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Cost	  Efficiencies	  Work	  Group	  

Oregon	  State	  Housing	  Council	  
September	  11,	  2015	  

	  

MMT	  Affordable	  Housing	  IniGaGve 	  	  

Five	  year	  effort	  beginning	  in	  2014;	  nearly	  $16	  million	  
commiOed	  to	  8	  strategies,	  focused	  on:	  	  

–  “Strengthen	  the	  FoundaGon”	  –	  preserve	  exisGng	  
affordable	  housing	  

–  “Foster	  InnovaGon”	  –	  fund	  new	  approaches	  to	  promoGng	  
affordable	  housing	  and	  residents’	  success	  

–  “Secure	  the	  Future”	  –	  resources	  and	  policy	  change	  
supporGve	  of	  affordable	  housing	  
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MMT	  Cost	  Efficiencies	  Work	  Group	  

This	  Strategy	  grew	  out	  of:	  
•  Intense	  interest	  in	  rising	  costs	  of	  producing	  
new	  subsidized	  affordable	  housing	  

•  Gap	  between	  growing	  need	  and	  available	  
funds	  for	  new	  housing	  
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MMT	  Cost	  Efficiencies	  Work	  Group	  
•  Mike	  Andrews,	  Home	  Forward	  
•  David	  Bachman,	  Cascade	  Management	  Inc. 	  	  
•  Robin	  Boyce,	  Housing	  Development	  Center	  
•  David	  Carboneau,	  Home	  First	  Development	  
•  Brian	  Carleton,	  Carleton	  Hart	  Architecture 	  	  
•  Chris	  Duffin,	  LMC	  ConstrucGon	  
•  Abe	  Farkas,	  ECONorthwest	  
•  Kristen	  Karle,	  St.	  Vincent	  de	  Paul	  Society	  of	  Lane	  County	  
•  Roy	  Kim,	  Central	  Bethany	  Development	  Co.	  
•  Stephen	  McMurtrey,	  Northwest	  Housing	  AlternaGves	  
•  Gina	  León,	  US	  Bank	  
•  Sharon	  Nielson,	  The	  Nielson	  Group	  	  
•  Jill	  Sherman,	  Gerding	  Edlen	  
•  Mike	  Steffen,	  Walsh	  ConstrucGon	  
•  Bill	  Van	  Vliet,	  Network	  for	  Oregon	  Affordable	  Housing	  
•  Jessica	  Woodruff,	  REACH	  Community	  Development	  
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MMT	  Cost	  Efficiencies	  Work	  Group	  

Charge:	  

§  Explain	  factors	  driving	  costs	  of	  affordable	  housing	  
§  Recommend	  policy	  or	  systems	  changes	  to	  reduce	  
costs	  

§  Advise	  MMT	  on	  Pilot/DemonstraGon	  projects	  to	  
explore	  new	  approaches	  to	  lower-‐cost	  development	  
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MMT	  Cost	  Efficiencies	  Work	  Group	  

Process:	  

§  Monthly	  meeGngs	  October	  2014	  –	  June	  2015	  
§  Collected	  and	  read	  other	  reports	  from	  around	  the	  
country	  

§  Invited	  outside	  experts	  
§  Outreach	  to	  Work	  Group	  members	  and	  others	  
§  Conferring	  with	  public	  funders	  
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Key	  Findings	  

Headline	  Findings	  
1.  Comparing	  costs	  between	  different	  kinds	  of	  projects	  is	  

difficult	  and	  complex.	  

2.  Subsidized	  affordable	  housing	  development	  differs	  from	  
market-‐rate	  development	  in	  fundamental	  ways	  that	  tend	  to	  
add	  cost.	  

3.  Affordable	  housing	  provides	  more	  than	  just	  a	  place	  to	  live.	  

4.  The	  current	  delivery	  system	  prioriGzes	  other	  goals	  over	  the	  
lowest	  possible	  upfront	  cost.	  

5.  Funders	  could	  do	  more	  to	  help	  reduce	  costs,	  but	  dramaGc	  
reducGons	  are	  probably	  unaOainable	  without	  new	  sources.	  
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Comparing	  Costs	  

1.  Comparing	  costs	  between	  different	  kinds	  of	  
projects	  is	  difficult	  and	  complex	  	  -‐	  details	  and	  
nuance	  ma-er.	  	  Meaningful	  comparisons	  need	  to	  
account	  for:	  
§  Cost	  of	  land	  (and	  other	  site-‐related	  costs)	  
§  Type	  of	  construcGon	  
§  Non-‐housing	  space	  (including	  commercial	  space	  and	  

common	  areas)	  
§  Unit	  mix	  &	  unit	  sizes	  
§  Lifecycle	  costs	  –	  upfront	  investment	  may	  save	  $	  later	  
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Affordable	  Housing	  is	  Different	  

2.  Subsidized	  affordable	  housing	  development	  is	  
different	  from	  market-‐rate	  development	  –	  largely	  
because	  revenue	  from	  tenants	  doesn’t	  cover	  the	  
project	  costs.	  
§  Lower	  rents	  -‐>	  	  less	  ability	  to	  carry	  debt	  	  
§  Less	  debt	  financing	  -‐>	  GAP:	  need	  for	  subsidy	  to	  build	  
§  Restricted	  rents	  -‐>	  need	  for	  greater	  upfront	  investment	  

to	  cover	  operaGons	  and	  recapitalizaGon	  later	  (lowers	  
debt	  further)	  
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Subsidies	  Add	  to	  Costs	  

Current	  system	  relies	  on	  public	  subsidies	  that	  tend	  to	  add	  to	  
costs	  (public	  goals	  and	  requirements):	  

§  Prevailing	  wage,	  MWESB,	  green-‐building	  requirements,	  
etc.	  

Pursuing	  and	  using	  subsidy	  itself	  adds	  cost	  –	  especially	  for	  
federal	  tax	  credits:	  

§  Cost	  to	  apply	  for	  tax	  credits	  
§  Complex,	  layered	  financing	  -‐>	  many	  partners	  -‐>	  

complexity	  
§  Ongoing	  compliance	  and	  reporGng	  
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A	  Note	  About	  Scale	  

(Dis-‐)Economy	  of	  Scale:	  
Affordable	  projects	  tend	  to	  be	  small.	  	  Spreading	  fixed	  costs	  over	  
fewer	  units	  =	  higher	  per-‐unit	  costs	  

	  

Barriers	  to	  super-‐sizing	  affordable	  projects:	  
§  Larger	  projects	  may	  only	  work	  in	  urban	  areas	  
§  Larger	  projects	  =	  more	  subsidy	  per	  project	  =	  fewer	  projects	  	  
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More	  Than	  Just	  Housing	  

3.  Affordable	  housing	  provides	  more	  than	  a	  place	  to	  
live.	  
§  Social	  return-‐on-‐investment:	  	  Serving	  specific	  populaGons,	  

providing	  services,	  broader	  goals	  than	  simply	  housing.	  

§  Added	  costs	  for	  ameniGes,	  services,	  neighborhood/city	  
goals:	  not	  Ged	  to	  ability	  to	  capture	  higher	  rent!	  
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Cost	  a	  Priority	  –	  But	  not	  Highest	  

4.  The	  current	  delivery	  system	  for	  affordable	  housing	  
prioriGzes	  other	  goals	  over	  the	  lowest	  possible	  
upfront	  costs.	  

Developers,	  lenders	  and	  funders	  have	  learned	  from	  past	  
experience	  with	  building	  cheaply,	  and	  now	  other	  priori9es	  tend	  
to	  trump	  lowest	  upfront	  costs.	  

§  Affordable	  projects	  are	  built	  to	  last:	  quality	  and	  durability	  
high	  prioriGes	  

§  Points	  systems	  for	  both	  state	  and	  local	  funding	  reward	  cost	  
efficiency,	  but	  only	  as	  one	  factor	  among	  many	  
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Lower	  Costs	  Requires	  Flexibility	  

5.  Public	  and	  private	  funders	  could	  do	  more	  to	  reduce	  
cost,	  but	  dramaGc	  reducGons	  are	  probably	  
unaOainable	  without	  new,	  more	  flexible	  sources	  of	  
funding.	  
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Summary	  of	  Cost	  Drivers	  

Cost	  Drivers:	  Hard	  Costs	  

Hard	  Costs:	  fairly	  comparable	  for	  similar	  market	  rate	  vs	  
affordable	  projects.	  
§  Prevailing	  Wage,	  workforce	  training,	  and	  MWESB	  can	  add	  to	  

construcGon	  costs.	  
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Cost	  Drivers:	  Sot	  Costs	  

Biggest	  differences	  are	  in	  “SoA”	  Costs:	  	  

§  Architecture/engineering	  

§  Legal	  fees	  	  

§  Developer	  fee	  

§  Capitalized	  reserves	  

§  Other	  sot	  costs	  (studies,	  reports,	  etc.)	  
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Cost	  Drivers:	  Design	  

How	  good	  is	  “Good	  Enough”?	  
§  Learned	  from	  past	  mistakes	  –	  building	  in	  quality	  and	  

durability	  

§  Life	  cycle	  vs	  upfront	  costs	  
§  “Beauty	  contest”	  for	  funding	  drives	  decisions	  that	  push	  costs	  

up	  
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Summary	  of	  RecommendaGons	  

Important	  Caveats	  
An	  exclusive	  focus	  on	  lowering	  costs	  could	  be	  counterproducGve:	  

§  Could	  exclude	  high	  opportunity	  neighborhoods	  in	  favor	  of	  less	  
expensive	  locaGons	  

§  Cuvng	  corners	  up	  front	  can	  cost	  us	  more	  down	  the	  road	  (avoid	  
subsidizing	  projects	  twice)	  

§  Very	  low	  income	  and	  high-‐needs	  households	  are	  hard	  to	  serve	  without	  
deep	  subsidy	  

§  Projects	  built	  on	  the	  cheap	  may	  feed	  NIMBY	  resistance	  
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RecommendaGons	  

1.  Funders	  should	  reward	  cost-‐efficient	  development	  
without	  compromising	  other	  important	  goals	  like	  
long-‐term	  affordability	  and	  financial	  sustainability.	  
	  
§  Put	  more	  emphasis	  in	  funding	  decisions	  on	  the	  cost-‐
efficient	  use	  of	  public	  subsidies.	  

§  Enlist	  the	  creaGvity	  of	  development	  teams	  to	  find	  more	  
cost	  efficient	  strategies	  and	  approaches	  to	  development.	  
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RecommendaGons	  

2.  Funders	  should	  revisit	  funding	  processes	  and	  
criteria	  to	  reduce	  unnecessary	  complexity,	  delay,	  
and	  costs.	  

3.  Lenders	  should	  explore	  alternaGves	  to	  capitalized	  
operaGng	  reserves.	  

4.  Developers	  and	  funders	  should	  explore	  ways	  to	  
promote	  more	  cost-‐effecGve	  acquisiGon	  of	  exisGng	  
housing.	  
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RecommendaGons	  

5.  Bureau	  of	  Labor	  and	  Industries	  (BOLI)	  should	  beOer	  
align	  its	  prevailing	  wage	  pracGces	  with	  the	  needs	  of	  
affordable	  housing.	  

6.  Local	  governments	  should	  revisit	  the	  impact	  of	  
design	  review	  and	  other	  public	  requirements	  on	  
housing	  affordability.	  
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RecommendaGons	  

7.  Explore	  new,	  more	  flexible	  sources	  of	  capital	  for	  
development.	  

	  
Ideally:	  

Fewer	  sources	  +	  increased	  flexibility	  =	  Reduced	  complexity	  
=	  lower	  costs	  
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The	  Role	  of	  OHCS	  

RecommendaGons	  touching	  on	  OHCS	  specifically:	  
§  Seek	  out	  opportuniGes	  to	  align	  and	  coordinate	  funding	  

processes,	  prioriGes	  and	  criteria	  with	  local	  funders	  (ciGes,	  
counGes,	  redevelopment	  agencies,	  etc.)	  	  

§  Promote	  beOer	  coordinaGon	  and	  cooperaGon	  between	  
funders,	  lenders,	  and	  investors	  assisGng	  the	  same	  project	  

§  ConGnue	  to	  work	  on	  streamlining	  reporGng/compliance	  
where	  possible	  
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The	  Role	  of	  OHCS	  (conGnued)	  
§  Work	  collaboraGvely	  with	  developers	  as	  partners	  striving	  for	  

the	  same	  broad	  goals	  

§  Consider	  ways	  to	  offer	  early	  review/vevng	  of	  projects	  
(similar	  to	  the	  role	  RADs	  played	  in	  previous	  years)	  

§  Consider	  more	  frequent	  funding	  rounds	  to	  enable	  affordable	  
developers	  act	  more	  quickly	  to	  secure	  land,	  and	  to	  reduce	  
holding	  costs	  
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MMT	  Cost	  Efficiencies	  Work	  Group	  

Next	  Steps	  

§  Finalize	  Report	  (expected	  release	  October	  1)	  
§  AddiGonal	  PresentaGons	  
§  AcGng	  on	  RecommendaGons	  (policy	  and	  systems	  
work)	  

§  DemonstraGon/Pilot	  Funding	  (1st	  RFP	  Fall	  2015)	  
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MMT	  InnovaGon	  Pilot	  RFP	  
Predevelopment	  funds	  for	  innovaGve	  approaches	  to	  design,	  
finance,	  and/or	  construcGon.	  	  Aiming	  to	  fund	  projects	  that	  are:	  

§  InnovaGve	  
§  Replicable	  
§  Able	  to	  meet	  minimum	  standards	  of	  affordability,	  durability	  

and	  financial	  sustainability	  

§  Leading	  to	  real	  project(s)	  completed	  by	  2018	  

Looking	  to	  align	  with	  State	  and	  local	  efforts	  to	  promote	  more	  
cost-‐effecGve	  development.	  
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