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MEMORANDUM
March 13, 2025
TO: County Council
FROM: Christine M.H. Wellons, Chief Legislative Attorney

SUBJECT:  Bill 5-25, Demolition Tax for Affordable Housing Production
PURPOSE:  Public hearing — receive testimony

Bill 5-25, Demolition Tax for Affordable Housing Production, sponsored by Lead Sponsor
Councilmember Mink and Co-Sponsor Council Vice President Jawando, was introduced on
February 11, 2025. A public hearing is scheduled for March 18, 2025 at 1:30 p.m. A joint GO/PHP
committee worksession will be scheduled for a later date.

Bill 5-25 would:
(1) establish an excise tax on certain demolitions and renovations of single-family
homes;
(2) specify the uses of tax revenues for affordable housing initiatives; and
(3) generally amend the law concerning taxation.

BACKGROUND

The purpose of Bill 5-25 is to raise revenue for affordable housing initiatives in the County.
As described more specifically below, the bill would achieve this purpose by creating an excise
tax on the activities of demolishing or partially demolishing a single-family home. Other
jurisdictions, including Evanston, Illinois, have enacted similar excise taxes.

BILL SPECIFICS

Under the bill, an excise tax would apply to certain total demolitions and partial
demolitions of attached or detached single-family homes. A “partial demolition” would be defined
as a construction or renovation that will result in the destruction or removal of at least 50% of an
existing single-family home.

The tax rate would be $20,000 per demolition or partial demolition. The rate could be
increased by Council resolution after a public hearing. In addition, the rate would be increased
annually based upon the Consumer Price Index. The tax would be due at the issuance of a permit
by the Department of Permitting Services for the demolition or partial demolition of the single-
family home.

A demolition or partial demolition of a single-family home would be exempt from the tax
if:
- the home is deemed unsafe or condemned under Sections 8-10 or 26-13;



- the owner covenants that the replacement single-family home will be a moderately
priced dwelling unit under Chapter 25A;

- the owner covenants to own and occupy the replacement single-family home as their
principal residence for a minimum of 5 years;

- the owner covenants that the gross floor area of the replacement single-family home will
be equal to or less than the gross floor area of the demolished or partially demolished
home;

- the owner demonstrates that the replacement single-family home is necessary due to a
medical condition or disability of an individual who will reside in the replacement
single-family home; or

- the owner demonstrates that the demolition or partial demolition is necessary due to a
Force Majeure or other factors beyond the owner’s control and reasonable ability to
remedy.

Revenues from the new excise tax would be dedicated to the Montgomery Housing
Initiative and used exclusively for Housing Production Fund.
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Bill No. 5-25

Concerning: _Demolition Tax for
Affordable Housing Production

Revised: _2/5/2025 Draft No. _6

Introduced: February 11, 2025

Expires: December 7, 2026

Enacted:

Executive:

Effective:

Sunset Date: _None

Ch. , Laws of Mont. Co.

COUNTY COUNCIL

FOR MONTGOMERY COUNTY, MARYLAND

Lead Sponsor: Councilmember Mink
Co-Sponsor: Council Vice President Jawando

AN ACT to:
(1) establish an excise tax on certain demolitions and renovations of single-family homes;

(2) specify the uses of tax revenues for affordable housing initiatives; and
(3) generally amend the law concerning taxation.

By adding
Article XI, Excise Tax — Home Demolitions
Sections 52-114, 52-115, 52-116, and 52-117

Boldface Heading or defined term.

Underlining Added to existing law by original bill.

[Single boldface brackets] Deleted from existing law by original bill.

Double underlining Added by amendment.

[[Double boldface brackets]] Deleted from existing law or the bill by amendment.
oo Existing law unaffected by bill.

The County Council for Montgomery County, Maryland approves the following Act:



BILL No. 5-25

Sec. 1. Article XI, Sections 52-114, 52-115, 52-116, and 52-117, are added
as follows:
Article XI. Excise Tax — Single-family home demolitions

52-114. Definitions.

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

In this Article, the following terms have the meanings indicated:

Demolition means the destruction or removal of a single-family home

under Section 8-27.

Department means the Department of Permitting Services.

Consumer Price Index means the Consumer Price Index for All Urban

Consumers (CPI-U) for the Washington-Arlington-Alexandria Core

Based Statistical Area (CBSA), as published by the United States

Department of Labor, Bureau of Labor Statistics, or a successor index.

Gross floor area has the meaning stated in Section 1.4.2 of Chapter 59.

Owner means an owner of real property who applies for a permit under

Chapter 8 to:
(1) demolish a single-family home on the property: or

(2) partially demolish a single-family home on the property.

Partial demolition means construction or renovation that:

(1) requires a permit under Section 8-24: and

(2)  will result in the destruction or removal of at least 50 percent of

an existing single-family home as determined by the Department.

Replacement single-family home means a single-family home to be built

on the same plot as a demolished or partially demolished single-family

home.

Single-family home means one dwelling unit contained in a detached

house building type under Section 3.3.1.B of Chapter 59.

2.

(2)
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52-115. Imposition and applicability of excise tax.

(a)  Except as provided in subsection (b), an owner who seeks to demolish

or partially demolish a single-family home must pay an excise tax in the

manner and amount prescribed by this Article.

(b) The tax under this Article must not apply to the demolition or partial

demolition of a single-family home:

1)
(2)

deemed unsafe or condemned under Sections 8-10 or 26-13;

if the owner covenants that the replacement single-family home

will be a moderately priced dwelling unit under Chapter 25A;

if the owner covenants to own and occupy the replacement

single-family home as their principal residence for a minimum of

S years;

if the owner covenants that the gross floor area of the

gross floor area of the demolished or partially demolished home;

if the owner demonstrates that the replacement single-family

home is necessary due to a medical condition or disability of an

individual who will reside in the replacement single-family

home; or

if the owner demonstrates that the demolition or partial

demolition is necessary due to a Force Majeure or other factors

beyond the owner’s control and reasonable ability to remedy.

52-116. Tax amount.

(a)  Except as provided under subsection (b), the tax rate under this Article

must be $20.,000 for each demolition or partial demolition subject to this

Article.
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(b) Amount adjustments.

(1

2)

Council resolution. The Council may establish a rate for the tax

that is higher than the rate under subsection (a) by resolution after

a public hearing under Section 52-17(c).

Consumer price index adjustment.

(A)

Effective July 1, 2026 and July 1 of each subsequent

(B)

year, the Chief Administrative Officer must adjust the

dollar amount of the tax rate under subsection (a).

The Chief Administrative Officer must calculate each

(®)

adjusted amount to the nearest multiple of $10.

The adjusted amount must be equal to the current amount

(D)

multiplied by the outcome of the most recent published

from the year prior to the current year.

The Chief Administrative Officer must, by March 1 of

the year preceding an adjustment, publish the adjusted

amount:

(1)  inthe County Register; and

(i)  on the County website.

52-117. When tax is due; required information; use of funds; penalties.

(a)

Payment required. The Department must not issue a permit under

Section 8-24 for a demolition or partial demolition unless:

(@8]
2

the owner has paid the tax due under this Article; or

the permit is exempt from the tax under Section 52-115(b).

Responsibilities of the Department. The Department must determine:

4.

(4)
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Article;

(2) whether an exemption under Section 52-115(b) applies to the

application; and

(3) the amount of the tax due under this Article.

Documentation required. An owner must, at the County’s request,

submit to the County any information, certification, and documentation

required to:
(1) determine the applicability of the tax; and

(2) calculate the amount of the tax due.

Record retention. Every person liable for any tax under this Article

must preserve for 7 years all records necessary to determine the amount

of the tax. The County may inspect the records at any reasonable time.

Use of revenues. Tax revenues under this Article must be:

(1) dedicated to the Montgomery Housing Initiative under Section
25B-9: and

(2) used solely to finance revenue bonds under Chapter 20, Article
IV.

Penalties. A person who fails to pay a tax due under this Article, or who

intentionally provides false or misleading information to the County

under this Article:

(1)  has committed a Class A civil violation; and

(2) is liable for the tax due, a penalty equal to 5 percent of the tax

of Finance.
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104 Sec. 2. Transition. This Act must not apply to an application for a permit

105 under Section 8-24 submitted to the Department prior to the effective date of this Act.




Climate Assessment

Office of Legislative Oversight

Bill 5-25: Demolition Tax for Affordable Housing Production

SUMMARY

The Office of Legislative Oversight (OLO) anticipates Bill 5-25 will likely have a positive impact on the County’s
contribution to addressing climate change as the Bill proposes a demolition tax and its revenue would go
towards the development of affordable housing that prioritize transit-oriented locations and sustainable
construction and design practices.

BACKGROUND AND PURPOSE OF BILL 5-25

The Housing Production Fund (HPF) was established by the County Council in 2021. The fund allows the
Housing Opportunity Commission (HOC) to finance construction of mixed-income and mixed-use
developments in the County. Thirty percent of the units in these developments must be income-restricted,
with 20% of the units affordable at or below 50% of the Area Median Income (AMI) and 10% affordable at 65%
-70% of the AMI.!

Bill 5-25 would establish a $20,000 excise tax on certain demolitions and renovations of single-family homes.
This would include partial demolitions of attached or detached single-family homes that result in the
destruction or removal of at least 50% of an existing home.? Revenues from the new excise tax would be used
exclusively for the HPF which allows HOC to finance the construction of mixed-income, mixed-use
developments.3

The Bill also outlines the following proposed exemptions from the excise tax:

e The existing home is deemed unsafe or condemned under County Code;

e The replacement single-family home would be a moderately priced dwelling unit (MPDU);

e The replacement single-family home would be the owner’s principal residence for a minimum of 5
years;

o The gross floor area of the replacement single-family home would be equal or less than equal to the
original home’s gross floor area;

e |tis demonstrated the replacement single-family home is necessary due to a medical condition or
disability of an individual that will reside in the home; or

e |tis demonstrated the demolition is necessary due to unforeseeable circumstances beyond the
owner’s control and reasonable ability to remedy.*

Bill 5-25, Demolition Tax for Affordable Housing Production was introduced by the County Council on February
11, 2025.

Montgomery County (MD) Council 1 3/4/2025
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ANTICIPATED IMPACTS

The Bill proposes a demolition tax and revenue raised will go to the HPF which HOC uses to finance affordable
housing developments. The HOC’s 5-year strategic plan (2024-2029) cites their commitment to creating and
maintaining sustainable affordable housing in the County.>

Some examples of their current and future sustainable housing developments funded through the Housing
Production Fund (HPF) include:

e The Laureate — The Laureate is a LEED-certified! mixed-use, mixed-income residence and is walking
distance to the Shady Grove Metro Station. It was the first building funded by the HPF and was
designed to be a transit-oriented community.®

e Hillandale Gateway — Hillandale Gateway will be a LEED-certified mixed-use, mixed-income
community. It will be built to Passive House standards, which are high performance energy efficiency
standards that require buildings reduce energy needed for heating and cooling of up to 90% and up to
75% in overall energy use, based on standards developed by the Passive House Institute US.” A
microgrid is planned for the site as well as a neighborhood resiliency hub, which will support the
community during an extreme weather event.?

e Wheaton Gateway — Wheaton Gateway will be a mixed-use residential and retail property and
residential buildings will be designed to meet Passive House standards. It will also be walking distance
to the Wheaton metro as well as to a planned Bus Rapid Transit station along University Boulevard.®

Due to HOC's past and planned projects that create sustainable, affordable housing that are accessible to
public transit, it is likely that future projects funded by the HPF will also follow these design principles.®
Adopting passive house standards will lower their building’s operational energy use and emissions related to
energy use, which residential energy use accounts for 24% of the County’s total greenhouse gas emissions.!?
Further, the affordability of a community’s housing stock has a direct correlation to the overall resilience of a
community, and on its ability to prepare for current and future risks through the following ways:*2

e Increasing housing stability which can increase community resilience by building community ties and
enabling residents to stay better connected during emergencies; and

e Alleviating cost-burdened households by providing more affordable housing options, which allows
these households to have more cash on hand to weather shocks, such as extreme weather events.!3

*LEED (Leadership in Energy and Environmental Design) designates buildings that incorporate best practices in energy efficiency,
water conservation, and sustainable building material selection. LEED buildings are designed to minimize their environmental
impact. https://www.usgbc.org/leed

Office of Legislative Oversight 2
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OLO cannot discern if the demolition tax would discourage property owners from demolishing single-family

homes on their site. The demolition and rebuilding of buildings is extremely carbon intensive due to embodied
carbon, which represents total carbon emissions released during the lifecycle of building materials and
includes emissions associated with manufacturing building materials, transportation of materials, and disposal

of materials.'* Depending on the size of the new building, the embodied carbon associated with the

construction site can be doubled, due to the embodied carbon of the original materials and the new materials
used for the new building.®

However, the measures put forth could encourage owners of the property to build a new single-family house
similar in size and square footage to the old building that was demolished. Larger homes typically require
more energy to heat and cool and more building materials to construct, which increases both their embodied
carbon and emissions associated with energy use.'® According to analysis from the planning department, there
is a pattern of homes with significantly more square footage replacing homes that were demolished in the
County. For the 734 homes recorded as demolished and replaced from 2012 — 2019, the gross floor area of the
new home was 152% larger on average, or 2,554 square feet on average.'’

According to data from the Energy Information Administration (EIA) published for 2022, the annual amount of
electricity purchased by an average U.S. home (with an average square footage of 1,799) was 10,791 kilowatt-
hours (kwWh).*® 2 OLO notes the 734 homes demolished and replaced from 2012 — 2019 were built, on average,
with an additional 2,554 square feet, which is larger than the average home discussed in the EIA dataset.®
Assuming the house is occupied year round, these homes could consume more than double the amount of
electricity compared to the average home in the United States. Mitigating the size of replacement homes after
a demolition could reduce greenhouse gas emissions in the County’s building sector.

OLO anticipates Bill 5-25 will have a positive impact on the County’s contribution to addressing climate
change, including the reduction and/or sequestration of greenhouse gas emissions, community resilience, and
adaptative capacity. The Bill’s proposed actions will likely lead to an increase in affordable housing units and
these buildings will likely use sustainable design and construction as they will be overseen by HOC, which is
committed to sustainability.

RECOMMENDED AMENDMENTS

The Climate Assessment Act requires OLO to offer recommendations, such as amendments or other measures
to mitigate any anticipated negative climate impacts.?® OLO does not offer recommendations or amendments
as Bill 5-25 is likely to have a positive impact on the County’s contribution to addressing climate change,

2 The figure for average square footage includes single-family homes, multifamily, and mobile homes in the United States. 2022
data broken down by type of home was not available, however in 2020, the EIA reported the average single-family home was 2,264
square feet. From: https://www.eia.gov/consumption/residential/data/2020/hc/pdf/HC%2010.9.pdf

Office of Legislative Oversight 3
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including the reduction and/or sequestration of greenhouse gas emissions, community resilience, and

adaptative capacity.

CAVEATS

OLO notes two caveats to this climate assessment. First, predicting the impacts of legislation upon climate
change is a challenging analytical endeavor due to data limitations, uncertainty, and the broad, global nature
of climate change. Second, the analysis performed here is intended to inform the legislative process, not
determine whether the Council should enact legislation. Thus, any conclusion made in this statement does not
represent OLO’s endorsement of, or objection to, the bill under consideration.

PURPOSE OF CLIMATE ASSESSMENTS

The purpose of the Climate Assessments is to evaluate the anticipated impact of legislation on the County’s
contribution to addressing climate change. These climate assessments will provide the Council with a more
thorough understanding of the potential climate impacts and implications of proposed legislation, at the
County level. The scope of the Climate Assessments is limited to the County’s contribution to addressing
climate change, specifically upon the County’s contribution to greenhouse gas emissions and how actions
suggested by legislation could help improve the County’s adaptative capacity to climate change, and
therefore, increase community resilience.

While co-benefits such as health and cost savings may be discussed, the focus is on how proposed County bills
may impact GHG emissions and community resilience.

CONTRIBUTIONS

OLO staffer Kaitlyn Simmons drafted this assessment.

* Housing Production Fund, Housing Opportunity Commission, Accessed 2/19/2025.

2 Introduction Staff Report for Bill 5-25, Montgomery County Government, Introduced 2/11/2025.

3 |bid.

4 Introduction Staff Report for Bill 5-25, Montgomery County Government, Introduced 2/11/2025.

5 HOC Five-Year Strategic Plan 2024-2029, Housing Opportunities Commission, 2024.

6 A Earth Month Environmental Progress Update from HOC and HOCP, Housing Opportunities Commission, Accessed 2/27/2025.

7 Passive House Design Guidelines, NYC Housing Preservation and Development, Accessed 2/27/2025; Passive House Certification
Criteria, International Passive House Association, Accessed 2/27/2025; Hillandale Gateway Spring 2022 Community Update Release,
Housing Opportunities Commission, 2022;

8 Hillandale Gateway Spring 2022 Community Update Release, Housing Opportunities Commission, 2022;

Hillandale Gateway Accelerates Energy Efficiency with Green Bank Financing, Montgomery County Green Bank, 11/8/2024.

® Wheaton Gateway FAQ, Wheaton Gateway, Accessed 2/27/2025; Housing Production Fund, Housing Opportunities Commission,
Accessed 2/27/2025.

10 Wheaton Gateway’s Role in Achieving Montgomery County’s Climate Action Plan, Wheaton Gateway, Accessed 2/27/2025; HOC
Five-Year Strategic Plan 2024-2029, Housing Opportunities Commission, 2024.
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https://www.hocmc.org/about-us/innovations/housing-production-fund/
https://apps.montgomerycountymd.gov/ccllims/DownloadFilePage?FileName=2858_1_26010_Bill_5-2025_Introduction_20250211.pdf
https://apps.montgomerycountymd.gov/ccllims/DownloadFilePage?FileName=2858_1_26010_Bill_5-2025_Introduction_20250211.pdf
https://www.hocmc.org/about-us/strategic-plan/
https://www.hocommunitypartners.org/an-earth-month-environmental-progress-update-from-hoc-hocp/
https://www.nyc.gov/site/hpd/services-and-information/passive-house.page
https://passivehouse-international.org/index.php?page_id=150
https://passivehouse-international.org/index.php?page_id=150
https://www.montgomerycountymd.gov/exec/Resources/Files/Hillandale%20Gateway%20Spring%202022%20Community%20Update%20Release.pdf
https://www.montgomerycountymd.gov/exec/Resources/Files/Hillandale%20Gateway%20Spring%202022%20Community%20Update%20Release.pdf
https://www.montgomerycountymd.gov/exec/Resources/Files/Hillandale%20Gateway%20Spring%202022%20Community%20Update%20Release.pdf
https://mcgreenbank.org/hillandale-gateway-accelerates-energy-efficiency-with-green-bank-financing/
https://www.wheatongateway.com/faqs
https://www.hocmc.org/about-us/innovations/housing-production-fund/
https://www.wheatongateway.com/news-updates/wheaton-gateways-role-in-achieving-montgomery-countys-climate-action-plan
https://www.hocmc.org/about-us/strategic-plan/
https://www.hocmc.org/about-us/strategic-plan/

** Passive House FAQ, Passive House Network, Accessed 2/26/2025.; Montgomery County Climate Action Plan, Montgomery
County Government, June 2021.

2 The Community Resilience Benchmarks, Alliance for National and Community Resilience, Accessed 2/24/2025.

3 Equitable Adaptation Legal & Policy Toolkit: Resilient Affordable Housing, Anti-Displacement, and Gentrification, Georgetown
University Climate Center, Accessed 2/24/2025.

14 C-MORE: Construction Material Opportunities to Reduce Emissions, U.S. EPA, Accessed 2/26/2025.

15 Combating climate change: A study of embodied carbon, Trellis, 11/8/2021.; Building Reuse: A Proven Climate and Economic
Strategy, National Trust for Historic Preservation & American Institute of Architects, Accessed 2/26/2025.

6 Maximum Size of Single-Family Residences, Sustainable Development Code, Accessed 2/26/2025; The Impact of Increasing
Home Size on Energy Demand, U.S. Energy Information Administration, 4/19/2012.

7 Bill 34-19, Taxation - Development Impact Taxes - Affordable Housing - Housing Impact Fairness Act Staff Report, Montgomery
County Planning Department, 11/26/2019.

*® How much electricity does an American home use?, U.S. Energy Information Administration, Accessed 2/26/2025.; Annual
Energy Outlook: Residential Sector Key Indicators and Consumption, U.S. Energy Information Administration, Accessed 2/26/2025
*9 Annual Energy Outlook: Residential Sector Key Indicators and Consumption, U.S. Energy Information Administration, Accessed
2/26/2025

20 Bj|l 3-22, Legislative Branch — Climate Assessments — Required, Montgomery County Council, Effective date October 24, 2022
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https://www.preventionweb.net/files/73434_73434housingbenchmarkfinaljanuary20.pdf
https://www.georgetownclimate.org/adaptation/toolkits/equitable-adaptation-toolkit/resilient-affordable-housing-anti-displacement-gentrification.html?chapter
https://www.epa.gov/greenerproducts/cmore#:~:text=Embodied%20carbon%20refers%20to%20the,a%20product%20and%20its%20disposal.)
https://trellis.net/article/combating-climate-change-study-embodied-carbon/
https://www.aia.org/sites/default/files/2024-12/AIA_NTHP_Building_Reuse_42__0.pdf
https://www.aia.org/sites/default/files/2024-12/AIA_NTHP_Building_Reuse_42__0.pdf
https://sustainablecitycode.org/brief/establishing-maximum-size-of-single-family-residences/
https://www.eia.gov/consumption/residential/reports/2009/square-footage.php#:~:text=Homes%20built%20since%201990%20are,homes%20are%20in%20milder%20climates
https://www.eia.gov/consumption/residential/reports/2009/square-footage.php#:~:text=Homes%20built%20since%201990%20are,homes%20are%20in%20milder%20climates
https://montgomeryplanningboard.org/wp-content/uploads/2019/11/Bill-34-19-Housing-Impact-Fairness-Act_Final.pdf
https://www.eia.gov/tools/faqs/faq.php?id=97&t=3
https://www.eia.gov/outlooks/aeo/data/browser/#/?id=4-AEO2023&cases=ref2023&sourcekey=0
https://www.eia.gov/outlooks/aeo/data/browser/#/?id=4-AEO2023&cases=ref2023&sourcekey=0
https://www.eia.gov/outlooks/aeo/data/browser/#/?id=4-AEO2023&cases=ref2023&sourcekey=0

Racial Equity and Social Justice (RESJ)

Impact Statement

Office of Legislative Oversight

BILL 5-25; DEMOLITION TAX FOR AFFORDABLE HOUSING
PRODUCTION

SUMMARY

The Office of Legislative Oversight (OLO) anticipates Bill 5-25 could have a positive impact on racial equity and social
justice (RESJ) in the County. Black and Latinx community members could disproportionately benefit from the creation of
a dedicated revenue stream that increases the reliability of developing affordable housing units through the Housing
Production Fund (HPF). However, the actual RESJ impact of this Bill will depend on measures that are taken to prevent
the potential displacement of Black, Indigenous, and Other People of Color (BIPOC) community members in
communities where HPF-funded developments are located.

PURPOSE OF RESJ IMPACT STATEMENTS

RESJ impact statements (RESJIS) evaluate the anticipated impact of legislation on racial equity and social justice in the
County. RESJ is a process that focuses on centering the needs, leadership, and power of Black, Indigenous, and other
people of color (BIPOC) and communities with low incomes. RESJ is also a goal of eliminating racial and social inequities.
Applying a RESJ lens is important to achieve RESJ.? This involves seeing, thinking, and working differently to address the
racial and social inequities that cause racial and social disparities.

PURPOSE OF BILL 5-25

The Housing Production Fund (HPF) was established by the County Council in 2021. The fund allows the Housing
Opportunity Commission (HOC) to finance construction of mixed-income and mixed-use developments in the County.
Thirty percent of the units in these developments must be income-restricted, with 20% of the units affordable at or
below 50% of the Area Median Income (AMI) and 10% affordable at 65% -70% of the AMI.3

Bill 5-25 would establish a $20,000 excise tax on certain demolitions and renovations of single-family homes. This would
include partial demolitions of attached or detached single-family homes that result in the destruction or removal of at
least 50% of an existing home. Revenues from the new excise tax would be used exclusively for the HPF.*

Bill 5-25 also outlines the following exemptions from the excise tax:®

e The existing home is deemed unsafe or condemned under County Code;
e The replacement single-family home would be a moderately priced dwelling unit (MPDU);
e The replacement single-family home would be the owner’s principal residence for a minimum of 5 years;

e The gross floor area of the replacement single-family home would be less than or equal to the original home’s
gross floor area;

e The replacement single-family home is necessary due to a medical condition or disability of an individual that
will reside in the home; or

Office of Legislative Oversight March 4, 2025
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e The demolition is necessary due to unforeseeable circumstances beyond the owner’s control and reasonable
ability to remedy.

Bill 5-25, Demolition Tax for Affordable Housing Production, was introduced by the County Council on February 11,
2025.

This RESJIS builds on the following RESJISs previously published by OLO:

e Bill 18-24, Housing Policy — Standards and Procedures — Amendments, published in October 2024;° and

e Bill 38-23, Tenant Displacement — Right of First Refusal to Buy Rental Housing — Amendments, published in
October 2023.7

Please refer to these RESJISs for background on housing affordability, the affordable housing shortage and racial equity.

ANTICIPATED RESJ IMPACTS

To consider the anticipated impact of Bill 5-25 on RESJ in the County, OLO recommends the consideration of two related
questions:

e Who would primarily benefit or be burdened by this bill?

e What racial and social inequities could passage of this bill weaken or strengthen?

For the first question, OLO considered the demographics of community members who would benefit from a dedicated
revenue source for mixed-income housing projects through the HPF:

e Community members who demand affordable housing would benefit from increased funding to the HPF. HPF-
funded housing developments provide double the affordable units than those provided by standard housing
developments through the County’s Moderately Priced Dwelling Units (MPDU) program.® Further, 20 percent of
units in HPF-funded housing developments have deeper affordability than MPDUs.

As noted in the RESIIS for Bill 18-24, historical and contemporary racial inequities drive increased demand in
affordable housing among Black and Latinx families in the County.® As shown in Table A (Appendix), the median
incomes of Black and Latinx households are each more than $30,000 less than the median income of all
households in the County. Further, as shown in Table B (Appendix), Black and Latinx renter-households are also
more likely to be cost-burdened (pay 30 percent or more of income on housing expenses) than White and Asian
renter-households. Black families are also largely overrepresented among families who live across properties
owned and managed by HOC, the developer of HPF-funded housing.®

e Community members who demand market-rate housing would also benefit from increased funding to the HPF.
Seventy percent of HPF-funded developments are market-rate units. Of note, income from market-rate units
allows HOC to sustain the affordability of affordable units.!* As shown in Table A, the higher income levels of
White and Asian community members suggest they would benefit most from the development of market-rate
units through the HPF.

Conversely, community members who demand single-family home demolitions would be burdened by the excise tax
on these demolitions. According to a 2019 report from Montgomery Planning, between 2009 and 2019, 87 percent of
single-family home demolitions occurred in District 1.12 District 1 includes areas of Bethesda, Potomac and Chevy Chase.

Office of Legislative Oversight 2 March 4, 2025
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As shown in Table C (Appendix), White community members are largely overrepresented in District 1.1* Asian and Pacific
Islander community members are proportionately represented, while Black and Latinx community members are
underrepresented. District 1 is also affluent. The median income of the district is $265,145 compared to $152,779 for
the County.'

Data from Montgomery Planning confirms that affluent community members primarily demand single-family home
demolitions. For demolitions between 2014 and 2017, the sales price of homes that were demolished and replaced
increased by over $1 million on average. Further, for demolitions between 2012 and 2019, the gross floor area of homes
that were replaced increased by an average of 2,554 square feet.’

For the second question, OLO considered how Bill 5-25 could affect racial inequities and disparities in housing. As noted
in the RESJIS for Bill 38-23, the nationwide shortage in affordable housing exacerbates housing insecurity for BIPOC
community members.'® Housing trust funds such as the HPF are recognized as a best practice for supporting affordable
housing development.?” Bill 5-25 would create a dedicated revenue source for the HPF, which would support its
sustainability.’® Increasing the reliability of developing affordable housing units through the HPF could help reduce
housing disparities in the County by race and ethnicity.

Of note, researchers and advocates note that mixed income housing development can contribute to gentrification and
to the displacement of lower-income BIPOC community members.*® As described in one study:?°

“Creating communities that remain broadly accessible to lower-income households and
residents of color... requires measures that enhance housing and economic opportunities within
the larger neighborhood and address the threats of physical, economic, and cultural
displacement associated with increased investment.”

The study highlights four approaches to reduce the potential adverse impacts of mixed-income housing on BIPOC
community members:?!

e Accounting for potential displacement impacts in the initial design of redevelopment plans;
e Investing in long-term affordable housing when land values are low;

e Pairing market-leveraging efforts with measures that attenuate their ripple effects for residents of targeted
neighborhoods (e.g., tenant protections, rent regulations, tenant financial assistance programs, etc.); and

e Enabling residents of revitalized neighborhoods to benefit from employment opportunities generated by
investment and keeping commercial and cultural institutions viable.

Conclusion. OLO anticipates Bill 5-25 could have a positive impact on RESJ in the County. Black and Latinx community
members could disproportionately benefit from the creation of a dedicated revenue stream that increases the reliability
of developing affordable housing units through the HPF. However, the actual RESJ impact of this Bill will depend on
measures that are taken to prevent the potential displacement of BIPOC community members in communities where
HPF-funded developments are located.

RECOMMENDED AMENDMENTS

The Racial Equity and Social Justice Act requires OLO to consider whether recommended amendments to bills aimed at
narrowing racial and social inequities are warranted in developing RESJ impact statements.?? OLO anticipates Bill 5-25
could have a positive impact on RESJ. As such, OLO does not offer recommended amendments.

Office of Legislative Oversight 3 March 4, 2025
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CAVEATS

Two caveats to this racial equity and social justice impact statement should be noted. First, predicting the impact of
legislation on racial equity and social justice is a challenging analytical endeavor due to data limitations, uncertainty, and
other factors. Second, this RESJ impact statement is intended to inform the legislative process rather than determine
whether the Council should enact legislation. Thus, any conclusion made in this statement does not represent OLO's
endorsement of, or objection to, the bill under consideration.

CONTRIBUTIONS

OLO staffer Janmarie Pefia, Performance Management and Data Analyst, drafted this RES) impact statement.

APPENDIX

Table A: Median Household Income by Race and Ethnicity, Montgomery County

Race and ethnicity? Median Household Income
Asian $143,911
Black $86,359
White $160,756
Latinx $92,050
County $125,371

Source: Table S0201, 2023 American Community Survey 1-Year Estimates, Census Bureau.

Table B: Cost-Burden Rates of Renter-Occupied Households by Race and Ethnicity, Montgomery County

Race and ethnicity Cost-Burden Rate
Asian 41.4
Black 57.6
White 50.4
Latinx 59.9
County 53.6

Source: Table S0201, 2023 American Community Survey 1-Year Estimates, Census Bureau.

Table C: District 1 Population by Race and Ethnicity, Montgomery County

Race and ethnicity District 1 Population County Population
Asian or Pacific Islander 14.2 14.9
Black 4.6 18.0
White 68.7 43.1
Latinx 8.5 19.5

Source: 2022 Demographic Profile of Council Districts, Montgomery Planning.
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! Definition of racial equity and social justice adopted from Marlysa Gamblin et al., “Applying Racial Equity to U.S. Federal Nutrition
Programs,” Bread for the World and Racial Equity Tools.

2 |bid.

3 Housing Production Fund, Housing Opportunities Commission.

# Introduction Staff Report for Bill 5-25, Montgomery County Council, Introduced February 11, 2025.

% Introduction Staff Report for Bill 5-25.

6 RESJIS for Bill 18-24, Office of Legislative Oversight, October 3, 2024.

7 RESJIS for Expedited Bill 38-23, Office of Legislative Oversight, October 13, 2023.

8 Moderately Priced Dwelling Units (MPDUs) are housing units that are affordable to renters and first-time home buyers making up
to 70 percent of the AMI. In housing developments with more than 20 units, between 12.5 to 15 percent of the units must be
MPDUs. The percentage of required MPDUs depends on where the housing development is located. Refer to MPDU Program —
General and MPDU Developers, Department of Housing and Community Affairs.

° RESJIS for Bill 18-24.

10 |bid.

11 Staff Report for PHED and GO Committee Worksession on HOC Housing Production Fund, Montgomery County Council, July 27,
2020, pg. 3.

12 Montgomery Planning Assessment of Bill 34-19, Taxation — Development Impact Taxes — Affordable Housing — Housing Impact
Fairness Act, December 5, 2019, pg. 3.

13 Montgomery Planning’s assessment was based on Council district boundaries pre-2022. District 1 continues to include areas of
Bethesda, Potomac and Chevy Chase. Further, the demographics District 1 under the new boundaries are similar to its demographics
under the previous boundaries. Previously, 71.5 percent of the District 1 population was White, 4.8 percent was Black, 12.0 percent
was Asian and 8.5 percent was Latinx. And the average household income was $211,073. Refer to 2016 Demographic Profile of
Council Districts, Montgomery Planning.

142022 Demographic Profile of Council Districts, Montgomery Planning, pg. 6.

15 Montgomery Planning Assessment of Bill 34-19, Taxation — Development Impact Taxes — Affordable Housing — Housing Impact
Fairness Act, pg. 3.

16 RESJIS for Expedited Bill 38-23.

17 What About Housing? A Policy Toolkit for Inclusive Growth, Grounded Solutions Network, pg. 21; Preserving, Protecting, and
Expanding Affordable Housing, Changelab Solutions, pg. 41; and Housing Trust Funds, Local Housing Solutions.

18 Housing Trust Funds, Local Housing Solutions.

1% Amy T. Khare and Mark L. Joseph, “Prioritizing Inclusion and Equity in the Next Generation of Mixed-Income Communities,”
Shelterforce, July 12, 2019.

20 pAdéle Cassola, “Promoting Mixed-Income Communities by Mitigating Displacement: Findings from 80 Large U.S. Cities” in What
Works to Promote Inclusive, Equitable Mixed-Income Communities (Federal Reserve Bank of San Francisco, 2021), pg. 1.

21 |bid, pgs. 7-10.

22 Bill 27-19, Administration — Human Rights — Office of Racial Equity and Social Justice — Racial Equity and Social Justice Advisory
Committee — Established, Montgomery County Council

23 Data on Native American and Pacific Islander community members is not available for all data points in this RESJIS.
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https://www.hocmc.org/about-us/innovations/housing-production-fund/
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https://www.montgomerycountymd.gov/council/Resources/Files/agenda/cm/2020/20200727/20200727_PHEDGO4.pdf
https://montgomeryplanningboard.org/wp-content/uploads/2019/11/Bill-34-19-Housing-Impact-Fairness-Act_Final.pdf
https://montgomeryplanningboard.org/wp-content/uploads/2019/11/Bill-34-19-Housing-Impact-Fairness-Act_Final.pdf
https://montgomeryplanning.org/wp-content/uploads/2018/12/MC-Council-Districts-Demographic-Profile-2016.pdf
https://montgomeryplanning.org/wp-content/uploads/2018/12/MC-Council-Districts-Demographic-Profile-2016.pdf
https://montgomeryplanning.org/wp-content/uploads/2022/05/Montgomery-County-Council-District-Profiles-2022-1.pdf
https://groundedsolutions.org/housing-policy-toolkit
https://www.changelabsolutions.org/product/preserving-protecting-expanding-affordable-housing
https://www.changelabsolutions.org/product/preserving-protecting-expanding-affordable-housing
https://localhousingsolutions.org/housing-policy-library/housing-trust-funds/
https://shelterforce.org/2019/07/12/prioritizing-inclusion-and-equity-in-the-next-generation-of-mixed-income-communities/
https://case.edu/socialwork/nimc/sites/default/files/2019-07/Cassola%20Promoting%20Mixed-Income%20Communities%20July%2023%202019v2.pdf

Marc Elrich

County Executive

TO:

FROM:

SUBJECT:

OFFICE OF MANAGEMENT AND BUDGET

Jennifer R. Bryant
Director

MEMORANDUM

March 4, 2025

Kate Stewart, President
Montgomery County Council

Jennifer R. Bryant, Director R ~~/ 2oy

Office of Management and Budget L S
Extension Request: Fiscal Impact Statement for Expedited Bill 5-25,
Demolition Tax for Affordable Housing Production

As required by Section 2-81A of the Montgomery County Code, we are informing you
that transmittal of the Fiscal Impact Statement for the above referenced legislation will be
delayed because more time is needed to collect information and conduct a meaningful
analysis on the Bill. We are requesting an extension and will transmit the Fiscal Impact
Statement no later than March 25, 2025.

JRB:ac

cc: Cecily Thorne, Chief of Staff to the Council President, Montgomery County Council
Craig Howard, Executive Director, Montgomery County Council
Richard S. Madaleno, Chief Administrative Officer, Office of the County Executive
Tricia Swanson, Director of Strategic Partnerships, Office of the County Executive
Joshua Watters, Deputy Director, Office of Management and Budget
Chris Mullin, Manager, Office of Management and Budget
Anita Aryeetey, Senior Fiscal and Policy Analyst, Office of Management and Budget
Abdul Rauf, Fiscal and Policy Analyst, Office of Management and Budget

Office of the Director

101 Monroe Street ¢ Rockville, Maryland 20850  240-777-2800
www.montgomerycountymd.gov
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