
D R A F T M E M O R A N D U M 

To: Sandra Council, City of San Mateo 

From: Darin Smith 

Subject: Below Market Rate Housing Program Update; EPS #181100 

Date: January 15, 2020 

Economic & Planning Systems, Inc. (EPS) was retained by the City of San 
Mateo (City) to update its inclusionary housing requirements and inlieu fee for 
ownership and rental residential projects. The City currently requires new 
housing developments to provide a certain percentage of units at Below 
Market Rate (BMR) prices. For rental projects, the developer may provide 
either 10 percent of units at Very Low Income (up to 50 percent of Area 
Median Income [AMI]) or 15 percent of units at Low Income (up to 60 percent 
of AMI). For ownership projects, the targeted price points are higher, as 
developers may choose to provide 10 percent of units at Low Income (up to 
70 percent of AMI) or 15 percent of units at Moderate Income (up to 100 
percent of AMI). Developers are not allowed to pay a fee in-lieu of providing 
the required units, except for small projects under 10 units or fractional units 
(e.g., if a 54-unit project should provide 5.4 BMR units). 

Responding to City Council’s expressed interest in the potential to change the 
current inclusionary requirements, this memorandum evaluates the feasibility 
of the potential changes to the City’s affordable housing programs to inform 
the optimal levels of inclusionary requirements that may be supported with 
minimal adverse impact on new development. The following analysis examines 
and compares inclusionary requirements and in-lieu fee levels in other 
jurisdictions and evaluates the effect that different requirements and fee 
levels could have on new development activity in San Mateo.  The effects of 
the State-mandated density bonus incentive on the financial feasibility of 
projects are also incorporated into this analysis.   

This memorandum is designed to help the City’s decision-makers understand 
the impact of potential changes to the City’s fee programs to support 
appropriate policy formation.  In addition to presenting preliminary findings to 
City Council in mid-2019, City staff and EPS conducted outreach to locally 
active developers to solicit feedback regarding technical assumptions, as well 
as their experience and challenges in complying with inclusionary 
requirements in San Mateo and other nearby jurisdictions.  That developer 
feedback has been considered and reflected in this material. 

Key Findings  

1. The City’s current BMR requirements are generally consistent 
with or even below the requirements in nearby cities.  San Mateo 
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currently requires rental developers to provide 10 percent BMR units at Very Low Income or 
15 percent BMR units at Low Income, and for-sale developers can provide 10 percent Low 
Income or 15 percent Moderate Income units.  As of mid-2019, most Peninsula jurisdictions 
surveyed required at least 15 percent BMR units, and several as high as 20 percent.  Many 
jurisdictions require a mix of incomes within their BMR requirements, including units at the 
lowest income levels required in San Mateo.  Thus, raising the City’s BMR requirement to a 
minimum of 15 percent with a mix of incomes would be consistent with typical policies in 
nearby communities.   

2. Current market conditions indicate challenges to the feasibility of new housing 
construction, and there are limits to how much the City’s BMR requirements can be 
increased. Both rental and for-sale housing are commanding very high price points in and 
around San Mateo. However, high land costs and rapid escalation of construction costs and 
continuing strong demand for both labor and materials present potential challenges for new 
construction. The City should aim to ensure that any increase to the inclusionary 
requirements can still allow housing developers to realize competitive financial returns on 
their investment, particularly for projects that are already in the process of securing financing 
and may not be able to make adjustments to key inputs such as land acquisition costs to 
reflect an updated inclusionary requirement.    

3. The State Density Bonus law materially affects project economics in such a way 
that incents building lower income units. Whether the project is rental or for-sale, it 
appears there is significant value in meeting the affordability requirements that qualify 
projects for maximum density bonuses. In the rental scenarios tested based on the City’s 
current BMR options, it appears that a project that includes 10 percent of very low-income 
units (at 50 percent of AMI) and thus achieves a 32.5 percent density bonus can yield a 
higher return than a project that includes 15 percent low-income units (at 60 percent of AMI) 
and achieves just a 20.0 percent density bonus, even though low-income units require less 
subsidy per unit. The project economics in these cases show that the value of adding more 
market rate units outweighs the costs of lower-income units, and is consistent with City staff 
findings that most recent projects have opted to provide BMR units at lower incomes to 
optimize the density bonus.  

4. The City’s current options to fulfill the inclusionary requirement do not appear to 
result in equivalent outcomes for developers. EPS estimates that the 10 percent 
inclusionary option for rental projects (at 50 percent of AMI) yields a significantly higher 
financial return than the 15 percent option (at 60 percent of AMI), once density bonus 
incentives and values are factored.  For-sale projects show similar results, with the option to 
provide 10 percent of units at 70 percent of AMI yielding greater value to developers than 
providing 15 percent of units at 100 percent of AMI.  Anecdotal information from City staff 
supports this conclusion, as most recent projects have opted to provide lower-income units 
to optimize the density bonus.   

 
5. The City staff recommendation to eliminate the 10 percent BMR options and require 

projects to provide a minimum of 15 percent BMR units would be consistent with 
other jurisdictions, but would result in modest reductions in project values 
compared to the City’s current options.  Staff is recommending that the BMR 
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requirement be amended to require developers to provide 15 percent BMR units at 70 
percent of AMI for rental project and 15 percent at 100 percent of AMI for for-sale projects.  
These requirements for would represent a modest reduction in average values per unit 
relative to the City’s current BMR requirements, through which developers have consistently 
opted to provide fewer units at lower income levels  The recommended approach can also be 
expected to yield a greater diversity of BMR unit pricing than has been observed thus far, 
which would advance the Council’s goal of providing affordable housing to a greater range of 
households.   

6. If the City wished to provide an option under which 20 percent of units would be 
offered at BMR prices, the income levels served by such units would need to be 
much higher than the City’s current inclusionary standards. While some communities 
do require up to 20 percent BMR units in new projects, EPS’s financial analysis suggests that 
the 20 percent BMR units would need to include substantial numbers of Moderate or even 
Above Moderate income units to yield project values similar to the City’s current 
requirements or staff’s recommended requirements.   

7. The City’s current in-lieu fees do not reflect contemporary development costs, and 
could be increased. In discussions with City staff, it appears there is a desire to maintain 
the policy direction of prioritizing on-site construction over collecting in-lieu fees. The City 
currently allows fulfillment of the requirement through in-lieu fees for only small-scale 
projects (10 or fewer units) and for fractional units. The current fees work out to 
approximately $15,000 per 0.1 fractional units required.  To match the estimated current 
costs and implicit subsidies of building BMR units on-site, the in-lieu fees could be increased 
substantially, upwards of $51,000 per 0.1 fractional units for rental projects and $44,000 per 
0.1 fractional unit for ownership projects.  

Background1 

The City of San Mateo is part of the fast-growing Bay Area region. Since 2000, the number of 
households in the Bay Area has grown at an average annual rate of 0.6 percent; much of the 
growth occurred in and around San Francisco and the Silicon Valley. San Mateo has also 
experienced significant growth, albeit less rapidly than the region overall. As of 2018, there were 
approximately 39,200 households in the City of San Mateo; this is an increase of 1,915 
households since 2000, or an annual average of 0.3 percent (Table 1).  

 
Table 1 Total Households, 2000-2018 

2000 2018 2000-2018

1 The data in this Background section was collected in early 2019 and represented the most recently 
available figures at that time.   
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Total Ann. # Ann. %

San Mateo City 37,321 39,236 1,915 106 0.3%
San Mateo County 253,893 265,011 11,118 618 0.2%
Bay Area [1] 2,459,753 2,733,824 274,071 15,226 0.6%

[1] Bay Area comprises the nine-county region including Alameda, Contra Costa, Marin, 
Napa, San Mateo, Santa Clara, Solano, Sonoma, and San Francisco.

Source: California Department of Finance; Economic & Planning Systems  

There are more owners than renters in San Mateo, but a smaller share compared to the County 
and region. As shown in Table 2, there was a decline in the homeownership rate from 2010 to 
2016. The trend is more prevalent throughout the Bay Area and the County, but is also evident 
in the City. One likely explanation is that the cost to own a home has increased to a point where 
renting is the more appealing or even the only option if people want to stay in the Bay Area.  

Table 2 Housing Tenure in San Mateo 

Tenure San Mateo 
City

San Mateo 
County

Bay
Area

2010
55% 
45%

61%
39% 

2016

58% 
42%

Owner-occupied units
Renter-occupied units

Owner-occupied units
Renter-occupied units

54% 
46%

59%
41%

55% 
45%

Source: ACS 2012-2016 Estimate  

The distribution of housing units by units in structure and type of housing in San Mateo is 
notably different from that of the County. San Mateo has a smaller share of single-family (1-unit) 
units and a greater share of structures with five or more units (nearly 40 percent) (Table 3). 
The prevalence of multifamily units supports the notion that multifamily housing would be 
accepted and demanded in the market.  

Table 3 Percent of Total Housing Units by Units in Structure/Type  

Units in Structure/Type San Mateo 
City

San Mateo 
County

1-unit 54% 65%
2 to 4 units 8% 7%
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5 or more units 38% 27%

Mobile home 0% 1%

Boat, RV, van, etc. 0% 0%

Total 100% 100%

Source: ACS 2012-2016 Estimate  

As of 2016, San Mateo’s median household income of $95,667 was 3 percent below the County 
median and 12 percent above the Bay Area median. As shown in Table 4, income distribution in 
the city is similar to the County, but skews higher compared to the Bay Area as a whole.  

Table 4 Household Income Distribution 

Household Income Range San Mateo 
City

San Mateo 
County Bay Area

Less than $25,000 10% 11% 15%

$25,000 to $49,999 15% 14% 15%

$50,000 to 74,999 14% 14% 14%

$75,000 to $99,999 13% 12% 12%

$100,000 to $150,000 19% 18% 18%

$150,000 to $200,000 11% 11% 10%

$200,000 or more 18% 20% 16%

Median Household Income $95,667 $98,546 $85,291

Source: ACS 2012-2016 Estimate
 

Since 2013, rental rates in San Mateo were consistently higher than in the County as well as 
throughout the region. In comparison to the County and the region, the pace of rent growth was 
steepest in the City of San Mateo. As of the third quarter of 2018, the average effective rent for 
apartments in the City was roughly $2,900 per month, as shown in Figure 1. The rental rate in 
the City has been consistently higher than the County average, with the average effective 
monthly rent for apartments in the County at close to $2,700. The pace of rent increase in both 
areas slowed slightly between 2015 and 2017 but has picked up in 2017-2018. These broad 
trends are also true of the average effective rent in the Bay Area region as a whole. 



Draft Memorandum January 15, 2020 
San Mateo BMR Program Feasibility Analysis; EPS #181100  Page 6 

 

Z:\Shared\Projects\Oakland\181000s\181100_SanMateoHousing\Report\181100_Memo_011520.docx 

 

Figure 1 Average Rent per Multifamily Unit, 2013-2018 Q3 
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Source: CoStar, Economic & Planning Systems  

Increasing housing costs reflect the combination of rising demand and relative lack of supply, 
compounded by high costs of construction. Accordingly, lack of housing at all affordability levels 
is expected to remain a major concern in San Mateo.   

As shown in Figure 2, the median home sales price in the City was nearly $1.7 million as of the 
third quarter of 2018, an increase of approximately 82 percent from $912,000 in 2013. The 
median home price in San Mateo County was $1.8 million as of the third quarter 2018, up 
approximately 97 percent from 2013. By contrast, the rate of price growth throughout the Bay 
Area, while still very strong in the past five years, has been less aggressive than in the City and 
County. 

Figure 2 Median Home Sales Price (All Types), 2013-2018 Q3 
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Inclusionary Requirements 

The City of San Mateo currently has two options for both ownership and rental housing 
inclusionary requirements. For ownership housing, a developer may choose to provide 15 
percent of the units to moderate-income households, or 10 percent of the units to low-income 
households. With rental housing developments, 15 percent of the units must be set aside for 
low-income households, or 10 percent of the units may be offered to very low-income 
households. The City of San Mateo is considering adjustment to its inclusionary requirements for 
both rental and ownership and this update is provided to reflect current economic conditions and 
policy goals. 

Developments that fit certain criteria can alternatively pay a fee in-lieu of building BMR units. 
Such fees are then used by the City to subsidize the production of new affordable units for 
moderate- and lower-income households not accommodated by market rate projects. The City of 
San Mateo currently requires all projects to meet their inclusionary requirement by providing 
BMR units on-site; the fee may only be used when the calculation of required BMR units results 
in a fraction of a unit less than 0.5 (for fractions over 0.5, the amount is rounded up to a full unit 
and is thus required to be built on site).  

Survey of Comparable Jurisdictions 

In mid-2019, EPS conducted a survey of inclusionary requirements in comparable jurisdictions in 
San Mateo and Santa Clara Counties. Inclusionary requirements adopted by jurisdictions in these 
counties vary based on local policy preferences, including factors such as the number of units in 
the development or the type of housing (i.e., rental, condo, townhome, or single family). The 
household income level required for new inclusionary units also differs. In looking at the 
inclusionary requirements across all of the surveyed jurisdictions (Table 5), the lowest total BMR 
requirement is 10 percent, and the highest requirements are typically 20 percent.  The median 
inclusionary requirement for both rental and for-sale projects is 15 percent, and often 
jurisdictions require a mix of income levels within that 15 percent requirement (such as Milpitas 
requiring 7.5 percent Very Low and 7.5 percent Low Income), whereas San Mateo currently 
requires only a single income level within its two options for projects.   

Table 5 Inclusionary Requirement Comparison as of mid-2019  

Jurisdiction

Minimum Inclusionary Requirement

Low 
Very Low Income Income Moderate Income

Total 
Inclusionary 
Requirement

City of San Mateo [1] 
Ownership Option 1 - - 15.0% 15.0%
Ownership Option 2 - 10.0% - 10.0%

Rental Option 1 - 15.0% - 15.0%

Rental Option 2 10.0% - - 10.0%

San Mateo County

Colma [2] 4.0% 4.0% 12.0% 20.0%
Daly City [3]

Ownership - - 20.0% 20.0%
Rental - 10.0% - 10.0%



Draft Memorandum January 15, 2020 
San Mateo BMR Program Feasibility Analysis; EPS #181100  Page 8 

 

Z:\Shared\Projects\Oakland\181000s\181100_SanMateoHousing\Report\181100_Memo_011520.docx 

 

Foster City 6.7% 6.7% 6.7% 20.0%
Half Moon Bay [4] 6.0% 7.0% 7.0% 20.0%
Menlo Park [5] 5.0% 5.0% 5.0% 15.0%
Pacifica [6] 6.0% 4.5% 4.5% 15.0%
Redwood City

Ownership - - 15.0% 15.0%
Rental 5.0% 5.0% 10.0% 20.0%

San Bruno [7] - 9.0% 6.0% 15.0%
South San Francisco [8] 

Ownership - 7.5% 7.5% 15.0%
Rental 5.0% 10.0% - 15.0%

Santa Clara County

Campbell [9]
Ownership - 7.5% 7.5% 15.0%
Rental 6.0% 9.0% - 15.0%

Cupertino [10]
Ownership - - 15.0% 15.0%
Rental 7.5% 7.5% - 15.0%

Los Altos [11]
Ownership 3.0% 3.0% 9.0% 15.0%
Rental - 20.0% - 20.0%

Los Altos Hills - - - -
Los Gatos [12] - - 10.0% - 22.5% 10.0% - 22.5%
Milpitas [13]

Ownership - - 15.0% 15.0%
Rental 7.5% 7.5% - 15.0%

Mountain View [14]
Ownership - - 15.0% 15.0%
Rental - 15.0% - 15.0%

Palo Alto [15]
Ownership Option 1 (<5 acres) - 10.0% 5.0% 15.0%
Ownership Option 2 (>5 acres) - 13.3% 6.7% 20.0%
Rental

San Jose [16]
Ownership
Rental

Santa Clara [17]
Ownership
Rental

Sunnyvale [18]

Low Requirement
High Requirement
Median Requirement

-
6.0%

-
-

In process of updating inclusionary requirement

- 15.0%
- 9.0%

- 15.0% - 15.0% -
12.5%

15.0%
15.0%

15.0%
15.0%
12.5%

10.0%
22.5%
15.0%

 *Footnotes on next page.  
*Footnotes for Table Above:

Note: Of the selected jurisdictions surveyed, Atherton, Belmont, Brisbane, Burlingame, East Palo Alto, Hillsborough, Millbrae, Portola Valley, 
San Carlos, Woodside, Gilroy, Los Altos Hills, Monte Sereno, Morgan Hill, and Saratoga do not have an inclusionary requirement.

[1] San Mateo: Applies to developments with 11 or more units.
[2] Colma: Applies to developments with 5 or more units. No inclusionary requirement for rental units--housing impact fee applies.

[3] Daly City: Developments with fewer than 20 rental units or 15 ownership units pay the in-lieu fee instead.[4] Half Moon Bay: Applies to 
developments with 10 units or more.

[5] Menlo Park: Applies to developments of 20 or more units. Developments with less than 20 units have a 10% inclusionary requirement or 
pay in-lieu fee. Special zoning areas have up to a 30% inclusionary requirement.

[6] Pacifica: Applies to developments with 8 or more units.
[7] San Bruno: Inclusionary requirement is only an option for ownership developments.
[8] South San Francisco: Applies to developments of 5 or more units.
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[9] Campbell: Applies to developments with 10 or more units.
[10] Cupertino: Projects of six ownership units or fewer can either build one below market rate (BMR) unit or pay the Housing Mitigation fee. 

Minimum affordability of ownership BMR units is 50% at median income and 50% at moderate income.
[11] Los Altos: Applies to developments with 10 or more units. For rental developments with 10 or more units, requirement is 20% affordable 

at low-income level OR 15% affordable at very-low income level. For developments with 5-9 units, 15% shall be affordable ar the 
moderate, low, or very-low income level OR pay in-lieu fee.

[12] Los Gatos: Applies to developments with 5 or more units. Developments with 5-19 units have a 10% inclusionary requirement, while 
developments with 20-100 units have a 22.5% inclusionary requirement. Developments with 101 or more units have a 20% requirement.

[13] Milpitas: Applies to developments with 10 or more units.
[14] Mountain View: Ownership inclusionary requirement applies to developments with 3 or more units. Rental requirement applies to 

developments with 5 or more units.
[15] Palo Alto: Applies to developments with 3 or more units that are less than 5 acres. Projects with five or more acres of land must provide 

20% developed as BMR units and different affordability levels apply. Projects that cause the loss of existing rental housing may need to 
provide a 25% BMR component.

[16] San Jose: The off-site inclusionary requirement for ownership developments increases to 20%; the off-site requirement for rental is 12% 
low-income and 8% very low-income.

[17] Santa Clara: Applies to developments with 10 or more units.
[18] Sunnyvale: Only applies to ownership developments. In process of updating inclusionary requirement for rental developments.

Sources: Select City websites, fee schedule documents, and interviews with staff; and Economic & Planning Systems, Inc.

 

Financial Feasibility Analysis 

The following section details the pro forma analyses conducted to assess the financial 
implications for projects that must create BMR units given the policy options being tested and 
also provide a basis for any “in lieu” fee being considered. The options represent a range of 
outcomes, including some that are consistent with current regulations and others that may be 
more aggressive or conservative but generally within the range of policies and practices in 
nearby jurisdictions. In addition, the model estimates “equivalencies” among different potential 
affordability solutions.  

Methodology 

This study uses a project value-based equivalency methodology to determine financial feasibility 
of different inclusionary and in-lieu fee requirements. The analysis starts with four development 
prototypes that reflect rental and ownership product types that are observed to be the prevalent 
development types for the foreseeable future. The costs to construct these types of development 
are compared to their market value and their values as income-restricted BMR housing, to 
understand the basic development feasibility implications. The results are then used in feasibility 
testing and sensitivity analyses regarding the City’s BMR program as it currently exists and as it 
may be amended in the future. To reflect the fact that many projects can receive a 
Statemandated density bonus for complying with the City’s inclusionary requirements, this 
analysis also factors the added costs and value of the bonus market-rate units into the financial 
results. 

Product Types 

Based on the market information provided in the previous section and discussions with City staff, 
EPS has tested financial feasibility on four prototypes, reflecting the range of recent housing 
developments in San Mateo. Developable residential land in San Mateo is expensive, at 
approximately $10 million per acre, based on City-provided land appraisals and feedback from 
developers. Constructing single-family detached or even attached housing would require land 
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costs of several hundred thousand dollars per unit, in addition to the costs of actually building 
the housing units. Multifamily housing is more typical in this market context because the high 
land costs can be spread over more units per acre, and the overall prices to develop the 
affordable units can be closer to the prices that greater proportions of households can afford.  

The four prototypes included differ by height, construction material, parking type, and tenure. It 
is assumed that projects will have base densities (dwelling units per acre before density bonus) 
averaging 50 units per acre for apartments and condominiums, based on City staff input 
regarding existing zoning and the average of recently built residential projects. The average unit 
in these prototypes is assumed to have 2 bedrooms. California State law (California Health and 
Safety Code Section 50052.5) assumes that a 2-bedroom unit is occupied by a 3-person 
household, and this assumption is used in this analysis.2 For projects built in the Bay Area in 
recent years, a 2-bedroom unit has a gross size of about 1,200 square feet (accounting for 
shared lobbies, hallways, etc.) and a net size of 1,000 square feet. A parking ratio of 1.5 spaces 
per unit is assumed based on projects built in the last four years.  

The townhome prototype has a density of 24 units per acre based on average densities seen in 
recently built townhome products in the San Mateo area. The average townhome is assumed to 
have 2 bedrooms and a gross size of about 1,350 square feet, and includes a 2-car garage.  

Revenue Assumptions 

Market rate units were priced according to per-square-foot averages from units currently on the 
market. For rental units, the average was derived from monthly rents for 2-bedroom units 
divided by average sizes (square feet) of recently built projects (2015 to 2018) in San Mateo. 
The resulting $4.59 per-square-foot average rent per month was used for the apartment 
prototypes, which translates to $4,600 per unit per month average for an apartment project. The 
same method was applied to the ownership units, resulting in a price of approximately $889,000 
for a 2-bedroom condominium and $1.2 million for a 2-bedroom townhome. 

To calculate the values of the affordable units, assumptions must be made regarding the 
applicable income level (above moderate, moderate, low, very low, and extremely low) and the 
percentage of income spent on housing costs. In addition, translating these assumptions into  

 
unit prices and values requires estimates of operating expenses, capital reserves, capitalization 
rates, and for-sale financing factors (such as mortgage interest rates, repayment period, and 
down payments). The following assumptions were used in these calculations: 

 Income Levels and Prices—The current BMR Housing Program for rental housing defines very 
low-income prices as affordable to households whose incomes are up to 50 percent of the 
AMI in San Mateo County, while low-income apartments are for renters with incomes up to 
60 percent of AMI. For ownership housing, low-income units are affordable to buyers with 
incomes up to 70 percent of AMI, while moderate income buyers can have incomes up to 100 
percent of AMI. For this analysis, EPS has tested these incomes levels and others for 

2 The Census Bureau’s American Community Survey indicates that the average family size in San 
Mateo is 3.14 people. 
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consideration, and the Year 2019 applicable income limits, maximum rents, and maximum 
sale prices per City policy are shown on Table 6.   

Table 6 Income Limits, Rents, and Sale Prices by Affordable Housing Income Level 

Percentage of
2019

Max Income Maximum Rent Maximum Sale Price
Affordability Category County Median 3-person household (2-bedroom unit) (2-bedroom condo)

Extremely Low Income (ELI - 30) 30% $36,930 $723 $111,000
Very Low Income (VLI - 50) 50% $61,550 $1,339 $186,000
Low Income (LI - 60) 60% $73,860 $1,647 $236,000
Low Income (LI - 70) 70% $86,170 $1,954 $291,000
Low Income (LI - 80) 80% $98,480 $2,262 $330,000
Median Income (Mod - 100) 100% $123,100 $2,878 $449,000
Moderate Income (Mod - 110) 110% $135,410 $3,185 $597,000
Above Moderate Income (AMod - 135) 135% $166,185 $3,955 $726,000

Market Rate $4,600 $888,784

[1] Per City policy, maximum incomes and associated rents are based on the mathematical proportion of median income (e.g., actually 60% 
of median income), whereas HCD's income limits do not always conform to these mathematical proportions.

Source: State of CA HCD; City of San Mateo; Economic & Planning Systems, Inc.   

• Percentage of Gross Household Income Available for Housing Costs—This analysis uses HCD 
standards on overpaying for rent, at no more than 30 percent of gross household for renters. 
Ownership housing costs are also set at 30 percent of gross household income in keeping 
with the City’s BMR ordinance. 

• Housing Costs Included for For-Sale Units—Ownership housing costs include mortgage 
principal and interest, plus annual Homeowners Association (HOA) fees and insurance costs, 
estimated private mortgage insurance payments, and property taxes at 1.2 percent of unit 
price to reflect potential special assessment districts in addition to the base one percent 
property tax rate.  
 
 
 

• Mortgage Terms—The analysis assumes a 30-year fixed mortgage, 4.5 percent interest rate,3 
and a 5 percent down payment. Traditional lending standards suggest a 20 percent down 
payment, but FHA insurance is available for loans with as little as 3.5 percent down. Also, 
buyers of "affordable" homes often do not have wealth reserves comparable to buyers of 
market rate homes.  

• Housing Costs Included for Rental Units—In addition to rent payments, the analysis assumes 
approximately $2,400 per year ($200 per month) in utility costs based on the San Mateo 
County Housing Authority 2018 utility allowance table. The combination of rent payments 
and utilities payments are assumed to equal 30 percent of household income. 

3 Interest rate assumption based on the 10-year average interest rates for conventional, conforming 
30-year mortgages published by Freddie Mac. 
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• Operating Costs for Rental Units—Based on recent pro formas for affordable apartments on 
the Peninsula, the analysis assumes that affordable apartment operators incur costs of 
$11,000 per unit, and not be subject to property taxes. The same figure is applied to all 
affordable units in this analysis, assuming that those at the higher income levels may offer 
less costly support services but may also be subject to property taxes. EPS has assumed that 
market-rate units would be built by for-profit builders and thus subject to property taxes, 
with total operating costs equaling 25 percent of gross market-rate rents. 

Development Cost Assumptions 

Housing development costs include direct costs (e.g., labor and materials), indirect or “soft” 
costs (e.g., architecture, entitlement, marketing, etc.), developer profit, and land. For rental 
projects, operating costs also must be incorporated into the analysis. Data from recent land 
transactions have been combined with EPS’s information from various market rate and affordable 
housing developers to determine appropriate development cost assumptions for use in San 
Mateo. These assumptions are shown on Table 7. Note that land cost is shown on a per-acre 
basis in this table. Land cost is incorporated on a per-unit basis in each scenario of the 
subsequent feasibility analysis as the per-unit land cost is variable depending on the unit density 
of each scenario.  

 
Table 7 Estimated Development Costs per Unit by Building Type 

Rental 4-6 
Stories, Wood-

Frame + Podium 
Parking

Rental 4-6 
Stories, Wood-

Frame Wrap

Ownership 4-6 
Stories, Wood-

Frame + Podium 
Parking Ownership 

Townhomes

Denser Rental 4-
6 Stories, Wood-
Frame + Podium 

Parking

Development Program Assumptions [1]

Base Density/Acre 50 50 50 22 100
Gross Unit Size 1,200 1,200 1,200 1,350 950
Net Unit Size 1,000 1,000 1,000 1,350 800
Number of Bedrooms 2 2 2 2 1
Number of Persons per Unit [2] 3 3 3 3 2
Parking Spaces/Unit 1.5 1.5 1.5 1.5 1.5
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Cost Assumptions

Direct Costs
Direct Construction Costs/Gross SF [3] $342 $342 $355 $305 $365
Direct Construction Costs/Unit $410,400 $410,400 $426,000 $411,750 $346,750
Parking Construction Costs/Space $50,000 $40,000 $50,000 included $50,000
Parking Construction Costs/Unit $75,000 $60,000 $75,000 included $75,000
Subtotal, Direct Costs/Unit $485,400 $470,400 $501,000 $411,750 $421,750

Indirect Costs as a % of Direct Costs [4] 35% 35% 50% 45% 35%

Indirect Costs/Unit $169,890 $164,640 $250,500 $185,288 $147,613

Total Cost/Unit without Land $655,290 $635,040 $751,500 $597,038 $569,363

Land/Acre [5] $10,000,000 $10,000,000 $10,000,000 $10,000,000 $10,000,000

[1] Density assumption provided by City of San Mateo. Number of units, unit sizes, and average number of parking spaces informed by recently built units (2015-2018) 
in San Mateo.
[2] An average of 3 persons is used for this analysis based on Census data indicating the average family size in San Mateo is approximately 3 persons, and State law 
(Health and Safety Code Section 50052.5) indicates that a 2-bedroom unit should be assumed to be occupied by a 3-person household; assumes 2 persons for the 1bedroom 
prototype. 
[3] Includes on-site work, offsite work, vertical construction, general requirements, overhead and contractor fees. Based on a 2018 application for a multifamily 
development in San Mateo, then revised to reflect developer feedback. EPS assumes ownership units have higher levels of finish (lighting, appliances, etc.) that increase costs 
compared to similar rentals. 
[4] Includes costs for architecture and engineering; entitlement and fees; project management; appraisal and market study; marketing, commissions, and general 
administration; financing and charges; insurance; developer fee and contingency.

[5] Developer comments indicate land values at $10M per acre, above the $8M/acre based on the appraisal of the Bay Meadows site at 2775 South Delaware Street 
and its comparables, dated June 14, 2018. Land cost per unit varies by inclusionary requirement based on City's Density Bonus Ordinance.

Source: City of San Mateo; CoStar; Redfin; Economic & Planning Systems, Inc.  

Density Bonus 

The State of California Density Bonus Law mandates that cities provide an increase in the 
maximum density allowed by local zoning regulations for developments that include certain 
amounts of affordable housing units. The City of San Mateo implements a density bonus program 
in compliance with the state law. Simply by complying with the City’s inclusionary requirements, 
new housing developments qualify for this density bonus (and development concessions) at 
various amounts according to the percent and level of affordability. For example, projects that 
meet the City’s standard by providing 10 percent of units at very-low-income for a rental project 
would qualify for a 32.5 percent density bonus while projects that meet the 15 percent 
lowincome option for a rental project would qualify for a 27.5 percent density bonus. Note that 
the inclusionary requirement is applied to the “base” density, or number of units in the project 
before accounting for density bonus, rather than applied to the total number of units; thus, 
bonus units can all be offered at market rate.  

The density bonus law has multiple effects on the financial feasibility of a project. On the cost 
side, for example, greater density per acre results in a lower per-unit land cost. From a revenue 
perspective, since the inclusionary requirement is applied to the base number of units rather 
than the total number of units, the extra units allowed through the density bonus can all be 
priced at market rate, thus increasing the proportion of market-rate to affordable units, which 
improves profit margins. Since the density bonus provision varies depending on the percent and 
level of affordability, projects in high-value areas such as San Mateo can actually yield higher 
profit margins by providing very low-income units (only 10 percent) over low-income units (15 
percent). The sensitivity testing described later in this report accounts for the effects of density 
bonus.  
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Affordability Gap Results 

As shown on Tables 8, 9, 10, and 11, the costs to construct housing units in the City in the 
style of the four prototypes exceed the values for which those units can be sold or rented at BMR 
pricing affordable to income-qualified households. Table 8 shows the subsidies for construction 
of for-rent apartments in a wood-frame building with podium parking for extremely low-income 
through above moderate-income households, as well as market-rate units. As shown, such units 
are estimated to cost roughly $800,000 per unit to construct, based on current construction and 
land costs.  Units affordable at Very Low Income (50 percent of AMI) generate revenue that 
makes them worth only about $100,000, yielding an implied subsidy of roughly $700,000 for 
such units.  Units affordable at Extremely Low Income (30 percent of AMI) do not even cover 
their operating costs, and thus generate a negative value.  Even units priced for households 
earning Above Moderate Incomes at 135 percent of AMI appear to require a subsidy, with rents 
for such units estimated at $3,955 per month compared to market-rate rents nearer $4,600.  
Table 9 shows similar relationships for woodframe apartments with “wrap” parking instead of 
podium, which reduces the development costs while maintaining the same unit rents and values 
and thus yields higher profit margins for market-rate units compared to the prototype shown on 
Table 8.  Table 10 shows that for-sale condominiums with podium parking may not be feasible 
at this time even at market-rate pricing, with estimated development costs exceeding the 
market value of such units.  Market-rate townhome product (Table 11) appears to be the most 
feasible of the different types tested, with values exceeding costs by the highest margins, 
although the subsidies required for affordable townhomes are the greatest due to the very high 
land costs being spread over far fewer units per acre.   
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Table 8 Estimated Affordability Gap by Type for Rental 4-6 Stories, Wood-Frame and Podium Prototype 

Item Market Rate

Above 
Moderate 
Income

Moderate 
Income Median Income Low Income Low Income Low Income

Very Low 
Income

Extremely Low 
Income

(135% of AMI) (110% of AMI) (100% of AMI) (80% of AMI) (70% of AMI) (60% of AMI) (50% of AMI) (30% of AMI)

Income Limit [1] N/A $166,185 $135,410 $123,100 $98,480 $86,170 $73,860 $61,550 $36,930
Total Annual Housing Costs at 30% of Income N/A $49,856 $40,623 $36,930 $29,544 $25,851 $22,158 $18,465 $11,079

Less Utility Costs/Year [2] N/A $2,400 $2,400 $2,400 $2,400 $2,400 $2,400 $2,400 $2,400
Annual Rent $55,200 $47,456 $38,223 $34,530 $27,144 $23,451 $19,758 $16,065 $8,679

Monthly Rent $4,600 $3,955 $3,185 $2,878 $2,262 $1,954 $1,647 $1,339 $723
Operating Expenses per Unit/Year [3] $13,800 $11,000 $11,000 $11,000 $11,000 $11,000 $11,000 $11,000 $11,000
Vacancy 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%
Net Operating Income $39,330 $34,633 $25,862 $22,354 $15,337 $11,828 $8,320 $4,812 -$2,205
Capitalization Rate 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5%
Apartment Unit Value $874,000 $769,616 $574,708 $496,744 $340,818 $262,854 $184,891 $106,928 -$48,999
Development Cost of Affordable Unit before Land Cost $655,290 $655,290 $655,290 $655,290 $655,290 $655,290 $655,290 $655,290

Land Cost [4] $147,059 $147,059 $147,059 $147,059 $147,059 $147,059 $147,059 $147,059

Total Development Cost of Affordable Unit $802,349 $802,349 $802,349 $802,349 $802,349 $802,349 $802,349 $802,349

Affordability Gap [5] $32,733 $227,641 $305,604 $461,531 $539,494 $617,458 $695,421 $851,348

[1] Market rate rent informed by CoStar survey of 2-bedroom units in developments built 2015-2018 in San Mateo. BMR unit rents informed by 2019 income limits for San Mateo County as determined 
by HUD, State of CA HUD, and County of San Mateo.

[2] 2018 utility allowance schedule for San Mateo County. Assumes natural gas heating and cooking.
[3] Operating expenses assume 25% of rental income for market rate and a per-unit estimate from a 2018 CTCAC application for a proposed development in San Mateo for BMR. [4] Assumes 

affordable housing projects funded by proceeds of this program would be 100% affordable and therefore qualify for the maximum density bonus. [5] Affordability gap equals the subsidy required to 
construct this type of unit and offer it at the prescribed affordable price.
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Sources: CoStar; Redfin; Economic & Planning Systems, Inc.  

 

 
Table 9 Estimated Affordability Gap by Type for Rental 4-6 Stories, Wood-Frame and Wrap Prototype 

Item Market Rate

Above 
Moderate 
Income

Moderate 
Income Median Income Low Income Low Income Low Income

Very Low 
Income

Extremely Low 
Income

(135% of AMI) (110% of AMI) (100% of AMI) (80% of AMI) (70% of AMI) (60% of AMI) (50% of AMI) (30% of AMI)

Income Limit [1] N/A $166,185 $135,410 $123,100 $98,480 $86,170 $73,860 $61,550 $36,930
Total Annual Housing Costs at 30% of Income N/A $49,856 $40,623 $36,930 $29,544 $25,851 $22,158 $18,465 $11,079

Less Utility Costs/Year [2] N/A $2,400 $2,400 $2,400 $2,400 $2,400 $2,400 $2,400 $2,400
Annual Rent $55,200 $47,456 $38,223 $34,530 $27,144 $23,451 $19,758 $16,065 $8,679

Monthly Rent $4,600 $3,955 $3,185 $2,878 $2,262 $1,954 $1,647 $1,339 $723
Operating Expenses per Unit/Year [3] $13,800 $11,000 $11,000 $11,000 $11,000 $11,000 $11,000 $11,000 $11,000
Vacancy 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%
Net Operating Income $39,330 $34,633 $25,862 $22,354 $15,337 $11,828 $8,320 $4,812 -$2,205
Capitalization Rate 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5%
Apartment Unit Value $874,000 $769,616 $574,708 $496,744 $340,818 $262,854 $184,891 $106,928 -$48,999
Development Cost of Affordable Unit before Land Cost $635,040 $635,040 $635,040 $635,040 $635,040 $635,040 $635,040 $635,040

Land Cost [4] $147,059 $147,059 $147,059 $147,059 $147,059 $147,059 $147,059 $147,059

Total Development Cost of Affordable Unit $782,099 $782,099 $782,099 $782,099 $782,099 $782,099 $782,099 $782,099

Affordability Gap [5] $12,483 $207,391 $285,354 $441,281 $519,244 $597,208 $675,171 $831,098
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[1] Market rate rent informed by CoStar survey of 2-bedroom units in developments built 2015-2018 in San Mateo. BMR unit rents informed by 2019 income limits for San Mateo County as determined 
by HUD, State of CA HUD, and County of San Mateo.

[2] 2018 utility allowance schedule for San Mateo County. Assumes natural gas heating and cooking.
[3] Operating expenses assume 25% of rental income for market rate and a per-unit estimate from a 2018 CTCAC application for a proposed development in San Mateo for BMR.
[4] Assumes affordable housing projects funded by proceeds of this program would be 100% affordable and therefore qualify for the maximum density bonus. [5] Affordability gap equals the subsidy 

required to construct this type of unit and offer it at the prescribed affordable price.

Sources: CoStar; Redfin; Economic & Planning Systems, Inc.  
Table 10 Estimated Affordability Gap by Type for Ownership 4-6 Stories, Wood-Frame and Podium Prototype 

Item Market Rate [1]

Above 
Moderate 
Income

Moderate 
Income Median Income Low Income Low Income Low Income

Very Low 
Income

Extremely Low 
Income

(135% of AMI) (110% of AMI) (100% of AMI) (80% of AMI) (70% of AMI) (60% of AMI) (50% of AMI) (30% of AMI)

Household Income [2] N/A $166,185 $135,410 $123,100 $98,480 $86,170 $73,860 $61,550 $36,930
Income Available for Housing Costs/Year [3] N/A $58,165 $47,394 $36,930 $29,544 $25,851 $22,158 $18,465 $11,079

Less Non-Mortgage Housing Costs [4] N/A $14,322 $11,670 $10,100 $9,643 $8,438 $7,884 $7,330 $4,398
Income Available for Mortgage N/A $43,843 $35,729 $26,831 $19,901 $17,413 $14,274 $11,135 $6,681
Mortgage Interest Rate [5] N/A 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8%
Mortgage Repayment Period (years) N/A 30 30 30 30 30 30 30 30

Condominium Unit Value [6] $888,784 $726,000 $597,000 $449,000 $330,000 $291,000 $236,000 $186,000 $111,000

Development Cost of Affordable Unit before Land Cost $751,500 $751,500 $751,500 $751,500 $751,500 $751,500 $751,500 $751,500

Land Cost [7] $147,059 $147,059 $147,059 $147,059 $147,059 $147,059 $147,059 $147,059

Total Development Cost of Affordable Unit $898,559 $898,559 $898,559 $898,559 $898,559 $898,559 $898,559 $898,559

Affordability Gap [8] $172,559 $301,559 $449,559 $568,559 $607,559 $662,559 $712,559 $787,559

[1] Market rate pricing informed by Redfin survey of 2-bedroom condo units in developments built 2015-2018 in San Mateo.
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[2] 2019 3-person household income limits for San Mateo County.
[3] Assumes 30% of income for BMR for-sale units at 100% of AMI or below, 35% of income for BMR units above 100% of AMI. [4] Includes taxes at 1.2% of unit value, plus insurance, HOA dues, and 

utilities per City schedule.
[5] Based on City standards for calculating below-market-rate housing sale prices.
[6] Assumes a 5% down payment for all income levels, per City BMR price-setting standards. 
[7] Assumes affordable housing projects funded by proceeds of this program would be 100% affordable and therefore qualify for the maximum density bonus. [8] Affordability gap equals the subsidy 

required to construct this type of unit and offer it at the prescribed affordable price.

Sources: CoStar; Redfin; Economic & Planning Systems, Inc.  

 

  
Table 11 Estimated Affordability Gap by Type for Ownership Townhome Prototype  

Item Market Rate [1]

Above 
Moderate 
Income

Moderate 
Income Median Income Low Income Low Income Low Income

Very Low 
Income

Extremely Low 
Income

(135% of AMI) (110% of AMI) (100% of AMI) (80% of AMI) (70% of AMI) (60% of AMI) (50% of AMI) (30% of AMI)

Household Income [2] N/A $166,185 $135,410 $123,100 $98,480 $86,170 $73,860 $61,550 $36,930
Income Available for Housing Costs/Year [3] N/A $58,165 $47,394 $36,930 $29,544 $25,851 $22,158 $18,465 $11,079

Less Non-Mortgage Housing Costs [4] N/A $14,322 $11,670 $10,100 $9,643 $8,438 $7,884 $7,330 $4,398
Income Available for Mortgage N/A $43,843 $35,729 $26,831 $19,901 $17,413 $14,274 $11,135 $6,681
Mortgage Interest Rate [5] N/A 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8%
Mortgage Repayment Period (years) N/A 30 30 30 30 30 30 30 30

Townhome Unit Value [6] $1,242,209 $726,000 $670,000 $449,000 $330,000 $291,000 $236,000 $186,000 $111,000

Development Cost of Affordable Unit before Land Cost $597,038 $597,038 $597,038 $597,038 $597,038 $597,038 $597,038 $597,038
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Land Cost $454,545 $454,545 $454,545 $454,545 $454,545 $454,545 $454,545 $454,545

Total Development Cost of Affordable Unit $1,051,583 $1,051,583 $1,051,583 $1,051,583 $1,051,583 $1,051,583 $1,051,583 $1,051,583

Affordability Gap [7] $325,583 $381,583 $602,583 $721,583 $760,583 $815,583 $865,583 $940,583

[1] Market rate pricing informed by Redfin survey of 2-bedroom townhome units in developments built 2015-2018 in San Mateo.
[2] 2019 3-person household income limits for San Mateo County.
[3] Assumes 30% of income for BMR for-sale units at 100% of AMI or below, 35% of income for BMR units above 100% of AMI. 
[4] Includes taxes at 1.2% of unit value, plus insurance, HOA dues, and utilities per City schedule. [5] Based on City standards for calculating below-market-rate housing sale prices.
[6] Assumes a 5% down payment for all income levels, per City BMR price-setting standards. 
[7] Affordability gap equals the subsidy required to construct this type of unit and offer it at the prescribed affordable price.

Sources: CoStar; Redfin; Economic & Planning Systems, Inc.
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Sensitivity Testing 

Having estimated the costs to construct new housing of various types, and the prices at which 
they could be sold or rented at both market rate and below-market rate pricing, this analysis 
assesses the economic implications of the City’s current BMR program and potential 
amendments to that program. The analysis shown in Appendix A Tables A-1 through A-4 
details how changes to the rental inclusionary requirement and the ownership/for-sale 
inclusionary requirement for the different residential prototypes can change total project values 
per unit. On each table, the first and second scenarios represent the City’s current inclusionary 
requirement options, as if the developers build the required number of affordable units within 
their projects. The additional scenarios show how different proportions of BMR units at different 
income levels can affect the average value per unit in the project after accounting for applicable 
density bonuses. Implicit in these comparisons is the idea that construction costs per unit for 
each building prototype are essentially equivalent regardless of the inclusionary requirement, 
and thus the impact of each inclusionary alternative on the economics of the project can be 
understood through the changes in average unit values.4   

For example, the first scenario on Appendix Table A-1 shows that a 4- to 6-story wood-frame 
rental project with podium parking of 100 base units meeting the City’s basic inclusionary 
requirement by pricing 10 percent of the units at 50 percent of AMI would qualify for a 32.5 
percent density bonus (increasing from 50 DU/Acre to 67 DU/Acre), resulting in a 133-unit 
project. The project would be worth a total of roughly $108.6 million, or an average of $816,000 
per unit.   

By contrast, if the same project were to include the City’s alternative requirement of 15 percent 
of units offered at 60 percent of AMI, the project would only qualify for a 27.5 percent density 
bonus (from 50 DU/Acre to 64 DU/Acre), resulting in a 128-unit project. Compared to the 
project with 10 percent of units at 50 percent of AMI, the total development value per unit 
would decrease to $793,000. In this alternative, a prudent developer would elect to comply with 
the 10 percent requirement rather than the 15 percent option. The same relationship occurs for 
each of the tested prototypes when the project is assumed to build 15 percent BMR units at the 
higher AMI level compared to 10 percent at the lower AMI level. Based on these results, it 
appears the City’s current inclusionary requirements provides a significant financial incentive to 
choose the 10 percent requirement rather than the 15 percent requirement.  

 

 

4 It is specifically not represented here that a given inclusionary requirement is or is not feasible, per 
se, because many factors affect how inclusionary requirements are incorporated into the economics of 
future projects that may be subject to altered inclusionary requirements.  For example, if the 
inclusionary requirements are amended, that may have an effect on land values that change the 
economics of development and maintain feasibility.  Moreover, as noted above, different building 
prototypes have different feasibility profiles, and a certain inclusionary requirement may have different 
impacts on the feasibility of different housing types. 
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For all four building prototypes, the existing 10 percent requirement yields the highest possible 
average unit values, generally because it conferred the greatest number of market-rate units in 
the project. No alternative options tested were able to match these average unit values, 
although it is possible that the results would be different under different market circumstances 
regarding development values. 

The third scenario on each Appendix table, “Staff Recommendation,” presents the proposed 
updated requirements; eliminating the current options to provide only 10 percent BMR units and 
requiring 15 percent at an average of 70 percent of AMI (rather than the City’s current standard 
of 60 percent of AMI) for rental and 15 percent at an average of 100 percent of AMI for 
ownership (consistent with the City’s current 15 percent requirement). These proposed 
requirements reflect City staff’s recommended response to Council direction to seek updates to 
the program that would simultaneously achieve the production of more affordable units as well 
as achieving units at a more diverse range of affordability levels. Notably, under the proposed 
update for rental projects, a 100-unit project providing 15 percent of units at an average of 70 
percent of AMI would qualify for only a 10 percent density bonus because State law considers 
rental units at 70 percent of AMI to be “moderate income” units entitled to a lower bonus than 
units offered at 60 percent of AMI or below.  As a result, the project would have a total of 95 
market rate units and 15 BMR units yielding an average unit value of $791,000 for the entire 
project – slightly below what can be achieved under the City’s current 15 percent requirement 
(at 60 percent of AMI) for rental projects because at the current levels the project would 
achieve a greater density bonus.  For this reason, a prudent developer might choose to comply 
with the City’s amended 15 percent standard by providing 11 percent Very Low Income units (at 
50% of AMI) and the remaining 4 percent of units at 70 percent of AMI, thus maximizing the 
density bonus and achieving a higher average unit value as shown on the “Staff 
Recommendation” / ”Developer Alternative” columns of Tables A-1 and A-2. 

The additional scenarios on each table present options within a range of affordability interests 
expressed by the Council, including options that incorporate a mix of incomes including 
Extremely Low Income units (30 percent of AMI) and others that allow units above standard 
affordability categories “”Above Moderate” units (135 percent of AMI) that may address current 
affordability challenges for even upper middle class households.  In addition, City staff also 
indicated the desire to test affordability levels that would allow for a 20 percent requirement, as 
some area jurisdictions currently require. In some cases for rental development, the average 
values per unit can exceed those achieved under the Staff Recommendation scenarios, but only 
by providing some of the affordable units at Moderate income levels (up to 110 percent of AMI) 
or even Above Moderate income (up to 135 percent of AMI).  For for-sale developments, none of 
the alternatives tested yield a higher average value per unit than the Staff Recommendation.  

The data in this analysis can be used to determine potential viable options, but given that there 
is a virtually infinite number of such potential combinations, EPS has modeled only a selection of 
such options. Please note that under current density bonus law, the advantages of added 
density are muted if the City were to require a project to provide affordable units in more than 
one income category (e.g., some low-income and some moderate-income). This is because the 
State’s current density bonus formula provides credit for only one income category. As such, 
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requiring a “blend” of income levels may yield lower project feasibility than would requiring a 
single income category for affordable units.  

In-Lieu Fee Calculation 

The City currently allows developers to pay in-lieu fees only for fractional units – for instance, if a 
72-unit project were required to build 7.2 BMR units, seven must be built on-site and the 
developer could pay a fee for the 0.2 fractional units.  Presently, the City’s in-lieu fee is applied 
at $15,120 per 0.1 fractional units required, but this figure has not been comprehensively 
updated to reflect contemporary development economics for many years.  Using the results of 
the development cost and value calculations herein and applying those to the “Staff 
Recommendation” BMR scenarios, the updated in-lieu fee is calculated as follows (and is 
consistent with industry-standard approaches for calculating in-lieu fees): 

    $519,244 (Affordability Gap for wood-frame unit at 70% AMI on Table 9) 

X           0.1 (Fractional Units Required) 

=   $51,924 (In-Lieu Fee per 0.1 Fractional Unit Required but not Provided On-Site) 

 

This approach to updating the in-lieu fees assumes that the City would collect the money and 
use it to subsidize the construction of wood-frame affordable rental housing with wrap parking, 
even if the project paying the fee were a different density.  Due primarily to development cost 
increases since the last comprehensive BMR fee update, the current calculation more than 
triples the fee that the City has been requiring.  

EPS used the same approach to model the updated in-lieu fee for ownership housing, with the 
assumption that the collected money would be used to subsidize the construction of wood-frame 
affordable condominium housing at 68 units per acre (rather than townhomes, which have 
higher overall development costs and thus require greater subsidy per BMR unit) using the 
affordability gap for building a unit at 100 percent of AMI.  

    $449,559 (Affordability Gap for wood-frame unit at 100% AMI on Table 10) 

X           0.1 (Fractional Units Required) 

=   $44,956 (In-Lieu Fee per 0.1 Fractional Unit Required but not Provided On-Site) 

 

Interestingly, the fractional in-lieu fee is greater for rental projects than it is for for-sale 
projects.  This result is attributed to the fact that the type of developments to be subsidized 
with the fee have similar costs, but the subsidy required to provide rental units at 70 percent of 
AMI greatly exceed the subsidy required to provide a similar for-sale unit at 100 percent of AMI.  
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Table A-1

DRAFT
Feasibility Impacts of Alternative Affordable Housing Requirements - Rental 4-6 Stories, Wood-Frame + Podium Parking
City of San Mateo Below Market Housing Policy Analysis, EPS #181100

Current Ordinance Staff Recommendation Additional Scenarios
Item [1] 10% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 20% Inclusionary

Developer Alternative 5% VLI (50% AMI) 10% LOW (60% AMI)
Baseline 11% VLI (50% AMI) 11% ELI (30% AMI) 11% VLI (50% AMI) 5% LOW (70% AMI) 5% MOD (110% AMI)

VLI (50% AMI) LOW (60% AMI) LOW (70% AMI) 4% LOW (70% AMI) 4% MOD (110% AMI) 4% MOD (110% AMI) 5% MOD (110% AMI) 5% AMOD (135% AMI)

Base Density (DU/Acre) 50 50 50 50 50 50 50 50
Eligible Percent Density Bonus 32.5% 27.5% 10.0% 35.0% 35.0% 35.0% 20.0% 20.0%
Density (DU/Acre) after Density Bonus [3] 66 64 55 68 68 68 60 60

Base Units (for Inclusionary Req.) 100 100 100 100 100 100 100 100

Units in Project after Density Bonus

Units by Price Point

133 128 110 135 135 135 120 120

Market Rate Units 123 113 95 120 120 120 105 100
Value/Market Rate Unit $874,000 $874,000 $874,000 $874,000 $874,000 $874,000 $874,000 $874,000

Aggregate Market Rate Unit Value $107,502,000 $98,762,000 $83,030,000 $104,880,000 $104,880,000 $104,880,000 $91,770,000 $87,400,000
AMod Income Units (135% of AMI) 0 0 0 0

Value/Moderate Income Unit $769,616 $769,616 $769,616 $769,616 Aggregate Moderate Income Unit Value $0 $0 $0 $0

Moderate Income Units (110% of AMI) 0 0 0 0
Value/Moderate Income Unit $574,708 $574,708 $574,708 $574,708 $574,708 $574,708 $574,708 $574,708
Aggregate Moderate Income Unit Value $0 $0 $0 $0 $2,298,831 $2,298,831 $2,873,539 $2,873,539

Moderate Income Units (100% of AMI) 0 0 0 0 0 0 0 0

Value/Moderate Income Unit $496,744 $496,744 $496,744 $496,744 $496,744 $496,744 $496,744 $496,744
Aggregate Moderate Income Unit Value $0 $0 $0 $0 $0 $0 $0 $0

Low Income Units (80% of AMI) 0 0 0 0 0 0 0 0

Value/Moderate Income Unit $340,818 $340,818 $340,818 $340,818 $340,818 $340,818 $340,818 $340,818
Aggregate Moderate Income Unit Value $0 $0 $0 $0 $0 $0 $0 $0

0 0Low Income Units (70% of AMI) 15 4 0 0 5 0
$262,854 $262,854 $262,854 $262,854Value/Moderate Income Unit $262, $262,854$262,854854 $262,854

$3,942,817 $1,051,418$0 $0 $Aggregate Moderate Income Unit Value $0 $1,314,272 $00

0Low Income Units (60% of AMI) 15 0 0 0 00 10
$184,891 $184,891 $184,891 $184,891 $184,891 $1Value/Low Income Unit 84,891 $184,891 $184,891

$2,773,367$0 $0 $0 $1,848,911$0 $0 $0Aggregate Low Income Unit Value

VLI Units (50% of AMI) 10 00 11 0 511 0
$106,928 $$106,928 $106,928Value/VLI Unit $106,928 $106,928 $106,928 106,928 $106,928

$0 $1,176,206 $53$1,176,206Aggregate VLI Unit Value $1,069,278 $0 $0 $04,639

0ELI Units (30% of AMI) 0 0 0 11 0 0 0
Value/VLI Unit -$48,999 -$48,999 -$48,999 -$48,999 -$48,999 -$48,999 -$48,999 -$48,999
Aggregate VLI Unit Value $0 $0 $0 $0 -$538,988 $0 $0 $0

Total Project Value $108,571,278 $101,535,367 $86,972,817 $107,107,623 $106,639,843 $108,355,037 $96,492,450 $95,970,531

Weighted Avg. Value/Unit $816,325 $793,245 $790,662 $793,390 $789,925 $802,630 $804,104 $799,754
Difference from Best Current Option n/a -2.8% -3.1% -2.8% -3.2% -1.7% -1.5% -2.0%

0 0 0 5
$769,616 $769,616 $769,616 $769,616

$3,848,081$0 $0 $0

4 4 5 5



DRAFT
Table A-2
Feasibility Impacts of Alternative Affordable Housing Requireme
City of San Mateo Below Market Housing Policy Analysis, EPS #18

Economic & Planning Systems, Inc.   1/15/2020 P:\21000s\21076SanMateoNexus\Model\181100_Model_011420

Difference from Staff Recommendation 3.2% 0.3% n/a 0.3% -0.1% 1.5% 1.7% 1.1%

[1] Applies inclusionary requirement to the base number of units in project before density bonus. 

Sources: City of San Mateo; Economic & Planning Systems, Inc.

Economic & Planning Systems, Inc.   1/15/2020 P:\21000s\21076SanMateoNexus\Model\181100_Model_011420
nts - Rental 4-6 Stories, Wood-Frame Wrap

1100

Base Density (DU/Acre) 50 50 50 50 50 50 50 50
Eligible Percent Density Bonus 32.5% 27.5% 10.0% 35.0% 35.0% 35.0% 20.0% 20.0%
Density (DU/Acre) after Density Bonus [3] 66 64 55 68 68 68 60 60

Base Units (for Inclusionary Req.) 100 100 100 100 100 100 100 100

Units in Project after Density Bonus

Units by Price Point

133 128 110 135 135 135 120 120

Market Rate Units 123 113 95 120 120 120 105 100
Value/Market Rate Unit $874,000 $874,000 $874,000 $874,000 $874,000 $874,000 $874,000 $874,000
Aggregate Market Rate Unit Value $107,502,000 $98,762,000 $83,030,000 $104,880,000 $104,880,000 $104,880,000 $91,770,000 $87,400,000

AMod Income Units (135% of AMI) 0 0 0 0 0 0 0 5

Value/Moderate Income Unit $769,616 $769,616 $769,616 $769,616 $769,616 $769,616 $769,616 $769,616

Aggregate Moderate Income Unit Value $0 $0 $0 $0 $0 $0 $0 $3,848,081

Moderate Income Units (110% of AMI) 0 0 0 0 4 4 5 5

Value/Moderate Income Unit $574,708 $574,708 $574,708 $574,708 $574,708 $574,708 $574,708 $574,708
Aggregate Moderate Income Unit Value $0 $0 $0 $0 $2,298,831 $2,298,831 $2,873,539 $2,873,539

Moderate Income Units (100% of AMI) 0 0 0 0 0 0 0 0

Value/Moderate Income Unit $496,744 $496,744 $496,744 $496,744 $496,744 $496,744 $496,744 $496,744
Aggregate Moderate Income Unit Value $0 $0 $0 $0 $0 $0 $0 $0

Low Income Units (80% of AMI) 0 0 0 0 0 0 0 0

Value/Moderate Income Unit $340,818 $340,818 $340,818 $340,818 $340,818 $340,818 $340,818 $340,818
Aggregate Moderate Income Unit Value $0 $0 $0 $0 $0 $0 $0 $0

Low Income Units (70% of AMI) 0 0 15 4 0 0 5 0

Value/Moderate Income Unit $262,854 $262,854 $262,854 $262,854 $262,854 $262,854 $262,854 $262,854
Aggregate Moderate Income Unit Value $0 $0 $3,942,817 $1,051,418 $0 $0 $1,314,272 $0

Low Income Units (60% of AMI) 0 15 0 0 0 0 0 10

Value/Low Income Unit $184,891 $184,891 $184,891 $184,891 $184,891 $184,891 $184,891 $184,891
Aggregate Low Income Unit Value $0 $2,773,367 $0 $0 $0 $0 $0 $1,848,911



DRAFT
Table A-3
Feasibility Impacts of Alternative Affordable Housing Requireme
City of San Mateo Below Market Housing Policy Analysis, EPS #18

Economic & Planning Systems, Inc.   1/15/2020 P:\21000s\21076SanMateoNexus\Model\181100_Model_011420

Current Ordinance Staff Recommendation Additional Scenarios
Item [1] 10% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 20% Inclusionary

VLI (50% AMI) LOW (60% AMI)
Baseline 

LOW (70% AMI)

Developer Alternative
11% VLI (50% AMI)
4% LOW (70% AMI) 11% ELI (30% AMI)

4% MOD (110% AMI)
11% VLI (50% AMI)

4% MOD (110% AMI)

5% VLI (50% AMI)
5% LOW (70% AMI)

5% MOD (110% AMI)

10% LOW (60% AMI)
5% MOD (110% AMI)

5% AMOD (135% AMI)

VLI Units (50% of AMI) 10 0 0 11 0 11 5 0

Value/VLI Unit $106,928 $106,928 $106,928 $106,928 $106,928 $106,928 $106,928 $106,928
Aggregate VLI Unit Value $1,069,278 $0 $0 $1,176,206 $0 $1,176,206 $534,639 $0

ELI Units (30% of AMI) 0 0 0 0 11 0 0 0

Value/VLI Unit -$48,999 -$48,999 -$48,999 -$48,999 -$48,999 -$48,999 -$48,999 -$48,999
Aggregate VLI Unit Value $0 $0 $0 $0 -$538,988 $0 $0 $0

Total Project Value $108,571,278 $101,535,367 $86,972,817 $107,107,623 $106,639,843 $108,355,037 $96,492,450 $95,970,531

Weighted Avg. Value/Unit $816,325 $793,245 $790,662 $793,390 $789,925 $802,630 $804,104 $799,754
Difference from Best Current Option n/a -2.8% -3.1% -2.8% -3.2% -1.7% -1.5% -2.0%

Difference from Staff Recommendation 3.2% 0.3% n/a 0.3% -0.1% 1.5% 1.7% 1.1%

[1] Applies inclusionary requirement to the base number of units in project before density bonus. 

Sources: City of San Mateo; Economic & Planning Systems, Inc.



DRAFT
Table A-4
Feasibility Impacts of Alternative Affordable Housing Requireme
City of San Mateo Below Market Housing Policy Analysis, EPS #18

Economic & Planning Systems, Inc.   1/15/2020 P:\21000s\21076SanMateoNexus\Model\181100_Model_011420

nts - Ownership 4-6 Stories, Wood-Frame + Podium Parking
1100

Staff Recommendation
% IncItem [1] 10% Inclusionary 15 15% Inclusionary% Inclusionary 15 15% Inclusionary 20% Inlusionary % Inclusionary1515% Inclusionary clusionary

MOD (100% AMI)LOW (70% AMI)
Same as Current 15%

MOD (100% AMI)
)% VLI (50% AMI11

)% LOW (70% AMI15)% MOD (110% AMI4
10% LOW (70% AMI )
5% MOD (110% AMI )

)% VLI (50% AMI5
)5% LOW (70% AMI
)% MOD (110% AMI5

10% LOW (70% AMI )
% MOD (110% AMI )5

5% AMOD (135% AMI )

50Base Density (DU/Acre) 50 50 50 50 50 50 50

Current Ordinance Additional Scenarios

Difference from Best Current Option n/a -1.2% -1.2% -1.9% -2.4% -1.4% -2.0% -2.3% Difference from Staff Recommendation 1.2% 0.0% n/a
-0.7% -1.2% -0.2% -0.8% -1.1%

Eligible Percent Density Bonus 20.0% 10.0% 10.0% 35.0% 27.5% 20.0% 20.0% 20.0%
Density (DU/Acre) after Density Bonus [3] 60 55 55 68 64 60 60 60

Base Units (for Inclusionary Req.) 100 100 100 100 100 100 100 100

Units in Project after Density Bonus

Units by Price Point

120 110 110 135 128 120 120 120

Market Rate Units 110 95 95 120 113 105 105 100
Value/Market Rate Unit $888,784 $888,784 $888,784 $888,784 $888,784 $888,784 $888,784 $888,784
Aggregate Market Rate Unit Value $97,766,234 $84,434,475 $84,434,475 $106,654,074 $100,432,586 $93,322,314 $93,322,314 $88,878,395

AMod Income Units (135% of AMI) 0 0 0 0 0 0 0 5

Value/Moderate Income Unit $726,000 $726,000 $726,000 $726,000 $726,000 $726,000 $726,000 $726,000

Aggregate Moderate Income Unit Value $0 $0 $0 $0 $0 $0 $0 $3,630,000

Moderate Income Units (110% of AMI) 0 0 0 4 0 5 5 5

Value/Moderate Income Unit $597,000 $597,000 $597,000 $597,000 $597,000 $597,000 $597,000 $597,000
Aggregate Moderate Income Unit Value $0 $0 $0 $2,388,000 $0 $2,985,000 $2,985,000 $2,985,000

Moderate Income Units (100% of AMI) 0 15 15 0 0 0 0 0

Value/Moderate Income Unit $449,000 $449,000 $449,000 $449,000 $449,000 $449,000 $449,000 $449,000
Aggregate Moderate Income Unit Value $0 $6,735,000 $6,735,000 $0 $0 $0 $0 $0

Low Income Units (80% of AMI) 0 0 0 0 0 0 0 0

Value/Moderate Income Unit $330,000 $330,000 $330,000 $330,000 $330,000 $330,000 $330,000 $330,000
Aggregate Moderate Income Unit Value $0 $0 $0 $0 $0 $0 $0 $0

Low Income Units (70% of AMI) 10 0 0 0 15 10 5 10

Value/Moderate Income Unit $291,000 $291,000 $291,000 $291,000 $291,000 $291,000 $291,000 $291,000
Aggregate Moderate Income Unit Value $2,910,000 $0 $0 $0 $4,365,000 $2,910,000 $1,455,000 $2,910,000

Low Income Units (60% of AMI) 0 0 0 0 0 0 0 0

Value/Low Income Unit $236,000 $236,000 $236,000 $236,000 $236,000 $236,000 $236,000 $236,000
Aggregate Low Income Unit Value $0 $0 $0 $0 $0 $0 $0 $0

VLI Units (50% of AMI) 0 0 0 11 0 0 5 0

Value/VLI Unit $186,000 $186,000 $186,000 $186,000 $186,000 $186,000 $186,000 $186,000
Aggregate VLI Unit Value $0 $0 $0 $2,046,000 $0 $0 $930,000 $0

ELI Units (30% of AMI) 0 0 0 0 0 0 0 0

Value/VLI Unit $111,000 $111,000 $111,000 $111,000 $111,000 $111,000 $111,000 $111,000
Aggregate VLI Unit Value $0 $0 $0 $0 $0 $0 $0 $0

Total Project Value $100,676,234 $91,169,475 $91,169,475 $111,088,074 $104,797,586 $99,217,314 $98,692,314 $98,403,395

Weighted Avg. Value/Unit $838,969 $828,813 $828,813 $822,875 $818,731 $826,811 $822,436 $820,028



DRAFT
Table A-5
Feasibility Impacts of Alternative Affordable Housing Requireme
City of San Mateo Below Market Housing Policy Analysis, EPS #18

Economic & Planning Systems, Inc.   1/15/2020 P:\21000s\21076SanMateoNexus\Model\181100_Model_011420

[1] Applies inclusionary requirement to the base number of units in project before density bonus. 

Sources: City of San Mateo; Economic & Planning Systems, Inc.
nts - Ownership Townhomes

1100

Current Ordinance Staff 
Recommendation Additional Scenarios
Item [1] 10% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 15% Inclusionary 20% Inclusionary

5% VLI (50% AMI) 10% LOW (70% AMI)
Same as Current 15% 11% VLI (50% AMI) 10% LOW (70% AMI) 5% LOW (70% AMI) 5% MOD (110% AMI)

Base Density (DU/Acre) 22 22 50 22 22 22 22 22
Eligible Percent Density Bonus [2] N/A N/A N/A N/A N/A N/A N/A N/A
Density (DU/Acre) after Density Bonus 22 22 22 22 22 22 22 22

Base Units (for Inclusionary Req.) 100 100 100 100 100 100 100 100

Units in Project after Density Bonus

Units by Price Point

100 100 100 100 100 100 100 100

Market Rate Units 90 85 85 85 85 85 85 80
Value/Market Rate Unit $1,242,209 $1,242,209 $1,242,209 $1,242,209 $1,242,209 $1,242,209 $1,242,209 $1,242,209
Aggregate Market Rate Unit Value $111,798,846 $105,587,799 $105,587,799 $105,587,799 $105,587,799 $105,587,799 $105,587,799 $99,376,752

AMod Income Units (135% of AMI) 0 0 0 0 0 0 0 5

Value/Moderate Income Unit $726,000 $726,000 $726,000 $726,000 $726,000 $726,000 $726,000 $726,000

Aggregate Moderate Income Unit Value $0 $0 $0 $0 $0 $0 $0 $3,630,000

Moderate Income Units (110% of AMI) 0 0 0 4 4 0 5 5

Value/Moderate Income Unit $670,000 $670,000 $597,000 $670,000 $670,000 $670,000 $670,000 $670,000
Aggregate Moderate Income Unit Value $0 $0 $0 $2,680,000 $2,680,000 $0 $3,350,000 $3,350,000

Moderate Income Units (100% of AMI) 0 15 15 0 0 0 0 0

Value/Moderate Income Unit $449,000 $449,000 $449,000 $449,000 $449,000 $449,000 $449,000 $449,000
Aggregate Moderate Income Unit Value $0 $6,735,000 $6,735,000 $0 $0 $0 $0 $0

Low Income Units (80% of AMI) 0 0 0 0 0 0 0 0

Value/Moderate Income Unit $330,000 $330,000 $330,000 $330,000 $330,000 $330,000 $330,000 $330,000
Aggregate Moderate Income Unit Value $0 $0 $0 $0 $0 $0 $0 $0

Low Income Units (70% of AMI) 10 0 0 0 0 4 5 10

Value/Moderate Income Unit $291,000 $291,000 $291,000 $291,000 $291,000 $291,000 $291,000 $291,000
Aggregate Moderate Income Unit Value $2,910,000 $0 $0 $0 $0 $1,164,000 $1,455,000 $2,910,000

Low Income Units (60% of AMI) 0 0 0 0 0 0 0 0

Value/Low Income Unit $236,000 $236,000 $236,000 $236,000 $236,000 $236,000 $236,000 $236,000
Aggregate Low Income Unit Value $0 $0 $0 $0 $0 $0 $0 $0

VLI Units (50% of AMI) 0 0 0 11 0 11 5 0

Value/VLI Unit $186,000 $186,000 $186,000 $186,000 $186,000 $186,000 $186,000 $186,000



DRAFT
Table A-6
Feasibility Impacts of Alternative Affordable Housing Requireme
City of San Mateo Below Market Housing Policy Analysis, EPS #18

Economic & Planning Systems, Inc.   1/15/2020 P:\21000s\21076SanMateoNexus\Model\181100_Model_011420

LOW (70% AMI) MOD (100% AMI) MOD (100% AMI) 4% MOD (110% AMI) 15% LOW (70% AMI) 5% MOD (110% AMI) 5% MOD (110% AMI) 5% AMOD (135% AMI)Aggregate VLI Unit Value $0 $0 $0 $2,046,000 $0 $2,046,000 $930,000 $0

ELI Units (30% of AMI) 0 0 0 0 11 0 0 0

Value/VLI Unit $111,000 $111,000 $111,000 $111,000 $111,000 $111,000 $111,000 $111,000
Aggregate VLI Unit Value $0 $0 $0 $0 $1,221,000 $0 $0 $0

Total Project Value $114,708,846 $112,322,799 $112,322,799 $110,313,799 $109,488,799 $108,797,799 $111,322,799 $109,266,752

Weighted Avg. Value/Unit $1,147,088 $1,123,228 $1,123,228 $1,103,138 $1,094,888 $1,087,978 $1,113,228 $1,092,668
Difference from Best Current Option n/a -2.1% -2.1% -3.8% -4.6% -5.2% -3.0% -4.7%

Difference from Staff Recommendation 2.1% 0.0% n/a -1.8% -2.5% -3.1% -0.9% -2.7%

[1] Applies inclusionary requirement to the base number of units in project before density bonus. 
[2] Assumes townhome projects do not apply for density bonus and are built at 22 DU/Acre.

Sources: City of San Mateo; Economic & Planning Systems, Inc.


