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DATE: May 5, 2023 
TO:  Regional Housing and Infrastructure Plan (HIP) Members 
FROM:  Becky Hewitt and Emmanuel Lopez (ECONorthwest) 
SUBJECT: SLOCOG Affordable-by-Design Market Assumptions   

As part of the Affordable-by-Design project, ECONorthwest is testing financial feasibility of 
various prototypical multifamily developments across four submarkets in San Luis Obispo 
(SLO) County. This memo outlines our assumptions regarding the physical characteristics of the 
prototypes, estimated development costs, and market rents.  

Key Market and Financial Assumptions 
The four market areas are: 

 North Coast

 North County

 South County

 Central County

We did not include East County in our analysis because there is little development or 
development opportunity in that area.  
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Development Prototypes  

Our analysis focuses on multifamily development that could potentially be affordable to 
moderate-income households. We used built examples from SLO County and elsewhere to 
inform the unit size, unit mix, and other physical characteristics of the developments. The 
prototypes tested are summarized in brief below: 

 3-story walk-up apartments—standard  

 Larger units (~880 sf average)  

 Typical density, parking ratio, and landscaping 

 3-story walk-up apartments—compact 

 Smaller units (~620 sf average) 

 Higher density, lower parking ratio, less landscaping 

 4-story micro-unit apartments 

 Very small units (~300 sf, shared kitchens, individual kitchenettes) 

 Very high density, no parking, no landscaping 

The table below provides additional detail of the assumptions for each prototype. 

 

Note the estimated construction “hard cost” includes all vertical and horizontal development 
costs on-site, divided by the total gross square footage (GSF) of the building. 
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Estimated Market Rents by Market Area 

The estimated market rents for each prototype in each market were estimated based on 
comparable developments (in markets with comparable development) and adjusted to reflect 
differences between market rents in the different areas. The market rents for our analysis were 
estimated for 2023 dollars with an estimated 3% annual escalation prior to opening.  
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Other Development Costs and Return Expectations by Market Area 

Impact and permit fees were developed by taking housing element development fee estimates 
for multifamily and aggregating them at the sub-regional level.  

Land costs are estimated based on developer interviews as well as review of land value data for 
selected example developments and land sales transactions in SLO County. Land values are 
highly variable, but the assumptions are intended to reflect the rough market cost of 
unimproved residential land in each area.  

Return Metrics by Market Area 
The financial feasibility analysis uses a metric called “return on cost” (ROC), which reflects the 
income potential of the completed development1 divided by the total cost of development. This 
ratio is often used as an initial indicator of development feasibility for rental developments, as it 
provides a preliminary indication of whether the completed property will provide competitive 
financial returns that could attract investors and meet loan underwriting requirements. Because 
both lenders and investors will expect higher returns for riskier investments, market areas that 
have stronger demand fundamentals will likely have a lower threshold for ROC to make 
development viable. The estimated return requirements (Target ROC) for each market area are 
summarized below. 

1 Net Operating Income (NOI), the revenue after accounting for vacancy and operating expenses. 
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Study Overview
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For purposes of study:
▪ Market-rate housing, no public subsidy
▪ Market rents or sales prices affordable to Low or Moderate 

Income households 
▪ <120% of Median Family Income (MFI)
▪ Market conditions vary within the County; affordability criteria do not

What do we mean by Affordable by Design?

7Source: SAN LUIS OBISPO COUNTY DEPARTMENT OF PLANNING AND BUILDING, Affordable Housing Standards, May 2022 
(https://www.slocounty.ca.gov/Departments/Planning-Building/Forms-Documents/Housing-Forms-and-Documents/Informational-Documents/Affordable-Housing-Standard-(Post-2009).pdf)
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What do we mean by Affordable by Design?

8Source: SAN LUIS OBISPO COUNTY DEPARTMENT OF PLANNING AND BUILDING, Affordable Housing Standards, May 2022 
(https://www.slocounty.ca.gov/Departments/Planning-Building/Forms-Documents/Housing-Forms-and-Documents/Informational-Documents/Affordable-
Housing-Standard-(Post-2009).pdf)
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Highlight potential policy measures to support ABD housing 

Identify regulatory barriers to development to ABD housing

Financial feasibility analysis of illustrative “prototypical” development examples

Consider whether ABD housing examples from other regions could meet ABD criteria in SLO County’s market

Interviews with local housing developers

Identify common physical characteristics for ABD housing

Identify recently built housing in SLO County that meets Affordable by Design (ABD) criteria

Approach

9
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This week’s meetings:
• Feedback on our findings to date
• Feedback on potential policy measures of greatest interest

Deeper dive on selected policy measures

Recommendations to support ABD in SLO 
County

What’s Next?

10
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ABD Rental Housing
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Recently Built ABD Rental Housing in SLO 
County

Connect SLO La Plaza

Ramona Gardens Laurel Lane

The Junction
Source: ECONorthwest analysis of CoStar data, February 2023. Data is limited.

  Connect 
SLO La Plaza Laurel Lane Ramona 

Gardens
The 
Junction

Jurisdiction San Luis 
Obispo

Atascader
o

San Luis 
Obispo

Grover 
Beach

San Luis 
Obispo

Land Area 
(AC)

Not 
Available 1.83 Not 

Available 0.51 1.58

# Units 78 42 22 19 69

# Stories 3 3 3 3 3

Studio  
Affordability

Above 
Moderate Moderate N/A Moderate Above 

Moderate

Studio Unit 
Size 477 sf 534 sf N/A 400 sf 531 sf

1 BR 
Affordability Moderate* Moderate Low/ 

Moderate* Moderate Moderate*

1 BR Unit 
Size 664 sf 721 sf 514 sf 800 sf 568 sf

2 BR 
Affordability

Above 
Moderate

Above 
Moderate Moderate* Moderate Above 

Moderate

2 BR Unit 
Size 1,032 sf 1,537 sf 877 sf 800 sf 799 sf

3 BR 
Affordability N/A Above 

Moderate
Above 

Moderate N/A N/A

3 BR Unit 
Size N/A 2,808 sf 1,288 sf N/A N/A

*CoStar does not 
isolate market rents in 
mixed-income 
buildings. Reported 
average rents may be 
artificially low due to 
some units being 
below market rate, 
particularly where 
inclusionary housing 
regulations apply.
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Unit Size vs. Rent and Affordability for Newer 
Apartments

13
Source: ECONorthwest analysis of CoStar data, February 2023. Data is limited.
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Findings from SLO County Recent Development 
(Rental)

14

• May include some mixed-income 
buildings

• 1BR units most likely to be affordable
• No 3BR units affordable

Some new 
apartments 
affordable at 

Moderate Income

• Mostly 3 story buildings
• Mostly smaller average unit sizes
• Not all small units are affordable to 

Moderate Income households

Design helps, but 
does not 
guarantee 

affordability
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Micro Units 
▪ ~150-350 sf
▪ Individual kitchenettes, shared 

kitchens
▪ No parking, bike storage
▪ Generally 4+ stories, high density, 

minimal setbacks/landscaping
▪ Highly walkable and desirable 

locations
▪ Typically affordable to Moderate 

Income households in respective 
region

Examples from Other Housing Markets

15

Image credit: Alcove PDX (https://pdxalcove.com)

Image credit: Stenberg Hart 
(https://www.steinberghart.com/
design/projects/mccadden-place
-micro-units/)
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Development “Prototypes”

Financial Feasibility Analysis

16

A. 3-story walk-up apartments—standard 
▪ Larger units (~880 sf average) 
▪ Typical density, parking ratio, and landscaping

B. 3-story walk-up apartments—compact
▪ Smaller units (~620 sf average)
▪ Higher density, lower parking ratio, less landscaping

C. 4-story micro-unit apartments
▪ Very small units (~300 sf, shared kitchens, individual 

kitchenettes)
▪ Very high density, no parking, no landscaping
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Market Rent Affordability by Market Area
Financial Feasibility Analysis

17
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Results
Financial Feasibility Analysis
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PRELIMINAR
Y
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Summary of 
Results by 
Market Area

Financial Feasibility Analysis

19
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Key Takeaways

Financial Feasibility Analysis

20

Central County

• Smaller units 
help achieve 
affordability

• Market likely 
to support 
feasibility

North Coast

• Market rents 
provide 
affordability

• Feasibility is 
difficult

North County

• Market rents 
likely 
affordable 
except for 
largest units

• Market likely 
to support, 
except for the 
smallest units

South County

• Market rents 
likely 
affordable 
except for 
largest units

• Market 
support is 
borderline
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ABD For-Sale Housing
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Recently Built ABD For-Sale Housing in SLO 
County

Only manufactured housing in manufactured home parks met target 
price points for new for-sale housing using County calculations 

Images and sales data from Redfin

Attachment 3



Recently Built ABD For-Sale Housing in SLO 
County

A few small detached homes came close, and potentially could meet 
City of SLO affordability standards.

Images and sales data from Redfin

Attachment 3



Small detached units
▪ ~350-800 sf units
▪ Shared yards
▪ Clustered parking
▪ Smallest units may be affordable at close 

to 120% of AMI in that market
▪ Comparable units in SLO region exceed 

target price

Examples from Other Housing Markets

24

Image credit: South Park Cottages 
(https://southparkcottages.com/)

Image credit: Connect Architecture 
(https://www.connectarchitecture.us/posh-pockets) 

https://www.redfin.com/OR/Bend/61301-Benham-Rd-9
7702/unit-1/home/167021238
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Small condo units
▪ ~325-600 sf
▪ Little or no on-site parking
▪ Can be affordable to 

Moderate Income 
households in portions of 
some high-cost regions

▪ May not be viable in SLO 
region’s market

Examples from Other Housing Markets

25

Image Credit: 
https://www.portlandsbestrealestate.com/division-43-studio-c
ondo

https://www.redfin.com/OR/Portland/7360-N-Atlantic-Ave-97
217/unit-3/home/185141446
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Simple condo development
▪ ~600-1000 sf
▪ Little or no on-site parking
▪ Few shared amenities
▪ Can be affordable to Moderate Income 

households in portions of some 
high-cost regions

▪ May not be viable in SLO region’s 
market

Examples from Other Housing Markets

26

https://www.redfin.com/OR/Portland/5025-N-Minne
sota-Ave-97217/unit-102/home/185246763

https://www.redfin.com/OR/Portland/1801-N-Rosa-Parks-Way-9
7217/unit-303/home/172577477

https://www.redfin.com/CO/Federal-Heights/1401-W-85th-Ave-8
0260/unit-B101/home/176995897
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Examples from Other Housing Markets

Smaller townhouse units
▪ ~1,000-1,600 sf
▪ Can be affordable to Moderate Income 

households in portions of some high-cost 
regions

▪ Comparable units in SLO region exceed 
target price

Images from Redfin

https://www.redfin.com/OR/Gresham/724-NE-9th-St-
97030/home/25781034 https://www.redfin.com/OR/Portland/7308-NE-11th-Ave-9721

1/home/185109359
https://www.redfin.com/WA/Bothell/15711-Waynita-W
ay-NE-98011/unit-H-206/home/146316780

https://www.redfin.com/CO/Denver/2206-E-38th-Ave-
80205/home/185222737
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Examples from Other Housing Markets

Smaller single-detached homes
▪ 3BR, ~1200-1500 sf
▪ Can be affordable to 

moderate-income households in 
moderate-cost areas (e.g., Central 
Valley)

▪ Comparable units in SLO region 
exceed target price

Images from Redfin

https://www.redfin.com/CA/King-City/611-Cecily-St-93930/ho
me/167240703

https://www.redfin.com/CA/Shafter/9710-Amberdale-Way-93
263/home/178358767
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▪ SLO County market conditions do not support new for-sale housing at 
prices affordable to moderate-income households, with the possible 
exception of manufactured housing in parks

▪ A few developments have attempted to produce ABD for-sale housing, 
but even with very small homes, prices are still too high for the 
moderate-income target price range.

▪ Factors that make for-sale housing more affordable in other areas may 
not translate to the SLO County market (lower land cost, no parking, few 
amenities, micro units)

Key Takeaways

29

Attachment 3



Barriers and Policy Recommendations
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Small units, 
higher density

(unless more density means higher 
cost construction types)

Simple 
design, 

lower-cost 
materials

Lower cost location
(considering land, infrastructure, and 

site prep costs) 

Efficient 
productio

n (e.g., 
pre-fabricated 
construction, 
production 
builders, 

streamlined 
process)

What allows the market to produce lower-cost 
housing?

Market  
may 

produce 
lower-cost 

housing
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Small units, 
higher density
(except for high-rise 

construction)

Simple 
design, 

lower-cost 
materials

Lower cost location
(considering land, infrastructure, 

and site prep costs) 

Efficient 
productio

n (e.g., 
pre-fabricated 
construction, 
production 
builders, 

streamlined 
process)

How does the public sector impact market production of lower-cost 
housing?

Do lot size / density standards, 
impact fee structures, or other 

local policies prohibit or 
discourage this?

Do design standards or 
discretionary design 
review make this 
difficult or impossible?

Are there suitable, 
cost-effective areas zoned 
for multifamily?

Do discretionary review 
processes or slow 
permitting timelines make 
pre-development less 
efficient?

Market  
may 

produce 
lower-cost 

housing
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Land Cost Demand for high-end 
housing

Construction costs Demand for parking

Market Barriers to ABD Development in SLO 
County

33
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Discretionary review Density caps

Minimum unit sizes Parking requirements that 
exceed market demand

Impact fees, 
inclusionary zoning

Required infrastructure 
improvements

Regulatory Barriers to ABD Development in 
SLO County

34
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Rental: Market is close, regulatory change 
could help
• ABD = smaller units in cost-effective development

For-Sale: Market not close, longer-term 
approach needed
• Increasing housing production overall can help bring

supply and demand into balance, make ABD achievable
over the longer term

Conclusions

35
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