Accessory Dwelling Units (ADUs)

ADUs support diverse living arrangements, increase affordability and
foster a sustainable approach to urban development
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The Impact

Accessory Dwelling Units (ADUs) expand housing supply on existing residential lots without
requiring additional land, major infrastructure investment, or the environmental footprint of standard
new construction. They allow density to increase in established neighborhoods while connecting to
existing utilities and services. ADUs can serve multiple household types, including older residents who
wish to remain near family and younger adults seeking independent housing at lower cost.
Homeowners may also generate rental income from the units. Because ADUs are compact, they
require less building material and less energy to heat than standard homes, offering a housing solution
with lower environmental impact than larger housing units.

Description

Accessory Dwelling Units are self-contained residential units built on the same lot as
single-family or multifamily homes. Each unit includes standard amenities, such as kitchen, bathroom,
and sleeping area. ADUs vary in size and configuration: they may be attached to or detached from the
primary home, and can be newly constructed or converted from existing spaces such as garages,
basements, or attics.

Where It's Been Implemented
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As of January 1, 2020, the California Health and Safety Code requires all cities and counties to
develop plans to incentivize and promote ADU construction. In 2024, California added approximately
125,000 housing units, increasing its housing stock by less than 1%. ADUs accounted for roughly 20%
of that new construction, according to data from the California Department of Finance.

ADU construction in California has been concentrated in the state's largest metropolitan areas
(Los Angeles, San Diego, and the San Francisco Bay Area), which are also the regions with the highest
home values and rents. ADU development in Los Angeles has been more prevalent in lower-resource
areas.

In San Mateo County, the county and nearly all cities and towns have adopted their own ADU
ordinances. Some jurisdictions have gone further than state minimums. For example, the City of San
Mateo has expanded the maximum size for detached ADUs, and the town of Woodside allows
detached ADUs up to 1,500 square feet. Outside San Mateo County, Santa Clara has adopted limits up
to 1,200 square feet.

Other cities that have adopted ADU-friendly zoning include San Diego, San Francisco, San Luis
Obispo, Fresno, Santa Clara, San Jose, Richmond and Santa Cruz. Counties that have done the same
include Nevada, Sonoma, and Humboldt. Los Angeles also launched a Standard Plan Program offering
homeowners and developers a menu of 20 preapproved ADU designs ranging from under 400 to 1,200
square feet.

Nonprofits in other states have developed ADU programs to address a range of affordable
housing needs. In Scranton, Pennsylvania, the Elder Cottage Housing Opportunity, working with
NeighborWorks Northeastern Pennsylvania, places ADUs on the properties of adult children or
caregivers to house older residents. In New York City, the Basement Apartments Safe for Everyone
Campaign advocates for formalizing underground apartments as ADUs, while the Landlord Repair
Fund helps landlords bring existing, informal units up to code. At the state level, New York's Plus One
ADU Program channels funding through community organizations to support both new ADU
construction and upgrades to existing units.

Effective from January 2024, state law AB 1033 allows homeowners in participating cities to sell
ADUs separately from the primary residence as individual condominium units. This represents a shift
from prior state law, which prohibited such conversions. Local jurisdictions must opt in and amend their
codes to permit these sales. San José was the first city in California to implement AB 1033, approving
its ordinance in June 2024; Berkeley, Sacramento, and San Diego have also adopted the policy. ADU
condominiums are eligible for federally guaranteed mortgages, broadening financing options for buyers.
Because ADUs tend to be smaller and less expensive than typical single-family homes, the provision
expands entry-level homeownership opportunities and may also allow existing homeowners to access
the equity in their ADU while remaining in their primary residence. AB 1033 is a tool that San Mateo
County jurisdictions could further explore to expand local homeownership options.

Key Drivers

More than 10 million renter households nationwide spend over 50% of their income on housing.
ADUs have gained traction as a response to housing affordability and supply constraints. They are
particularly relevant in high-opportunity neighborhoods (i.e. areas with stronger access to jobs, schools
and services) where housing options are often limited.

California has enacted a series of laws over the past decade to reduce barriers to ADU
construction. A pivotal early measure was SB 1069, passed in 2016, which required cities statewide to
adopt ADU ordinances conforming to state guidelines, including reduced parking requirements and
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limits on local restrictions. As a consequence, permits across California's largest metro areas grew from
654 in 2016 to 3,126 in 2017, with Los Angeles alone jumping from 80 to 1,980 permits in a single year.
Three additional bills passed in 2019 (AB 68, AB 881, and AB 670) addressed remaining barriers and
sustained that momentum.

In 2017, the San Mateo County Home For All collaborative founded the Second Unit Center,
one of the first ADU one-stop-shops in the United States, offering residents guidance through every
stage of ADU development. Building on that model, the San Mateo ADU Resource Center launched in
2024 as a joint effort of the Community Planning Collaborative and member jurisdictions. The Center
provides tools, educational materials, and staffed support to help both homeowners and local
governments increase ADU production. It serves as a comprehensive resource on local ordinances,
planning, design, permitting, construction and renting. Sixteen jurisdictions across the county fund the
Center, and their residents have access to additional services.

Both advocacy organizations and government agencies have worked to expand ADU adoption.
Advocacy organizations such as the Casita Coalition have promoted ADU adoption at the state and
local level. The California Department of Housing and Community Development has supported local
ADU ordinances.

At the federal level, the 21st Century ROAD to Housing Act, a bipartisan housing package
passed by the Senate in March 2026, includes a provision (Property Improvement and Manufactured
Housing Loan Modernization Act) that would increase loan limits for property improvement loans and
explicitly allow those loans to be used for ADU construction. The bill still requires House passage
before it can be signed into law. Another bill, the SUPPLY Act, introduced by Representative Liccardo
of San Jose, would allow lenders to factor up to 50% of anticipated ADU rental income into loan
qualifications, making it easier for homeowners to finance construction through government-backed
second mortgages. The bill had not advanced significantly as of May 2026.

Key Factors for Success

ADU development is supported by several regulatory and administrative conditions.
ADU-friendly zoning, including provisions for detached units, relaxed setback requirements, and
reduced parking minimums, establishes the legal foundation for construction. A streamlined permitting
process is equally important: when agencies operate within defined timelines for approving or denying
applications, homeowners have greater clarity and predictability, which reduces a common barrier to
project initiation.

Pre-approved ADU plans are another tool for reducing time and cost. By offering a menu of
vetted designs that bypass the standard plan review process, cities can shorten permit timelines and
lower predevelopment expenses for homeowners. Two state bills support this approach: AB 434
requires cities to adopt pre-approved plans by 2025, and AB 1332 encourages cities to accept
applications under such programs. San José was the first city to implement pre-approved plans, and
Mountain View, Pleasant Hill, and Martinez have followed with similar programs.

Financial support plays a significant role in making ADU construction feasible. The CalHFA ADU
Grant Program has provided up to $40,000 per project to reimburse homeowners for predevelopment
costs such as architectural designs, permits and impact fees. As of early 2024, available funds had
been fully allocated. Additional state and federal programs, including the CalHome Program, the Local
Housing Trust Fund, and the Community Development Block Grant, have offered further funding for
construction, rehabilitation, and planning, particularly for projects serving low- to moderate-income
households.
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Key Obstacles

Despite California's legislative efforts to streamline ADU development, significant barriers
remain. Construction costs are a primary challenge. The average cost to build an ADU in California is
approximately $167,000. The Bay Area presents a particularly steep challenge, with average costs
around $237,000. Higher cost is driven largely by higher labor costs and per-square-foot costs that can
exceed $800, placing a 500-square-foot unit at $400,000 or more. When mandatory requirements such
as fire sprinklers, solar installation, utility extensions, and design and permit fees are factored in, total
costs are further impacted.

Building an ADU also triggers a property tax reassessment on the new structure. While the
primary residence is not reassessed, the ADU's construction value is added to the homeowner's tax
liability. In a recent case in San Mateo County, the tax liability for a 560-square-foot ADU built with a
low-cost contractor came to approximately $370,000 all-in, adding approximately $2,800 per year.
Combined with loan payments, utilities, and insurance, it can result in neutral or negative cash flow
even when the unit is rented out.

Financing is another persistent obstacle. Lenders are generally unfamiliar with ADU projects
and often treat them as higher-risk than conventional residential construction. The limited availability of
loan products designed specifically for ADU development restricts options for homeowners who cannot
self-finance.
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