
Voluntary Inclusionary Zoning

Pam Thompson, Senior 
Planner, Sustainable 
Development and 
Construction

Zoning Ordinance 
Advisory Committee
June 22, 2017



Presentation Overview
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• Housing economics
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• Next steps 
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Background
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Background – Definition
• Inclusionary zoning refers to a type of zoning that requires 

(and/or incentivizes) developments to provide 
• Housing at a wide variety of income levels
• Community benefits, such as improved design, green 

infrastructure, connections to transit
• Incentives include an increased building envelope (such 

as height), decreased parking, or other accommodations.
• Voluntary inclusionary zoning includes elements of 

economics, housing policy, real estate finance, real estate 
research, parity, and federal law. 

• Inclusionary zoning, in Texas, is voluntary.
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Background - Prior Actions
• November 5, 2014 – Voluntary compliance agreement 

(VCA) signed with the U.S. Department of Housing and 
Urban Development (HUD) to encourage the development 
of housing at a wide variety of price points and create 
greater economic opportunity in areas of concentrated 
poverty.

• October 7, 2015 – Council adopted Neighborhood Plus –
a neighborhood revitalization plan.

• Goal 6.2: Expand affordable housing options and encourage its 
distribution throughout the city and region

• December 2015 – Staff began research of a voluntary 
inclusionary zoning (VIZ) program to help meet the 
requirements of the agreement with HUD and Goal 6.2 in 
Neighborhood Plus.
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Background - Prior Actions
• October 2016 through March 2017 – staff met with:

• Housing, City Attorney’s Office, Code, Building Inspection
• Habitat for Humanity
• Inclusive Communities Project
• Members of the development community

• Housing Committee was briefed on VIZ on May 16, 
2016; August 1, 2016; and May 15, 2017.

• Concurrently, the City is developing a citywide 
Housing Policy, an Assessment of Fair Housing, and 
a market value analysis.
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Background – Committee direction

• August 1, 2016 – Housing Committee instructed 
staff to 

• initiate the code amendment process to develop a 
proposal for voluntary inclusionary zoning.

• look at other cities and expand on the general premise 
that staff reviewed at the meeting

• ZOAC’s role is to explore the specifics of the 
proposed regulations for voluntary inclusionary 
zoning
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Purpose – Why voluntary inclusionary 
zoning?
• HUD rules require the City to affirmatively further fair 

housing 
• Actively encourage housing at a wide variety of price points 

throughout the city.
• Voluntary inclusionary zoning can, with appropriate 

controls
• Provide an additional tool to create mixed-income housing 

throughout the city, potentially without additional financial 
subsidies

• Reduce sprawl by encouraging additional pedestrian-
oriented and multi-modal development in targeted areas

• Encourage development on under-utilized tracts of land
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Approach
• Staff recommends the following approach for crafting 

regulations for voluntary inclusionary zoning
• Review/introduction of background elements
• Discussion of recommended zoning and policy elements
• Stakeholder/ZOAC feedback
• Incorporate additional external research, including the 

Assessment of Fair Housing and a market value analysis
• Housing Department projects in progress – results due late 

summer
• Final review of recommended zoning and policy elements 

and ZOAC recommendation to CPC
9



City-adopted Policies and Goals 
Related to Housing
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City Policies/Goals – forwardDallas!
• The vision document for forwardDallas! reports that 

workshop attendees wanted “more housing near jobs 
within the city.” Throughout the plan, implementation 
measures call for a better connection between jobs and 
housing: 

• Implementation Measure 2.1.1.7 (Economic Element) calls for 
encouraging “a range of housing options through zoning 
regulations while being transparent and predictable to property 
owners and prospective developers.” 

• Policy 1.1.2 (Southern Sector) says “It is important to create a 
balance between jobs and housing, improve public transit 
opportunities and promote high quality development.”

• Implementation Measure 1.2.2.2 (Land Use) “Guide private 
development toward zoning that: Maintains a healthy balance of 
jobs and households…and emphasizes mixed-use development, 
especially around transit stations…”
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City Policies/Goals – Neighborhood Plus
• Neighborhood Plus calls for the City to enhance 

rental options: 
• Goal 6.1: Raise the quality of rental property through better 

design standards…
• Goal 6.2: Expand affordable housing options and 

encourage its distribution throughout the city and region.
• 6.2.3: Develop, adopt and implement a new policy and 

guidelines through a variety of incentives which may include 
projects requesting increased development rights through zoning 
changes, to receive density bonuses in proportion to the number 
of affordable residential units provided; waiver of fees; parking 
reductions; tax abatements; zoning incentives; and other 
solutions utilized nationally.”

• Goal 6.3: Align planning, funding, and community 
investment within ¼ mile of DART stations…
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City Policies/Goals - HUD

• Settlement Action 1 in the HUD voluntary 
compliance agreement requires the city to:

• Develop a strategy to encourage: (i) the development 
of affordable housing throughout the City, including 
housing for low and very low income residents; and (ii) 
the creation of greater economic opportunity in [areas] 
that are concentrated by poverty…”

• Develop the strategy as part of the City’s Assessment 
of Fair Housing and its obligation to affirmatively 
further fair housing
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Implementation Question
• Neighborhood Plus calls for additional ways to provide 

less expensive housing through voluntary inclusionary 
zoning,

BUT
• Staff research shows that construction costs, land prices, 

and market pressure can make it hard to provide housing 
at a wide variety of price points entirely through market 
forces, without some financial help.

• The question, then, is how much density is needed to 
incentivize a variety of rent rates? And how wide can that 
variety of rent rates be?
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Eight Stage Model of Real Estate 
Development

(as explained by 
the Urban Land Institute)
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Eight Stage Model of Development
1. Inception of idea

• What should the company build, and where should it be?
• What market needs can be met by the company’s project?
• Will it work? (Back of the envelope pro forma calculations and drawings)

2. Refinement of idea
• Developer looks for a potential site, researches market, zoning restrictions, 

potential tenants, lenders, partners, physical feasibility, etc.
• (This is where voluntary inclusionary zoning begins to play a role.)

3. Feasibility
• Formal market study, potential for zoning changes if needed, check if “the 

numbers work.”
• Initial building design, site plan, etc. 
• Continued refinement of the pro forma (costs versus income)

16*Info from ULI: Real Estate Development Principles and Process, 3rd edition. 



Feasibility - Pro Forma Calculations

• The financial support for a project comes from 
people’s savings accounts, 401K funds, pension 
funds, investors, etc. 

• Each individual real estate development stands 
(or fails) on its own financial merits. If it fails, the 
pension fund (or 401K fund, or real estate 
investment trust, etc.) risks losing whatever 
money they put into the project. 

17*Info from ULI: Real Estate Development Principles and Process, 3rd edition. 



Feasibility - Pro Forma Calculations
• A basic feasibility analysis consists of

• Costs – land costs, construction costs, and soft costs (like 
engineering, architecture, fees, insurance, interest, etc.)

• Gross income – rent, parking fees, trash pick up/amenity 
fees, etc. 

• Operating expenses – management, maintenance, utilities, 
taxes, etc.

• Net operating income – gross income, minus vacancy and 
operating expenses

• Return on cost – net operating income divided by total 
development cost. 

18*Info from ULI: Real Estate Development Principles and Process, 3rd edition. 



Feasibility - Pro Forma Calculations
• Whether a project gets built or not, in part, gets back to the pro forma – if the 

number at the end of the calculations isn’t big enough, the development 
doesn’t “pencil,” and it either gets delayed or it dies. 

• If the development doesn’t “pencil,” what happens?
• Re-work the development: look for increased density, more efficient design, construction 

and land cost reductions, development fee reductions, re-negotiated loans and equity, 
subsidy, OR

• Kill the deal – work on a different deal elsewhere (and lose any sunk costs), OR
• Delay the deal – wait for the market to improve, look for additional funding, etc. 

• If it dies, the money that would have gone to this development gets invested 
somewhere else.

• Real estate funds are global. The money can go to developments anywhere in the world 
if it becomes hard to develop in Dallas. 

• If the money to develop goes elsewhere, the effect is to dampen supply, which 
in turn can raise prices.

19*Info from ULI: Real Estate Development Principles and Process, 3rd edition. 



Eight Stage Model of Development 
4. Negotiation of various contracts begins

• Loan, equity, land contract, zoning, subsidies (if needed), 
engineering/architecture work continues, general contractor contract, sub-
contractors, supplies, etc.

5. Formal commitment
• Entity creation, loan, equity, construction, insurance, etc. contracts signed, 

zoning approved, subsidies approved (if needed), all loose ends tied down.
• From initial inception to this point can be anything from half a year to a 

decade, depending on all of the elements in the development.

6. Construction
• 18-24 months – break ground, foundation work, “dried in” (walls, windows, 

roof in place, and watertight), units completed, temporary certificates of 
occupancy.

• Developer hires leasing/management company and begins to lease units.

20*Info from ULI: Real Estate Development Principles and Process, 3rd edition. 



Eight Stage Model of Development
7. Completion and formal opening

• Construction finishes, final punch lists, final CO, leasing 
continues, permanent staff hired, permanent financing 
replaces construction loan

8. Property, asset, and portfolio management
• Management company in place, lease-up completed, 

property stabilized
• Some developers will develop, lease up, stabilize, and sell. 

Others develop, lease up, stabilize, and hold. 
• Either way, income from the property is distributed to the 

partners, used to pay the loan, and can be used as equity 
for the next project. 

21*Info from ULI: Real Estate Development Principles and Process, 3rd edition. 



City Policies/Goals – Neighborhood Plus
• Neighborhood Plus calls for the City to enhance 

rental options: 
• Goal 6.1: Raise the quality of rental property through better 

design standards…
• Goal 6.2: Expand affordable housing options and 

encourage its distribution throughout the city and 
region.

• 6.2.3: Develop, adopt and implement a new policy and 
guidelines through a variety of incentives which may include 
projects requesting increased development rights through zoning 
changes, to receive density bonuses in proportion to the number 
of affordable residential units provided; waiver of fees; parking 
reductions; tax abatements; zoning incentives; and other 
solutions utilized nationally.”

• Goal 6.3: Align planning, funding, and community 
investment within ¼ mile of DART stations…
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Housing Economics
• Economic principle: 

• The more supply the lower the price. 
• “A recent Freddie Mac market commentary noted 

that the total number of housing starts (single 
family plus multifamily) in 2015 was 30 percent 
below the historical average between 1970 and 
2007. The National Association of Realtors 
estimates that the nationwide supply of for-sale 
and rental units combined is 3 million units short 
of current demand.”*

23*Stockton Williams, ULI. Understanding the Scope of the Housing Shortage in the U.S. 8/22/2016.
https://urbanland.uli.org/development‐business/housing‐shortage‐u‐s/



Housing Economics
• The chart from Neighborhood Plus on the next slide 

shows the current housing imbalance in Dallas.
• The theory of filtering says that when new rental units 

and single family homes are added to an area, those 
with the means will move to these newer units, 
leaving a vacancy that others can move into (absorb). 
This continues down to the lowest-quality housing, 
which is then (theoretically) abandoned and 
demolished or renovated and re-populated.

• Filtering is less efficient in areas that are short on housing 
supply. 

24* http://cityobservatory.org/what-filtering-can-and-cant-do/



Housing Economics
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Housing Economics

• One way to alleviate the housing shortage is to 
encourage new supply: 

• subsidize development
• approve higher-density zoning
• encourage the overall economy so that capital flows to 

Dallas and developers build. 
• This additional supply can help overall, but it may 

not directly help those families making less than 
$50,000 or $60,000. 



VIZ and Density Bonuses
• Voluntary inclusionary housing (VIZ) can, based 

on staff research, be one way to begin to address 
Dallas’ need for housing at a wider variety of price 
points. 

• Two possible approaches to VIZ:
• Increase supply overall and increase the variety of 

price points by creating density bonuses
• Request a wider variety of price points from 

developers who seek significant increases in zoning 
rights. 
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Next up

• Examples in other cities that have attempted to 
solve this question of balancing extra density 
(building capacity) with a wider variety of rents 
and housing options

• The Dallas housing markets
• See handout for examples, links, further reading, 

etc. 
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