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Program Name: Montgomery County Moderately Priced Dwelling Unit (MPDU) Program

The Montgomery County, MD MPDU program is believed to be the country's first mandatory, inclusionary zoning law that specified a density bonus allowance to builders for providing affordable housing.

Federal Reserve District(s):
Richmond
Program Location:
Montgomery County, MD
Program Geography:
Local

Program Start Year:
1974

Program End Year: 
On-Going
Lessons Learned Highlights: 

1. Housing programs need flexibility

2. Provide carrot and not stick for the developer

3. Program is limited by the state of the housing market

4. Program doesn’t work well for high-rise rental housing

5. Program is easily replicable

Project Description:

The MPDU program is believed to be the country's first mandatory, inclusionary zoning law that specified a density bonus allowance to builders for providing affordable housing. The density bonus was designed to preclude developers from losing opportunities to build market-rate units and to help offset some of the production costs of the MPDUs. The law presently requires that between 12.5 percent and 15 percent of the total number of units in every subdivision or high-rise building of 50 or more units be moderately priced. The law is applicable to property zoned one-half acre or smaller. Subdivisions in large lot zoning categories, which are not normally served by public water and sewer, are exempt from the requirement because higher densities are difficult to achieve when installing well and septic systems. The zoning ordinance allows a density increase of up to 22 percent above the normal density permitted under the zone. The ordinance also allows some attached housing in single-family zoning classifications so that optimum development of the property can be achieved and less costly housing can be constructed. The density bonus, in effect, creates free lots upon which the MPDUs are constructed. The builder normally obtains some additional market rate units equal to the difference between the density bonus and the MPDU requirement. Because of physical constraints of the land, the full density bonus cannot always be obtained; the MPDU requirement, therefore, falls within a range of from 12.5% to 15.0% based on the actual bonus density achieved. 

Montgomery County imposes certain resale and occupancy restrictions on the MPDUs when the completed units are sold. The price for which the unit can be resold is controlled for 10 years. The MPDU must be owner-occupied and when the unit is first sold at market price after the control period expires there is a split between the County and the owner of any "excess" or "windfall" profit obtained through the sale.

The program goals are straightforward but far-reaching:

· to produce moderately priced housing so that county residents and persons working  in the county can afford to purchase or rent  housing;

· to help distribute low and moderate-income households throughout the growth areas of the county; 

· to expand and retain an inventory of low-income housing in the county by permitting the Housing Opportunities Commission (HOC) and recognized nonprofit housing sponsors to purchase up to 40% of the affordable units (HOC is limited to one-third); and

· to provide funds for future affordable housing projects by sharing the windfall appreciation when MPDUs are first sold at the market price after expiration of the resale price controls.

Project Results:

The most important achievement of the MPDU program is the production of more than 11,0000 affordable housing units, and has greatly assisted in the integration of communities, both economically and racially.  The program has also provided a means for the Housing Opportunities Commission and other nonprofit housing groups to purchase approximately 850 units for long term retention as part of the County’s low income housing supply.   

The average annual MPDU production rate is about 250 units, with an additional 200 units resold under the 10-year price controls. Because of the high demand for the MPDUs, the County conducts lotteries to select potential purchasers of the units in each offering. The units range in price from $85,000 for a 2-bedroom condominium to approximately $135,000 for a 3 bedroom detached house with a basement and garage. 

Lessons Learned: 

· Housing programs need flexibility. After 5 years experience with the program, the building industry requested that the MPDU requirement be reduced to 10 % of the units in the subdivision because they believed that the 15% requirement was excessive.  The County Council did compromise by reducing the requirement to 12.5%, but enacted two other amendments that strengthened the program.  The price control period was also extended from 5 to 10 years.  These changes were necessary to adjust for changes in the overall housing market.

· Provide carrot and not stick for the developer. The MPDU program is believed to be the country’ first mandatory, inclusionary zoning law that specified a density bonus allowance to builders for providing affordable housing.  The density bonus was designed to preclude developers from losing opportunities to build market-rate units and to help offset some of the production costs of the MPDUs.  The program doesn’t confiscate land; it offers irresistible bonuses.  As a solution to the initial approach of mandates which were thought of as an unconstitutional taking of land, the council revised the bill to provide bonus densities to builders who constructed the required moderate-income housing.

· The program is limited by the state of the housing market. The program’s most significant limitation is its reliance on a favorable housing market; the production of MPDUs is based on the accompanying production of market rate housing.  The rate of production decreased following the economic slow down of the early 1990’s and fewer than 350 units are being produced annually.  This supplies less than 20% of those on the waiting list.  Although builders have occasionally constructed a subdivision’s MPDUs ahead of schedule because they can be easily sold, there is little the county can do to stimulate MPDU construction during slow housing sales periods.

· The program doesn’t work well for high-rise rental housing.  Because of a number of factors, including a change in the income tax laws dealing with rental housing investments, little rental housing – except for those projects with low-income tax credits or tax-exempt bond financing – has been constructed.  The bonus density does not provide enough incentive to construct apartment projects.  To solve this problem, the county has offered construction and permanent financing through the Housing Incentive Fund to nonprofit housing sponsors to purchase and renovate existing apartment housing and to build new rental projects.

· The program seems to be easily replicable.  Several surrounding communities have adopted versions of the program that work for them.  The Moderately Priced Housing program can be replicated in any jurisdiction that has local legislation and zoning powers and significant residential construction activity.  Because localities bear little of the financial costs of this program, it is an attractive alternative or supplement to traditional housing subsidy programs.  Three of Montgomery County’s neighboring jurisdictions – Fairfax, and Loudoun counties in Virginia and Prince George’s County in Maryland – have recently enacted similar inclusionary zoning programs modeled, to a large extent, after the Montgomery County MPDU program.
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http://hca.montgomerycountymd.gov/Housing/MPDU/summary.htm
Related Web Links:

http://www.rich.frb.org/cao/pdf/mwise2001-3.pdf
Category:
Key Words:

Affordable Housing, Home Building
Single family housing, affordable housing,


controlled growth, inclusionary zoning,

low- and moderate-income, housing 


development

Record Last Update Date:
June 25, 2003
This document was obtained from the Federal Reserve Bank of Chicago Website at www.chicagofed.org/cedric/lesle/index.cfm.  The Federal Reserve System attempts to verify the information presented, but cannot guarantee the accuracy of any information nor does the inclusion of any particular project or program represent an endorsement by the Federal Reserve System.  The views expressed herein do not necessarily represent the views of the Federal Reserve System. For additional terms and conditions that apply the use of this and other information obtained from the Federal Reserve Bank of Chicago Website please review the Privacy Policy and Legal Disclaimer found at the Website address listed above.
� EMBED PBrush  ���








Montgomery County Moderately Priced Dwelling Unit (MPDU) Program
Page 1 of 3


[image: image2.png]


_1116326187

