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Recruiting and retaining top talent remain an ongoing
industry challenge

2023 has been another challenging year for the affordable housing industry. Inflation, the
dramatic risein operational costs, and the ongoing talent drain to market-rate platforms
has sparked employee-related challenges and an increasing shortage of professional talent
in theindustry. Asaresult, affordable housing firms continue to face difficult decisions
with respect to their compensation and awar d philosophy and practice.

Given this context, thereis a benefit to under standing current compensation levels,
workforcetrendsin the broader industry, and how human capital issues are impacting
oper ations. The 2023 Pear| Meyer NAHMA Affordable Housing Compensation Survey
provides critically important information to guide salary budgeting and decision-making
for 2024.

Based on that data, we see three main takeaways pertaining to base salaries, short-term
incentive compensation (also known as“annual bonuses’ or “ST1”), and long-term
incentive compensation (LTI). We'll also explore threeissuesimpacting human capital and
business operationsin the affordable housing industry.

Compensation Data

First, some findings from our survey with respect to base salaries. Traditionally, annual
raises settle at between 2.5% and 3% across all levels of affordable housing-focused
companies. Data indicated a larger jump across the board in 2022, with a range between
4% and just under 4.5% in year-over-year increases. Thisischiefly dueto the competitive
pressure of retaining talent and was a jump mirrored by many other USindustries. In
2023, the survey data paintsa similar picture, with base salary increases ranging from
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4.24% to 4.57% across all professional levels.

Base Salary Increases by Level
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Executive management and mid-level talent, on average, havereceived a larger year-over -
year boost in base salary compared to other professional levels, but all arerelatively close
in year-over-year increase percentages.

In 2024, inflation may continue to drive another round of 4% jumpsin base salaries.
However, we may be nearing a tipping point where operational increasesin fixed costs will
necessitate mor e selective increases to reward true difference-makers and/or specialists
who may be extremely difficult to replace, either from thetimerequired to replacethe
role, theindividual’ sinstitutional knowledge, and/or their cultural impact on the company.

Short-term incentive awards are our next area of focus. In 2022, the affordable housing
industry took major strideswith respect to ST1 awards. That survey showed a year-over -
year increase with 16% of firmsin theindustry now offering short-term incentive awards
to their professional and support teams. The trend continues as further adoption of STI
becomes a standard practice, gaining favor in the affordable housing industry. 2023 survey
data show 71% of all affordable housing firms now offer this component of compensation
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to their professionals.

Percentage of Companies Offering STI Awards

100%

80% 71%
60%
47%

63%
40%
20%
0%

2021 2022 2023

Furthermore, an increasein theuse of STI awardsis happening throughout the company,
with almost two-thirds of junior-level professionals qualifying for STI awards from firms
who utilize this component as part of their pay mix. We expect thistrend will continue.

STI Awards by Level
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There has also been a move forward in the ever-growing number of firmsutilizingLTI in
compensation design. Since 2021, theuse of LTI plansin the affordable housing industry
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hasincreased from 10% to 22%, with signs of further growth in 2024. Thisisfurther
evidence that affordable housing firms recognize they are competing against the broader
real estateindustry for talent and that they must attempt wherever possibleto provide a
like-kind financial arrangement for their professionals. With an LTI plan in place, thereis
both financial incentive for employees to stay with the organization for alonger period of
time, aswell as an incentive for the executive team to achieve multiple strategic and
financial milestones for the organization.
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Once adecision ismadeto implement LTI, the next decision iswho iseligible. Most often,
executive management, and frequently, division and/or functional heads participatein LTI
plans. However, thereisa small but growing trend year-over-year that shows companies
areincreasingly pushing LTI awardsfurther down in the organization to more junior-level
professionals. Approximately 15% of firmsin the broader real estate sector currently offer
LTI to all membersof their respective professional teams, and it is expected thiswill also
be a growing trend within the affor dable housing sector.

Broad Workforce Trends

1. Job titling issues are becoming more prevalent and at an increasingly aggressive pace.

Pear| Meyer also conducted a 2023 survey focused on job titling practices which found that
small private organizations, smilar to many in thisindustry, have significantly increased
therate at which they usejob titlesto attract, reward, and retain employees. Therate of
this behavior hasincreased materially in the past five years.

Furthermore, nearly 20% of the survey respondentsreported theregular use of
“unconventional” titles. While aggressivetitle practices can be an effective short-term tool
in the effort to reward and retain talent, particularly in the case wherethere are capital
constraints, the long-term damage to organizational structure, strain on company morale,
and other related issues can quickly become a real headache and lead to difficult
consequences.

For the sake of preserving pay equity, maintaining logical pay bands and an organizational
structurethat allowsfor responsible growth isthe best path forward. For those companies
that have dabbled in creative titling ver sus competitive compensation, pulling back on the

reinsisimportant for thelong-term health of the company.

2. Firms are requiring areturn to the office, like it or not.

Many industry professionalsin the field have lived on-site before, through, and after the
pandemic, but for those in the corporate ranks with a central office reporting location, the
migration back to the officeisnearing pre-pandemic levels.

In 2022, my discussions with CEOs and other executives leaned heavily in the direction of
athree-days per week in the office requirement. However, latein 2022 and continuing into
and through 2023, ther e has been a growing demand for employeesto return on a four-day
aweek basis and many of these executives are frequently asking if five days a week can
ever come back.

Companiesincreasing the in-office requirement need to recognize that employees may
perceive thisasremoving an important benefit. This can be somewhat mitigated if the
executives and senior management are leading by example and returning consistently to
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the office on a daily basis.
3. CEO areretiring and mergers, sales, and consolidations are on the rise as a result.

There appear to be an increasing number of mergersand consolidationsin thisindustry as
a generation of founders, owners, investors, and operatorslook to transition out of their
active day-to-day leader ship roles.

At issuein many of these casesisthelack a clearly developed internal succession plan.
Without suitable internal candidate optionsto fill the executive chairs, companiesrisk
over paying for a capable, but unknown, external candidate or resorting to buyout offers
from firmswith proven multi-generational executiveteamsin place. Given that a
successful succession processtypically takes between three and seven years, developing a
sound succession strategy now with a process for continually managing its milestonesis
highly recommended.

Conclusion

The affordable housing industry continuesto work toward closing its gaps with market
rate and other broader real estate firms, primarily through the increased use of both
short- and long-term incentive componentsin tailored compensation packages. The
affordable housing firmsthat still find themselves without a bonus component run the
increasing risk of falling further behind their competitorsand having difficulty attracting
and retaining high caliber talent. The forward-thinking firmswill continue to provide
compelling compensation solutions and rewar ding wor k environments. 2024 will likely
represent moreof areturn to “normalcy,” with companies continuing to welcome back
their respective workforce in a common office to achieve their firms goals and objectives.
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