments/Affordable-Housing-Project
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Incentives offered include parking reductions, permit fee reductions, and additional bonuses for
exceeding the requirements, such as height increases and parking exemptions near transit. Alternative
compliance options provide some flexibility, including fees in-lieu of affordable units, land dedication, or
developing fewer units with deeper affordability. Figure 3 shows the different compliance options along
with available incentives.

The measure also increased associated linkage fees which impact single family housing.

FIGURE 4
Development Use Type Current  Effective Effective Effective Effective
Fees 7/1/22 7/1/23 7/1/24 7/1/25
Single Unit, Two Unit, or Multi Unit of 9 units or fewer AND 1,600 $0.66 or $1.75 $283 $3.02 $5.00
square feet (sf) or less per unit 164
Single Unit, Two Unit, or Multi Unit of 9 units or fewer AND more (building . -
than 1,600 5f per unit code $250 $433 $6.17 $8.00
All other residential uses (e.g, congregate living) depending) 52.25 53.83 5542 57.00
Commercial, Office, Sales Services & Repair, Civic, Public or $1.86 $2.90 $3.93 $497 $6.00
Institutional - Typical Market Area o o )
Commercial, Office, Sales Services & Repair, Commercial, Office, Sales )
‘ d ' ‘ ' $1.86 S 5 72
Services & Repair, Civic, Public or Institutional — Hight Market Area »1.86 9365 3543 722 59.00
Industrial, Manufacturing, Wholesale & Agricultural 5044 5096 5147 $1.99 $2.50
Starting July 1, 2026, fees will be adjusted annually for inflation

Source: Image from City of Denver*

The Denver Mayor's Office believes these measures, combined with the provided incentives and
alternative compliance options, will foster, rather than deter new housing development by making it
both feasible and attractive for developers to build affordable housing.

However, since Denver's EHA went into effect, the city has seen a 31% drop in the number of permitted
units compared to the average from 2017 to June 2022. While construction slowed nationally following

the rise in interest rates, an examination of permitting performance in Denver relative to Aurora and other

peer cities, Salt Lake City and Boise, provides strong evidence of the EHA program’s adverse impact on
new housing construction.

First, to understand the impact of the EHA program

broadly, it is helpful to understand how it impacts FIGURE 5

a single project. Comparing the financials of an Project Profile

gxamp(lje 22|5—un|t r:u.IhETPl]I)E)prOJect c:r:antly Land Size 5 96 acres
'(;' pre- Et“'i optnr?el_w /1N t° ftl?mg;rznTh urora, t Building Size 390,761 sf
emonstrates the impacts of the EHA. The projects Multifamily 17323 of
are identical in terms of construction pricing and Retail 10079 <f
market-rate rents, with data current as of August - '
. . o Parking 132,990 sf
2024. Since both cities fall within the same HUD -
i i . ) Number of Units 255
primary market area designation, the comparison : ,
Height 5 Stories

provides a clear view of how the EHA impacts
project outcomes across similar markets.
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FIGURE 6

Project Financial Return Comparison

Denver Aurora Difference
Residential Revenue $7541,496 $7757017 -$215,521
Retail Revenue $402,345 $402,583 -$238
General Vacancy -$377075 -$387851 $10,776
Project Returns Effective Gross Income $7566,767 $7771,750 -$204,983
Expenses -$2,028,786 -$2,034,151 $5,365
Net Operating Income $5,537981 $5,737599 -$199,618
Yield to Cost 5.31% 5.52% -21.30 bps
Project Costs Total Uses 104,376,475 103,964,991 $411,485

The comparison between the Denver and Aurora projects reveals a meaningful financial disparity.

The EHA ordinance contributes to Denver’s net operating income (NOI) being $199,618 lower than
Aurora’s. This is fundamentally driven by lower rents of designated affordable units, of $215,000.

Over a decade, the expected return on the capital investment, as measured by the levered equity
multiple (figure 10) is just 1.91 in Denver compared to 2.24 in Aurora. This is also reflected in the project’s
internal rate of return (IRR) of 8.45% in Denver, 22% lower than Aurora’s 10.85%.

For the Denver project to be as attractive as the Aurora project, rents per unit would need to increase by
$80 a month or by $964 a year. This reflects the inherent tradeoff new development faces. Increase rents
or find an alternative location.

For the purposes of analysis, project costs were assumed to be very similar between cities. The biggest
difference being in the category of permits and fees, with Denver being $265,917 higher. The costs in

this analysis are conservative as they do not include compliance-related costs that developers incur by
having to maintain the income standards of their tenants as specified by the law. They also do not include
any other cost factors unique to each city such as Denver’s green roof’s initiative, or increased energy
efficiency standards.

See the Appendix for further project details.

These additional costs influence developers’ decision-making, especially in this period of challenging
capital markets. Every dollar counts and can be the difference between attracting housing development
or discouraging it. As developers weigh these financial considerations, the higher costs associated with
Denver's policies may deter investment, potentially pushing development to neighboring areas like
Aurora where the regulatory environment is more favorable, allowing deals to pencil while they may not
in Denver.

The financial impacts of this sample project are playing out across every new potential housing
development in Denver. While Denver has seen a 31% decline in housing permitting, Aurora experienced
an 18% increase.
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While Denver has a

. . . FIGURE 7
population 1.8 times higher,
or nearly double that of Denver vs. Aurora Total Housing Units Permitted - Rolling Six-Month Average
Aurora, housing permitting - Inclusive Housing Ordinance Takes Effect

was higher in Aurora from
last fall through May of this
year. In the months prior
to the start of the IHO,
permitting in Denver was
twice as high as Aurora.

Aurora

\f Denver

A detailed statistical 200
analysis shows that Denver

is permitting between __\\\\40 & N & & &°
241 and 265 fewer homes & & & & & &
each month due to the
. . y B counon
IHO.A formal difference-in- W semse

difference regression analysis

comparing the number of

units receiving a building permit each month in Denver and Aurora before and after the institution of
Denver's IHO in July 2022 shows that Denver is permitting as many as 265 fewer units each month due
to the IHO. The analyses are statistically significant at the 5% level. This strongly suggests that the EHA is
restricting supply which drives up housing costs for everyone, indicating that the plan is not unfolding as
Denver had envisioned.

Compared to other metropolitan areas in the Mountain West region, Denver saw a significant rise in
permitting in the second half of 2020. However, starting in July 2022, when the EHA took effect, there has
been a steep decline in permitting. Permitting counts in Salt Lake City and Boise also dropped but not of
the same magnitude.

Conducting the same difference-in-difference analysis comparing Denver to Boise and Salt Lake City,
the results are similar. By this comparison, Denver is producing 241 fewer units per month, strongly
corroborating the comparative analysis with Aurora. Importantly, permitting is down in each of these
cities from their June 2022 levels. This is largely due to national factors described earlier. The difference-
in-difference approach accounts for these wider economic headwinds and teases out the independent
impact of the EHA.

Based on this analysis, and preliminary permitting data through June, if Denver did not implement the
Expanding Housing Affordability ordinance, the city would have issued 33% to 35% more monthly
permits.

Prior CSl analysis showed Denver needs to be issuing permits for between 5,322 and 8,927 housing units
annually to close its supply gap by 2028. For the first 6 months of the year, Denver is averaging 383 units
permitted. If this trend holds, the city will permit just 4,600 units, falling outside of the range needed. If not
for the EHA policy, Denver permitting would be in the range needed.
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FIGURE 8
Annual Housing Permits Needed to Close Supply Gap
Low 5,322 units
High 8,927 units

Annual Reduction in Permits Following IHO

Results from statistical test comparing Aurora,

Salt Lake City and Boise ~289210-3180 units

This stark difference highlights how the EHA ordinance may be materially impacting Denver’s housing
supply, potentially exacerbating the ongoing affordability crisis. In contrast, three comparable cities
without inclusionary housing laws, yet facing the same capital market challenges—such as high interest
rates and scarce labor supply—are not experiencing the same constraints.

FIGURE 9

Permitted Units, Six-Month Rolling Average
Denver, Boise, Salt Lake City
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ADDRESSING THE PARADOX:

REVISING INCLUSIONARY HOUSING POLICIES
AND IMPLEMENTING FAST-TRACK PERMITTING
TO ENHANCE HOUSING DEVELOPMENT AND
MAXIMIZE ZONING REFORMS IN DENVER

Across America, over 886 jurisdictions in

25 states have implemented some form of
Inclusionary Housing Ordinances (IHOs). >

In contrast, only a few jurisdictions have increased
zoning capacity in single-family residential
areas.* IHOs remain the primary tool for local
governments to address affordable housing
needs as elected officials resist increasing zoned
capacity, finding IHOs more politically palatable.
Despite the pressing need, reforms to increase
zoning capacity in single-family-only areas

remain political kryptonite. While IHOs offer a
safer political route for addressing the affordable
housing crisis, they often exacerbate the high cost
of housing.

To complicate matters, the psychology behind
IHOs is problematic. By casting market-rate
housing as a negative externality, a burden on
communities that must be offset by taxation,
developers and the homes they build—the

very homes we desperately need—are met

with suspicion and opposition. IHOs by default
portray market-rate developments as adversaries

of affordable housing, necessitating taxation

to mitigate their supposed negative impacts.
This is perplexing, as the root cause of housing
unaffordability is the acute housing unit shortfall
- primarily driven by local government zoning
conditions which restrict the most affordable
housing unit types to a de minimis percentage of
its residentially zoned land.

The question must be posed; Why is it a surprise
that the cost of both market and affordable
housing development is increasing when the
most affordable housing types are allowed on just
23% of residentially zoned land, all while taxes
and direct costs on new home development are
increasing?

Furthermore, targeting market rate housing to
promote the development of affordable housing
via taxation, rather than focusing on increasing
zoned capacity and reducing permitting times,
perpetuates the misguided notion that developers
are adversaries, fostering a climate of suspicion,
contempt, and resistance. i This often leads

to litigation, further inflating housing costs by
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making it a rare commodity. Such a contentious atmosphere now ensnares even those elected officials
who support development, subjecting them to threats, recalls, and legal challenges. This vicious cycle of
resistance and litigation stifles progress in addressing the true needs of housing affordability.

The essential policy question that is not being asked is whether IHOs help or hinder the development of
housing at the scale required to meet demand and provide affordability. Are IHOs actually obstructing
more effective policy interventions, such as increasing zoning capacity, by-right rules and fast-track
approval processes?

Based on outcomes in Denver and other cities like Minneapolis, which have seen a reduction of
multifamily permits, following the implementation of their IHO policy, IHOs are falling short of facilitating
a regulatory environment that allows local governments to achieve their intended housing affordability
goals it While Minneapolis is leading the way in increasing their zoned capacity, their IHO program has
produced few affordable housing units and reduced the number of market rate development permits.
These policies also discourage developers from creating housing that triggers IHOs, thus suppressing the
very types of housing and revenue streams that IHOs aim to generate. Alas, even when local governments
significantly increase their zoned capacity, the misguided notion of taxing market rate housing to fund
affordable housing persists. Is it any surprise that the cost per unit of both housing types are at the highest
they have been and continues to rise year over year?
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KEY RECOMMENDATIONS

Reevaluate Expanding Housing Affordability:

In light of the significant decline in housing permits following the implementation of Denver's EHA
ordinance, a comprehensive review of the ordinance is warranted. While the intent of the EHA is

to facilitate the development of affordable housing, the evidence suggests it may inadvertently

be hindering Denver’s capacity to meet housing demands, counterproductively restricting supply.
Denver leaders should consider eliminating or adjusting EHA to facilitate rather than hinder housing
development, potentially by modifying fee structures or offering more flexible compliance options.

Significantly Increase Zoned Capacity:

Denver currently lacks the zoned capacity necessary to foster a regulatory environment that
supports the most affordable housing types and supply. To address this, it is essential that Denver
increases the percentage of land zoned for multifamily developments. Additionally, there must be
a significant reduction in barriers to the construction of duplexes, triplexes, and quadplexes, often
referred to as the “missing middle” or “light touch density” especially in areas currently zoned
exclusively for single-family homes.

Radically Accelerate Permit Processes:

The efficiency of Denver's permitting process is paramount to keeping pace with the urgent needs
of Denver’s housing market. Inspired by the successful fast-track permitting initiatives in San Diego
and Los Angeles, Denver should adopt similar measures to streamline and expedite its permitting
processes to include market rate housing. This approach will reduce developmental costs and
timelines, allowing for greater financial feasibility of projects during this high cost of capital market
environment. This will thereby encourage more developers, across all housing types, be they
affordable, middle and market rate to invest in Denver, creating greater supply on an annual basis.
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GOING FORWARD

Denver’s inclusionary housing ordinance, Expanding Housing Affordability, is limiting new permits by one-
third, equating to roughly 2,890 to 3,180 fewer units a year. This is pushing Denver below the number of
units needed to close its supply gap and meet projected population growth. This decline persists despite
the genuine commitment of Denver's leadership, across multiple administrations, to facilitate affordable
housing development.

The critical question remains: Why does Denver continue to be so costly to call home, with so many
unable to afford a home at all?

Inclusionary Housing Ordinances were once seen as the optimal solution for housing vulnerable
citizens—a market-based intervention promising mixed-income communities free of economic
segregation. Unfortunately, data is showing large unintended consequences. At best, IHOs produce few
new affordable units compared to other policy interventions like increased zoning capacity and fast-track
permit approvals.

As currently constituted, and as the key component of Denver’s land use regulations and affordable
housing strategy, the city’s IHO may be inadvertently perpetuating the segregated socioeconomic nature
of Denver’s built environment, one that harms low income Denverites who have few other options to call
home outside of the 23% of land mass more affordable housing options are relegated to.

Herein lies the dilemma: single-family zoned communities fiercely resist upzoning efforts, often resorting
to litigation to block these laws. This resistance has been recently observed in Montana and Austin, where
upzoning initiatives were overturned.*>** In Minneapolis, the courts initially halted Plan 2040, but it was
ultimately upheld on appeal. Ft. Collins, which saw two upzoning attempts fail via citizen-led pressures,
passed a condensed version in March of 2024 Despite this resistance, 63% of Denver residents
support allowing duplexes and triplexes in residential neighborhoods, according to Zillow polling. >

Denver's leadership may be anticipating the state legislature will mandate light-touch, missing middle
density reforms, such as allowing duplexes and triplexes in residential zones. However, this is a significant
gamble. While the general assembly has recognized housing as a statewide concern in relation to ADUs,
parking minimumes, and transit-oriented upzoning, the missing middle component of SB23-213 failed and
did not return in the latest assembly*i! |t remains uncertain if the legislature will take this step and hope is
not a strategy. The pressing question for Denver’s leaders is, why wait?
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As Denver prepares to ask constituents this November to fund affordable housing development through

a 0.5% sales and use tax under the “Affordable Denver,’ initiative, the city aims to raise $100 million to
create 44,000 units over the next decade ™" However, while Denver continues to tax its residents in
pursuit of these goals, the city’s leadership seems to lack a parallel focus on increasing zoned capacity,

a critical component of addressing the housing shortage and the resulting socioeconomic segregation
impacting low income Denverites. While the administration of these funds remains unclear, should it pass,
Denver should look to the innovative Montgomery Housing Opportunity Commission Loan Fund as an
allocation model, which leverages $100 million to create 6,000 units without relying on scarce subsidies
like Low Income Housing Tax Credits.**

Denver stands at a pivotal moment in shaping its housing affordability future. With over $150 million
already allocated from existing property and sales taxes for homelessness and linkage fees, and the
potential to add $100 million more, Denver could possess financial resources unmatched by other
Colorado cities. Yet, financing affordable housing remains a formidable challenge, especially as the

era of cheap money has ended. In this stark light, can Denver continue to afford to utilize only 23% of
its residential zoned capacity for affordable and attainable housing development? What benefit will
additional revenue deliver other than escalate per-unit housing costs as home builders, both affordable

and market rate compete for the same scarce, and thus incrementally more expensive, multifamily zoned
land?

It's time to empower both market-rate and affordable housing developers—each essential to our housing
continuum—to build the housing abundance Denver desperately needs. This requires revising zoning
regulations to permit the most affordable housing types currently constrained to a minimal percentage

of the city. Moreover, taxpayer funds should be invested in creating deeply affordable, mixed-income
communities located near desirable amenities, rather than relegating developments to high-frequency
arterials often situated in food deserts, near underperforming schools at risk of closure and costly,
unreliable mass transit.

Denver must increase zoned capacity and fast-track permit approvals with the same urgency that
has been applied to addressing unsheltered homelessness, during the first year of the mayor’s
administration. > If retaining the Expanding Housing Affordability Ordinance is deemed necessary,
then it must be balanced by materially increasing desegregated zoned capacity and committing to
approving housing permits in 60 days or less. If San Diego can achieve permit approvals in as little as
30 days—or even 9 days—so can Denver.
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APPENDIX

FIGURE 10 - SAMPLE PROJECT FINACIALS IN DENVER VS AURORA

Denver vs Aurora Inclusionary Housing

Project Profile

Land Size 2.96 acres
Building Size 390,761 sf
Muitifarmily 217,323 s5f
Retail 10,079 5f
Parking 132,990 sf
Number of Units 255
Height 5 stories

Project Returns (Untrended Rental Rates)

Project Assumptions

General Vacancy 5.00%
Opex Growth 3.00%
Market Rent Growth 3.00%
Capex Reserve S 250 funitfyr
Terminal Cap Rate 5.00%
Rental Concessions 5.00%

Denver Aurora Denver - Aurora
Residential Revenue $ 7,541,496 | & 7,757,017 | 5 (215,521) Levered IRR
Retail Revenue % 402,345 | 5 402583 | 5 (238) Levered EM
General Vacancy S {377.075)] 5 (387,851)] 5 10,776 Levered Profit
EGI & 7,566,767 |5 7.771,750| 5 (204,983)
Expenses & (2,028,786)] & (2.034,151)] & 5,364
NOI 5 5537981 |$ 5737,599|5  (195,618)
Yield to Cost 5.31% 5.52%| -0.21% -21.30 bps
Conversion Proceeds 5 (2,659,607 § (21,522)| 5 (2,635085)

Debt Assumptions

Construction Interest Rate 6.00%
Construction Origination Fee 0.50%
Ferm Loan Interest Rate 5.00%
Perm Loan Origination Fee 0.50%
Perm Loan Term 30 yrs
Cap Rate 5.55%
LTV 65.00%

10-¥ear Hold

Denver Aurora (Denver - Aurorg
.45% 10.85% -2.40%
191« 22ax 032 x

S 35,617,862 | 45,005,536 |5 (9,387.674)

Denver Market Rents Affordobie Rents Combined Rents
o Markst Rental Rate Monthly nual Revenue|  70% AMI Rental Rate Monthly " rnialRevenve| Totalunits Lo Moathly - Total Annusl
Unit Mix R Revenue R
Studio 37 s 1647 5 60,941 5 731,295 35 1,597 5 4791 5 57,492 an 5 65,732 § T8BE,787
1 Bed 106 5 2069 5 219,334 5 2,632,010 1m0 % 1,712 5 17,120 § 205,440 116 % 236,454 § 2,837,450
2 Bed 79 5 2,870 5 226,741 5 2,720,893 15 § 2,054 5 0,810 § 369,720 94 5 257,551 § 3,090,613
1 Bed 25 3038 S 6,077 S 72,919 35 2373 S 7,119 3 £5,428 5 5 13,196 S 158,347
224 5 513,093 5 6,157,116 31 $ 59,840 5 718,080 255 § 572,933 § 6,875,196
% of Units 88% 12%
Aurora Market Rents Affordable Rents Combined Rents
Unit ke Market Rental Rate :EZ::: Annual Revenue F0% AMI Rental Rate :lonr‘:::: Annual Revenue| Total Units Tm::::::hh Tn;:::::l:al
Studio 40 % 1647 3 65,882 § 750,589 03 s s 40 5 65882 5 790,589
1 Bed 116 § 2,069 3 240,026 5 2,880,312 0s B s - 116 $ 240,026 $ 2,880,312
2 Bed 94 5 2,870 3 269,753 5 3237518 [ s H - T 269,793 § 3,237,518
3 Bed 55 3038 $ 15152 § 182,298 [ H E - 5% 15,192 § 182,298
255 3 590,853 5 7,080,717 L1} s -8 - 255 % 590,893 5 7,090,717
% of Units 100% 0%
Market Revenue Difference Affordable Revenue Difference Combined Revenue Difference
Denver - Aurorg -31 units $§ (77,800)/mo $ (933.601) fyr] 31 units § 59,840 /mo 5 718,080 fyr| Gunits § (17,960)/mo § (215.521) fvr

Sources and Uses

Denver Uses | Aurora Uses Denver-. Denver Sources | Aurora Sources|  222Y2L-
— — Aurora Aurora

Land and Initial Contracts S 55144815 5514481 (5 - Equity - GP Cash S 3,685,764 |5 3,674,637 |5 11,137
Horizantal Development and Demolition 3 14,730 S 14,730 | 5 - Equity - LP Cash S 33,171,872 |§ 33071729 |5 100,144
Rehab & New Construction $ 77,334,030 (5 77,334,030 5 Construction Loan 5 67518839 |$ 672186258 300,214
Tenant Improvements 3 814,706 | S 814,706 | 5 - Total Sources $ 104,376,475 | $ 103,964,991 | 5 411,485
soft Casts $ 28201815 2,869,066 (5 11,115

Permits & Fees $ 57942815 5528364 (5 265,517

Construction Debt - Pre Interest 3 600,752 | S 600,752 | 5 -

Carry Costs 3 594,452 | 5 504,452 | 5

Marketing H 844,735 | § 844,735 | §

Legal 3 214,849 | 5 214,849 | 5

Bond Costs 13 5 -5

subordinate Financing 3 5 13

Permanent Financing 3 i 5

LIHTC Costs 3 H 5

Development Fees S 35592215 3947266 (5 11,954

Reserves 3 125734 | 5 116,776 | 5 8,958

Loan Fees 3 310,726 | § 309,788 | & 928

Interest Reserve $ 5373597 |5 5260995 |5 112,602

Total Uses $ 104,376,475 | S 103,964,991 | § 411,485
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Difference-in-Difference Analysis

To evaluate the scale of the impact of Denver’s inclusionary housing ordinance, two statistical models
were developed, both utilizing a difference-in-difference method. This is a method to estimate the
impact of new policy. Specifically, it compares the data of a test or treatment group to a control group.
The tables below show the statistical results from the two models. Figure 11 shows the results from
performing a difference-in-difference regression analysis on the 6-month rolling average housing
permitting data from the cities of Denver and Aurora, Colorado. Figure 12 shows the results from a
similar analysis between Denver and the cities of Salt Lake City, Utah and Boise, Idaho. Both models
show that there was a statistically significant change in the number of permits being issued

in Denver(treatment group) with the other cities.

FIGURE 11 - DIFFERENCE-IN-DIFFERENCE REGRESSION RESULTS:
DENVER COMPARISON TO AURORA, 2014-2024.

OLS Regression Results

Dep. Variable: Permits R-sguared: e.358
Model: OLS  Adj. R-squared: 8.349
Method: Least Sguares F-statistic: 41.29
Date: Tue, 27 Aug 2824 Prob (F-statistic): 3.85e-21
Time: 11:56:29 Log-Likelihood: -1597.5
No. Observations: 226 AIC: 3283,
Df Residuals: 222 BIC: 1217,
Of Model: 3
Covariance Type: nonrobust

coef std err t P>t [@.825 8.975]
Intercept 218.5222 3e.231 7.228 @, eee 158,946 278,008
Treated 68.1596 68.210 8.99% 8.319 -66.262 202,581
Denver 462.1111 42.753 ie.809 @.eee 77.858 L46,364
interaction -264.8763 94.835 -2.793 9,006 -451.768 -77.985
Omnibus: 47.857  Durbin-wWatson: 1.78@
Prob{Omnibus): e.008 Jarque-Bera (JB): 88,575
Skew: 1.878 Prob(JB): 5.84e-28
Kurtosis: 5.181 Cond. No. 6.89
Notes:

[1] Standard Errors assume that the covarlance matrix of the errors is correctly specified.
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FIGURE 12 - DIFFERENCE-IN-DIFFERENCE REGRESSION RESULTS: DENVER COMPARISON TO

BOISE AND SALT LAKE CITY, 2014-2024.

OLS Regression Results

Dep. Variable: Permits R-sguared: 8.373
Model : 0L  Adj. R-squared: 8.364
Method: Least Sguares F-statistic: 44,48
Date: Tue, 27 Aug 2824 Prob (F-statistic): 1.48e-22
Time: 11:54:23 Log-Likelihood: -1616.9
No. Observations: 228  AIC: 3242,
Df Residuals: 224 BIC: 3256.
Df Model: 3
Covariance Type: nonrobust

coet std err t P>t [B.825 8.975]
Intercept 196. 7556 3g.827 6.362 @. 888 135.81@ 257.781
Treated 44,1611 67 .485 8.655 8.513 -88.667 176.989
Denver 483.8778 43.738 11.863 a.80a 397 .688B 578.068
interaction -248.8778 Q5,324 -2.527 8,812 -428.725 -53.831
Omnibus: 44,985 Durbin-Watson: 1.679
Prob{Omnibus): B.eas Jargue-Bera (JB): 76.784
Skew: 1.852  Prob(JB): 2.31e-17
Kurtosis: 4,989 Cond. Mo. 6.76
Notes:

[1] Standard Errors assume that the covariance matrix of the errors is correctly specified.
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