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Amity Station Development Agreement Facilitated Negotiation
Thursday, February 8, 2018
Town Hall 1st Floor Conference Room

Participants: Donna Bell, J.B. Culpepper, Ben Hitchings, Dan Jewell, Christopher Johnson, Judy Johnson, Ralph Karpinos, Amanda Mann, Jared Martinson, Nancy Oates, Michael Parker, Francisco Rios, Larry Short, Roger Stancil. Andy Sachs, facilitator.

Invited resource persons:  Stan Harvey, Lord Aeck Sargent; David Laube, Noell Consulting Group.

Observers: Dolores Bailey (Empowerment, Inc.); Mark Kleinschmidt; Roy Piscitello (Breadman’s Restaurant).

Convene
The participants adopted the Desired Outcomes that had been distributed in advance of the meeting. The proposed agenda was revised such that the order of the two substantive agenda items -- West Rosemary Street Development Guide and Development Economics – was switched.

Up to fifteen minutes had been set aside on the agenda for public comment (up to three minutes per speaker). None of the observers accepted the invitation from the facilitator to address the negotiators.

January 19 meeting notes and two foundational documents
The group adopted unanimously:
· Meeting Notes, Amity Station Development Agreement Facilitated Negotiation, January 19, 2018 Orientation Session (Meeting #1), February 1 version.
· Protocols for the Facilitated Negotiation on a Development Agreement for Amity Station (February 1 version).
· Revised Proposed Agenda Outlines for Future Meetings (February 1 version).

Ms. Johnson said she has initiated a Doodle poll to find a date for Meeting #4. She told the group that the Town will be conducting a public education session, “Introduction to Development Agreements” in the Council Chambers on February 19 from 5:30 to 7:00 pm. 
She explained that today’s presentations would be videotaped so that Councilmember Anderson, who was not able to attend today due to illness, would be able to keep pace with the group’s progress.

Development Economics
David Laube, Noell Consulting Group, presented to the group. In March 2017 Noell Consulting Group completed a market analysis of downtown Chapel Hill, with an emphasis on the Rosemary Street corridor.

He called the group’s attention to the last page of the market analysis report, a case study of a hypothetical development at the northeast corner of Mitchell and Rosemary streets (Exhibit 22 from the report). The development is a 2.3 acre assemblage, following a hypothetical concept plan by Lord Aeck Sargent: a four-story building (higher on Rosemary and stepped back toward Northside) with a wood frame wrapping a pre-cast deck, 150 multi-family apartments composed of a mix of studio, 1 bedroom, and 2 bedroom units, and 10,000 sq. ft. of ground floor retail.

Noell Consulting Group built a financial pro forma for that development, using then-current apartment rental (average $1,650/unit) and retail ($25/sq.ft., triple net) rates. In reply to a question, Mr. Laube explained that “triple net” means the retail rental rate applies only to the real estate and does not include any pass-through costs, taxes, or insurance. Land was assumed to cost $30,000/unit. Noell Group talked with private sector developers active in building this type of product in this region to get a sense of the “hard” construction and “soft” costs, including parking. Total project budget was assumed to be $222,000/unit.  In reply to a question, Mr. Laube explained that “soft” costs include architecture, engineering, financing fee, due diligence, market study, soil work, and similar pre-development expenses. Noell also estimated operating expenses, based on its knowledge of the real estate industry in this region.

The pro forma generates several useful metrics:  the Net Operating Income (NOI), or cash flow that is generated after all the expenses are accounted for, and the Yield on Cost, which is the NOI divided by the total development costs (in the case study, the Yield on Cost is just over 7%). Mr. Laube also referenced “a value based on a cap rate.” Lenders are particularly interested in the Yield on Cost and Debt Coverage Service ratio when deciding whether to grant a loan to a developer for a particular deal. 

Once the elements of a pro forma analysis are set to levels just meeting a lender’s thresholds, alternative scenarios can be run to estimate changes in the project’s value. For example, if all else remains the same, then any change in revenue above the assumptions in the pro forma generates additional value to the developer.

Noell introduced assumptions about different community benefits known to be of interest to the Town into this hypothetical case study. In one scenario, Noell assumed that 20% of the residential units (30 units) would be affordable at 80% of the area median income (AMI). If all else remains the same, this would reduce the revenue to the project, and create an annual NOI Gap (between what would meet a lender’s threshold and what the project pro forma now generates). The Total Gap Value (calculated by dividing the NOI gap by the “cap rate”) under this scenario is $2.3 million. This represents $77,000-78,000 per unit. That unit cost falls in line with what Noell Group is seeing in comparable markets.

Noell also ran a scenario to see what impact a density bonus would have on the Total Gap Value, that is, how many additional market rate units would allow the developer to completely fill the gap created by the 30 affordable units in the preceding hypothetical. The result was that a density bonus of 39 market rate units would allow the pro forma numbers to meet the lender’s threshold metrics. Councilmember Parker observed that in this scenario, for every affordable unit added more than one market unit has to be added to make the project economically viable.

Mr. Laube said that when Noell ran a community benefit scenario based on a 20% (30 units) affordable set aside at 60% AMI, the gap was $4.2 million and needed a 69 market rate unit density bonus to balance the project.

Mr. Laube said that Noell also ran a discounted community retail model in which retail rental rates were set to $10/sq. ft. This would make the retail space more affordable for local and start up businesses compared to retail rates at $25/sq. ft. That one benefit yielded a $2.7 million gap.

Mr. Laube said that Noell ran a fourth community benefit scenario under which the amount of retail space was expanded from 10,000 sq. ft. to the entire Rosemary Street frontage (25,000 sq. ft.). The gap (caused by the delay in earning rent on the differential square footage, because the local economy is not expected in the short term to support all that retail frontage) according to the Noell analysis would be a little over $4 million.

In reply to a question from Councilmember Parker, Mr. Laube said that adding 39 units also adds roughly one floor to the project; 69 units adds two floors. In reply to a question from Mr. Karpinos, Mr. Laube said that his model did not change the base number of units (it remained 150) after adding the (39) density bonus units under the “20% affordable” scenarios. If the 39 market rate units added under the density bonus scenario are not included in the base, then less than 20% of the overall units in the hypothetical development will be affordable. However, the model can be adjusted to show what the costs would be to keep the actual proportion of affordable units in the development to 20% after a density bonus.

Ms. Johnson read from the ordinance, and clarified that where inclusionary zoning is in force, a developer must ensure that the required percentage of market rate units are affordable, including any market rate units added after a density bonus is granted. In the TC zoning district, the requirement is 10% of the market rate units; in R-3 it is 15%. Councilmember Parker said that in a development agreement process, all those numbers and percentages are negotiable. Mr. Karpinos reiterated that the ordinance Ms. Johnson read from is not binding on the Amity development agreement.

Mr. Hitchings told the group that the contract with Noell Group allows the consultant to generate alternative pro formas for any parameters that the group wants to discuss. They can customize this for us, he said.

In reply to a question from Mr. Johnson, Mr. Laube said the model contains a “full mix” of residential unit types and square footages, reflecting the current local market. Rents and sizes in the model are weighted averages. Mr. Laube was not sure what the exact geographic breadth was for the “local market.” We looked at a set of eight or so comparable projects, certainly broader than Rosemary Street or downtown Chapel Hill, he said. And we were not able to get all the detail we needed from all the comparable projects we looked at. We worked with the big national developers doing deals in this region -- East West Partners, NRP Group, etc.  It is not a perfect science.

Councilmember Oates observed that any floors added to a project, say as a result of a density bonus, would increase construction costs. And after a certain height threshold the project would shift from wood frame to steel, she added. Mr. Laube said that the model he was presenting today did not take those factors into consideration, but that the later scenarios to be run on behalf of this group would indeed need to. If we start tripping some construction thresholds – from a Type 3 to a Type 1, for example, or from one kind of parking structure to another (adding levels to a deck or subterranean parking, for example) – then we will need to estimate the change in costs, he said. In reply to another question she asked, Mr. Laube said his model could run scenarios to test cost and value differences across different mixes of office space. Office space has a higher rate of return than residential, she said. Mr. Laube said that the model also can factor in different parking scenarios associated with different office/residential/commercial mixes. 

The one challenge, he added, is that for some inputs, like construction costs, the information is not coming directly from a general contractor who is costing-out our particular scenario.  We have to use data from similar projects in comparable markets. Mr. Hitchings explained that Mr. Laube will be building a customized model. The key thing he will need from the principals is the parameters of different scenarios that the group is interested in. 

In reply to a question from Mr. Short, Mr. Laube said he was not sure how many total square feet the hypothetical development represented; how much of the total acreage was developed. Hard costs in the model were estimated on the gross square footage while soft costs were calculated on the net square footage, he said. Mr. Harvey added that the model followed all of the architectural standards in the West Rosemary Street Development Guide: setbacks for new, wider sidewalks; transitional height planes toward adjacent residential properties, etc. It provided pretty much for full lot coverage, he said, except that because this is a visible corner property (in contrast to the Amity property) the model provided for a small public plaza. Mr. Laube said the hypothetical came out to 65 units/acre, plus the additional 10,000 sq. ft. of retail.

In reply to a question from Councilmember Parker, Mr. Laube said a developer can build “5 over 2” before coming up against thresholds requiring more costly construction materials (from wood to steel, for example): five floors of wood over two stories of concrete podium. That is why we rarely see buildings higher than “5 over 2” except in particularly strong markets that justify the costs of Type One construction. Mr. Martinson added that “5 on 2” has a different cost scenario than even a 3-4 story wood construction, which we are seeing in apartment buildings popping up in the area. “Five on two” is a Type Three construction, with exterior load bearing walls that are two-hour rated; because of that the cost per square foot is already greater than a three-story apartment building.

In reply to a question from Councilmember Parker, Mr. Laube said that the Noell model intentionally does not provide insight into the way costs or returns are distributed among the different players on the developer side. Our focus is on the lender’s decision whether to go forward with a developer’s pro forma or not. Beyond that, we would have to look at the cost of capital on the developer’s equity, how loans and payments are structured, etc., which is all too complicated for what I think are our purposes in this process, he said. 

In reply to a question from Mr. Jewell, Mr. Laube said that the lender’s benchmark at the time of this analysis was 7% Yield on Cost and a Debit Service Coverage Ratio of at least 1.4 or higher. That may have shifted some in the past year, and we should check-in on that again, he said. In many other markets, because we are getting to the end of the rental cycle and people are getting concerned about “pipeline,” lenders are looking for 7.5% or 7.25% Yield on Cost. We’ll take into consideration anything the developer wants to tell us that they may be hearing from their colleagues and lenders. In reply to a question from Councilmember Parker, Mr. Laube said that at the time of the analysis debt service coverage was at 70%, but that Noell probably should check-in with lenders again because the percentage changes. Mr. Laube confirmed Councilmember Oates’s point that debt service coverage can be different across residential, commercial, and office projects. 

Sometimes the lender does not give a developer credit for the retail component of a mixed use project, Mr. Laube added. If the lender thinks the retail market is not strong enough then you won’t get credit for it, he said. I don’t think that will be the case here, he said, but if we shift to a retail percentage above what a lender might think is viable for this project then we might encounter that. Mr. Rios asked what support Noell Group will have for its retail assumptions when it customizes a model for the group. Mr. Laube said all the support is in the market study.

Mr. Harvey said that Noell Group was asked to do a general market assessment, not a “deep dive.” Still, the report takes certain nuances into account, such as the differences in rent across Franklin and Rosemary, where along the corridor a parcel is, mid-block vs. corner properties, signalized intersections vs. non-signalized, vacancies, and land prices. The goal of the study was general education; to understand what would happen, for example, to the cost of a project if 15% of the units were made affordable. If the Council is going to offer financial incentives, then it needs to understand what will be effective and what the return will be from that investment. Today we’re seeing a case study – just a hypothetical scenarios – but I hope it’s illustrating the issues for both sides.

Mr. Laube added that the model is only as accurate as the information put into it. We are going to do our best to use information we all agree are reflective of the current market conditions, he said. Mr. Johnson noted that the process and follow-up with the Council may take some time, and asked how the model will take “hard cost escalation” into account. Mr. Laube said that the information used in the model as best as possible should reflect the time period in which the developer is incurring the costs.

In reply to a question from Councilmember Parker, Mr. Laube said that the more the uses in a development are mixed the more challenging it will be to win financing.  Lenders are conservative, he said. Typically they think of deals as being “office deals” or “residential deals.” Mr. Jewell said that a complicated mix can affect access to capital, and should be reflected in the model. Mr. Laube said the model would reflect complication by using the higher numbers that lenders would be providing.

Mr. Johnson asked if the model would take into consideration community benefits – such as cultural resources, public arts -- other than the ones already discussed today. Mr. Laube said that today’s examples were limited to the benefits already discussed, but that future scenarios could include other benefits as long as we can get the data we need about those benefits.

In reply to question from the facilitator, Mr. Laube said that student housing follows a completely different model than a conventional apartment deal. It has a different unit mix, different unit types, different floor plan configurations, different costs associated with it, different parking ratios, and different terms on the lending and financing. We’ll definitely need to know how any scenario we run reflects the group’s interest in student housing. If it is a conventional deal that is designed to get some students then that might fall in the same envelop as a conventional project, but we have to understand that. 

Councilmember Oates asked if lenders cared about the family/student mix within a project. Mr. Laube said, “It depends.” They would want to know what the conditions each are within the market of student and family apartments. In reply to a question from Mr. Johnson, Mr. Laube said that most student housing profiles are “heavy” 4 bedroom/4 bath, heavy 3BR/3B, or heavy 2/2’s, without usually including studios or 1 BR. They are rented “per bed” and typically include furnishings and utility costs in the rent. Bedroom and closet sizes are usually much smaller than in conventional apartments, while kitchens and living areas are configured a little differently for shared access. 

In reply to a question about construction costs from Councilmember Oates, Mr. Laube said that construction costs “potentially” are a little higher in student housing because there are more bathrooms, and that rents can be higher – but that it depends on the market. On the other hand, operating costs are more expensive, he added. It is just a very different financial model. The dollar per square footage for student housing is generally higher for student housing, he said. And so is the rent, said Councilmember Oates. And so are the operating costs, said Mr. Laube. Mr. Johnson said that he would expect a mix of smaller studios, 1 BR, and 2 BR apartments to cost less per square foot than student housing. Mr. Laube said that the kitchen, bathroom, and living space costs can be higher. There may also be code considerations that drive up the cost of student housing, he added.

Mr. Short observed that there are at least two different models that might include students: a conventional project that might have student-aged residents, and a project build on purpose for students. Councilmember Parker asked how the financing of a project like the first model Mr. Short mentioned would be affected by an age restriction. Mr. Laube said he would want to understand what the percentage occupancy is of students in conventional residential apartment projects in the local market. I would want to understand how much of a driver the student population is in those conventional developments. I also would want to factor in the location of the Amity project relative to the comparison properties. If students are a sizeable component of the local market, then the lender is going to take notice of an age restriction. If they are 20% of the conventional apartment market here, then the lender is going to take closer look. But, sometimes we find that the rents required for this kind of new construction will price-out a chunk of the students anyway. If you age restrict to 21+, then you can still get upper class and graduate students, and all you are missing out on is a segment of the undergraduates. You might not have had too much of them anyway. It depends on what the cost is of on campus housing, and how that compares to the off campus market. We would need to consider whether the rents in the pro forma are higher than what students would pay. We would need to look at all that.

In reply to a question from the facilitator, Mr. Laube said the 55+ market is a unique program in terms of unit sizes, unit mix, parking requirements, and operating expenses. We can model that, he added. In reply to a question from Councilmember Oates, he said that generally 55+ are more expensive than conventional apartments because the units are larger – but there are a lot of nuances in this market, he added. Are we talking about luxury units? Age restricted? Tax-credit projects? We would need to know who the targeted demographic is. The trend in the industry today is for the empty nesters, 55-65 years old, and they want bigger units, higher-end finishes, more expensive amenity packages, etc.

In reply to a question from Mr. Short, Mr. Laube said that design features could be built into the model to help define a project’s demographic: it’s in the details of the unit mix, the unit sizes, and what you are doing with your amenity program, he said. In reply to a question from Ms. Johnson, Mr. Laube said that it would be better to front-load a scenario with assumptions about demographics and programming than to try to peel-off assumptions or back-into a scenario after seeing what the results are from the run of the model. 

In reply to question from Councilmember Oates, Mr. Hitchings said that planning staff conversations with different kinds of applicants – those doing projects for different market demographics -- do not generally provide the kind of detailed insights into success factors that the Noell model is going to need. That is why Mr. Laube’s contributions will be so helpful to us, he said, as Mr. Laube has access that we do not to the information needed to run alternative pro forma scenarios. Mr.Laube added that last year he conducted about 200 market studies, about 150 of which were apartment deals. Of those, he said, ten were in this region. We did the market study for one of the few conventional residential apartment projects (the Berkshire) done in Chapel Hill. So we have a pretty good sense of the market, he said.

Mr. Hitchings described the opportunity that exists for getting continuing assistance from Mr. Laube. The current process plan is that at the next negotiation session the group will have an opportunity to talk about the key policy parameters of the Amity project: density, uses, etc. These are the factors that will shape the financial viability of the project and its ability to support community benefits. Once the group begins to have those discussions, it may find that there are several scenarios of mutual interest. We can then pose those to Mr. Laube to build a pro forma and report to us on what appears to be financially viable. The tradeoff is going to be the type and amount of activity that the developer is granted vs. the type and amount of community benefits that he might provide. 

Mr. Laube added that the Noell Group is not a construction costing expert. To the extent we look at variations of the model, he said, we’ll be dependent on information we get from talking with others in the marketplace. It will be hard for us to tell you how “this many two bedroom apartments” vs. “that many bedroom apartments” shifts the construction cost number. We’ll work together on figuring out how comfortable we are with making changes in the model’s assumptions about hard costs, he said.

West Rosemary Street Development Guide
Stan Harvey, Lord Aeck Sargent, presented to the group on this topic.

The original purpose of the Guide was to ensure quality physical development in the West Rosemary Street corridor. It became clear as we proceeded that there were a lot of things affecting the quality of the built environment that are not specifically about a physical configuration. As the Guide evolved, it became composed of four parts.

The first part was “planning 101.” This is not the first plan for downtown Chapel Hill, or even for West Rosemary Street. There is a context of public policy that any project in the corridor will need to respond to. This creates a development framework for any project.  The key issues within this framework are:
· traffic (including pedestrian, bicycle, and vehicular). We heard a lot from residents of Northside about traffic calming as well as traffic flow (drivers being stuck while trying to turn into and out of the neighborhood), 
· green building, environmental sustainability, and stormwater management,
· parking (including gaps in the availability of public parking that affect the viability of retail establishments, and the impact of new housing on the availability of residential parking on side streets)
· public transit

The second and third aspects of the Guide are the thirty-one standards. Twelve of the standards are in the public realm and nineteen are building standards. We sought standards as opposed to guidelines in order to provide targets that would be objectively demonstrable; you either achieve a standard or you do not. 

Some of the public-realm standards allow one’s perspective to move from the level of policy to the site context (streets, sidewalks, lighting, open spaces, and anything that is shared publicly). For example, the corridor is relatively constrained with regard to options for achieving all other modes of transportation while also providing sidewalks. One of the points of the Guide is that we might strive for more public width behind the curb in order to address that constraint. Another point is about creating more opportunities for safe, visible, public open space off of major streets. Another relates to pedestrian movement: these are long blocks and in many cases they are not signalized.

It’s an open question regarding the building standards whether we can legislate good design. As architects, we feel we did the best we could to focus on the feel and scale of the buildings in the corridor. This is important from the perspective of people using the public streets and of neighborhood residents.

The fourth aspect of the Guide addresses the ways that new development in the corridor can contribute to “the neighborhood,” which we see as being both the downtown and the Northside residential area. There were four types of community benefits identified in the Guide. 

The first type of community benefit in the Guide is cultural identity. What are the ways to achieve, for example, historic interpretation, public art, and contributions to a community project such as a community center? Might we pool resources to support spaces to be used as exhibit areas, for example, perhaps in a rotating manner to support different local artists over time? 

There is a wide range of things included in cultural identity. The Guide recommends as a next step the development of a more formalized statement about what those things are, because it is hard to talk to the private sector while this topic remains so esoteric. The surrounding community and the Town must define the cultural resources and projects that fall into this category. A cultural resources plan might contain a list of community projects for cultural identity. It will be a challenge for this group to discuss cultural identity in the context of community benefits in the absence of such a plan. We have some generic ideas in the Guide, but there is no community-generated prioritized list of projects that a private developer can provide or contribute towards.

The other three types of community benefit in the Guide relate to specific development. The first of these address local businesses, including rents. There is a concern that most retail space in the corridor rents for $25/sq. ft. Folks said that if the rents were not at most $15/sq. ft. then it will be hard to imagine small incubators or local start-ups being able to locate in the corridor. They asked if there were ways to incentive or lower the cost of the retail space so the corridor would be a viable option for small, local businesses. Local businesses also need incubator space, whether office or retail or other entrepreneurial activity. Could there be space with lower rents provided for start-ups? We already have examples of this in downtown. 

I think the overall market perspective is that the West Rosemary Street corridor is not overly strong in terms of supporting retail. It is a secondary street lacking traffic signals and without a lot of public parking. The specific recommendation is that if you want to put retail into this corridor then as much as possible locate the retail to the corners of your intersections. This opens an opportunity for a development agreement to provide for a community benefit relating to retail support, because the developer might not have initially conceived of or sought after a retail client for his mid-block, ground floor space. The midblock locations might be good for some of the incentive programs, because the market is weak for that kind of space right now.

A second community benefit relating to specific development is affordable housing. It is a challenge throughout the Town. There are differences of opinion about what the most important gaps are in Chapel Hill: targeting below 80% of the area median income (AMI), or below 60%, or others. Should the focus be on the “work force?” That is why David’s modeling will be so important, because you will be able to look at different scenarios and consider the impact of different approaches.

One of the most fundamental concerns we heard from the Northside community was that new development in this corridor not be dedicated student housing. There was a lot of discussion about the different ways of achieving this: age restricted housing, requiring co-signers, etc. We heard an expectation that students would be excluded through the design of the units, that units will not be built as typical student housing.

We heard the idea to set your development controls just at the line of feasibility so that your density bonuses would be worth something to the developer. Market conditions today in Chapel Hill are at that line. And so density bonuses might be a viable tool for you to use in a development agreement.

Finally, we heard a hope especially within Northside for home ownership. Could there be opportunities for home ownership in new developments in this corridor? This would be an added community benefit: to not limit development to rental housing, such as condos or other types of ownership arrangements.

We think these four types of community benefits are the ones for you to consider in any development agreement within the corridor. They will be tied to the financial feasibility of a project, and might allow for Town contributions as well since there already are Town programs in many of these areas. For example, the Town has programs for offering and incentivizing affordable housing and business incubators. 

The Town also might address the public infrastructure, such as the streetscape. The Guide has twelve standards for the public realm that might be relevant here: providing public sidewalks, lighting, screening, solid waste services, open space, etc.

The Guide also offers nineteen building standards that might be relevant to your negotiations. There are several relating to the street-level, for example, is the street-level of the building transparent, does it have doors, does it have a horizontal datum line (which separates the ground floor from the upper ones), is the façade articulated and not monolithic, are the corners visible, is infrastructure hidden, is there a transition from the development to the neighborhood.

A project that comes in should understand its context, contribute to the active street, be scaled for humans, and offer community benefits.

The intent of the Guide was that any new project in the corridor should meet all of the standards. The standards are not for negotiation, although the community benefits would be.

Following Mr. Harvey’s presentation, group members asked questions and had a discussion, as follows.

Councilmember Parker asked how a density bonus can be negotiated if the standards are not negotiable. Mr. Harvey said that the TC-2 zoning and NCD overlay set standards on height (50 feet maximum, with a lower transition to residential). We understood that 50 feet was the metric intended to implement a public policy objective of five stories, he said. But in practice, 50 feet can be lower than a five story building because an active ground floor can be greater than 10 feet. The Guide does not recommend any changes to the fundamental base zoning, including the height, other than redefining the 50 feet maximum to 52 or 55 feet to enable a larger, more active ground floor. It preserves the intent of the five story building, while changing the height. The Noell model tells me that a five story baseline scenario puts us right at the edge of project feasibility, he said. 

Mr. Laube added that a traditional commercial ground floor is going to be taller than ten feet, perhaps even fourteen feet. The Town might consider accommodating uses along Rosemary Street that provide community benefits at the ground floor of a five story building by allowing for an overall height greater than 50 feet, he said. Mr. Laube also said that a density bonus might allow a proposed four story building to go to five stories. Mr. Johnson said the Noell analysis shows that on the margin density bonuses require additional stories, for example where 30 units of affordable housing are incentivized through 39 additional market rate units. 

Councilmember Parker said that his understanding of the consultants’ perspective today is that there would be circumstances under the Guide and the Noell analysis where a building in the Rosemary corridor could exceed five stories. Mr. Harvey said, “Right.” He added that there is no five story standard. The standards in the Guide are about the building and the public realm. Zoning sets the five stories, he said. And we recommended allowing for the maximum to be a little higher than what the zoning calls for because of this one issue about the height of ground floor commercial space. Our zoning is fifty feet, said Ms. Johnson, so anything higher would be a modification.

Mr. Laube said that this conversation (about density bonus) depends a great deal on the size and configuration of the property. Sometimes a developer has the opportunity to assemble parcels into a property. The larger property you have, the easier it is to keep the density down because you can spread it out over a larger area. A small, narrow project might not even be able to get a return on a four story building. When we looked at the larger assemblages in the corridor, the four to five story range seemed to be workable from both the physical and financial considerations. Mr. Martinson added that beyond the site size, the orientation and configuration of adjacent parcels are important factors in assessing project feasibility.  Mr. Laube acknowledged the presence adjacent to the Amity site of low density residential properties.

Councilmember Oates noted that a ‘unit” could be, for example, a four bedroom apartment or a studio. How is such a range factored into a density bonus, she asked. Mr. Hitchings said that a density bonus is offered in terms of square footage. Ms. Johnson said that the inclusionary zoning ordinance, which is not binding on a development agreement but might be used as a guide in this discussion, allows the Town to offer 4,400 additional square feet for each affordable housing unit provided by a developer beyond what the developer would be required to provide under the ordinance. The affordable units must be comparable in size to the market rate units. Mr. Short added that there are square footage minimums for units. Mr. Hitchings said that the development agreement can specify any of the details that the negotiators agree are important.

Mr. Laube said that the standards in the Guide are advisory. Councilmember Bell said that the standards in the Guide should be able to be applied readily, while the community benefits within the Guide are open to negotiation. If an underlying zone has certain parameters – building height, for example – then the question for us is whether we are willing to think about modifications of that parameter if that modification will get us a certain community benefit. We can have that discussion, but I want to reiterate that while we have not legislated the standards in the Guide into our ordinance, they are standards we felt we could apply relatively easily. We’ll be going through a larger process looking at our land use ordinance and it is then when we will nail down what we want to nail down from this Guide. The standards in the Guide are a baseline that I feel comfortable starting from, she said. 

Mr. Laube said that the whole point of the Guide was to provide both the public and private sectors with certainty. Mr. Jewell said that if the Guide is not yet in the LUMO, then a developer with a site plan that does not require a Special Use Permit, Conditional Use Permit, or Development Agreement would be encouraged to apply the standards in the Guide but would not be required to do so. Mr. Hitchings said that was a fair statement, and added that there are elements of the standards in the Guide that already exist in the ordinance. Those elements would be required, he said. Mr. Jewell agreed.

Mr. Hitchings said that the Development Agreement framework creates a blank slate. We are going to build the standards in that agreement, so the developer will have broad latitude to do what makes sense in this location.  Broad latitude to do what people agree to do, Mr. Karpinos corrected. Mr. Hitchings agreed.

Mr. Jewell noted that the Noell Group’s model requires valid cost and value data on community benefits in order for the model to be helpful. He asked if Mr. Harvey would be able to help the group to acquire such data. Mr. Harvey said the biggest challenge will be the cultural resources. I’m not the right person to decide what the community priorities should be for cultural identity, he added. My expectation is that as part of this process there will be a community discussion about this.  If the community identifies a priority and I can give a cost estimate on it then I’ll be happy to do so. That’s why we recommend in the Guide that a cultural resources plan be created.

In reply to a question from Ms. Johnson, Mr. Harvey said that the 31 standards in the Guide give some indication of how to ensure that the first floor of the Amity project will be successful. If retail is not viable, she asked, then what uses should we be looking at instead? Mr. Harvey suggested “as much activation of the Rosemary Street frontage” as possible, even if they are only the front doors of units, or lobbies, or common space. We should avoid a glass façade behind which nothing is actually happening. The market would tell you that you need to be very strategic in the short term about what you assume about retail, and try to concentrate retail at the intersections. This project could be at a new semi-corner, but it might not be at a signalized intersection. Those intersections are going to be the prime retail corners.

Office space is a possibility for the ground level in my mind, he continued. But it also could be support space. The community’s desire is to have activity at the ground level that is truly useful to people other than the building residents. This could mean a store, an incubator, a new service, something that is a public benefit. Mr. Laube added that he is seeing in other markets around the country amenities for multi-family housing going in at the ground floor frontage, such as a health center or club room or lobby. One of the cutting edge trends we are seeing right now in multi-family is a blend of retail with the amenities. If a developer is spending a fortune providing fancy lobbies and club rooms, then they also might merge that with, say, a coffee shop. That can be a way to build on the retail potential even if retail cannot stand alone, because you have additional support from the residents and you already had to allocate some of that space in your financing for the development’s amenity.

Councilmember Oates asked if the community’s interest in affordable housing was limited to families; whether, for example, micro-units would be acceptable to the community. Mr. Harvey said it is not his impression that the community’s interest in affordable housing is limited to families. The community’s interest is driven more by price point than family size, he said. Mr. Johnson said that he has seen successes in micro-units, especially where young professional Millennials are in market. They don’t have a record collection (all their music is digital) and they don’t care to own a car, he said. They don’t need much space and they find the price per square foot attractive for locations where they are downtown near all the action. The price points typically are in the high-300’s to the mid- to high-400’s, he said. Some of the square footage is comparable to studios, some a little smaller. They might come with Murphy beds. Mr. Martinson said there is a general trend toward smaller units. We are working on two bedroom/two bath units that are 850 square feet, he said. It becomes affordable for roommate conditions, but is attractive to the work force as well.

In reply to a question from the facilitator, Mr. Harvey said that the development framework is the big picture for the whole corridor – where crosswalks, signals, and pedestrian connections between Rosemary and Franklin should occur, for example. The public realm and the building standards should apply to each new development, he said. Ms. Culpepper asked how community benefits in the Guide should be applied – within each project or distributed across the corridor -- but there was no reply.

Mr. Short asked Mr. Laube if he had any financial experience with “flex space.” Maybe we were intending for a space to be commercial and it does not lease out, he said, then it could be converted to residential. Mr. Laube said flex space could be set up deliberately, and referenced a concept called E-Lofts. It is a unit set up to be a small office or a residential home. The zoning has to allow for it, but the lay out works for both those types of uses. It works for small businesses, and it works for the demographic that wants an open living concept. Mr. Short asked how the banks look at this. It took a lot of convincing on the first one, said Mr. Laube, but now it is a proven concept. The banks are OK with it, but might be skeptical about someone new trying to do it without a track record. In reply to a follow-up question from Mr. Short, Mr. Laube said that under the E-Loft concept the developer does not make the decision about whether any space is used for office or residential, it can change from lease to lease either way.

In reply to a question from Mr. Johnson, Mr. Laube said he would find construction cost inputs, pending no further data from the Amity team, by asking his contacts in the development industry what costs they are seeing for similar projects. That’s not as accurate as a cost analysis for a specific building at a specific site, he said, but it is the best we can do under these circumstances. I would separate out the parking costs, he said, once we know the type of parking structure and how big the structure is going to be. I would give the condition of the site (including whether utilities would need to be relocated).

Councilmember Oates asked Mr. Laube for more information about E-Lofts. He said the concept would probably do well over time in Chapel Hill. He said that he just learned in this meeting that Mr. Harvey was the designer of the E-Loft concept! It is a niche market, like co-working, but a growing one that appeals to people who work from home. Firms sized at 1-4 and 5-9 employees are growing the most right now, and these spaces are appealing to them. He said he had not looked at the specifics of the Chapel Hill market with regard to E-Lofts, but could do so. Mr. Hitchings said that Chapel Hill’s biggest challenge is space for “next stage” businesses. Mr. Laube said that E-Lofts is for “next stage.” It’s about 1,000 square feet, which fits about 5 employees. The rent is comparable to higher end residential (maybe a 20% premium over standard residential), because there are amenities (meeting space, etc.). The return is probably no different, because costs go up as well as the rent. 

Mr. Johnson said that he has had experience with the concept. He called it a “live/work” arrangement. He doubted the 20% premium cited earlier. In an earlier project elsewhere, we brought a ground floor presence with a retail-like façade, he said. We were located close to a glass arts studio, and took an idea from graduate students and professors who sought to tie-in a coffee shop lobby pared with a rotating exhibit space. Once open, the coffee shop got most of the attention and the residential was more successful than the exhibit space. The units were luxury residential with separate entry onto the street. It offered double height units with a living space upstairs, an open space with a side den/office downstairs in front of an interior wall with the kitchen behind. There was the potential to use the space as retail but the majority of the units were residential.

Mr. Jewell said that all the different uses being discussed today will have different parking requirements. We’ll need these in the model as well, because parking will be a big part of the construction costs. I think we can assume that everything is going to involve structured parking of some kind or another. Mr. Laube said that everything modeled will have to use parking ratios. Mr. Jewell estimated $15,000-$20,000 per space. Mr. Laube said that subterranean parking would cost more than that. We did one of those that cost $50,000, said Mr. Jewell. Mr. Laube said that while parking use is declining, the lenders are conservative about parking ratios and will drive the model toward higher costs. Mr. Harvey said that there could be opportunities for the developer to partner with the Town to make some of the parking in the development available to the public. In that way, the additional parking could be seen as a community benefit.

In reply to a question from Councilmember Oates, Mr. Short said he was comfortable thinking about different sorts of uses. We have experimented in our design with small retail, small commercial, commercial flex space; I’m open to it, he said. The neighborhood had rejected an idea to put flex space along the alley, because they did not want that kind of connectivity. But I’m still open to it and very interested in hearing what Chris has to say about the small units.

Mr. Laube noted that Airbnb is disrupting the multi-family industry. People are actually designing Airbnb units within their buildings, typically in the ground floor spaces so that temporary guests do not have access to the full set of residential amenities. This is a way to get ahead of the trend, because you would be controlling where it is happening and how it interacts with private spaces. In reply to a question from Mr. Short, Mr. Karpinos said that Airbnb is a commercial name for a company. Mr. Karpinos asked what group members meant by “short term” rental. The ordinance does not address this, he said, beyond provisions for hotels, motels, and rentals lasting one week or more.

Wrap Up
The facilitator reminded the group that the next meeting will be on February 16 at the Chapel Hill Public Library. Ms. Johnson said that Mr. Laube will attend the next meeting but Mr. Harvey will not be able to.

Each person at the table was invited to share final thoughts, including a check-in on what people need from each other and willingness to continue in the process.

Councilmember Oates said she is interested in continuing the process, and was encouraged by the “out of the box thinking” taking place. There might be a way, if the numbers will work, to achieve community benefits, get a project that will be functional for downtown given the growth we’re seeing there, maybe provide space for the “next step” businesses.

Councilmember Bell said that it would be great at the next session to hear from Town staff about the parking minimums that might be appropriate for downtown and to hear from the developer about the costs of different kinds of parking arrangements. There is still a negotiation to take place on the policy issues, and we must have that conversation. I am interested in understanding the costs, once we come up with some development models. I am staying open to being flexible about what the solutions are. Even if there were going to be a community benefit provided by this development, it is not my assumption that the total cost of that benefit would be covered by the developer.

Mr. Rios said that everyone’s comments are very encouraging. He is hearing people being open minded and flexible. The two consultants were very helpful.

Mr. Johnson said that he too likes the “out of the box thinking,” and wants to see such thinking applied also to opportunities for grassroots ties to the spaces in the development.

Mr. Short said he was very happy with the meeting. If we have questions, he asked, may they be put directly to the consultants or should we go through the facilitator? The group considered the point -- including the contract arrangement with the consultant and the interest everyone might have in hearing answers to each other’s questions -- and decided informally that a) questions should be put in a brief email directly to the consultants, b) the consultants would keep a running list of the questions and answers and provide a summary to all at or before the next meeting, and c) the consultants would monitor the amount of time they were putting into answering questions and alert us all before their time exceeded a reasonable level. Mr. Laube said that he would not “turn on the meter” if all he were doing is answering brief email questions.

Mr. Hitchings thanked Mr. Laube and Mr. Harvey for providing the group with a helpful, common base of knowledge today.

The meeting adjourned at approximately 6:30 pm
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