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Executive Summary

This report is intended to provide an examination of the market for new residential development in the

Skyway-West Hill and North Highline areas of unincorporated King County. In particular, we detail the

likelihood that existing incentives in King County that rely on market-rate development activity could
provide the affordable units required to support local needs.

To develop these results, we relied on a residential real estate pro forma model, which examined the

likely cash flows from prototype representative developments in different zoning districts in each

neighborhood. This model incorporated available information about allowable development, current

rents, expected sale prices, and costs of construction to understand what kinds of cash flows could be

expected from these examples, and what the implications of these results would be on efforts to promote

market-rate solutions to achieving affordable housing targets.

This research provides the following findings:

As-of-right multifamily development is currently not feasible in either neighborhood on occupied
parcels. Under the assumptions used in this study, development is generally infeasible due to the
higher costs of land and lower rent levels. Higher-density developments in R-48 zones are the closest
to being feasible investments and may be possible with increases above assumed rents as detailed in
section 4. Existing vacant parcels can provide space for development, but in both neighborhoods
sites without planned development are limited.

Available density incentives do not provide enough benefit to encourage new affordable
development. For the types of development identified for this area that would meet likely
affordability targets, the current incentives available for affordable units would not result in a
substantially higher return, and developers would be unlikely to build these units over those with only

market-rate units.

While increases in local rents or changes to Residential Density Incentives (RDIs) could result in
some improvements in feasibility, this may affect overall goals for housing access. Local
increases of up to 25% in rents beyond the assumptions noted in this report could make development
much more feasible and improve the likelihood that individual construction efforts would go forward.
Similarly, increasing benefits or reducing eligibility requirements for affordable housing could make
marginal increases in the feasibility of development. However, these actions could risk overall
program goals to support housing affordability in these areas, and higher rents could increase the

risk of displacement of current residents.

Other types of subsidies may be required to promote development of affordable units. Without
feasible market-rate development and the incentive structures to promote the construction of
affordable units, yields of new affordable units in these neighborhoods are likely to be very low in
the short-term. Market-rate construction would require additional subsidies to produce affordable
housing at the levels targeted, and most completely affordable development would not even reach a

financial break-even point.

The County Transfer of Development Rights (TDR) program will impact the ability to use in-lieu
fee payments to replace on-site affordable housing. At present, the County’s TDR program presents



an alternate approach to achieving additional density for projects in the area. If TDRs are available
at prices consistent with recent transactions, this would place an upper limit on the amount that could
be charged as in-lieu fees for affordable housing to gain density benefits. Developing in-lieu fee
payments would require coordination with this program to prevent competition.

Short- and long-term impacts on the national and regional economy and in real estate markets
due to COVID are uncertain. At present, the full ramifications of the COVID-19 pandemic are
unknown, with significant disruption across the economy as well as with the construction, financing,
and operation of real estate developments. This report examines conditions prior to the pandemic,
with the assumption that conditions will adjust to previous levels over time. Over the short term,
however, real-world conditions are likely to be highly variable, and this uncertainty in the market will
probably delay development.

Note that this report is not intended to provide financial advice on property investments or assessments of

property values. The results included in this report are examples that are intended to highlight factors in
development, but the costs and revenues derived from individual sites may differ.

For reference, a detailed market analysis for both study areas is included in the Appendix. This includes
information regarding both study areas, including statistics on:

Population characteristics

Local employment

Existing housing and development
Housing market data

Housing needs and household housing cost burdens
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1. Background and Approach

OVERVIEW

This report provides market assessment for new residential development in the Skyway-West Hill and
North Highline areas, and recommends actions by King County to support affordable housing that meet
the local community’s needs. These areas are recognized as having growing demands for housing for
low-income families, and the potential for increases in housing cost burdens that would lead to
displacement of existing residents. Coordinating the necessary incentives to develop affordable housing is
one potential component for strategies to address future housing needs for these areas.

To this end, this study evaluates the financial impacts of existing and potential policies on the
development of both market-rate units and affordable units created as part of existing incentive
programs. The findings of this report are intended to provide guidance as to future actions that could be
taken to improve local yields of affordable housing, especially as growth pressures increase.

Note that this report is not intended to provide financial advice on property investments or assessments of
property values. The results included in this report are examples that are intended to highlight factors in
development, but the costs and revenues derived from individual sites may differ.

STUDY AREAS

This analysis reviews development in two urban incorporated communities in King County: North Highline
and Skyway-West Hill. More details about these areas are found in the Appendix.

North Highline

The North Highline study area (shown with zoning in Exhibit 1) is an unincorporated community in King
County located between the cities of Seattle, Tukwila, and Burien. Consisting of the White Center and
Boulevard Park Census-Defined Places (CDPs), this area has evolved over time into a distinct and
affordable community for regional workers, with some commercial development in White Center and
industrial lands in the northern portion of Boulevard Park. Given its proximity to Seattle and current levels
of affordability, however, this community will likely be experiencing increasing displacement pressures
over time. Recent non-profit and not-for-profit multifamily affordable housing construction, such as
Greenbridge and Seola Gardens, do suggest that there is a local market for expanding low-income
housing through incentive programs.

Skyway-West Hill

The Skyway-West Hill neighborhood (shown with zoning in Exhibit 2) is also defined as the Bryn-Mawr
West Hill CDP, and is an unincorporated community in King County located within the Renton Potential
Annexation Area and bordered by the cities of Seattle, Tukwila, and Renton. Sited close to I-5 and 1-405,
this community has developed as a residential area for commuters to Seattle, Bellevue, and Renton. With
an older original subdivision at its core, it currently includes more expensive single-family residential
development closer to Lake Washington, with more multifamily residential development close to the
center of the area and lower-income residents further to the south and west.



Exhibit 1. Current Zoning, North Highline.
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Exhibit 2. Current Zoning, Skyway-West Hill.
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2. Pro Forma Modeling and Assumptions

CONCEPT

To assess the expected effects of policies on the yields of affordable housing in prototype construction
examples in the two study areas, we employ the use of “pro forma modeling” as a key analytical
approach. This provides a simulation of the financial costs and benefits of an example real estate
development project to demonstrate how changes in policy can affect final yields of market-rate and
affordable housing.

This approach is based on viewing a real estate development as a way of maximizing returns on an
investment. Market-rate developers will typically only choose to pursue construction projects that they
believe will provide enough of a return on a real estate investment to cover development costs, financing,
and a level of profit comparable to other available investments. A pro forma model estimates the
revenue and costs that a real estate developer would likely incur with a new building and whether this
would represent a reasonable rate of return for an investment of equity.

MODELING CONSIDERATIONS

Although there are a range of different parameters that are included in the model, several categories of
variables are important to consider when finding out whether prototype developments may or may not
be feasible. This section details four topics for consideration in these models:

=  Zoning districts and development regulations, identifying what can legally be built in certain
locations.

= Development types and costs, describing how the costs of construction are calculated and how they
impact the final conclusions.

=  Market conditions, describing how the conditions for real estate rentals and property sales impact
the results.

®= Incentives for development, outlining the ways that King County incentivizes development and
affordable housing beyond base regulations.
Zoning Districts and Development Regulations

For the purposes of this analysis, we selected five zoning districts represented in each of the two study
areas which would likely be the focus of new development, infill, or redevelopment:

= R-6 residential, with a maximum of 6 dwelling units (du) per acre
®  R-12 residential (12 du/acre)
"  R-24 residential (24 du/acre)
"  R-48 residential (48 du/acre)

CB - Community Business (mixed-use development with 48 du/acre)

Each of these zoning districts provide regulations that present constraints on the types of development
that could be included. In this case, residential density is typically the main limitation on development,

:{Il November 2020 Affordable Housing Incentives Analysis | 2. Pro Forma Modeling and Assumptions “ 4



although there are also limits on the amount of the lot that can be covered by impervious surfaces,
development setbacks from lot lines, and in the case of the CB zone, a limit on the ratio between the floor
area of the building and the size of the lot and the amount of commercial space included.

Note that expected property values for these examples were also developed for each zone. Given that
land prices were a required input of the pro forma model, we used assessed values for land and
improvements based on 2020 values from the King County Assessor. Although these values are not strictly
market values, they do provide a general indication about price levels within a neighborhood, especially
with respect to the split between land and building costs.

Development Types and Costs

A key input for a pro forma model is the costs of construction. This considers several different elements,
including the cost of property acquisition, financing, site preparation, and construction.

Types of development. One significant difference in costs of development between different sites,
however, is with respect to the building formats and the materials used in their development. Concrete
and steel high-rises, for example, will cost more than two-story wood-framed residential townhomes per
square foot.

Although the full range of possible development types would be very complex to evaluate, we identified
three main types of development and their general costs relevant for use in the model:

=  Townhomes and multi-plex (2-4 unit) developments, which include smaller wood structures

typically without elevators that are typically one to three stories in height.

= Wood-frame multifamily construction, which typically includes garden and low-rise apartment
complexes that are limited to five stories by building codes.

=  Wood-frame construction with a concrete podium, which is a common format of mid-rise multifamily
residential development. Due to building codes, this is typically the format of residential
development at six to eight stories.

Note that taller buildings are not allowed under the zoning in these areas, meaning that certain building
types such as concrete and steel structures are not likely to be used. These types of buildings are usually
far too expensive to build outside of urban cores and areas with significant transit services.

Parking. Another significant element of cost differences between these examples is with respect to on-site
parking. Three types of parking are typically found in residential development:

= Surface parking with stalls at-grade and limited improvements.

= Structure parking, which may involve either incorporating parking within a building or in an attached
parking structure.

=  Underground parking, where a subsurface garage accommodates some or all on-site parking.

As development moves towards more intensive types and more construction costs are required to
accommodate parking within a building or underground, development costs per unit will increase.
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Market Conditions

In addition to what can be built on a site under current regulations, there are also considerations in pro
forma modeling about how much revenue can be received from a real estate development project after
construction. For multifamily properties, this can be divided between regular revenue and sales.

Regular Revenue

The revenue received from a building is related to the rents received from different sources, including:

= Residential rents
= Commercial leases
=  Parking fees

= Other fees charged to residents

For the purpose of analysis, these are impacted by certain factors:

= Likely market rents for each of these types of space in the areaq, usually estimated by examining

comparable rents in similar developments.

=  Expected vacancy rates over time, which will reduce the amount of revenue from the maximum
possible receipts if these spaces were completely occupied.

= Absorption rates, which detail how long it would take for a new building to be completely leased
out. This is important to consider, as during the first few years while a building is attracting new
tenants it may not be receiving as much rent and income.

Considerations for regular operating expenses, financing, and taxes are used to estimate the actual
receipts of cash flow from a new development to investors over time.

Sales

Usually investment properties, especially those newly built, are sold on the market to other investors. This
is typically coordinated when the regular revenue and income from a site are stabilized and the building
is fully leased.

One figure often quoted when reviewing building sales for investment is the “capitalization rate”. This
value is an indicator that generally represents the desired risk-adjusted returns from a long-term
investment in a real estate product. These values can vary widely based on the type of building, the
location, current market conditions, alternative investments, prevailing interest rates, and so on. Generally,
lower cap rates represent more stable markets and more desirable investments.

From available summaries in the Seattle metro areq, cap rates in the second half of 2019 for multifamily
products may range between 4.1 and 5.5%, with the lowest values for property sales found in high-
quality urban areas, and cap rates for lower-quality suburban development increasing to up to 5.5%.
Given that there are no recent sales of large multifamily developments directly within the study areas, we
assume for this analysis that cap rates are 4.5% for new developments. In our pro forma model,

1 CBRE, 2020. “North American Cap Rate Survey | Second Half 2019. Seattle Snapshot.”
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adjustments to this value will change the final sale price of the development after a hold period to attract
tenants and lease up the space in the neighborhood.

Owner-occupied housing is less of a focus in this analysis given that most development is likely to be
multi-family properties. A small proportion of any housing of this type in the study areas will likely be
constructed as affordable housing for homebuyers. However, this type of development may be relevant
for evaluating fee-in-lieu structures for density bonuses.

Development Incentives

In addition to regulating regular types of development, the County also provides other incentives to
promote desirable development that achieves other policy goals. Under KCC 21A.12.030, incentives can
be provided for real estate development projects under specific conditions.

Transfer of Development Rights

King County’s Transfer of Development Rights (TDR) program allows for the transfer of development
density between different sites. The sending sites that are giving up density in this case are usually rural
sites in the county which have distinct value in use for agriculture, forestry, open space, or environmental
protection. Restrictions on the use of these lands are traded for additional development density allowed
on urban “receiving” sites.?

Residential Density Incentives

The County also manages a Residential Density Incentives (RDI) program to exchange additional
development density for other site-related development considerations. These benefits are specified
under KCC 21A.34, and include bonus density for providing:

®=  Low-income units affordable to households with 50% Area Median Income (AMI) or lower
®=  Low-income units for seniors affordable at 50% AMI or lower

= Senior assisted living units

"=  Moderate-income housing for homebuyers at 80% AMI or lower
=  Displaced mobile homes

= Dedicated parks, trails, or open space

=  Preservation of historical landmarks

=  Energy-efficient design features

=  Public art

=  Cottage housing

= Single-family homes of 1,500 sf or smaller

=  Woalkable design

2 See https://www.kingcounty.gov/services/environment /stewardship /sustainable-building /transfer-development-rights.aspx.
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TDR /RDI Benefits

Developments relying on TDR or RDI can receive the following benefits:

=  Additional density / bonus units. Development incentives under most benefits under RDI provide up
to a 50% bonus for density under KCC 21A.12.030 and 21A.12.040. For TDRs, developments with
100% owner-occupied housing affordable to 80% AMI, and cottage housing, up to a 100%

increase in density may be allowed.

®=  Reduced parking. Under KCC 21A.34.080.D2b, Developments using RDIs can reduce the parking
required for affordable units by 50%.

®=  Reduced recreation space. Under KCC 21A.34.080.E2b, developments with RDIs are only required
to provide 50% of the recreation space required for affordable units.

®= Increased building envelope. Under KCC 21A.12.030, residential developments with affordable
units are also allowed to have greater heights.

Fees In Lieu

In addition to providing options for developing on-site affordable units, an alternative can be to provide
a payment option that would allow market-rate developments to take advantage of existing density
bonuses for affordable housing in exchange for payments that would allow housing to be developed
elsewhere. This can be applied for both owner-occupied and rental housing. Under the current zoning
code in King County these fees have not been implemented, but under state law they can be instituted to
allow an alternative way of achieving density bonuses.?

The major advantage to this approach is that it does provide a level of flexibility for developers in
contributing to affordable housing in an area. It can also provide funding for non-profits and public
agencies to implement affordable housing projects with dedicated services, and can reduce the
administrative oversight necessary for affordable units distributed among private developments.
However, if not calibrated well, these fees may be set too high to be a clear option, or set too low to
recapture enough of the benefit granted to developers.

Other Programs

King County also has other existing and potential programs that include considerations for affordable

housing, including:

®=  The TDR for affordable housing pilot program (KCC 21A.37.130), which allows for the acquisition
of TDRs at 15% of fair market value for households with incomes at 40% of AMI or lower to achieve
density bonuses of 150 to 200% above base densities.

®=  Urban planned developments (KCC 21A.39.060), which require 10% of units to be affordable to
households with 50% AMI (for rental units) or 80% AMI (for homebuyers), and an additional 20% of
units allocated to other specific low-income levels.

3 RCW 36.70A.540(2)(h)
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= Demonstration/pilot projects, including the “Low-impact development and Built Green
demonstration project overlay” (KCC 21A.55.060), provisions for sustainable communities and
housing development (KCC 21A.55.101), and alternative housing demonstration projects (KCC
21A.55.125), which account for waivers to regulations for development projects that work to achieve

certain goals, including housing affordability.

®= Linkage fees on commercial space to be used to pay for the development of affordable housing,
which would be implemented on a price per square footage basis. Seattle currently has a linkage
fee structure which charges up to $17.50 per square foot on leasable commercial square footage to
pay for affordable housing projects.*

4 Seattle City Code, Chapter 23.58B.
https://library.municode.com/wa/seattle /codes/municipal code/2811122nodeld=TIT23LAUSCO SUBTITLE IIILAUSRE CH23.
58BAFHOIMMIPRCODE
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3. Scenarios and Inputs

Given the process and assumptions outlined above, nine prototype scenarios were developed for each of
the study areas, based on example data collected for sites in each location. For simplicity, these
prototypes are all scaled to one acre.

Given the study area and the goals of this review, the primary focus of the analysis is on rental housing
targeted to 50% AMI and below. Additionally, while the general impacts of both TDR and RDI are
examined here, we examine up to a 50% density benefit through these programs to identify the likely
benefits that can be derived from affordable housing bonuses under the RDI program..

Scenario parameters were based on three major characteristics:

®=  Market conditions in each study areaq, including both residential and commercial rents as well as the
prices of available land.

=  Zoning and development regulations for each zone, including maximum height and lot coverage
requirements, as well as additional height and density allowed by providing affordable units or
purchasing development rights through the King County TDR program.

= Full build-out versus cost efficiency, specifically what building type is used and whether full
building capacity is used for development. In some cases, development which does not use the entire
capacity of the site may be less expensive and more feasible.

Zoning and development characteristics are provided in Exhibit 3, which include:

®=  The number of floors in the development based on building height. This includes the base allowed
without any additional incentives (denoted as “base”), as well as the maximum allowed with TDRs or
RDIs (listed as “max”).

= The lot coverage for all impervious surfaces, including buildings and surface parking.

®=  The density of development allowed, including the base allowed as-of-right and the maximum
allowed through RDIs alone.

Market conditions are included in Exhibit 4, which provides:

®=  The net area of all rental units by bedrooms.

=  The market rent for these units by unit or square foot per month, including commercial space.

Affordable rents by Area Median Income in King and Snohomish Counties are given in Exhibits 5 and 6.
These values are calculated by the US Department of Housing and Urban Development, and are used as
thresholds for affordable housing programs. Exhibit 5 provides information about yearly household
incomes by household size that provide the breakpoints for the different affordability categories used in
this analysis. These values are used to calculate the affordable rents for each of these categories,
assuming 30% of income spent on rent, and an average occupancy of 1.5 persons per bedroom for a
housing unit.

Exhibit 7 includes land and improvement costs for representative properties in North Highline and
Skyway-West Hill, based on current assessed value. Exhibit 8 provides the distribution of units between
different unit sizes by bedroom (e.g., studio, 1-bedroom) by zone.
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Exhibit 3. Scenario site regulations, North Highline and Skyway-West Hill.

Floors Density (units/acre)

Lot
Scenario Coverage

Maximization of site envelope

R-6 (wood frame) 3 4 70% 6 9
R-12 (wood frame) 5 5 85% 12 18
R-24 (podium) 5 7 85% 24 36
R-48 (podium) 5] 7 90% 48 72
CB (internal parking only) 5 6 85% 48 72
Minimization of costs

R-6 (townhomes) 2 2 70% 6 9
R-24 (wood frame) 5 5 85% 24 36
R-48 (wood frame) 5 5 90% 48 72
CB (external parking allowed) 5 6 85% 48 72

Exhibit 4. Scenario market rents and net housing unit area, North Highline and Skyway-West Hill.

Market Rent

Unit type Net Area North Highline Skyway-West Hill
Studio 550 $1,540 $1,430
1 bedroom 750 $1,950 $1,800
2 bedrooms 1,000 $2,400 $2,200
3 bedrooms 1,250 $2,500 $2,375
Office/Commercial - $2.20/SF $2.30/SF
Retail /Commercial - $2.20/SF $2.30/SF
Restaurant/Commercial - $2.20/SF $2.30/SF
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Exhibit 5. 2019 HUD low income housing thresholds by household size, King and Snohomish Counties, WA.

Household Income Thresholds

Household Size Extremely Low Very Low Low Income Moderate Income
Income Income
(30% AMI) (50% AMI) (80% AMI) (100% AMI)
1 person $23,250 $38,750 $61,800 $77,500
2 people $26,600 $44,300 $70,600 $88,550
3 people $29,900 $49,850 $79,450 $99,650
4 people $33,200 $55,350 $88,250 $110,700
5 people $35,900 $59,800 $95,350 $119,550
6 people $38,550 $64,250 $102,400 $128,400
7 people $41,200 $68,650 $109,450 $137,250
8 people $43,850 $73,100 $116,500 $146,100

Source: US Department of Housing and Urban Development, 2019.

Exhibit 6. 2019 HUD affordable rents by unit size, King and Snohomish Counties, WA.

Household Income Thresholds

Household Size Extremely Low Very Low Low Income Moderate Income
Income Income
(30% AMI) (50% AMI) (80% AMI) (100% AMI)
Studio $581 $968 $1,545 $1,938
1 bedroom $706 $1,176 $1,876 $2,353
2 bedrooms $748 $1,246 $1,986 $2,491
3 bedrooms $864 $1,439 $2,295 $2,878
4 bedrooms $964 $1,606 $2,560 $3,210
5 bedrooms $1,063 $1,772 $2,824 $3,542

Source: US Department of Housing and Urban Development, 2019.

:{Il November 2020 Affordable Housing Incentives Analysis | 3. Scenarios and Inputs “ 12



Exhibit 7. Average land and improvement costs for land purchases per acre, study areas.

North Highline Skyway-West Hill
Scenario Improvements Improvements
R-6 $750,000 $1,400,000 $1,100,000 $1,400,000
R-12 $750,000 $1,400,000 $1,100,000 $1,400,000
R-24 $900,000 $1,500,000 $600,000 $700,000
R-48 $1,100,000 $1,600,000 $600,000 $700,000
CB $1,200,000 $600,000 $800,000 $500,000

Source: King County Assessor, 2019.

Exhibit 8. Residential unit mix by scenario.

Unit type R-6 (townhomes) All others
Studio 0 40%
1 bedroom 0 40%
2 bedrooms 50% 15%
3 bedrooms 50% 5%
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4. Findings

Our primary findings from the analysis for Skyway-West Hill and North Highline are as follows:

Current market conditions suggest most development types are not feasible for new market-rate
development. Under the assumptions of market conditions used for this analysis, market-rate units
were largely not feasible for new development. This is due to a range of factors, primarily with
existing land prices and available rent levels. High-density residential development in R-48 zones in
both communities are the closest to feasibility, approaching about a 7-8% rate of return in our
model.

Existing incentives do not provide enough benefits to create affordable units in market-rate
development on properties with existing development. From the analysis conducted, the incentives
that currently exist for creating affordable housing in new market-rate buildings are not high enough
to incentivize the inclusion of these affordable units on most of the properties in these areas. There
are cases where these projects can become more feasible when net densities are lower, such as with
R-6 and R-12 districts, but the market-rate developments that are more likely to be feasible under
market-rate conditions will not likely have significant returns through these incentives under current
conditions.

Increases in rent for new developments would increase the likelihood of redevelopment but risk
losing naturally occurring affordable housing. From the model results, increases in local rents of
around 10% will be enough to spur certain types of market-rate development in R-48 districts, with
development in R-24 and CB districts requiring another 10—25% increase to become feasible.
However, in addition to the concerns noted above that affordable units are not incentivized enough
for their inclusion, this upward pressure on rents would provide additional burdens on local
households, reducing affordability.

Additional subsidies and incentives will be required to achieve housing affordability goals.
Given these findings, significant subsidies or additional incentives would be required to address the
gap in feasibility to get affordable units constructed. Without addressing these deficiencies, there is
a significant risk that affordability for low-income households will decline, and new development will
not address the needs of these households.
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BASE CONDITIONS

The results from pro forma analyses for base as-of-right development and development under TDRs and

RDIs are provided in the following graphs:

North Highline. Exhibit 9 provides results from development in North Highline maximizing height and
building envelopes while using maximum available RDI bonuses or comparable TDR credits, while
Exhibit 10 presents alternate building envelopes in this area that maximize likely returns under the
bonusing that can be received from TDRs or RDIs.

Skyway-West Hill. For Skyway-West Hill, Exhibit 11 shows development maximizing height and
building envelopes under base conditions and bonusing, while Exhibit 12 provides for lower building

heights and less expensive building formats as with North Highline above.

In these charts, feasibility is shown as a band representing between an 8 and 12% rate of return for a

real estate development project. This indicates the general threshold where these investments are

assumed feasible; although there is no specific measure for feasibility, this frames the general risk-

adijusted return usually seen in the market for these investments.

Under current zoning and assumptions about development costs, these results show the following:

As-of-right development in lower-density areas are not feasible on developed property. Under
the base scenarios, development in R-6 and R-12 zones are completely infeasible under these
scenarios, and positive returns are only found with more dense development types (R-24, R-48, and
CB zones). Generally, this is consistent with evidence on the ground, with limited recent development
in both neighborhoods aside from market-rate infill development (mostly single-family residential
homes) and non-profit/not-for-profit single-family and multifamily development, all on vacant
parcels with lower property values (see Exhibits 13 and 14).

Under current conditions, ideal densities appear to be around 60 units per acre given thresholds
where underground parking would be required. Given our assumptions, base development
maximized for R-48 zones has a 7% rate of return in North Highline, and an 8% return in Skyway-
West Hill. Although this is a positive return, developments of around 60 units per acre in these areas
could approach feasibility for wood frame construction. In this scenario, wood frame construction at

60 units per acre with no other requirements provides returns of around 9% for both areas.

Use of a transfer of development rights under current assumptions can maximize returns in
certain situations. The figures below highlight that a transfer of development rights can be effective
in certain situations. For these scenarios, the maximum use of TDRs appears to have the greatest
effect in R-24 zones for wood frame construction, and in both North Highline and Skyway-West Hill,
this can add a substantive amount to returns (assuming availability and a price of $10,000 per
additional unit). In the case of R-48 zoning, the use of credits to boost development returns by 10—
12 units per acre can increase returns by about 1 percentage point in each scenario.

Density bonuses from affordable housing do not provide for greater feasibility. In all the
scenarios examined, the additional density provided from the inclusion of affordable housing
decreases the feasibility of development. This suggests that at the current market rents assumed in
these scenarios, bonus units do not provide enough incentive to incorporate affordable units info a

new development project.
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Exhibit 9. North Highline pro forma results, base and affordable scenarios, maximization of envelope.

e 20%
5
5 5% _
o Feasibility
“6 10%
-ig 5%
(=4

0%

(none feasible)
-5%
— 8.7% \
-10% Lk .
15% _ 5,
2 = .17.3%
-20% — Affordable —"-20.3%
— = -TDR density -22.8%
-25%
Base
-30%
R-6 R-12 R-24 R-48 CB
(wood frame) (wood frame) (podium) (podium) (int. parking)

Developmen" Type Returns not included on this chart are negative and

infeasible but cannot be calculated as a percent.

Source: BERK, 2020.

Exhibit 10. North Highline pro forma results, base and affordable scenarios, minimization of costs.
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Exhibit 11. Skyway-West Hill pro forma results, base and affordable scenarios, maximization of envelope.
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Exhibit 12. Skyway-West Hill pro forma results, base and affordable scenarios, minimization of costs.
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Exhibit 13. Residential construction since 2010, North Highline.
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Exhibit 14. Residential construction since 2010, Skyway-West Hill.
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IMPACTS OF RENT CHANGES

Exhibits 15—18 provide information on how changes in local market rents from the assumptions provided
would impact the feasibility of new development on the site. For both North Highline and Skyway-West

Hill, we provide a range of scales for market rents to evaluate their effects on development feasibility.

This is varied in two different ways:

Each chart provides feasibility for the different King County zoning districts, assuming the lowest-
cost types of development. Additionally, the affordable charts also include development of the R-48
zones to around 60 units per acre, generally the maximum amount allowed without underground
parking.

There are also charts provided for all market-rate units versus affordable units aligned with the
RDIs provided by zoning district.

These graphs highlight the following:

Even at higher rents, R-6 and R-12 zones are not feasible for new multifamily rental
development. The price of land in the area means that areas zoned for lower-density, such as R-6
and R-12 areas, will not be feasible under the parameters of the model under any circumstances.
Redevelopment of these lots for new housing could be possible for significantly larger owner-
occupied homes, but this would require significant markups on price beyond what is discussed here.

Zones allowing higher-density multifamily may be feasible with possible future increases in
rents. Exhibits 15 and 17 show the feasibility of market-rate housing for North Highline and
Skyway-West Hill respectively. From these charts, as-of-right market-rate development would
appear to be feasible for the R-48 district with only a nominal increase in rents in both
neighborhoods. For the CB and R-24 districts, this would require about another 15-25% increase in
rents to achieve feasibility.

The benefits from incentives are not high enough to include affordable units in market-rate
developments. For the three higher-density zoning districts (CB, R-48, and R-24), market-rate
developments generally provide the same if not better returns than units under Residential Density
Incentives. While the CB zone has a distinct fall in feasibility when affordable units are included,
Exhibits 19 and 20 provide comparisons between development in the R-24 and R-48 zones for North
Highline and Skyway-West Hill respectively. These show that under these assumptions and without
other sources of support, feasible real estate development projects under higher rents with
affordable units will be less feasible than others with market-rate units alone.
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Exhibit 15. Sensitivity of development feasibility to rents, North Highline, market-rate units only.
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Exhibit 16. Sensitivity of development feasibility to rents, North Highline, market-rate + affordable units.
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Exhibit 17. Sensitivity of development feasibility to rents, Skyway-West Hill, market-rate units only.

30%
c
g
2
° R-48
&2 20%
‘la R-24
o Feasibility CB
;‘zz 10%

0% o/
-10%
-20% /
J/
-30%
80% 90% 100% 110% 120% 130% 140%
Renl‘ Level Returns not included on this chart are negative and
(perce nl‘ of bq se renf) infeasible but cannot be calculated as a percent.

Source: BERK, 2020.

Exhibit 18. Sensitivity of development feasibility to rents, Skyway-West Hill, market-rate + affordable units.
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Exhibit 19. Comparison of market-rate and market + affordable development feasibility, North Highline.
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Exhibit 20. Comparison of market-rate and market + affordable development feasibility, Skyway-West Hill.
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ALTERNATE UNIT MIXES

Exhibits 21-24 provide details about how feasibility changes with the mix of units in prototype examples

with increased densities from RDIs. This analysis includes three scenarios for each study area:

The baseline unit mix, with 40% studio, 40% 1-bedroom, 15% 2-bedroom, and 5% 3-bedroom
units.

A moderate increase to family units, with 30% studio, 30% 1-bedroom, 25% 2-bedroom, and 15%
3-bedroom units.

A significant increase to family units, with 20% studio, 20% 1-bedroom, 35% 2-bedroom, and 25%
3-bedroom units.

The graphs include the following:

North Highline. Exhibit 21 provides results for North Highline that maximizes height and building
envelopes for the baseline and moderate and significant increases to family units. As above, Exhibit

22 presents alternate building envelopes with the same analysis to minimize construction costs.

Skyway-West Hill. For Skyway-West Hill, Exhibit 23 provides this assessment when maximizing
height and building envelopes, while Exhibit 24 lowers heights to reduce the costs of building
formats.

These results highlight that building formats with a greater proportion of smaller units with higher rents
per square foot will increase the feasibility of the development. This presents a distinct challenge with
respect to providing family-oriented rental housing, as these types of units will reduce the income

received from buildings with the same envelope.
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Exhibit 21. North Highline pro forma results, affordable unit mix scenarios, maximization of envelope.
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Exhibit 22. North Highline pro forma results, affordable unit mix scenarios, minimization of costs.
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Exhibit 23. Skyway-West Hill pro forma results, affordable unit mix scenarios, maximization of envelope.
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Exhibit 24. Skyway-West Hill pro forma results, affordable unit mix scenarios, minimization of costs.
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IMPACTS OF INCENTIVES

Exhibits 25—28 provide graphics about how feasibility would change with additional development

incentives under hypothetical developments with existing RDIs. This includes the following:

Changing the income threshold for affordable units from 50% to 60% AMI.
Providing double the bonus for affordable units (e.g., 3 bonus units versus 1.5 per affordable unit).
Increasing base densities and allowable maximum densities from affordable units by 50%.

Expanding the 50% parking reduction in an affordable building to also include market-rate units.

For North Highline, Exhibit 25 includes development under each zone that maximizes the building

envelope, while Exhibit 26 examines reduced heights and construction costs. With Skyway-West Hill,

Exhibit 27 provides results from maximized building envelopes, with Exhibit 28 providing information on

development under lower construction costs.

These results highlight the following:

Density incentives are only useful until underground parking is required. As noted above, the
marginal increase in unit construction costs will increase dramatically beyond about 60 units per acre
under this model due to the need for underground parking. Therefore, additional density incentives
under this model will only have a positive effect up to this level. Further density to high-density sites
will therefore have little effect.

Further parking reductions may have a substantive impact with higher allowable densities. From
the results of these scenarios, reducing parking requirements beyond just the affordable units in a
building to include all units would appear to have nominal benefits at low intensities, but would have
distinctly higher effects in zones allowing for greater density (and requiring underground parking).
Lower parking requirements combined with higher densities could potentially provide a more
significant impact to feasibility than each on their own.

Changing affordability requirements for bonus units will have some impact on feasibility. As
expected, reducing affordability requirements will have notable effects on feasibility, as net revenue
would increase from higher rents collected. Although these changes would improve feasibility, policy
goals related to providing more affordable housing as part of these developments would not be
achieved. This may be a solution to explore in situations if these shifts could build units that would
otherwise not be realized, but this tradeoff is beyond the capability of this model to evaluate.
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Exhibit 25. North Highline pro forma results, affordable incentive scenarios, maximization of envelope.
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Exhibit 26. North Highline pro forma results, affordable incentive scenarios, minimization of costs.
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Exhibit 27. Skyway-West Hill pro forma
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infeasible but cannot be calculated as a percent.

Exhibit 28. Skyway-West Hill pro forma results, affordable incentive scenarios, minimization of costs.
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FEES IN-LIEU

An alternative approach to achieving affordable housing goals would be to provide a charge for
receiving density bonuses instead of providing the units on-site. From a policy perspective, there are
different factors that may be of concern: the availability of possible development sites, the importance of
including affordable units in mixed-income developments, the capacity to develop the units themselves,
and so forth.

While some of these questions are outside of the scope of this report, understanding the potential value
of density increases can be an important guide in setting in-lieu payments. A threshold for the use of
these fees is generally the amount of private benefit received from the density bonus.

Multifamily Development

For multifamily rental housing development, we evaluate this by comparing three different types of real
estate development projects for each zone:

= Current as-of-right development without any bonusing.
= As-of-right development plus bonusing, with all units at market rate.

= As-of-right development with the current Residential Density Incentives for affordable units, including
density bonuses.

For each of these developments, their net present value is evaluated, assuming a 12% rate of return for
feasibility. Note that because projects that receive bonusing in the same zone may be bigger and more
expensive, some comparisons may indicate that net present value declines while the rate of return
increases.

The summary tables in Exhibits 29-32 provide the following details:

=  The net present value and rate of return of the prototype development in the zone with no bonusing
=  The total value change for the development with bonusing and with RDIs and affordable units

®=  The value change per affordable unit with bonusing and with RDIs and affordable units

Results are shown for North Highline (Exhibits 29 and 30) and Skyway-West Hill (Exhibits 31 and Exhibit
32), and show two scenarios:

=  The change in value with density bonuses and RDIs under current rents assumed in this analysis.

=  The change in value in a case where rents increase by 20%.
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Exhibit 29. Effects of density bonuses and existing RDIs at current rents, North Highline.

Base Conditions Value Change Value Change per Affordable Unit
Zone  Net Present Value  Return Density Bonus Bonus with Density Bonus Bonus with
Affordable Affordable
Units Units

R-6  ($1,985,350) * $46,490 ($72,966) $23,245 ($36,483)

R-12  ($1,791,174) * $77,352 ($161,073) $19,338 ($40,268)
R-24  ($1,646,740) -2.8% $145,587 ($346,366) $18,198 ($43,296)
R-48  ($1,164,078) 7.0% $104,172 ($416,022) $13,021 ($52,003)
CB  ($1,932,339) 4.2% ($88,399) ($326,863) ($22,100) ($81,716)

* Not able to be calculated (infeasible)

Source: BERK, 2020.

Exhibit 30. Effects of density bonuses and existing RDIs with 20% rent increase, North Highline.

Base Conditions Value Change Value Change per Affordable Unit
Zone Net Present Value Return Density Bonus Bonus with Density Bonus Bonus with
Affordable Affordable

Units