2012-0123 Attachment 3
Downtown Apartment Market Analysis & North Lot Proposal

2005-2006 North Lot Request for Qualifications and Request for Proposals. The requirement that at least 100 of the housing units on the North Lot be affordable and that 35% of these affordable units be two bedrooms or larger was developed by King County Housing and Community Development (“HCD”) Program staff when the original Request for Qualifications (“RFQ”) and Request for Proposals (“RFP”) for the North Lot were released during 2005 and 2006. 

HCD staff developed the 35% two+ bedroom requirement following a study of the downtown apartment market and Seattle-area demographics. They noted that rents for studio and one bedroom units at 70% of median income were very close to market level, so would provide minimal public benefit, whereas rents for two bedroom units at 70% of median income would provide a higher level of affordability than the market could supply, and thus more public benefit. 

HCD staff also cited renter demographics, updated per the 2010 Census, in support of the requirement (see Figure 1):

· 44% of Seattle renter households are two- to four-person households and 39% are two- or three-person households.

· Some two-person households may occupy a one bedroom unit, but many require at least a two bedroom unit, and most would choose that option if possible.

Figure 1
Percent of All Renter Households by Household Size in Seattle
and King County Outside Seattle: 2010 Census
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		Source: King County Housing and Community Development Program

When the North Lot was appraised prior to the property sale, the affordable housing requirements were factored into the property value, resulting in a discount. After the property sale, the affordable housing requirements were amended a number of times in response both to the downturn in the housing market and to requests from the Pioneer Square community. These amendments included: 

· Dividing the 100 units, so that 30 were required to be constructed on site (on the West Block), with the remaining 70 permitted to be provided off site.

· Increasing the income limits for the 30 on-site units to 70% of median income (up from the 60% of median that was originally required).

· Linking the off-site affordable units to Seattle Municipal Code (“SMC”) 23.49.181, the City of Seattle’s bonus floor area program, so that the off-site affordable units could meet both the County’s covenants and the City’s bonus floor area requirements.

North Lot Development (“NLD”) has now proposed Amendment 14 to the Purchase and Sale Agreement, which would provide 90 off-site affordable units (up from 70) in return for removing the requirement that 35% of the affordable housing units be two bedrooms or larger. 

HCD staff has reviewed the Amendment 14 proposal and support it.

Current Market Conditions. The North Lot’s affordable housing requirements, specifically the requirement that 35% of the units be two bedrooms or more, were first developed six years ago during very different market conditions. To provide an updated analysis of the NLD proposal, Council staff prepared a market analysis of the Downtown apartment market using information about private, unsubsidized apartment buildings with 20 or more units in the Downtown/Belltown/South Lake Union neighborhood. This information was provided by the City of Seattle Office of Housing from a database compiled by research firm Dupre + Scott. Council staff used three different time periods for the market analysis:

· Spring 2005 through Fall 2007, which was before the recession began and during the time the County was developing the RFQ and RFP and negotiating the original Purchase and Sale Agreement with NLD.

· Spring 2008 through Fall 2011, which was during the current recession and housing market downturn and during the time the County was negotiating Amendments 1 through 13 with NLD and closing on the property sale.

· Spring 2012, to capture a snapshot of the current state of the downtown housing market.

The market analysis led to a number of findings that will give Council members a policy framework through which to evaluate the proposed Amendment 14: 

Downtown’s apartment unit mix has held relatively steady over time. In each of the three time periods analyzed, the downtown market-rate rental apartment stock consisted of approximately: 

· 30% studios, 
· 48% one bedroom units, and 
· 22% two or more bedroom units. 

For two or more bedroom units, the greatest number were two bedroom/two bath units, which comprise approximately 15% of the overall unit mix and 70% of the two+ bedroom mix. 

Table 1 compares the actual unit mix during each of the three time periods with the Amendment 14 proposals for:

· The 30 West Block, on-site units (NLD proposal as of May 2012);
· The InterIm proposal for 90 East Block-covenanted, off-site units (June 13, 2012); and
· The InterIm proposal for 85 East Block-covenanted, off-site units (June 13, 2012).
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Table 1
Apartment Unit Mix: Downtown Existing Conditions and North Lot Proposals

	
	
	
	PROPOSED

	
	Downtown
Spring 2005
through
Fall 20071
	Downtown
Spring 2008
through
Fall 20111
	Downtown Spring 20121
	NLD West Block Proposal2
	InterIm Hirabayashi Place Proposal (90 units)3
	InterIm Hirabayashi Place Proposal (85 units)3

	Studio
	31%
	30%
	29%
	67%
	33%
	28%

	One BR
	47%
	48%
	48%
	13%
	57%
	56%

	Two+ BR (weighted avg)
	22%
	22%
	23%
	20%
	10%
	15%

	Based on Total Units
	5,286
	6,454
	7,111
	30
	90
	85

	1Source: Dupre + Scott Apartment Advisor, Spring 2012 for Downtown/Belltown/South Lake Union, 20+ unit buildings

	2Per NLD, 5/23/12

	3Per InterIm CDA 6/13/12






In recent years, there has been policy interest in developing larger apartment units Downtown as a way to encourage families. According to the Downtown Seattle Association, the number of children living Downtown has grown from 1,021 in 1990 to 1,732 in 2010. However, nearly half of all children living Downtown leave the neighborhood by age five, as their parents seek schools, larger homes, or other services.[footnoteRef:1] While it is expected that the number of young children Downtown will increase over the next decade because of the high number of 25-34-year-olds who live Downtown, it is not clear if the high level of attrition of families by the time their children are ready for school will continue. [1:  Metropolitan Improvement District/Downtown Seattle Association, 2011 Downtown Demographics Report, p. 5.
] 


NLD has been working with InterIm to satisfy its East Block affordable housing covenants through InterIm’s proposed Hirabayashi Place project. InterIm originally proposed a 90-unit program for Hirabayashi Place, with nine two bedroom units (10% of total). InterIm hoped to provide more two bedroom units, both because of the 35% covenant requirement but also so it could serve more families, but was concerned about the cost of developing larger units, as well as the per-unit cost limitations imposed by some housing funding sources. However, after working with City of Seattle Office of Housing staff and studying their development budget, InterIm proposed a possible alternative for Council consideration. The alternative proposal would have 85 units rather than 90 so as to accommodate a greater number of two bedroom units: 13 units (15% of total) rather than the original proposal for nine. Both proposals would have a similar amount of total square footage: 52,506 square feet for the 90-unit proposal and 54,861 square feet for the 85-unit proposal.

These two proposals will allow Councilmembers to consider the tradeoffs between numbers of units and size of units.

It should be noted that the apartment market analysis summarized on the left-side columns in Table 1 includes only units in the private rental market, not affordable units. In terms of affordable units, Council staff contacted several non-profit housing developers, who noted that larger units provide more flexibility for families or for individuals who wish to double up, but that larger units are more costly to develop and to rent and can bump up against cost limits imposed by funding sources. The City of Seattle Office of Housing will be studying the issue of affordable unit size Downtown as part of the redevelopment of Yesler Terrace.

Downtown apartment square footage has held steady and even increased slightly over time. During the three time periods studied, the average size of market-rate apartment units ranged from: 
· 499 to 507 square feet for studios (covenant suggested 500 square feet)[footnoteRef:2],  [2:  The County did not set any square footage requirements in its covenants for the North Lot’s affordable housing units, other than guidelines that studios should be at least 500 square feet and should average 550 square feet; that one bedrooms should be at least 700 square feet; that two bedroom/one bath units should be at least 800 square feet; that two bedroom/two bath units should be at least 900 square feet; and that three bedroom units should be at least 1,000 square feet. (East Block Covenant §2.2, West Block Covenant §2.2)] 

· 772 to 818 square feet for one bedroom units (covenant suggested 700 square feet), and 
· 1,103 to 1,193 for two+ bedroom units (covenant suggested 800-1,000 square feet). 

As Table 2 shows, average unit sizes of Downtown private market apartments are somewhat larger than the proposed one bedroom and two bedroom West Block affordable housing units (which will be affordable at 70% of median income) and are larger than all average sizes of the units in either of the proposals for the InterIm development (which will be affordable at 60% of median income).


Table 2
Apartment Square Footage: Downtown Existing Conditions and North Lot Proposals In Average Net Rentable Square Feet (sf)

	
	
	
	PROPOSED

	
	Average sf Downtown
Spring 2005
through
Fall 20071
	Average sf Downtown
Spring 2008
through
Fall 20111
	Average sf Downtown Spring 20121
	Proposed sf
NLD West Block2
	Proposed sf
InterIm Hirabayashi Place 
(90 units)3
	Proposed sf
InterIm Hirabayashi Place 
(85 units)3

	Studio sf
	507
	499
	501
	536
	441
	448

	One BR sf
	772
	781
	818
	627
	603
	663

	Two+ BR sf (weighted avg)
	1,103
	1,151
	1,193
	948
	947
	945

	Based on Total Units
	5,286
	6,454
	7,111
	30
	90
	85

	1Source: Dupre + Scott Apartment Advisor, Spring 2012 for Downtown/Belltown/South Lake Union, 20+ unit buildings
	

	2Per NLD, 5/23/12
	

	3Per InterIm CDA, 6/13/12
	






Recent subsidized housing projects in and near Downtown have featured unit sizes somewhat smaller than private market units and relatively comparable to those being proposed for the North Lot and Hirabayashi Place. As one recent example, the Capitol Hill Housing Improvement Project’s 12th and Jefferson project will include 20 one bedroom units (averaging 650 square feet) and 20 two bedroom units (averaging 872 square feet).[footnoteRef:3] [3:  Information provided by Sue Cary, Capitol Hill Housing Improvement Program (CHHIP) on May 29, 2012] 


Vacancy rates are currently lower than has been the case during the last several years. Vacancy rates in Downtown Seattle have fluctuated over the last seven years, as the market has declined and as market preferences have shifted from ownership to rental. Vacancy rates have also varied by unit type, with different types of units experiencing different vacancy rate levels. During the first two time periods studied, vacancy rates for two+ bedroom units were higher than for smaller units; during Spring 2012, however, larger units had a lower vacancy rate, perhaps because households were choosing to rent rather than buy. Table 3 shows a summary of vacancy rates for each time period.

Table 3
Market Vacancy Rates for Existing Downtown Apartment Units1

	
	Downtown
Spring 2005
through
Fall 20072
	Downtown
Spring 2008
through
Fall 20112
	Downtown 
Spring 20122

	Studio
	4.83%
	5.18%
	4.22%

	One BR
	4.52%
	4.83%
	4.51%

	Two+ BR (weighted avg)
	6.12%
	5.48%
	3.32%

	     Two BR/One BA
	5.38%
	4.51%
	3.11%

	     Two BR/Two BA
	6.32%
	5.71%
	3.49%

	     Three BR/Two BA
	7.66%
	8.19%
	1.85%

	1Excludes vacancies in new construction and properties being renovated

	2Source: Dupre + Scott Apartment Advisor, Spring 2012 for Downtown/Belltown/South Lake Union, 
20+ unit buildings



Apartment vacancy rates have declined in part because Downtown is a desirable neighborhood, in part because the economy is beginning to improve, and in part because of diminished supply. During 2010 and 2011, there were no condominium units under development anywhere Downtown, a sharp decline from the high of 2,807 condo units developed Downtown and in surrounding neighborhoods in 2007. Development of new apartment units, which reached a peak of 1,850 in 2008 for Downtown and its surrounding neighborhoods, slowed to fewer than 1,000 units during 2009 and 2010, rebounding in 2011 to 3,010 units.[footnoteRef:4]  [4:  Metropolitan Improvement District, 2011 Downtown Seattle Development Highlights (includes the Central Business District, Belltown, South Lake Union, Pioneer Square, Chinatown/ International District, First Hill, Capitol Hill, and Uptown), p. 1.
] 


Private market rents have increased, even during the market downturn. Staff examined average rents for each of the three time periods. As the left-side columns on Table 4 (on the next page) show, private market rents for each type of unit increased in each time period, despite the recession and the higher vacancy rates experienced between 2008 and 2011. 

Subsidized rents are closer to market rents for smaller units than for larger units. Staff compared current, Spring 2012 market-rate rents to the 2012 maximum rent levels for subsidized units, which are set for the Seattle/King County area by the U.S. Department of Housing & Urban Development (“HUD”). 

Staff examined HUD maximum rents for each type of unit for households at 60% of median income, which is the income level required for the North Lot’s off-site units; and then extrapolated rents for households at 70% of median income. 

As the right-side columns on Table 4 show, the difference between market rents and subsidized rents is small for smaller units but large for larger units. This could result in a cash flow difference between different types of affordable units.

· For studios, private market rents Downtown currently average $1,027. HUD subsidized rent limits for 2012 are $924 at 60% of median income (a difference of $103/month) and approximately $1,031 at 70% of median income (which is higher than the current market-rate rent).

· For one bedroom apartments, private market rents Downtown currently average $1,513. HUD subsidized rent limits for 2012 are $990 at 60% of median income (a difference of $523/month) and approximately $1,104 at 70% of median income (a difference of $409/month).

· For two bedroom/one bath apartments, private market rents Downtown currently average $1,855. HUD subsidized rent limits for 2012 are $1,188 at 60% of median income (a difference of $667/month) and approximately $1,325 at 70% of median income (a difference of $530/month).

· For two bedroom/two bath apartments, private market rents Downtown currently average $2,445. HUD subsidized rent limits for 2012 are $1,188 at 60% of median income (a difference of $1,257/month) and approximately $1,325 at 70% of median income (a difference of $1,120/month).[footnoteRef:5]  [5:  HUD rent limits do not distinguish between two bedroom units with one or two bathrooms.] 


Table 4
Average Market Rents for Existing Downtown Apartment Units1

	
	Downtown
Spring 2005
through
Fall 20072
	Downtown
Spring 2008
through
Fall 20112
	Downtown Spring 20122
	HUD Rents 2012 
@ 70%3
	HUD Rents 2012
@ 60%3

	Studio
	$895
	$1,001
	$1,027
	$1,031
	$924

	One BR
	$1,258
	$1,415
	$1,513
	$1,104
	$990

	Two+ BR (weighted avg)
	$1,887
	$2,163
	$2,300
	$1,394
	$1,250

	     Two BR/One BA
	$1,448
	$1,663
	$1,855
	$1,325
	$1,188

	     Two BR/Two BA
	$1,995
	$2,294
	$2,445
	$1,325
	$1,188

	     Three BR/Two BA
	$3,107
	$3,336
	$3,697
	$1,532
	$1,373

	1Average rent in occupied units
	
	
	
	

	2Source: Dupre + Scott Apartment Advisor, Spring 2012 for Downtown/Belltown/South Lake Union, 20+ unit buildings

	3Extrapolated from Seattle/King County 2012 Incomes and Rents, published by HUD 12/1/11



[bookmark: _GoBack]The significant difference between private market and subsidized rents for two+ bedroom units provides a higher effective level of subsidy for households living in those units. It also makes it more costly for a landlord to provide two+ bedroom affordable units, since the difference between the subsidized rents and the private market rents those units is significant. Based on recent data this differential is as much as $907 to $1,051 per month, based on a weighted average of the Spring 2012 market rent[footnoteRef:6] for a two+ bedroom unit of $2,300 and a weighted average HUD two+ bedroom rent limit of $1,394 at 70% of median income and $1,250 at 60% of median income. However, this differential was also high in 2005 when the requirement was first being considered. In Spring 2005, the differential between private market rent and HUD rent at 60% of median income was $798, based on a weighted average market rent for a two+ bedroom unit of $1,746, and a weighted average HUD two+ bedroom rent limit of $948.[footnoteRef:7] [6:  Staff prepared a weighted average of rents for all two+ bedroom units.  
]  [7:  Private market rental information from Dupre + Scott. 2005 HUD information from HUD User Fair Market Rent History System for Seattle/Bellevue/Everett WA PMSA. 2012 HUD information from City of Seattle Office of Housing, Seattle/King County 2012 Income and Rents (as published by HUD on 12/1/11).
] 


The Economic Climate Downtown. Downtown Seattle has been hard hit by the recession. The Downtown Seattle Association estimates that Downtown lost more than 12% of all jobs between 2000 and 2010, compared with an 8% loss citywide and a 4% loss countywide.[footnoteRef:8]  [8:  Downtown Seattle Association, 2012 State of Downtown Economic Report, p. 10. (Note that for the purposes of this report, Downtown is defined as the Central Business District, Belltown, Denny Triangle/South Lake Union, Capitol Hill, First Hill, Pioneer Square, Chinatown/International District, SoDo, and Uptown.
] 


Since 2010, however, the situation has been improving. Downtown Seattle office vacancy rates declined from 19.1% at the end of 2010 to 17.9% at the end of 2011, and lease rates for Class A office space downtown increased from $29.70 at the end of 2010 to $29.91 at the end of 2011.[footnoteRef:9] [9:  Downtown Seattle Association, p. 12.
] 


Housing development Downtown has also strengthened. Downtown’s overall apartment vacancy rate in September 2011 was 1.3 percentage points lower than the regional average, and condo prices Downtown increased by 11% during 2011, despite decreasing 12% citywide and 15% countywide.[footnoteRef:10] As of October 2011, 2,277 apartment units were completed, under construction, or permitted and scheduled to begin construction in the Central Business District, Pioneer Square, South Lake Union, Belltown, and Denny Triangle communities.[footnoteRef:11] [10:  Downtown Seattle Association, p. 8.
]  [11:  Metropolitan Improvement District/Downtown Seattle Association, Residential Profiles, November 1, 2011, p. 3.] 


Conclusion. Overall, the analysis indicates that the affordable units proposed for the West Block of the North Lot and for the Fourth and Main project as part of Amendment 14 will have a unit mix that is more heavily weighted toward smaller units than the unit mix that can be found in the private rental apartment market for Downtown. The proposal to increase the number of off-site affordable units from 70 to 90 will provide housing for more people; but the proposal to remove the requirement that at least 35% of all affordable units be two or more bedrooms will result in a higher number of smaller units.
image1.emf
52%

44%

4%

36%

54%

10%

65%

35%

0%

0%

10%

20%

30%

40%

50%

60%

70%

1-person household (Studio or 1 BR) 2 -4 person households ( 2 BR or larger) 5+ person households (larger units)

Percent of All Renter Households by Household Size in Seattle and King County Outside Seattle:  

2010 Census

Seattle Renters: Percent by HH Size

King County Outside Seattle Renters:  Percent by HH Size

North Lot Requirement for Affordable Units

Note:  Eachset of columns of the same color addto 100% 

of all renters in the geographic  area (Seattle or Remainder 

of King County).  The purple column shows the 35% 

requirement for 2 bedroom affordable units  at the North 

Lot development compared to the percent of 2 -4 person 

households.  It is assumed that the remaining  65% will be 

studios or 1 bedroom units primarily suitable for 1 person 

.households.


