Tb Members of the Plan Commnss:on

FROM: -  Hickory R. Hurie | | c : B
SUBJECT: Analysis of IZ Waiver Request for Hawks Rldge Apartments Lo oy
DATE:" July 24, 2006 ‘ ‘ R b
SUMMARY:

T.M.MacKenzie Inc. proposes a 156-unit apartment development at 9201 Mid Town Road. This is a 4.74-acre site
that is currently vacant land. C . e

T. M. MacKenZIe seeks a full waiver of the inclusionary zoning reqwrements for the apartment portlon of the
pI'OjeCt due to the tight site constraints, projected costs of the building, the.current approved
zoning, the lack of off-setting City incentives. and the lack of financial feasnbmty due to the hmlted
density of the project.. ,

Staff recommend Plan Commission consideration of a waiver of all 24 of the onsite inclusionary units, and no
payment in lieu of onsite or off site units, based on the extraordinary costs and the current zonmg

llmltatlons

This analysis for an mclusuonary zomng waiver is based upon data fumlshed by the developer and by the
Planning Unit during April and July 2006.

METHOD OF ANALYSIS: ' :
The Councn adopted a waiver provision as part of the mcluswnary dwellmg unit ordmance that reqmres an
: analysis of project financial feasibility. The method consists of running three or more scenarios,
using data provided by the developer. The first run is based upon a scenario whereby the
project, using current zoning levels, is set at market rate rentals. If this version is financially
feasible according to the standards adopted by the Common Council, the project is then run with
the full 15% inclusionary dwelling units included in the project. If this full 1Z scenario does not
meet the Council standards for financial feasibility, staff are to recommend a third ‘waiver’
scenario with attributes (a combination of a partial percentage of 1Z units, with units off-site, or
payment in lieu of units on-site or reduction of expected number of unlts) that will provide a
sufficient return for financial feasibility.

. MARKET RATE SCENARIO:

The 1Z ordinance suggests that the market rate scenario should be run within the density of the current zoning
classification for the parcel. According to Planning Unit staff, the current zoning for this site
permits up to 156 dwelling units on the site. Running the full-market rate scenario at the current
zoning density yields a project with an internal rate of return of 8.1%. The City approved an initial
zoning of R-5 but limited the zoning on the apartment parcels to R-4 density. The current request
does not seek additional density.

This ‘market’ run yields an internal rate of return that permits the project to qualify for a waiver
under the feasibility standards adopted by the Common Council.

IZ SCENARIO: '
Using the above conclusions, we ran several scenarios with the same cost assumptions but w1th the density

requested by the developer, and the inclusion of the affordable units.
This second- scenario, with no additional market rate units and the 24 inclusionary units (15% of
156 units ‘rounded up') yields an internal rate of return of 7.6%. Hence it does not meet the
feasibility standards adopted by the Council, nor does it meet 95% of the target internal rate of
return margin suggested by the current zoning scenario.

MODIFIED 1Z SCENARIOS WITH FEWER IZ UNITS OR PAYMENT IN LIEU:

Staff 'discussed other options of providing the inclusionary units with the developer and concluded that the
provision of new off-site units was not likely, given developer control in the area. '
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Usmg the above conclusions, we ran several additional scenarios with the same cost assumptions but different
combinations of on-site inclusionary units and waiver payments. : The waiver ‘payments were
calculated on a formula defined in the ordinance (10% of the average projected value of all units
in the development). Each scenario with fewer than 15% iz units and a payment in lieu for the
excluded iz units produced an internal rate of return less than the standard adopted by the
Common Council for rental developments.

CONCLUSION: - T ‘ S ' ‘
According to the ordinance provisions, the prOJect does meet the mmal standards of ﬁnancral feasrblllty for a
market rate project at the density levels permitted under the current zoning. Since the project does not propose a
density level higher than that stiggésted by the current zoning, and there are no offsetting incentives like park fee
reduction, the project with a combination of iz units and a payment in lieu of, or only a ‘payment in lieu of' still
does not achleve the target IRR. Hence, staff recommend a full waiver of the onS|te unlts for the rental portlon

and no payment in lieu.

Cc Tim MacKenZIe Randy Bruce
Alder Brenda Konkel Paul Skrdmore Jeanne Hoffman Brad Murphy, Barb Constans and Mark Ohnger

Note Part of the logic inherent in the discussions leading up to the adoptlon of the 1Z ordinance suggested that
« the City should not be helping an infeasible project at market rate become feasible by waiving
. one of the primary City:public goals (affordable umts wrthrn larger pro;ects Ieadlng to economically

mtegrated nelghborhoods) ) : : , , L

b
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