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1. Summary
In May 2019, the Bellevue City Council adopted a Comprehensive Plan Amendment (CPA) for
the East Main Transit Oriented Development (East Main TOD), including map amendments
and new land use designations. Through this CPA, the City Council was responding to Sound
Transit’s ST2 funding package to expand the East Link light rail and add the East Main Station.
This expansion of light rail service provides the opportunity for the City of Bellevue (the “City”)
to pursue transit-oriented development (TOD) in the 60-acre corridor adjacent to the future
station and southeast of downtown Bellevue (see Exhibit 1).
The City Council envisions redevelopment of this area to create a compact, mixed-use
neighborhood with light rail connections to employment centers in and near downtown
Bellevue. Redevelopment can also generate affordable housing opportunities and attractive
open spaces to serve residents, workers and the neighborhood. The CPA specifies these public
benefit goals and policies.
The City also has a set of regulatory structure and financial incentive
tools. A key regulatory tool identified in the CPA is to establish an
incentive zoning system that offers additional building capacity or
floor area (FAR) to prospective developers in exchange for certain
public benefits. The purpose of this Economic Analysis Report (the
“Report”) is to provide economic analysis and recommendations for
an incentive zoning system for East Main to support the City in
developing the corresponding East Main Land Use Code Amendment
(LUCA). This Report documents the technical analysis, findings, and
recommendations, which are summarized below.

What Is Incentive Zoning?
An incentive zoning
system is a voluntary
program that offers
developers the option of
obtaining increased
building capacity for
development over existing
base zoning limits.

Exhibit 1: East Main TOD

Source: ECONorthwest, Google
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Technical Analysis
To inform the City’s decision making, ECONorthwest has completed economic analysis that
reflects a developer’s decision-making process and cash flow modeling. The findings from this
analysis can help guide the City on whether developers will accept the proposed incentives in
exchange for the added building capacity, and which incentives offer the best financial returns.
The central question is: Will building a bigger building cover the cost of construction and
operations in addition to the cost of the required public benefit? With this consideration in
mind, a complimentary question would be: “How can the incentive zone be structured to
incent larger development that voluntarily delivers public benefits?”
To answer these questions, ECONorthwest developed a model to analyze the financial
feasibility of a set of typical building prototypes with a primary use of either office or
residential. Next, ECONorthwest determined the value created by the added building capacity
and evaluated the capability for development to provide public benefits.

Findings
Based on the analysis, there are six major findings that frame the recommendations:


Market conditions are supportive of new construction at higher building capacities.
Several factors drive demand in this area, including its location near downtown Bellevue
and proximity to the highway and light rail. It is expected that current and future
conditions will be supportive of new investment.



Adding building capacity in the East Main TOD unlocks development value for both
office and residential uses. For office uses, the modeling shows that at 2.5 FAR, a
developer will likely be willing to pay more than the existing land price, or hurdle price.
For residential uses, the modeling shows that at around a 3.5 FAR, a developer will
likely be willing to pay for the price of existing land.



The amount of additional building capacity can be set to increase both the base FAR
and the potential incentive value (the amount of additional value created by building
a bigger building), for both office and residential uses. As an example, for an office
building on an average 65,000 SF site, the maximum incentive value would be $24.8
million with a lower base FAR like 0.5 FAR and 1.5 FAR. For a residential building on an
average 65,000 SF site, the maximum incentive value would be approximately $17.8
million for all of the base FAR alternatives lower than 4.5 FAR. However, the analysis
tested multiple proportions of this incentive value to calculate the public benefit prices
presented in the subsequent findings. This creates an incentive to participate in the
incentive zoning system and to compensate for the risk of building a larger building so
that public benefits may be delivered.



The exchange rate can be calculated for each square foot of public benefit. The
exchange rate for each public benefit can be derived from the incentive value, and prorated on a square foot of bonus basis. Given the range of base FARs tested, the exchange
rate for office ranges from $14 to $27, and for residential ranges from $11 to $29. The
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final recommendation will take into account a recommended base FAR and will
therefore be one rate as opposed to a range.


Incentive value can be converted to providing public benefits for office uses. The
amount of public benefit that an office use can provide depends on the base FAR, the
share of the East Main TOD developed as office, and how much it costs to set aside and
improve the land. Therefore, the bonus square feet for each square foot of public benefit
could range from 16 square feet to 87 square feet of office development.



Incentive value can be converted to providing affordable housing for residential uses.
The number and percent of affordable housing units constructed for a project will vary
depending on the base FAR, which changes how much incentive value is available for
the public benefit. For a target depth of 80% of median family income (MFI), the setaside of affordable units in the bonus area could range from 8.5% to 23.7%.

Recommendations
The analysis and findings lead to several major recommendations:


Set the base FAR for office uses at 2.5 FAR and residential uses at 3.5 FAR. The
different base recommendations are a factor of revenues and costs that differ by the use.
Setting the base FAR at 2.5 and 3.5 FAR fulfills the City Council’s Guiding Principle to
set the base FAR sufficiently high to support a vibrant, place-making development. It
will also support the policy directive to include an incentive zoning system designed to
deliver public benefits. Any base FAR above 2.5 for office uses and 3.5 for residential
uses may rule out large-scale use of an incentive system and the delivery of public
benefits.



Create an incentive to attract development to participate in the incentive zoning system
and to compensate for the risk of building a larger building so that public benefits may
be delivered. The incentive zoning system needs to create economic incentives for the
significant risk private developers, owners, and financers take to build, especially at
larger scales like those envisioned in the East Main TOD. A well-functioning incentive
system must support both building larger and delivering public benefits. To this end,
the analysis has allocated a higher proportion of incentive value to the project to incent
development into the incentive zone and concurrently deliver public benefits. The
recommended incentive zoning system allocates 70% to development value and 30% to
public benefits.



For office uses, provide a sliding scale of required public benefits depending on how
much office use is delivered. The analysis and findings indicate that allowing for a
range of required public benefits (with prioritization of open space, and new vehicular,
bicycle, and pedestrian circulation as the City Council directed) is desired so the
developer can select the benefits to incorporate into their proposal based on the financial
and physical constraints of the development. While there is a physical cost for providing
the benefit, the largest cost is the opportunity cost of not developing on the land that is
being set aside for public benefit. Given the recommended base FAR of 2.5, the bonus
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square feet for each square foot of public benefit should be at least 16 if the mix of office
in the East Main TOD is approximately 50%.


For residential uses, balance housing affordability levels and affordable housing setaside targets. The city has affordable housing needs across the middle-income spectrum.
At an affordability depth of 80% of MFI and base FAR of 3.5, the percent of bonus area
units recommended to be set-aside as affordable is 23%.



Reference an exchange rate for future public benefit flexibility. The exchange rate can
create an opportunity for flexibility in the public benefit system by allowing a payment
for accessing additional building capacity. Setting an exchange rate will also support an
incentive zoning system that will deliver the envisioned public benefits. Based on the
recommended base FAR of 2.5 for office, set the exchange rate at $24 per square foot of
bonus area, and based on the recommended base FAR of 3.5 for residential, set the
exchange rate at $29 per square foot of bonus area.



Support greater amounts of affordable housing production through the City’s MFTE
program. The MFTE program should be expanded so developers can use it in
conjunction with meeting the requirements of the incentive zoning system. Working in
tandem, the incentive zoning and MFTE can complement each other.



Monitor, and potentially revise, the incentive zoning system. Market conditions for
real estate development are constantly changing. This creates a high degree of
uncertainty for the success of a market-driven public benefits system. Therefore, the
incentive zoning system should be monitored and revised, if and when appropriate.

ECONorthwest
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2. Glossary of Terms
This section defines common terms that will be used throughout this Report. Typically, these
terms will also be introduced, and defined, in their respective sections but are consolidated here
for reference.
Affordable Housing: In this study, “Affordable housing” refers to rental housing that households
can afford by paying no more than 30% of their pre-tax income on rent and associated expenses.
Typically, when defining “affordable” a respective policy or program will relate the term to a
percent of Area Median Income (see definition below) such as 80% or 60% - this varies based on
the goals of the jurisdiction.
Area Median Income (AMI)/Median Family Income (MFI): Every year the U.S. Housing and Urban
Development (HUD) produces a median family income to determine affordability thresholds for a
given metro area (sometimes these geographies are HUD-specific). Affordable housing projects’
income limits, rent limits, loans, and other characteristics will be based off this MFI (e.g., units
affordable to households earning 30% of MFI or 50% of MFI). In this document, AMI and MFI are
considered to be synonymous.
Base Zoning: The “as of right” set of development standards, or entitlements, that enable a
property owner to develop a building on their land. These standards do not require a public
benefit in order to access them, unlike the “maximum entitlements” (see definition). In this
report, the term “base zoning” is referring to the base “floor area ratio” (see definition).
Bonus: In this Report, this term refers to the difference in building area of a building built under
maximum entitlements (see definition) and one built under base zoning.
Entitlements: The set of standards that define the allowable area for development. These
typically include limits for height, floor area ratio (FAR), impervious/building coverage, and
building floorplates. They also typically include minimums for setbacks from the property line,
and parking ratios (either per unit or by square feet of use).
Feasibility: In this Report, this term refers to the financial feasibility of a development project –
more specifically, this means that a hypothetical development project will earn enough money
(from rents) to cover the costs to operate and construct, and can pay the interest on loans and
returns to investors.
Fee-in-lieu / Exchange Rate: In this Report, these terms refer to the price that a development can
pay to access the maximum entitlements. The Report typically refers to these values on a per
square foot basis.
Financial Incentive Tool: A tool that requires monies from the jurisdiction to incentivize a specific
development outcome. For instance, a tax abatement or waiver of impact fees.
Floor Area Ratio (FAR): This is the relationship of gross floor area in a specific building to the size
of the parcel on which it is built. It regulates the bulk and density of a building and is usually
expressed as ratio. More specifically in the City of Bellevue, FAR is a measure of development
intensity equal to the gross floor area, excluding parking and mechanical floors or areas, divided
by the net on-site land area in square feet. FAR is a measure of development that dictates how
much development a property owner may put on their site under the applicable development
regulations. In an example where the floor area of a building is two times that of the size of the
ECONorthwest
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parcel, FAR will often be referenced as 2:1. For the purposes of this Report, when referring to
FAR the ratios are simplified – to continue with the example, FAR would be expressed as 2 – to
match City convention.
Hurdle Price: The price that a development proposal must be able to pay in order for it to occur.
This can be thought of as either the price of land or the value of the existing use. This dynamic is
more common in urban, infill settings where land has a revenue-generating asset such that a
redevelopment proposal must be more profitable than that asset in order for it to be demolished
and replaced.
Incentive Value: The amount of additional value created by building a bigger building, one that is
larger than what is allowed in the base zoning. It is the difference in value between a building
developed under maximum entitlements and one developed under base zoning. The analysis
presented in this Report also factors in the market land prices such that the incentive value is
the lesser of either the difference from market land prices or the base entitlements in question.
The reasons for this are explained further in the report.
Maximum Entitlements: In the East Main TOD, these are the set of development standards that
are only accessible via the provision of public benefits – more specifically, these refer to FAR and
height limits
Multifamily Property Tax Exemption (MFTE): This tax exemption is enabled by RCW chapter
84.14, which allows cities with more than 15,000 people to establish a multifamily tax
exemption program for either 12-years, if the housing development includes 20% of its units as
affordable housing, or 8-years, without a requirement for affordable housing. By waiving taxes,
housing developments have lower operating costs, which affects the project’s overall feasibility.
Programs can exempt eligible new construction or rehabilitated housing, but the housing
development must be located in an urban center and include at least four housing units.
Public Benefit: In this Report, these terms refer to the types of benefits, or amenities, available
for developers to provide in exchange for the additional development potential from the
maximum entitlements.
Regulatory Tool: A tool that is implemented via the municipal code that does not require monies
from a jurisdiction. For instance, changes to zoning entitlements.
Residual Land Value (RLV): The residual land value is an estimate of the underlying value of the
land based on 1) the property’s income from rental or sales revenue, 2) the cost to build as well
as to operate the building, and 3) the investment returns needed to attract capital for the
project. In other words, it is the budget that developers have remaining for land after all the other
development constraints have been analyzed. Though this estimate is relevant for developers
seeking to purchase land for new development, it is also applicable for understanding the
development decisions of those that already own land. In the case where the property owners
have owned the land for many years such that the mortgage/debt is now paid off, an RLV
estimate of $0 would reflect a set of development constraints that could be feasible. In the case
where property owners have recently purchased the land, an RLV estimate would need to meet
or exceed the price they paid for the land in order for development to occur and cover the cost of
the mortgage/debt on that land.
Transit-Oriented Development (TOD): The City of Bellevue defines TOD as high-quality, mixed-use
neighborhoods that includes a mix of housing size, office, retail, and hotel uses that emphasize a
strong pedestrian access to transit uses. The goal of TOD is to create a complete and connected
public transportation system.
ECONorthwest
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3. Purpose and Context
The East Main Station, as a part of ST2 and the East Link light rail expansion, provides the
opportunity for the City to pursue TOD in the 60-acre corridor surrounding the station area just
southeast of downtown Bellevue. Redevelopment of this area would create a compact, mixeduse neighborhood with light rail connections to employment centers in and near downtown
Bellevue. It also creates the potential to provide affordable housing opportunities and attractive
open spaces to serve residents.
In response to these investments, the City Council adopted a CPA for the East Main TOD in
May 2019 which included the adoption of new policies and a map designation. Later that year,
the City Council created Guiding Principles for the process to amend the land use code. This
analysis considers these Guiding Principles for the various mobility, urban design, regulatory
framework, and incentive system considerations for the East Main TOD area.
To help to implement the affordable housing and public benefit goals
outlined in the Comprehensive Plan, the City of Bellevue has
provided policy direction to implement minimum housing and
affordable housing requirements within the East Main TOD area
using both regulatory tools and financial incentives. A key regulatory
tool identified in the Comprehensive Plan is to establish an incentive
system that offers additional floor area to prospective developers in
exchange for public benefits such as affordable housing, open space,
childcare use, or street investments.

What Is Incentive Zoning?
An incentive zoning
system is a voluntary
program that offers
developers the option of
obtaining increased
building capacity for
development over existing
base zoning limits.

The purpose of this Report is to provide economic analysis and recommendations to support
the City in developing the corresponding LUCA and Rezone. This Report documents the
analysis and recommendations. It must make determinations on the following elements:
•

What should the City set as the base (or by-right) zoning standards?

•

What are the public benefits standards that must be adopted for a developer to build to
the maximum zoning entitlements?

In answering these questions, key outputs of the analysis will determine base and maximum
zoning inputs into the planning process, the public benefit requirement, exchange rate prices,
and the process for performance monitoring and adjustments.

ECONorthwest
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Implementing Regional TOD Goals
East Main is one of many new stations along the East Link light rail expansion funded by the passage of Sound
Transit (ST) 1, ST2, and ST3 funding packages. This funding has aided the region in making strides toward
connecting people to jobs via transit, making investments in housing affordability, and supporting efficient and
compact development. The East Link is set to open in the coming years and leveraging these stations for
commercial and residential development will help the region move forward with its regional economic, social,
and environmental goals.

City Council Direction for Incentive Zoning System
The CPA policies and Guiding Principles help guide the economic analysis, as they outline the
intended outcomes of incentive zoning. As discussed later in the Report, there are a number of
factors that could influence whether the incentive zoning system would achieve such intended
outcomes. Exhibit 2 displays the most relevant policies and principles to the incentive zoning
system, under “Housing” and “Incentive System”.
Exhibit 2: Comprehensive Plan Policies and East Main Guiding Principles
Topic
Comprehensive Plan Policies and Guiding Principles
Policy LU-28.1. Provide for a mix of housing, office, service and retail uses in a compact walkable
Housing

Incentive
System

development pattern that optimizes the benefits of transit investment in Bellevue’s transitoriented development areas.
Policy S-SW-43. Provide housing for diverse household sizes and income levels consistent with
the city’s Affordable Housing Strategy
Policy S-SW-44. Establish a land use incentive system that offers additional floor area in
exchange for affordable housing as a top priority and may also include other improvements and
amenities that contribute to the public good.
Principle H.1: Provide an appropriate mix of housing, retail, service, and office uses including a
minimum housing requirement to ensure an active and vibrant neighborhood.
Policy S-SW-44. Establish a land use incentive system that offers additional floor area in
exchange for affordable housing as a top priority and may also include other improvements and
amenities that contribute to the public good.
Principle IS 1. Focus the incentive system on making a vibrant East Main TOD neighborhood.
Recognize that public benefit should be balanced with private gain when the gain results from an
area-wide rezone and Bellevue’s investment in light rail. Incentivize a list of amenities and public
benefits that reflect council and public priorities.
Principle IS 2. Use a current economic analysis to provide guidance on the policy issues that
underlie the East Main Amenity Incentive System including but not limited to: the identification
and prioritization of public amenities, the determination of base floor area ratio, and the value of
the public amenities and benefit relative to the cost of development. Set a base FAR sufficiently
high to support the vibrant, place-making development recommended by the CAC.
Principle IS 3. Design the incentive system so that it reflects the East Main neighborhood
identity.
Principle IS 4. Create a simple streamlined incentive system with a clear structure and desired
outcomes using the economic analysis as a guide. Provide the opportunity to focus resources on
council-identified priorities by using a tiered amenity system.
Principle IS 5. Develop an incentive system that creates an appropriate balance between private
return on investment and public benefit.
Principle IS 6. Incentivize affordable housing by granting additional FAR and height for
constructing affordable units and through additional development flexibility or incentives
consistent with the overall vision of East Main.

Source: ECONorthwest, City of Bellevue
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The East Main TOD
The 60-acre East Main TOD abuts the southeast corner of Downtown Bellevue, Sound Transit’s
East Main station and Surrey Downs neighborhood to the west, Interstate 405 (I-405) to the east,
and Mercer Slough to the south. This neighborhood is a distinct neighborhood from downtown
Bellevue, with policy direction from the City for a mix of uses, including a substantial amount
of housing. This area is currently within the Office Limited Business (OLB) Land Use District,
where development cannot exceed 45 or 75 feet in height (depending on proximity to I-405) and
0.5:1 floor area ratio (FAR) for office development and 30 dwelling units per acre for residential
development. The East Main TOD is separated into two areas: East Main TOD-H and East Main
TOD-L as defined below.
East Main TOD-H: Within the East Main TOD, the East Main TOD-H area is adjacent to the east
side of 112th Avenue SE and is bounded by Main Street, SE 6th Street, 112th Avenue SE, and I405. The current uses in this area are the Red Lion Hotel, Hilton Hotel, Bellevue Club, a
Residence Inn, and few office buildings, all with corresponding surface parking spaces. The
incentive analysis described in this report applies to the East Main TOD-H area shown in
Exhibit 3.
Exhibit 3: East Main TOD - Primary Study Area

Source: ECONorthwest, Google

East Main TOD-L: Immediately south of the East Main TOD-H is the East Main TOD-L. This
district is bounded by SE 6th Street, 114th Ave. SE, SE 8th Street, and 112th Ave. SE. Much of this
area contains a large, high-quality wetland and stream complex. As such, the East Main TOD-L
area is not included in the analysis of this Report; however, the incentive zoning system
framework for the East Main TOD-H may be accommodated in the East Main TOD-L area, as
applicable with lower building capacity and heights.

What Is Incentive Zoning?
In Washington, an incentive zoning system is a voluntary program that offers developers the
option of developing a building that is larger than what is allowed in the base zoning.
Developers must provide the stipulated public benefits prescribed by a jurisdiction’s program
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in order to obtain building capacity above the base entitlements (usually expressed as Floor
Area Ratio (FAR), height, or density).

State Requirements for Public Benefits
Washington State law also addresses affordable housing incentive programs. RCW 36.70A.540
provides authority for Growth Management Act (GMA) cities and counties to establish
requirements for the inclusion of affordable housing under certain circumstances defined in
WAC 365-196-870(2). A GMA city or county may require that a minimum number of affordable
housing units must be provided by all new residential developments in areas, like East Main,
where the city or county decides to increase residential capacity via additional zoning
entitlements. This is a mandatory affordable housing incentive program. A jurisdiction can also
offer added development potential and ask for the developer to provide affordable housing in
return. This is a voluntary affordable housing incentive program.

How Has the City of Bellevue Implemented Incentive Zoning?
The City already has multiple existing incentive zoning areas in place. The requirements vary
substantially as they are all a product of the era in which they were created and the respective
needs and policy goals of the City. The two most relevant programs to the contemplated East
Main TOD area are Downtown and BelRed. These two programs help to inform the direction of
the East Main TOD area.

Downtown Incentive Zoning
The Downtown area has an amenity system that delivers incentive zoning capacity in exchange
for providing a mix of public amenities (such as open space, enhanced streetscape). Many of
these amenities also have fee in-lieu provisions. An update of the system in 2018 created a
separate 1.0 FAR exemption for providing affordable housing (with no in-lieu fee option). The
description below provides some additional context on the system.


Public benefits required: Downtown offers a point system that translates to bonus
square feet based on a variety of amenity options that the building can provide, such as
major public open space, improvement of public park property, enhanced streetscape,
and active recreation area. Affordable housing is also incentivized through other
mechanisms dexcribed below.



Exemption of 1 FAR for affordable housing with a bonus of 2.5 FAR: a maximum of 1
FAR of affordable housing is exempted from the FAR limit. The incentive allows for 2.5
units (or square footage) of bonus, for every unit (or square foot) of affordable housing
provided in a building.



Depth of affordability required for affordable housing: 80% of area median income
(AMI) for the life of the project.

ECONorthwest
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Prioritization of public amenities: 75% of a project’s points are required to be earned by
providing specific amenities and for the remaining 25% of the points, the developer can
choose to provide additional, or more of the same, amenities.



In-lieu fee option: The program also provides the option for the developer to pay an inlieu fee for up to half of the required amenity incentive points at a rate of $28 per
amenity point.

BelRed Incentive Zoning
The incentive system in Bel-Red is structured slightly differently than in Downtown – bonus
square feet are awarded, at various rates, based on the public amenity option. Additionally, BelRed’s incentive system is tiered such that a development must use Tier 1 amenity bonuses
before using Tier 2. The bullets below provide more details.


Public benefits required: Provides a two-tiered list of amenity options that the
developer can provide, in exchange for additional square feet of bonus area. The first tier
includes affordable housing, park and open space improvements, stream restoration,
and regional transfer of development rights to conserve rural and resource lands. The
developer must provide the amenities from the first tier before being able to select from
the second tier.



Bonus offered: Offers 4.6 or 7.2 square feet of bonus (depending on if it’s rental or
ownership) for every one square feet of affordable housing in a residential building. The
BelRed incentive system begins at 1.0 Base FAR.



Exemption of FAR for affordable housing: affordable housing square footage that
meets the BelRed incentive system standards does not count toward the project FAR.



Depth of affordability required: Set at 80% or 100% of AMI (depending on tenure) for
the life of the project.



In-lieu fee option: If a developer prefers to pay an in-lieu fee instead of providing the
units on site, the 2021 adjusted fee for the first tier is $23.06 per square foot of bonus
area. For nonresidential buildings, other types of amenities, and the second tier, the 2021
adjusted in-lieu fee is $19.22 per square foot of bonus area.

ECONorthwest
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4. Components of the Incentive Zoning
System in the East Main TOD
This section discusses the multiple components that the City should consider for incentive
zoning system.

Component 1: What conditions are needed for successful
incentive zoning system for East Main TOD?
Calibrating an incentive policy requires an analysis of the multiple factors that influence the
capacity of private development to provide public benefits. Redevelopment (and development
more generally) is a fairly rare event. The vast majority of land parcels are economically
productive with their existing use within a building structure that undergoes minimal change
year over year. The incentive zoning system requires new development to deliver its public
benefits. In the case of an incentive policy in the East Main TOD, Exhibit 4 illustrates the four
factors that the East Main TOD area will need to meet in under for an incentive system to be
successful.
Exhibit 4: Four Factors that Drive Development Feasibility

Source: ECONorthwest
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Component 2: What choices must the City make as it calibrates
the incentive zoning system?
Public Benefit Goals
While the City can design its incentive zoning system to achieve multiple public benefits, there
is only so much capacity in the incentive zoning system that can be tapped to achieve a public
benefit. Therefore, the incentive zoning system must include a set of choices for developers that
reflect the City’s policy priorities.
Key Policy Choices:


For the East Main TOD, the City has adopted policies that prioritize affordable housing,
open space, and new vehicular, bicycle, and pedestrian circulation.

Incentive Structure
In establishing its incentive zoning system, the City can choose to offer flexibility in how
developers can achieve the public benefits. This flexibility can include performance options and
non-performance options.
Key Policy Choices:
1. Does the City want to offer other options, besides providing the public benefits
within the project? Cities can provide developers with an option to pay a fee in lieu of
providing the public benefits (in-lieu fee).
2. How does the program handle market changes? Market conditions change constantly,
as do price and rent limits for affordable housing. At the same time, the incentive zoning
system’s policy elements like the specific affordable housing set-aside and fixed
household income levels are set in code. This can create unintended consequences where
the value of the incentive is not calibrated with cost of delivering the public benefit and
can distort the decision making of the project to perhaps avoid or build less in the
incentive zone.

Valuation and Pricing
During implementation of the incentive zoning system, the City must identify the “right” price.
Setting the price too low will leave some public benefits on the table, meaning a developer will
buy additional FAR without providing the necessary public benefits to support the additional
development such as affordable housing. On the other hand, setting the price too high will
likely result in developers waiting to develop until market conditions are more favorable,
thereby delaying availability of benefits for the public.

ECONorthwest
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Exhibit 5 illustrates the four factors that influence public benefit price. Generally, for public
benefits, this is the calculation of how much additional building capacity can be accessed in
exchange for providing the public benefit. For affordable housing units, this is the number of
units set aside for affordable housing or the in-lieu fees.
Exhibit 5: Incentive Zoning Factors
Market Dynamics
•Revenues
•Costs
•Capital Markets
•Residual land
value/land
budget

Zoning Entitlements
•Base allowances
as compared to
maximum (this sets
the incentive
capacity)
•Elements of
entitlements (e.g.
height, FAR)

Public Benefit
Dedications
•Sharing increased
value of voluntary
bonus entitlements
•Affordability targets
(e.g. depth or setaside)
•Type and quality of
open space and
circulation

Public Benefit
Requirements
•Public benefits from
new development
(e.g. set-aside %,
total area set aside
for open space or
circulation, in-lieu
fees)

Source: ECONorthwest

The assumptions for many of these factors can be moving targets, but the analysis required
settling on one set of assumptions for arriving at results and recommendations (see Appendix).
In reality, the private market factors change over time, and each development might use the
entitlements (from either the base zoning or maximum entitlements) to varying degrees of
maximization.

A Set of Complementary Incentives
The City has a variety of tools to make the incentive zoning system more financially feasible
from a development perspective. Along with additional zoning capacity, the City can provide
other development incentives to ensure the feasibility of development projects, including
counterbalancing the effect of inclusionary housing policy. Common incentives are direct
subsidies, tax abatements, and reduced parking requirements; each incentive has its strengths
and limitations that can be derived from the local real estate development environment.
Key Policy Choices:


Which tools should the City move forward with that can optimize private developer
participation and spur the desired development of public benefits and TOD?




The City of Bellevue is considering expanding the existing multifamily property tax
exemption program (MFTE) for areas such as the East Main TOD so developers can
use the financial incentive in conjunction with meeting the requirements of the
incentive zoning system. This is consistent with City practices in other areas, such as
BelRed and Downtown.
The City intends to include provisions for bonus/exempt FAR.
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5.

Technical Analysis Summary

To inform the City’s decision making, ECONorthwest completed an
The Appendix provides a
complete summary of the
economic analysis that reflects the developer’s decision-making
technical analysis steps.
process and cash flow equation. The findings from this analysis can
help to guide the City on whether a developer will accept the
proposed incentives and which incentives offer the best financial returns. The central question
is: Will building a bigger building create more value for developers to cover the additional
cost of construction and operations in addition to the cost of the required public benefit?
With this consideration in mind, a complimentary question would be: “How can the incentive
zone be structured to incent larger development that voluntarily delivers public benefits?”
The entitlements of the current zoning in the East Main TOD allow for relatively less building
capacity as compared to zones in the nearby downtown. Any increases of these entitlements, as
is being considered for both base zoning and maximum entitlements, is likely to provide private
benefits by allowing a property to build larger and achieve more economic productivity on the
site. The new base zoning also supports public benefits in the sense that this new base zoning
conforms to city expectations for urban design, environmental sustainability, and community
development. The subsequent development and occupation of buildings provides the city with
tax revenues to support the delivery of public services. Building larger buildings above the base
zoning into the incentive zone could continue to deliver this mix of private and public benefits
with the added condition of providing specific public benefits as set-asides in those projects.
However, if building a bigger building that delivers public benefits does not create more value,
a developer may be unlikely to accept the additional building capacity. They might instead
choose to develop to the base zoning, develop less than the maximum entitlements, or to not
develop at all and continue to realize value from the existing use – all of these options would be
contrary to a city’s infill and incentive zoning system goals. To complete this analysis,
ECONorthwest took the following seven steps:

Step 1: Establish assumptions for building regulations (led by City staff)
City staff produced a draft set of development standards that are consistent with the East Main
Comprehensive Plan policies and City Council direction. These standards included height
maximums, impervious lot coverage limits, setbacks and stepbacks, the maximum FAR,
floorplate limits and parking ratios.
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Step 2: Identify typical building prototypes for office and residential uses
ECONorthwest identified a set of prototypical office and residential buildings (with retail on
the ground floor and various amounts of surface or structured parking) that conformed to most
of the development standards, but that varied the FAR. Some prototypes in the model were
analyzed at the maximum FAR limit, and others were at breakpoints smaller than the
maximum. This allowed for the analysis to test the value of different bonuses to inform the
recommendations for base entitlements and public benefit requirements.

Step 3: Analyze financial feasibility of building prototypes
To understand the potential for development under the proposed
zoning entitlements, ECONorthwest employed an Excel-based
financial model that used the Residual Land Value methodology
(see Appendix). The model considered the prototypes,
entitlement limits, open space and new vehicular, bicycle, and
pedestrian circulation needs, and the financial market conditions
(e.g. rents, operating and construction costs, and investment
return requirements).

Residual land value (RLV) is an
estimate of what a developer
would be able to pay for land
given the property’s income from
rental or sales revenue, the cost
to build as well as any cost to
operate the building, and the
investment returns needed to
attract capital for the project. In
other words, it is the budget that
developers have remaining for
land after all the other
development constraints have
been analyzed.

Step 4: Determine new base zoning entitlements
ECONorthwest worked with City staff to identify various base entitlements to analyze, as a
holistic range of options, and focused on FAR as the primary factor that impacted the building
capacity and type of development. The model allowed a comparison between different
development intensities to understand the impact of entitlements as well as the capacity for
public benefit.
To complete this analysis, ECONorthwest selected multiple base FAR entitlements, while
holding other entitlements (such as floorplate limits, impervious coverage, and stepbacks)
constant. Exhibit 6 provides a framework for the breakpoints that ECONorthwest used in the
analysis of office and residential prototypes – in total, the analysis tested five base FAR
entitlement alternatives between 0.5 FAR and 4.5 FAR (the base zoning FAR of the nearby
Downtown OLB South).
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Exhibit 6. Comparison of Base FAR Breakpoints of the East Main TOD Area

Source: ECONorthwest

Step 5: Determine private value created by adding building capacity through an
incentive zoning system
After analyzing the value of each development type (e.g.,
residential and office built under both base and maximum
entitlements), ECONorthwest compared the RLV of the
maximum entitlements to the base entitlements as well as
to the hurdle price. For the purposes of calibrating the
public benefit requirements, ECONorthwest evaluated
these incentive values on a nominal basis (multiplying the
per square foot values by the average size of the potential
building sites).

The analysis uses a hurdle price of
$175 per square foot for land to
show the level of RLV that must be
targeted for land development to
proceed. This hurdle price reflects
the analysis’s best understanding of
current average land price, which
incorporates the underlying value of
the land inclusive of current
occupation revenue and operating
costs. For more information on this
hurdle price, see the Appendix.

Though the RLV estimate (of base entitlements and
maximum entitlements) is relevant for developers seeking to purchase land for new
development, it is also applicable for understanding the development decisions of those that
already own land. In the case where the property owners have owned the land for many years
such that the mortgage/debt is now paid off, an RLV estimate of $0 would reflect a set of
development constraints that could be feasible. In the case where property owners have
recently purchased the land, an RLV estimate would need to meet or exceed the price they paid
for the land in order for development to occur and cover the cost of the mortgage/debt on that
land. The East Main TOD area has experienced recent land transactions which helps the
analysis compare and understand the value of maximum and base entitlements.

Step 6: Specify public benefit incentive zone provisions
ECONorthwest evaluated potential options for the public benefit system, working with City
staff to identify and evaluate the multiple options. The following priorities emerged:
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Affordable housing units with prices set at 80% of MFI as part of residential
development



Open space and vehicular, bicycle and pedestrian circulation as part of office
development

Step 7: Analyze the incentive value and convert to the provision of public benefits
ECONorthwest analyzed the incentive value to understand the ability for private development
to deliver public benefits. The analysis employed two methodologies:


For office, given that the public benefits impact the physical area that can be developed,
the analysis tested various requirements to provide public benefits to understand how
value differed and what the bonus square feet might need to be to offset such
provisions.



For residential, the analysis evaluated a share of the total incentive value of an average
building, relative to the cost of delivering affordable units, to understand how many
affordable units could be delivered relative to the bonus area.

The results from this model describe a general analysis of prototypes in the East Main TOD area and do not
consider the many potential unique conditions that could be a factor in development feasibility (e.g., increased
predevelopment costs, low land basis from longtime land ownership). For these reasons, a residual land value
analysis should be thought of as a strong indicator of the relative likelihood of feasibility, rather than an absolute
measure of return to the investor or developer.
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6. Findings
Using the RLV methodology, ECONorthwest averaged the results across the various prototypes
and building sites to arrive at the average building value for the five base FAR limits and the
maximum FAR of 5. The model accounted for various potential development site sizes, for both
office use and residential use, and then compared these values to the existing market price for
land in the study area. There is a summary data table of these values at the end of this section.
Based on the analysis, there are six major findings that frame the issues:
1. Market conditions are supportive of new construction at higher building capacities.
2. Adding building capacity in the East Main TOD unlocks development value for both
office and residential uses.
3. The amount of additional building capacity can be set to increase both the base FAR and
the potential incentive value for both office and residential uses.
4. The exchange rate can be calculated for each square foot of public benefit.
5. Incentive value can be converted to providing public amenities for office uses.
6. Incentive value can be converted to providing affordable housing for residential uses.

1. Market conditions are supportive of new construction at higher
building capacities.
The East Main TOD is a desirable area for office and residential uses due to its competitive
location near downtown Bellevue, convenient transportation access, and forthcoming light rail
station. Market rents, for larger buildings in the area, are supportive of land prices of $175 per
square foot (on average). This hurdle price of land, and the ability for larger buildings to reach
that financial hurdle, is reflective of land occupations, development costs, and financial returns.
The City has developed draft development standards meant to transition the current zoning to
allow for greater building capacity - something more in line with likely future development and
consistent with the city’s existing regulations in comparable areas. These entitlements could
allow larger structures under maximum entitlements and potentially the base zoning as well. In
addition to the FAR limits – which generally are the limiting entitlement for development in the
East Main TOD - conditions for lot coverage, floorplates, and height of projects can also
substantially impact the financial feasibility of new construction.
Broadly speaking, market rents support land prices consistent with a range observed in the area
(based on recent transactions). The implication of this finding suggests that the entitlements
proposed for the area could be supportive of new development at higher densities.
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2. Adding building capacity in the East Main TOD unlocks
development value for both office and residential uses.
Office Uses
How do the different base entitlements impact development feasibility?
At lower base entitlements, development produces positive returns. As shown in Exhibit 7, at
0.5 FAR (existing entitlements) and 1.5 FAR, office buildings have positive RLVs ($36 and $62
per square foot of land respectively). This means development does not require any implicit
“subsidy” for the construction of the project. However, this does not mean that the project is
financially competitive for new development (above the current productive use of a site). The
ultimate feasibility depends on the market price of land, or the hurdle price (e.g., entitlements
must outperform the current use of the site).
At base entitlements above 2.5 FAR, a developer would be willing to pay more than the
hurdle price for land. The RLV for the higher base entitlement alternatives—2.5 FAR, 3.5 FAR,
and 4.5 FAR—exceed the existing market price of land. They result in RLVs of $287, $432, and
$533 per square foot of land, respectively.
Exhibit 7. Average RLV per square foot for Office Uses, based on Potential FAR Base Alternatives

Source: ECONorthwest

The implication of this finding suggests that there are returns to scale for building at
increasingly higher densities. This is due to a variety of reasons, including higher rents
observed in taller buildings and development costs increasing only marginally between
different intensities of office buildings once parking moves from surface to structured. For
incentive zoning design, this finding suggests that developing at higher densities can produce
larger returns on the investment.
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Residential Uses
How do the different base entitlements impact development feasibility?
Similar to office, residential prototypes resulted in positive RLV results, but there are fewer
potential base entitlement alternatives with RLVs that exceed the market price of $175 per
square foot for land. For all of the alternatives except 4.5 FAR, the RLV is greater than $0,
which means a developer can pay for land, but it does not exceed the market price for land in
the East Main TOD area.
The value of the 3.5 base FAR approximates the hurdle land price, resulting in $149 per
square foot of land. The large increase in residual land value from 3.5 to 4.5 FAR is due to the
different construction types (and therefore development costs), and market rents, of residential
development. The RLV for the 4.5 FAR alternative is still less than the maximum entitlement
RLV of $449 per square foot of land.
Exhibit 8. Average RLV per square foot for Residential Uses

Source: ECONorthwest

3. The amount of additional building capacity can be set to
increase both the base FAR and potential incentive value for
both office and residential uses.
How can the base zoning in the area increase from current standards, but still provide
an incentive to build larger and deliver public benefits?
This finding highlights the total value created by developing at greater building capacities. To
support the subsequent findings, the analysis tested setting public benefit prices based on
proportions of this incentive value to preserve the incentive to build larger benefits (see
Appendix for more details).
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Office Uses
By calculating the residual land value created for each base
entitlement alternative, the amount of incentive value (incentive
value) created under each alternative could also be computed.

The incentive value
created from the
maximum entitlements is
the lesser of either the
difference from market
land prices or the base
entitlements in question.

Lower base FAR entitlements of 0.5 FAR or 1.5 FAR maximize
the potential incentive value. ECONorthwest evaluated these incentive values on a nominal
basis (multiplying the per square foot values by the average size of the building sites). This
resulted in a maximum incentive value of $24.8 million—the difference from market land price
of $175 per square foot—for lower base entitlements like 0.5 FAR and 1.5 FAR. If the City wants
to set the base entitlements with the goal of creating the most value for public benefit, the best
choices would be either 0.5 FAR or 1.5 FAR.
The maximum incentive value decreases as the base FAR increases, decreasing from $17.6
million at 2.5 FAR to $1.6 million at 4.5 FAR. Setting the base at 4.5 FAR might result, on
average, in $1.6 million of value for an office development project on a 65,000 site (which is
typical within the East Main TOD). This is due to the different construction types, and market
rents, of office buildings. The implication here, is that higher FARs reduce the portion of the
incentive that can deliver public benefits.
Exhibit 9 provides a summary of the results for office uses under each of the base entitlement
alternatives.
Exhibit 9. Office Uses: Average Value of Maximum Entitlement Bonus (5.0 FAR) on an average site*

Source: ECONorthwest; *Note: the average site modeled was approximately 65,000 square feet

Residential Uses
The maximum value for a residential FAR bonus would be about $17.8 million for all of the
base entitlement alternatives besides 4.5 FAR. This is because the hurdle land price of $175 per
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square foot exceeds the RLV for these base entitlement alternatives. Exhibit 10 shows the
average value of a potential FAR bonus for the five base entitlement alternatives. For the
purposes of finding a base FAR, there is no incentive value if the base entitlements are set less
than 3.5 FAR.
At a base entitlement of 4.5 FAR, the bonus value shrinks to $3 million. This is due to the
residual land value that a development can achieve at 4.5 FAR.
Exhibit 10. Residential Uses: Average Value of Maximum Entitlement Bonus (5.0 FAR) on an
average site*

Source: ECONorthwest, *Note: the average site modeled was approximately 65,000 square feet

4. The exchange rate can be calculated for each square foot of
public benefit.
What is the exchange rate for the additional square footage created by the incentive
zoning?
The exchange rate for bonus area is the value of additional area, pro-rated on a square foot
basis. The exchange rate can be derived using the average incentive values, shown in Exhibit 9
for office and Exhibit 10 for residential, and dividing by the area that is bonus. The analysis
takes the incentive and preserves a proportion of it (70% of the incentive value) as the incentive
for developers to build at the maximum entitlements instead of using the base zoning.
Exhibit 11. Office exchange rates per square foot of bonus
Base Entitlement Alternatives
0.5 FAR
1.5 FAR
2.5 FAR
3.5 FAR
Exchange rate per
square foot of bonus

$14

$21

$24

$25

4.5 FAR
$27

Source: ECONorthwest
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Exhibit 12. Residential exchange rates per square foot of bonus
Base Entitlement Alternatives
0.5 FAR
1.5 FAR
2.5 FAR
3.5 FAR
Exchange rate per
square foot of bonus

$11

$13

$21

$29

4.5 FAR
$20

Source: ECONorthwest

5. Incentive value can be converted to providing public benefits
for office uses.
City staff directed that office uses provide on-site public amenities. The ability for office to
provide a public benefit is contingent upon multiple factors. Most important of those factors are
the benefit options available: the benefit options for office, analyzed herein are the provision of
open space and new vehicular, bicycle, and pedestrian circulation. Additional factors include:


Where City sets the base FAR. The base FAR determines the amount that is possible as
a bonus, and therefore incentive value that is created to offset the set aside of land and
improving that land to meet the benefit requirements. Setting the base FAR low (0.5
FAR) will maximize the potential public benefit that could be incented through the
bonus, while setting it high (4.5 FAR) limits the value created from the bonus and
therefore ability to set aside and improve land.



The share of the East Main TOD that is developed as office. As the share of office
increases in the TOD, the need for bonus area relative to the land area set aside for
public benefit, also increases.



How much it costs, in total, to provide the public benefit. The total cost of providing
the public benefit options for office is a function of: (1) the price, or value, of the land
being set aside (that could otherwise be used for a revenue generating use) and (2) the
development cost of improving that land (whether paving for streets or creating
landscaping and/or hardscaping as part of an open space design) which can range
substantially.

Potential Bonus Square Feet Ratios
Bellevue’s other incentive zoning areas set the affordability requirement based on the bonus
area. If the City applied the same method in the East Main TOD, area that should be offered as a
bonus (for every square foot of public benefit) changes depending on the base FAR and
resulting possible bonus FAR subject to the maximum allowable FAR on the site.
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ECONorthwest evaluated multiple development costs for the public
benefit (to evaluate the cost of various qualities of open space and
new vehicular, bicycle, and pedestrian circulation), and though there
was an impact, it was not substantial enough to materially alter the
result of where the base entitlements offered sufficient upside to
provide an incentive for a developer to opt into providing public
benefits. The value of the land being set aside (the hurdle price) and
the base FAR had a greater impact.

Example: if half of the
East Main TOD area is
developed as office, and
the base FAR is 2.5, then
for every square foot of
land set aside as public
benefit the developer
would receive 16 square
feet of bonus. This means,
that if a developer set
aside 10,000 square feet
of land as a public benefit
they would receive
160,000 square feet of
bonus area.

For more information on the sensitivity testing of development costs,
refer to the Appendix. The table in Exhibit 13 shows the results for if
the entire East Main TOD area was developed with different shares of
office use. The total amount of office space has an impact on the
calibration of the bonus due to the amount of bonus required in order to achieve maximum
building capacity and potential value creation on the entirety of the site. Exhibit 13 below
displays the various calculated bonus structures given the range of base entitlements, and what
share of the entire East MainTOD is programmed as office.
For base FARs of 3.5 and 4.5, there is not enough bonus square feet to both set aside land, at the
hurdle price, and cover the cost to improve it. Therefore, the bonus square feet in exchange for
every one square foot of public benefit is not applicable and listed as “N/A” in the above table.
Exhibit 13. Office Use Performance Rates for Public Benefits
Bonus square feet
Base Entitlement Alternatives
in exchange for
every one square
0.5 FAR
1.5 FAR
2.5 FAR
3.5 FAR
foot of public
benefit
100% office
75% office
50% office

Source: ECONorthwest

87 sq ft
65 sq ft
43 sq ft

59 sq ft
44 sq ft
28 sq ft

35 sq ft
25 sq ft
16 sq ft

N/A
N/A
N/A

4.5 FAR
N/A
N/A
N/A

6. Incentive value can be converted to providing affordable
housing for residential uses.
For residential uses, setting the base FAR entitlement at a high level could mean that a smaller
share of market-rate units would be incented through the policy.
The number of and percent affordable housing units constructed for a project vary depending
on two factors:
1. Where City sets the base FAR. The base FAR determines the amount that will be a
bonus and therefore the bonus area, or bonus units, created. Setting the base FAR low
(0.5 FAR) will maximize the potential affordable units that could be incented through
the bonus, while setting it high (4.5 FAR) limits the number of affordable units created.
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2. How much incentive value is captured for the public benefit. An important policy
choice for the City is how much of an incentive it would like to provide to developers.
Setting a policy that directs 30% of the incentive value toward public benefits leaves 70%
of the benefit for a developer to obtain. This creates a more attractive policy that
developers are more likely to be interested in.

Share of Affordable Units
Bellevue’s other incentive zoning systems set the affordability requirement based on the bonus
area. If the City applied the same method in the East Main TOD, the resulting percent of area
that can be affordable within the bonus changes depending on the base. Exhibit 14 shows an
example of how a building built to 5.0 FAR could be broken into base units, bonus units, and
affordable units if 30% of the incentive value was captured for public benefit and the depth of
affordability was 80% MFI. This graphic shows that the number of affordable units remains
relatively constant given that the incentive value (factoring in the hurdle price) remains
constant for multiple of the base FARs.
Exhibit 14. Residential unit performance per incentive zoning provisions (80% MFI, 30% bonus
capture)

Source: ECONorthwest

Potential Set Aside Amounts
The analysis showed that potential affordable unit set-aside
in the bonus could vary substantially, given the different
proportions of incentive value used for public benefit
modeled (30% and 60%, see Appendix for more details) and
the different base FARs analyzed. Exhibit 15 provides a
summary of the range of potential affordability set-asides in
the bonus area.
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Example: a residential building
wanting to build at maximum
entitlements, with approximately
430 units total has approximately
140 units from the bonus given a
base of 3.5 FAR. If using 30% of
the incentive value and targeting
a depth of 80% MFI, the
affordable unit set-aside required
(23.7%) would result in
approximately 33 affordable
units.
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Exhibit 15. Potential Affordability Set-Aside Requirements for a Bonus, by FAR and Incentive Value
Captured
Base Entitlement Alternatives
2.5
3.5
0.5 FAR
1.5 FAR
4.5 FAR
FAR
FAR
80% of MFI
30% of Incentive
Value
60% of Incentive
Value

8.5%

10.7%

16.1%

23.7%

14.5%

17.1%

21.4%

32.2%

47.7%

29.1%

Source: ECONorthwest

Summary of Analysis Results
The findings presented in this section are based on various results from the methodology, such
as average RLV of a site, average RLV per square foot (psf), average incentive value, and
maximum value for public benefit based on the hurdle price of land.
Exhibit 16 provides a summary of these values that would be unlocked with an FAR bonus.
These values informed the findings and recommendations.
Exhibit 16. Summary of RLV, Incentive Value, and Available Value for Public Benefit
Hurdle
Base Entitlement Alternatives
Price
0.5 FAR
1.5 FAR
2.5 FAR
3.5 FAR
4.5 FAR
($175 PSF)

Office Uses*
Average RLV
$11.6 M
Average
$175
RLV PSF
Average
$24.9 M
incentive
value from
entitlements
Maximum
$24.9 M
available
value for
public
benefit
Residential Uses*
Average RLV
$11.6 M
Average RLV
$175
PSF*
Average
$17.8 M
incentive
value from
entitlements
Maximum
$17.8 M
available
value for
public
benefit

5.0 FAR
(MAX)

$2.4 M
$36

$4.1 M
$62

$18.9 M
$287

$28.4 M
$432

$34.9 M
$533

$36.5 M
$556

$34.1 M

$32.4 M

$17.6 M

$8.1 M

$1.6 M

N/A

$24.9 M

$24.9 M

$17.6 M

$8.1 M

$1.6 M

N/A

$1.3 M
$21

$3.4 M
$52

$6.8 M
$104

$9.9 M
$149

$26.4 M
$401

$29.4 M
$449

$28.1 M

$26.0 M

$22.6 M

$19.5 M

$3.0 M

N/A

$17.8 M

$17.8 M

$17.8 M

$17.8 M

$3.0 M

N/A

Source: ECONorthwest. *Based on average site size of approximately 65,000 square feet
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7. Policy Considerations and
Recommendations
Setting efficient regulatory and performance parameters
for an incentive zoning system is a challenging endeavor.
In creating its program, the City must balance the desire to
leverage private development to deliver public benefits
against additional costs imposed on the project. This
challenge is compounded by ever changing market
conditions, such as changes in construction costs, cost of
capital, household incomes, land prices, and rent—all of
which affect the financial viability of a project (Exhibit 17).

Exhibit 17: Policy Setting and
Balance for Incentive Zoning

This section provides policy considerations and
recommendations, based on the findings of
ECONorthwest’s analysis.

Development
Feasibility

Public
Benefits

Economic
Conditions

Peformance
Requirements

Private Party
Risk

Community
Goals

Recommendation: Set the Base FAR for office uses at
2.5 FAR and residential uses at 3.5 FAR.
The first order issue for policy setting is to define where the
base FARs should be set – however, given that the different
uses have different revenues and costs, the base FAR will need
to vary by use. Given the policy directive to include an
incentive system designed to deliver public benefits, setting
the base FAR above 3.5 would diminish this goal – it could
rule out any large-scale use of an incentive system and the
delivery of public benefits. Such an approach is responsive to
the market and aligns with the future transit-oriented nature
of the neighborhood. It also could help to encourage
development to happen more quickly.

What happens if the City sets the
base FAR too low or too high?
Too low (0.5 or 1.5 FAR)? While
this would provide more building
capacity (and public benefit
capacity) in the bonus area, it is not
feasible in many cases to build to
this low FAR. This may drive away
potential developers to the area.
Too high (4.5 FAR)? There is no
incentive to access the incentive
zoning system.

Recommendation: Create an incentive.
The City will want to make the incentive and the overall East Main TOD area attractive to
redevelopment by compensating for the risk of building a bigger building and allowing a
development to capture the majority of the incentive value, while still providing a share toward
public benefits. ECONorthwest recommends sharing the incentive value such that a majority of
the value remains as the incentive (70% of the value) and the rest is used for public benefit. This
proportional split makes building larger than the base FAR more economically attractive and
compensates the land developer for the higher levels of risk associated with building a larger
building.
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Building larger not only uses more incentive zoning capacity (and public benefits) but also
achieves other community goals by producing more occupiable space close to transit. Setting
the majority portion of the incentive value (higher than 30%) for public benefits can nominally
allocate more value to public benefits but it runs the risk of impacting larger development
where the cost of producing the public benefit is not offset with commensurate incentive
capacity and value. Additionally, capturing more value to calibrate the public benefits increases
the potential that the incentive to build larger could be eliminated if market conditions become
less favorable for development, especially at larger scales like those envisioned in the East Main
TOD. A well-functioning incentive system should seek to create economic incentives for both
building larger and delivering public benefits

Recommendations: For office uses, provide a sliding scale of required public benefits
depending on much office use is delivered.
The City has prioritized on-site performance for the public amenities provided by office – open
space and new vehicular, bicycle, and pedestrian circulation. Allowing multiple options for the
public benefit allows flexibility for the developer to select the amount to incorporate into the
master planning effort based on the financial and physical constraints of the proposal. While
there is a physical cost for providing the benefit, the largest cost is the opportunity cost of not
developing on the land that is being set aside for public benefit.
Given the results of the analysis, ECONorthwest recommends creating a range of bonus square
feet, based on the proportion of the master plan that is office, in order to better calibrate the cost
of providing the public benefit with the incentive value from the additional FAR. As more of the
East Main TOD area is developed as office, the developer will need increasing amounts of
bonus square feet, for each square foot of land set aside for the public benefit, in order to build
at maximum entitlements. Exhibit 18 shows the range of bonus square feet recommended.
Exhibit 18. Recommendations for Office Use Performance Rates for Public Amenities
2.5 FAR
100% office
75% office
50% office
Source: ECONorthwest

35 sq ft
25 sq ft
16 sq ft

Recommendation: For residential uses, balance affordability levels and affordable
housing set-aside targets.
Through its policies, the City has prioritized affordable housing as the public benefit it would
like to encourage through the incentive zoning system. Given the City’s policies and principles
identifying a desire for affordable housing and housing for a range of incomes, for the East
Main TOD the City should prioritize affordable housing as the public benefit requirement of
residential development.
Based on the analysis results, and the previous recommendations for setting the base FAR to 3.5
and maintaining a sizeable incentive, ECONorthwest recommends the set-aside target of 23.7%
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of the bonus area (see Exhibit 19 and note that this refers to performance in just the bonus area
of the project and not the entire building).
Exhibit 19. Recommendations for Affordability Set-Aside Targets in the Bonus
3.5 FAR
80% of AMI

23.7%

Recommendation: Reference an exchange rate for future public benefit flexibility.
The exchange rate reflects the value of more building capacity – this value can be converted to
the respective public benefit. Current City direction is to require on-site performance of public
benefits in the East Main TOD area (e.g. providing residual units or open space). However, state
law allows cities to collect a ‘fee in lieu” instead of the performance. In this case, the exchange
rate can be used as a basis for a fee (the city has discretion and limits to vary the fee). The
collection of fees can be used by the city wholly, or in tandem with other sources, for the
provision of public benefits
Given the recommended base FAR of 2.5 for office, set the exchange rate for office uses at $24
per square foot of bonus area. With the recommended base FAR of 3.5 for residential, set the
exchange rate for residential uses at $29 per square foot of bonus area.

Recommendation: Support greater amounts of affordable housing production through
the City’s MFTE program.
The additional value of dedicating public benefits to affordable housing is the ability to
complement those units with support from the city’s MFTE program to achieve greater levels of
housing set-asides. The city should consider expanding the existing MFTE program to the East
Main TOD so developers can use the incentive in conjunction with meeting the requirements of
the incentive zoning system. This is consistent with City practices in other areas, such as BelRed
and Downtown.

Recommendation: Monitor, and potentially revise, the incentive zoning system.
Lastly, the city should create a plan for monitoring the market conditions that could impact the
performance of the incentive zoning system in the East Main TOD. This is a general
recommendation for any incentive zoning system – market conditions for real estate
development are constantly changing. This creates a high degree of uncertainty for the success
of a market-drive public benefits system. Therefore, a plan to monitor these changes could
increase the likelihood of success of the East Main TOD incentive system in the coming years.
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Appendix: Technical Analysis Methods
To inform the City’s decision making, ECONorthwest completed an economic analysis that
reflects the developer’s decision-making process and cash flow equation. The findings from this
analysis can help to guide the City on whether a developer will accept the proposed incentives
and which incentives offer the best financial returns. The central question is: Will additional
development capacity create more value for developers to cover the additional cost of
construction and operations with the cost of the public benefit required?
If not, a developer may be unlikely to accept the additional capacity and—contrary to a city’s
infill and incentive zoning system goals—may choose to develop to the base zoning instead,
develop less than the maximum zoning, or to not develop at all and continue to realize value
from the existing use. The purpose of this section is to summarize how ECONorthwest
completed the analysis via the following seven steps:
Step 1: Establish Assumptions for Building Regulations (led by City of Bellevue staff)
Step 2: Identify Typical Building Prototypes (for office and residential uses)
Step 3: Analyze Financial Feasibility of Building Prototypes
Step 4: Determine New Base Zoning Requirements
Step 5: Determine Private Value Created by Additional Building Capacity
Step 6: Specify Public Benefit Incentive Zone Provisions
Step 7: Analyze the Incentive Value and Convert to the Provision of Public Benefits

Step 1: Establish Assumptions for Building Regulations (Staff-led)
City of Bellevue staff produced a draft set of development standards that met multiple
comprehensive plan policies. These standards, shown in Exhibit 20, addressed mobility (e.g.
reduced parking requirements), urban design (e.g. open space system), and the regulatory
framework (e.g. clear development standards such as height and FAR). ECONorthwest
incorporated these standards into the economic analysis.
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Exhibit 20: Development Standards Analyzed
Standards
Inputs Analyzed
Maximum Height
Impervious/Lot Coverage
Setbacks
Stepbacks
Maximum FAR
Floor plate Non-Residential
Floor Plate Residential

250' (If within 50’ of 112th Ave, the height can be 70’)
100%
0
15' stepback at 45’ height
5
first 45' unlimited; 45' to 80' is 30,000 sf; over 80' is 20,000 sf
first 45' unlimited; 45’ and above is 20,000 sf
Exception: unlimited floorplate if entire building is less than 80’

Parking ratio Non-Residential
Parking ratio Residential

1.5 spaces per 1,000 net sf
0.6 spaces per unit

Source: City of Bellevue, ECONorthwest

Step 2: Identify Typical Building Prototypes
Given that the East Main TOD area is well defined, ECONorthwest identified an approximation
of twelve building sites, averaging roughly 65,000 square feet (some sites were larger, others
smaller) for the financial analysis. ECONorthwest then used the proposed building sites to
analyze the financial feasibility of different development prototypes that could occur in the East
Main TOD given the future land uses and draft zoning entitlements. ECONorthwest evaluated
office and residential buildings (with retail on the ground floor and various amounts of surface
or structured parking) at maximum entitlements and breakpoints smaller than the maximum to
help assess and set appropriate base entitlements.
The development intent of the East Main TOD area is to create a dense, vibrant, mixed-use
neighborhood with convenient access to the East Main light rail station. To understand the
benefits and challenges of getting larger projects in the area, the analysis used a couple of
development prototypes to understand the financial implications of scale. Conventionally, these
are called low-rise, mid-rise podium, or high-rise tower.
For residential development, low-rise is defined as up to five stories of wood frame apartments
with either surface parking or a mix of surface parking and structured parking (assuming built
out of concrete, such as part of a podium underneath the building). Mid-rise is defined as up to
seven stories comprised of one to two floors of concrete podium parking with up to 5 floors of
wood frame above. These same story limits were applied to office so as to compare similarly
sized buildings; however, office is generally the same construction typology (concrete and steel)
across varying heights. High-rise for both office and residential assumes concrete and steel
construction (for everything taller than 85 feet, typically greater than seven stories) with a mix
of structured and underground parking. The Excel model analyzed the other zoning
entitlements to arrive at a gross building area based on what was allowed from the combination
of requirements (e.g. floorplate limits, stepbacks, and impervious coverage).
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How Do Developers Determine if a Project is Feasible?
Cities create incentive zoning policies to leverage new market rate development for the production of
public benefits such as affordable housing and other public amenities. However, these policies only
work when new development is occurring. In its simplest level, new development happens when
developers have the necessary resources and when project profitability is higher than alternative
investments. Several factors drive the equation to determine the financial feasibility of development.
These factors are illustrated in Exhibit 21.

Exhibit 21: Illustration of Development Costs and Revenues

Source: ECONorthwest.

Development feasibility varies across markets based on the above factors. Infeasibility of
development occurs in weak markets due to the inability to achieve high enough rents to justify new
construction or higher costs of more intense development. In moderately strong markets, low- to midsize development is feasible. Bigger developments are feasible in strong markets due to high
achievable rents and land costs that support increased building capacity.

The real estate data collected in 2020 reflect market conditions before the economic impacts of Covid-19. The
pandemic and recession are likely to impact development feasibility in multiple ways. The results of this analysis,
presented in this memo, do not reflect these effects.
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Step 3: Analyze Financial Feasibility of Building Prototypes
Model Assumptions
To understand the potential for development on each of the future lot sizes under the proposed
zoning entitlements, ECONorthwest created an Excel model. The Excel model considered:
1. Building prototypes (described in Step 2)
2. Current development assumptions, such as rents and constructions costs (see Appendix)
3. Entitlement limits (described in Step 1)
4. Fundamental building code limitations (e.g. break points in residential construction
types, like Type III wood frame over concrete podium up to 7 stories/85 feet and Type 1
towers greater than 7 stories).

Residual Land Value Analysis
To compare development feasibility and the impact of incentive zoning specifications across
different sites and prototypes, ECONorthwest used a common method called a residual land
value analysis. Residual land value (RLV) is an estimate of what a developer would be able to
pay for land given:
1. The property’s income from rental or sales revenue
2. The cost to build as well as to operate the building
3. The investment returns needed to attract capital for the project.
In other words, it is the budget that developers have remaining for land after all the other
development constraints have been analyzed.
The RLV approach has several advantages:
1. It does not rely on land prices as an input. Rather, observed land prices can be compared
with the model outputs to help calibrate the model and ensure it reflects reality.
2. It can assess the impacts of changes to the development code and accompanying
development incentives because these policies principally affect land value, especially in
the short run.
Each of the development concepts was analyzed using this RLV approach. The results from this
method describe a general analysis of prototypes, in the East Main TOD area and do not
consider the many potential unique conditions that could be a factor in development feasibility
(e.g., increased predevelopment costs, low land basis from longtime land ownership). For these
reasons, a residual land value analyses should be thought of as a strong indicator of the relative
likelihood of feasibility, rather than an absolute measure of return to the investor or developer.
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Though the RLV estimate (of base entitlements and maximum entitlements) is relevant for
developers seeking to purchase land for new development, it is also applicable for
understanding the development decisions of those that already own land. In the case where the
property owners have owned the land for many years such that the mortgage/debt is now paid
off, an RLV estimate of $0 would reflect a set of development constraints that could be feasible.
In the case where property owners have recently purchased the land, an RLV estimate would
need to meet or exceed the price they paid for the land in order for development to occur and
cover the cost of the mortgage/debt on that land. The East Main TOD area has experienced
recent land transactions which helps the analysis compare and understand the value of
maximum and base entitlements.

Modeling Steps
For the East Main TOD area, ECONorthwest used this methodology to compare the budget
remaining for land between prototypes built under multiple hypothetical base entitlements and
prototypes built under the proposed maximum entitlements. To complete this analysis,
ECONorthwest:
1. Compiled financial inputs such as rent, operating costs, and development costs for each
type of development product and the City of Bellevue’s proposed zoning entitlements
for the East Main TOD area.
2. Defined the available building areas of the prototypes.
3. Used the pro forma to calculate the revenue
from the leasable square feet and then
removed the vacancy and operating costs
(such as taxes, insurance, maintenance,
management, select utilities) to arrive at an
annual net operating income (NOI).
4. Derived the value from each NOI by
dividing by the respective return on cost
threshold

Exhibit 22: Land Value Calculation (with additional
explanatory calculations)
𝑹𝑹𝑹𝑹𝑹𝑹 = 𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻 𝑽𝑽𝑽𝑽𝑽𝑽𝑽𝑽𝑽𝑽 − 𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻 𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫𝑫 𝑪𝑪𝑪𝑪𝑪𝑪𝑪𝑪𝑪𝑪
𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻𝑻 𝑽𝑽𝑽𝑽𝑽𝑽𝑽𝑽𝑽𝑽 = 𝑵𝑵𝑵𝑵𝑵𝑵 𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶𝑶 𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰𝑰 ÷ (𝑹𝑹𝑹𝑹𝑹𝑹)
𝑵𝑵𝑵𝑵𝑵𝑵 = 𝑹𝑹𝑹𝑹𝑹𝑹𝑹𝑹𝑹𝑹𝑹𝑹 𝒓𝒓𝒓𝒓𝒓𝒓𝒓𝒓𝒓𝒓𝒓𝒓𝒓𝒓 − 𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐𝒐 𝒄𝒄𝒄𝒄𝒄𝒄𝒄𝒄𝒄𝒄
− 𝒗𝒗𝒗𝒗𝒗𝒗𝒗𝒗𝒗𝒗𝒗𝒗𝒗𝒗 𝒄𝒄𝒄𝒄𝒄𝒄𝒄𝒄𝒄𝒄

5. Summed those values to arrive at a total value for each development concept.
6. Calculated the total development costs by applying the cost per square foot values to the
gross square feet for each product type (e.g., office, residential, retail) and the cost per
stall for parking.
7. Summed those values to a total hard cost and calculated the soft cost, contingency, and
developer fee to arrive at the total development cost.
8. Calculated the land budget (a.k.a the RLV) by subtracting the total development cost
from the total value (shown in Exhibit 22).
9. Divided the total land budget by the site square feet to arrive at a residual land value per
square foot.
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Example: Exploring the RLV Method of a Feasible vs. Infeasible Project
Exhibit 23 summarizes the residual land value method by illustrating two example developments (or
prototypes), one which is feasible and the other likely infeasible. In both scenarios, the right-hand
column (shown in dark blue) illustrates the total value that comes from the project (derived from
rental revenue less any operating expenses and vacancy costs). The left-hand column (shown
primarily in grey) shows the total costs to build the project, both the hard construction costs and the
soft costs such as the design and city fees.
If the blue column is greater than the grey column, there is budget leftover to buy the land (shown in
green). A positive land budget means that a proposed development project is likely to be feasible
(contingent on the price for which the land is being offered). If the blue column is smaller than the grey
column, then a subsidy is needed to get the project to be feasible (shown in a dashed outline). A land
budget below $0 means that a proposed development project is not feasible, absent offsetting
subsidies or incentives that can cover the difference.

Exhibit 23: Land Budget (RLV) Method for Pro Forma Modeling
Likely Feasible– Developer has money to pay Likely Infeasible– Development requires subsidy,
for land
even before land purchase

Source: ECONorthwest.
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Step 4: Determine New Base Zoning
ECONorthwest worked with City of Bellevue staff to identify various base entitlements to
analyze as a holistic range of options – namely FAR, as that was the primary factor that
impacted the building capacity and type of development. Prior to analyzing infinite potential
options for the base zoning, the analysis established a framework of potential options (see
Exhibit 24):
1. Keep the current base entitlements,
2. Set the base entitlements greater than current entitlements but to something low enough
to create a sizeable bonus (which meant likely below current market land prices),
3. Set the base entitlements to something that would allow the value of redevelopment to
be close to current market land prices,
4. Set the base entitlements to something that would allow the value of redevelopment to
be higher than market land prices (but still lower than the value of development under
the maximum entitlements) and therefore incentivize property owners to remove the
existing use and build something that meets transit-oriented development goals, or
5. Set the base entitlements to the nearest zoning of Downtown OLB South.
Exhibit 24: Comparison of Base FAR Breakpoints of the East Main TOD Area

Source: ECONorthwest

The analysis used the RLV of the development prototypes to test various base FAR limits and
thereby understand how the value and building area of prototypes built under the base
entitlements compared with the value and area of prototypes using the maximum entitlements.
The value and building area that was considered as “bonus” therefore varied substantially,
however, some of those options might not have an impact on the actual value of the incentive
zoning given current market prices for land. A development will only take advantage of a
bonus if the value of that building is greater than the current use and value, or price, of the land.
The analysis therefore also calibrated the system to those market land prices, or hurdle prices, to
not overstate the value of the bonus and require a public benefit that is too expensive for the
private market to consider building a new building that provides the benefit.
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Step 5: Determine Private Value Created by Additional Building
Capacity
The economic analysis helps the City understand the additional value created through
increased entitlements of the incentive zoning system relative to base zoning performance and
to market prices. The base is set by estimating the current market land price, the value of
proposed base entitlements, and the value of future maximum (or “max”) entitlements. The
incentive value is the difference of the max entitlements to the base entitlements. The value
created from the incentive zoning is typically higher than the value created relative to the
existing use. This is due to most infill properties having already used the value of the existing
base zoning with a conforming structure and have an existing building with positive net
operating incomes.
Thus, the private market development value created from the incentive zoning can vary
depending on the policy decisions that influence the calibration of the system, such as the
choice for where to set the base entitlements. For instance, if the policy direction is to allow for
increased development opportunities that more immediately support transit use and also
provide a public benefit, then the calibration of the incentive system should relate the value of
the maximum entitlements to the existing market price for land.
However, if the policy direction is to get as much public benefit as possible, even if that means
waiting longer for the private market development economics to support the increased
requirement and therefore waiting longer to see any new construction, then the calibration of
the incentive system should relate the value of the maximum entitlements to the value of the
current or proposed base entitlements. For the purposes of this economic analysis, the value of
the maximum entitlements were related to both the existing market prices for land as well as
the proposed base entitlements.
After analyzing the value of each development type (e.g., residential and office built under both
base and maximum entitlements) the RLV of the maximum entitlements was compared to the
various proposed base entitlements and the existing market price of land (or hurdle price). The
value of this difference is the value from which the City can theoretically extract public benefits
such as affordable housing. However, to preserve the incentive to develop at the maximum
entitlements, the City should only use a portion of that additional value so that the projects can
still perform.
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What other options do property owners have?
If the City increases entitlements, it does not necessarily mean property owners will be interested in
redevelopment. Property owners still have other options:
•
•
•
•

Keep operating the site until full depreciation of the existing use
Quickly rehabilitate the site and any existing buildings and slightly increase revenue
Develop the site under new zoning
Sell to someone else who can develop or operate the site

The calibration of the regulatory framework and incentive zoning system will influence the decision of
the property owners. By analyzing the value created, the analysis can better assess whether
developers will redevelop as desired by the incentive zoning system.

Exhibit 25: Owner and Developer Options

Regulatory Framework
and Incentive System
well-calibrated

Regulatory Framework
and Incentive System
not aligned

Develop the site
under new zoning

Keep operating the
site until full
depreciation

Sell to someone
else who can
develop or operate
site

Quickly rehab the
site and slightly
increase revenue

Source: ECONorthwest

To illustrate this concept, Exhibit 26 compares the hypothetical RLV of a hypothetical building
using the base entitlements, a hypothetical building using the maximum entitlements, and then
shows the resulting RLV after extracting value for public benefits. The bar closest to the x-axis is
the total RLV of a building built under the base entitlements ($10,000,000 of RLV), while the
middle bar is the total RLV of a building built at the maximum entitlements, but which doesn’t
provide affordability in exchange for those bonus entitlements ($20,000,000 of RLV). Building at
the maximum entitlements without affordability is shown in order to understand the maximum
additional value that comes from building bigger, without discounting the value from an
affordability requirement. The additional value of the bigger building achieved through the
incentive, further referred to as the incentive value, is $10,000,000 in this example.
As previously mentioned, using all of the $10,000,000 incentive value might eliminate the
incentive to build bigger since it is equivalent in financial terms to a building built under the
base entitlements, so a proportion of that value is identified (in this example, 50%) from which
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to require affordable units on site or an in-lieu fee, and leave the remaining percent as an
incentive to build a bigger building thereby contributing to the public benefit. In this example,
the resulting incentive value of $5,000,000 is the amount from which public benefit of
affordability can be extracted. This value is used to estimate the amount of affordable housing
units that can be built on site, or the price of fees in lieu of providing the affordable housing.
Exhibit 26: Incentive Value Example – Comparing the Maximum Entitlements to the Base

Source: ECONorthwest.

Analyzing Incentive Zoning Value in Infill Settings
There are multiple approaches to calibrating the incentive value:


Approach 1: compare the RLV from the bonus entitlements to the RLV from the base
entitlements (like the example shown in Exhibit 26);



Approach 2: compare the value of the bonus entitlements to the value of the existing use
on the site (or the market price for land);



Approach 3: compare the value of the bonus entitlements to that of what land traded for;
however, this is difficult as the sales price of land can be inconsistent due to different
valuation reasons of the purchaser.

The method selected matters for the ultimate calibration of the policy as different “base” values
(e.g., values from base entitlements, current uses, land sales) mean different amounts of
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incentive value from which to use a proportion for public benefits. This analysis triangulated a
hurdle price based on the values identified in Approach 2 and 3.
The challenge with calibrating an incentive zoning policy for an infill setting is that the
properties likely have existing, revenue-generating uses, and the policy is trying to incent new
development that is more valuable than that use in order to realize a public benefit. The choice
for which “base” value to compare the maximum value therefore lends itself to understanding
the higher of either the value of base entitlements or the value of the existing use value / market
price for land. Taking the higher of these values would ensure that the analysis doesn’t
overstate the value of the bonus and leaves enough incentive for the property owner to
redevelop the site to a higher intensity use and thereby provide the desired public benefits.
For the East Main TOD area, the analysis estimated the current market price of land, or hurdle
price, via three methods:
1. Reviewed assessor data for the East Main TOD parcels, showing recent transaction
prices, and averaged the sales prices weighted by the area of the parcels to arrive at a
market price per square foot of land.
2. Collected sales data for comparable properties close to the East Main TOD – both inside
the core of downtown (where entitlements allow taller buildings as proposed for the
East Main TOD) and outside of downtown near I-405 where entitlements vary.
3. Analyzed the potential value of the existing used in the East Main TOD based on hotel
data for revenues and operating costs.
The first method for estimating current prices resulted in $132 to $202 per square foot of land
and a weighted average of $175 per square foot, the second resulted in a range of $133 per
square foot to $195 per square foot for outside of downtown and $720 per square foot for inside
of downtown (based on one observation), and the third method resulted in a range of $152 per
square foot of land based on 181 rooms at $150 per night. For the purposes of this analysis,
ECONorthwest used $175 per square foot of land as the hurdle price.
Finally, the proportion of the incentive value to use for the public benefit can drastically impact
outcomes if redevelopment occurs. The example in Exhibit 26 uses 50% of the incentive value to
calibrate the public benefit requirements. This amount can be set lower or higher but will have
different impacts – setting the percentage lower could mean development is more likely to
happen whereas setting the percentage higher might make development less likely to occur, but
provide greater public benefit if it does occur. To understand how the results might vary from
different proportions of the incentive value, this analysis tested a 30% proportion and a 60%
proportion. The percentage of the incentive value should relate to how quickly the policy can be
revised to respond to changing economic conditions. The percentage should be set lower if the
policy is not able to respond quickly, but higher if it can be revised when market conditions
shift and create more value for real estate development.
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Step 6: Specify Public Benefit Incentive Zone Provisions
After determining the framework for the appropriate base entitlements, and whether there was
value available to use for public benefits, ECONorthwest evaluated potential options for the
public benefits of the incentive system. During the study period, City staff helped to identify
and analyze the multiple potential elements of the incentive zoning system. The study
identified the following priorities for the system:


Affordable housing units with prices set at 80% of MFI as part of residential
development



Open space and vehicular, bicycle and pedestrian circulation as part of office
development

Step 7: Analyze the Incentive Value and Convert to the Provision
of Public Benefits
Given that the public benefits identified for office uses (open space and new vehicular, bicycle,
and pedestrian circulation) impact the physical area that can be developed, and therefore the
resulting total building area, there are infinite possibilities for delivering these public benefits.
To simplify the analysis of the infinite possibilities, ECONorthwest tested how the value of the
entire East Main TOD area changed if different development sites (and the respective
prototypes) were treated as public benefit area instead of an available building site. In addition
to setting aside the land for public benefit, ECONorthwest tested how the total value of the East
Main TOD changed when improving that space at a range of prices common for delivering
open space or new vehicular, bicycle, and pedestrian circulation. For open space, there was a
range of cost per square foot assumptions based on recent developer interviews and for
vehicular, bicycle, and pedestrian circulation, the analysis used an assumption based on the cost
per linear foot for building streets to City of Bellevue standards, which was given to
ECONorthwest by City of Bellevue staff. See the development assumption exhibits later in this
Appendix for detailed cost numbers.
This part of the analysis identified the base FAR level at which office development could no
longer afford to set aside land and pay to improve that land as open space or new vehicular,
bicycle, and pedestrian circulation. Given that break point, the analysis then divided the
average area of land set aside (the average of the parcel sizes) by the total bonus area of the
prototypes to arrive at a ratio of bonus square feet for every one square feet of open space or
new vehicular, bicycle, and pedestrian circulation being set aside. This was completed multiple
times to understand how that bonus square feet might change if the East Main TOD area was
developed with different shares of office (50% office, 75% office, and 100% office).
For residential uses, the analysis used the average incentive value for the prototypes analyzed
across the study area, then took a portion of that average incentive value created to preserve the
incentive to build bigger. This analysis tested both a 30% upside and 60% upside and divided it
by the cost of providing an affordable unit (at 80% of MFI) as compared to a market rate unit.
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This resulted in a total amount of affordable units that the average incentive value could
support. The analysis then divided that total number of units by the average bonus units to
arrive at a percent set-aside of units in the bonus. This methodology is illustrated in Exhibit 27
using generic values and unit numbers of a hypothetical building.
Exhibit 27: Methodology Table – Converting Incentive Value to Affordable Housing
Row
A
B
C
D
E
F
G
H
I

ECONorthwest

Step

Affordable Unit Setaside Result

Value of base building
Value of bonus building
Value created by the bonus
Portion of incentive value
available for public benefit
Nominal amount available
for public benefit
Buy-down cost of an
affordable unit
Number of units building
built under bonus
entitlements*
Total affordable units
possible
Estimated set-aside in
bonus area

$10M
$20M
$10M
50%
$5M

Set-aside Calculation

B-A
C*D

$250,000
250
20

E/F

8%

I/G
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Development Assumptions
Exhibit 28: Building Construction Costs
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Exhibit 29: Housing unit assumptions
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Exhibit 30: Revenue and Financial Threshold Assumptions
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