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Executive Summary

Housing in Anchorage has been an economic

Average Housing Prices in 2022

challenge for over a decade. Despite declining
population, the age of the existing housing o $456,000 to buy

stock and a lack of new development has  ESTEYTYNP Housing in 2022
resulted in a steady increase in home prices. . $264,800 (at 80% Areawide Median Income)
National macroeconomic factors, such as labor ‘

shortages, supply chain challenges, and high o $331,000 (at 100% Areawide Median Income)

interest rates have further driven up the cost of e $397.200 (at 120% Areawide Median Income)
developing new  housing, particularly

attainable housing, in recent years.

Housing options that are affordable and accessible to middle-income individuals and families
are referred to as "attainable housing." Unlike "affordable housing," which is targeted to low-
income individuals and families, attainable housing is targeted towards households with
incomes at or near the areawide median. Attainable housing is economically feasible for a
middle-income population, bridging the gap between high-priced market-rate residences and
government-subsidized housing.

FINANCIAL

The most significant direct financial obstacles to attainable housing development are the costs
of infrastructure and land. Anchorage's subsurface infrastructure, particularly water and
wastewater, is nearly a century old in some places and non-existent in others. Roads, alleys, and
sidewalks are similarly old, not up to regulatory code, or unavailable in areas ripe for new
development. Land costs are high as the Anchorage "bowl," surrounded on three sides by water
and the fourth by mountains, has filled up and has little developable land left.

ZONING

Barriers to increasing density in housing projects through restrictive zoning have had a chilling
effect on the development of smaller, higher-density units. A project that might be financially
feasible with five or six units on a lot does not pencil if four or fewer units are allowed, inhibiting
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developers' ability to create high-density housing and residents' opportunity to rent or own such
units. Setback and height requirements, triggers within the code once a project has three units

or more, and minimum lot sizes serve to discourage developers from pursuing these projects.

PROCEDURAL

Permitting delays create indirect financial costs to developers. With high land costs and interest
rates, the cost to hold undeveloped land through a long permitting process is sometimes too
high to make any kind of housing development feasible, much less attainable for middle-income

buyers or renters.

FINANCIAL

Financial incentives that have been explored successfully in other communities include grant
funding or municipal bonding to cover the costs of infrastructure development, such as water
lines and roads. Some communities have offered permitting fee reductions for developments
that meet certain requirements for density and affordability. Finally, communities have offered
low-interest loans or tax abatements for developments that add new units in an affordable range
or convert existing properties into higher-density housing (e.g., duplex conversions or addition
of Accessory Dwelling Units (ADU)).

ZONING

Incentive zoning is used in many communities to offer regulatory reductions in exchange for
housing projects that meet community goals of financial attainability. Examples of incentive
zoning include density bonuses (the ability to add more units to a lot without increasing lot size),
reduced physical setback requirements or requirements for private open space, added height
allowance, or reduced parking requirements. These types of zoning allowances reduce project
costs (or spread fixed costs over more units), making such projects more attractive to

developers.

PROCEDURAL

Procedural incentives to promote attainable housing development include building code
revisions to streamline the permitting process. For example, some communities waive certain
regulatory requirements if a development will add new units that meet the community’s
affordability needs. In addition code modifications (or exemptions for qualifying projects), other
communities allow developers to use a private permitting and review process. Under this model,

professional engineers are authorized to review and approve a proposed housing development



(for a fee to the developer) in lieu a community’s planning department. This can expedite the
process and ease government workloads, reducing bottlenecks.

Anchorage is not the only community struggling with a shortage of attainable housing. This
study reviewed policy efforts in four Mountain West cities targeted at promoting development

of attainable housing.

Cities selected for case studies were Bellingham, Washington; Bend, Oregon; Boise, Idaho; and
Missoula, Montana. These communities are roughly similar in size to Anchorage and have
struggled to increase supply and reduce costs of housing in recent years. The table below
summarizes the policies and incentives implemented and the number of attainable housing
units added in each case study community. Detailed analyses of the policies enacted in these
communities start on page 21.

Table 1. Programs Implemented in Mountain West Case Study Communities

Bellingham, WA

Number of Units Built* 1,164 297 1,520 489
Process Housing Liaison v v
Improvements | and Assembly & Prep v v

Infrastructure Grants v v v
S e Housing Trust Fund v v v
Policies Tax Abatement v v v

Tax Exempt Bonds
Zoning Incentive Zoning v v

*Housing units built since 2018 considered "attainable housing."

Successful promotion of attainable housing development will require community leaders to
prioritize this policy challenge. Communities that have seen new housing development have
implemented multiple concurrent policies and worked cooperatively with developers to ensure
new housing aligns with community needs. Anchorage's Mayor, Assembly, and Planning
Department (along with other departments that review housing) will need to work together, and
with developers, to streamline processes, reduce unnecessary building requirements, and

creatively finance new housing developments.



Background and Need

Anchorage is currently experiencing a housing crunch. Lack of new housing development over
the past decade has created a mismatch between supply and demand, particularly in middle-
income price ranges. Despite a gradual population decline over that time period, the aging of
the existing housing stock is reducing the number of properties available and driving prices
upward. The economic impacts of the COVID-19 pandemic, including supply chain challenges,
labor shortages, and high interest rates, are further driving up home prices.

The Anchorage Assembly, along with the Anchorage Mayor, established new housing
development in moderate price ranges as a high policy priority.! Recently adopted ordinances
reduce parking requirements for new housing developments and ease restrictions on building
Accessory Dwelling Units (ADUs).

The Anchorage 2040 Land Use Plan estimates Anchorage will need 21,000 more housing units
by 2040. The average annual rate of new housing construction since 2016 has been 419 homes;
in 2022, it was 402 units. Meanwhile, since 2016, average home sale prices have risen from
$365,000 to $456,000, an increase of 25%. Median rents rose from $1,050/month to
$1,200/month, an increase of more than 14%.

The Anchorage Community Development Authority (ACDA) hired McKinley Research Group to
explore policy incentives to promote development of more attainably priced market-rate
housing in Anchorage. ACDA is a municipal corporation that works to encourage and facilitate
responsible development and redevelopment in the Municipality of Anchorage by forming
partnerships and working with the community.

Study Approach

This analysis addresses housing for sale and for rent and considers new construction or
redevelopment of existing properties. Data on Anchorage housing trends were gathered from
the U.S. Census Bureau, Alaska Housing Finance Corporation, and Alaska Multiple Listing

" Municipality of Anchorage. 2023. Assembly Priorities.
https://www.muni.org/Departments/Assembly/Pages/priorities.aspx



Service. Interviews were conducted with Anchorage-area developers of single-family and multi-
family housing for sale and for rent, policy experts, and infrastructure managers. Case study
interviews were conducted with housing development policy managers in four communities:

Bellingham, Washington; Bend, Oregon; Boise, Idaho; and Missoula, Montana.

Defining Attainable Housing

Housing options that are affordable and accessible to middle-income individuals and families
are referred to as "attainable housing." Unlike "affordable housing," which is targeted to low-
income individuals and families, attainable housing is targeted towards households with
incomes at or near the areawide median. Attainable housing bridges the gap between high-

priced market-rate residences and government-subsidized housing.

For this analysis, attainable housing is defined as housing that is within financial reach of
households with 80% to 120% of the areawide median household income (AMI) and that does
not cause a household to become cost-burdened. Cost-burdened households are defined by
the U.S. Department of Housing and Urban Development as households spending 30% or more
of gross income on housing-related expenses.

Using these definitions, and not including costs incurred for utilities, taxes, and other non-
mortgage or rent payment expenses, the maximum monthly housing cost the median
Anchorage household can afford is $2,070 per month. This equates to a home price of $331,000.
Households earning 80% of AMI can afford housing payments up to $1,660 per month, or homes
that cost up to $264,800. At the upper end of the defined threshold, households earning 120%
of AMI can afford monthly housing payments up to $2,490, or homes that cost up to $397,200.

By comparison, the average home sale price in Anchorage in 2022 was $456,500. The mortgage
payment for homes sold at this price is about $2,860 per month, attainable for households
earning $137,100 or more (138% of AMI).

Figure 1. Attainable Housing Thresholds, Anchorage, 2021

Annual Household Maximum Monthly Maximum Cost of

Income Housing Costs Attainable Home
80% Areawide Median Income $79,520 $1,660 $264,800
100% Areawide Median Income $99,400 $2,070 $331,000
120% Areawide Median Income $119,280 $2,490 $397,200

Sources: U.S. Department of Housing and Urban Development, U.S. Census Bureau American Community Survey
2021 5-year Estimates, McKinley Research Group calculations.

Note: The maximum housing cost calculation uses a cost-burdened threshold of 25%. This is adjusted down from
HUD's 30% definition to account for additional housing-related expenses outside of mortgage or rent payments,
including utilities and taxes. The maximum cost of an attainable home was calculated assuming a 30-year mortgage, a
down payment of 5%, and an interest rate of 6.9% (current rate as of 8/1/2023).
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For the purposes of this report, housing units for sale in the $265,000 to $400,000 price range
are considered attainable. Housing units for rent in the range of $1,660 per month to $2,500 per
month (not including utilities) are considered attainable. The obstacles and incentives explored
are based on an established goal of creating more housing in Anchorage in these price ranges.

MCKINLEY RESEARCH GROUP



Anchorage Population Projections

Anchorage’s population declined by 4% between 2015 and 2022, a loss of over 10,000
residents. Despite this decline, the housing market in the Municipality has shown signs of high
demand and short supply, sparking calls for additional housing to meet the needs of Anchorage
residents.

Figure 2. Anchorage Population (thousands),

Population forecasts vary between
2015 - 2022 Actuals, 2025 — 2050 Forecasts

agencies. The Alaska Department of
Labor and Workforce Development
9 321 335 forecasts that Anchorage will lose

297 30 ,
® nearly 10,000 residents between

300 291 290 290 291 290 287 9284 280 2022 and 2050. The Municipality of
Anchorage’'s 2040 Land Use Plan
forecasts high, base, and low
scenarios for Anchorage’s population
out to 2040. The Municipality's base

Q \} N Q i i i i
%Q\% (\/6\, ,\/Q’\()’ P&r\‘} (§, ‘\/@;’3 P&y (\9&3 ‘\,Q% scenario predicts the population will
increase by 0.08% annually until
—e—Department of Labor Data & Forecast 2040, for a total increase of 45,000
Municipality of Anchorage Forecast (re‘:':;r;ts between 2022 and 2040

+ o).

When facing housing price increases, households may look outside their preferred community
for more financially attainable housing options. If current housing market conditions persist,
Anchorage residents may migrate from the municipality at higher rates than those forecasted by
the Department of Labor and Workforce Development or the Municipality of Anchorage.
Policies that encourage attainable housing development may stem population losses and help
attract people from outside Anchorage and outside Alaska.

Considerations

According to the Municipality of Anchorage’s 2040 Land Use Plan, Anchorage has an identified
need for 21,000 new residential units to meet the needs of population growth through 2040. If



current residential construction trends continue (averaging 419 new units per year), Anchorage
will gain an additional 7,240 units between 2022 and 2040, or 34% of the anticipated need.

Anchorage’'s available land supply is limited by its geography. Unlike other cities that can
continue an urban or suburban sprawl over previously undeveloped areas, Anchorage is
geographically bounded by Cook Inlet, the Chugach Range, and a military base. Given land
supply limitations, itis important for the Municipality to promote efficient use of urban residential

land.

The Municipality of Anchorage’s 2040 Land Use Plan estimates that the Municipality’s current
capacity for additional housing through residentially zoned vacant lands is 9,700 housing units.
If every vacant lot were developed between 2022 and 2040, new home construction would meet
only 46% of the Municipality’s identified demand over this period.

The Municipality of Anchorage’s 2040 Land Use Plan identified Anchorage Housing
opportunities to increase housing capacity by using commercially Shortage
zoned lands and re-developable lands. This could increase

e 8,100 units by 2040

housing capacity by an estimated 3,200 units. Including these
categories and residentially zoned vacant lots, new housing
capacity still falls short of the identified need by 8,100 units.

New ideas are needed to bridge the gap between the identified need and current capacity. One
solution proposed in the 2040 Land Use Plan is using mixed-use developments to create high-
density housing. Increased density and larger-scale developments may be a critical step to
increase housing supply in Anchorage. Mixed-use and high-density developments are also a
more feasible option for residents who cannot afford single-family homes at current market
rates. Increasing the housing supply by adding high-density housing options may alleviate some
of the pressure on Anchorage’s housing market.

One challenge to efforts to increase the supply of attainable housing is the opportunity for
buyers to "flip" those homes. A home built using community subsidies (in the form of grant
financing, low interest loans, or infrastructure development) can be sold at a low price, but
market forces could allow a buyer to re-sell the unit for a significant profit in just a few years -
reducing the supply of attainable housing.

MCKINLEY RESEARCH GROUP



Trends

Demand for homes in Anchorage has outpaced supply in recent years, driving prices higher and
creating tight market conditions. Despite a statewide recession from 2014 to 2018 and
population declines since 2014, demand for homes increased rapidly between 2019 and 2022.
After a period of slight annual decreases between 2013 and 2019, home sale activities increased
rapidly in 2020 and 2021 and are now at record highs. As interest rates increased in 2022, home
sale activities decreased slightly in 2022 but were still the third-highest in the past decade.

New construction has not kept pace with demand, exacerbating the issue of limited supply. A
total of 402 new units were builtin 2022, less than half the 10-year peak of 894 new unitsin 2014.
In 2022, new units built accounted for less than one of every 10 units sold (402 of 4,553 units).

These market conditions have driven down the average .
Houses priced between

$300,000 and $500,000 sell

number of days homes stay on the market. Within the last
decade, the average days on market has dropped from 60
days in 2013 to 26 days in 2022. Homes priced between
$300,000 and $500,000 average only 15 days on the market.

in 15 days on average.

Anchorage home sale values increased rapidly between 2019 and 2022. Of the $108,000 (32%)
increase in Anchorage home sale prices and home values over the last decade, an increase of
$82,000 (22%) occurred between 2019 and 2022.

Average home sale prices are no longer attainable for middle-income Anchorage residents. The
median household in Anchorage earned $99,400 in 2021. Using current interest rates, a
household earning the median income in Anchorage could afford a home sold at $331,000 in
2022. In comparison, the average home sale price in Anchorage was $456,500 in 2022, 38%
higher than what middle-income families can afford. Like communities around the U.S.,
Anchorage is contending with a growing gap between median home prices and median
household income.

Homes Sold

Over the last decade, an average of 4,468 units were sold in Anchorage annually. Two-thirds of
these units were residential homes, a quarter were condos, and the remainder were multi-family

units.

Home sale volumes have trended up since 2017, increasing rapidly in 2020 and 2021. Volumes
peaked at 5,577 units in 2021, an increase of 1,529 units from 2019 volumes (+38%). Between
2019 and 2021, condo and multi-family unit sales increased at a faster pace than single-family

MCKINLEY RESEARCH GROUP



home sales. Condo sales increased by 44% and multi-family unit sales increased by 62%, while
single-family home sales increased by 33%.

Between 2021 and 2022, home sale volumes dropped to 4,553 units, an 18% decrease (1,024
fewer units sold). This drop was driven by a decline in residential home sales. While condo and
multi-family home sales also declined (by 18% and 11%, respectively), the volume of single-
family home sales declined by 21%, with 765 fewer homes sold.

Figure 3. Homes Sold, Anchorage, 2017-2022

+17%
5,577
18%
763 4% 18%
' 4,553
358
4,083 4,104 4,048 1,475 400
1,304
988 1,012 1,027
2,849
2017 2018 2019 2020 2021 2022

W Residential = Condo = Multi-family

Source: Multiple Listing Service

New Residential Construction

New residential construction in Anchorage has declined significantly over the last several years.
After a peak of 532 new units builtin 2017 (including single-family homes, multi-family units, and
mobile homes), only 345 units were builtin 2019, a decrease of 35% (187 fewer units). Between
2018 and 2022, new residential construction volumes remained at reduced levels, ranging from
alow of 345in 2019 to a high of 436 in 2018. In 2022, 402 new homes were built in Anchorage.

Single-family home construction has fluctuated since 2017 but is down overall. Contractors built
180 homes in 2022, a decline of 8% from the 196 builtin 2017.

MCKINLEY RESEARCH GROUP [l



Multi-family construction drove the Figure 4. New Housing Supply, Anchorage, 2017-

2017 peak in new construction. 2022
There were 264 multi-family units
built that year, accounting for half of 532

new construction that year. In 2021, 72 436 420
multi-family construction was 60% 29 3 378 402
of new units built (203 of 378). In 345 23

. . 16
2022, the number of new units built 264 291 197

was about evenly split between 144 152 214
single-family homes and multi-
family units, with mobile homes

accounting for the remainder. 196 193 185 210 203 180

As new construction rates have
decreased, the age of Anchorage's 2017 2018 2019 2020 2021 2022
housing stock has increased. As of m Single Family Multi Family Mobile Home
2021, more than 60% of Anchorage

homes were over 30 years old, and

Source: Municipality of Anchorage
many date to the 1970s housing boom associated with construction of the Trans-Alaska Pipeline.

Figure 5. Age of Anchorage Housing Stock, 2000-2021

W Less than 10 years old 11-20 years old
21-30 years old 30+
24%
48%
61%
35%
26%
28% 17%
12%
15%
2000 2010 2021

Source: U.S. Census Bureau
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Figure 6. Residential Construction Estimated
Value ($Millions), Anchorage, 2017-2022
55% between 2014 peaks and 2022 values.

$165 $163
$147 $154
$140

However, the total cost of residential $132

construction has not mirrored the declines

in total units built due to increases in

materials and labor costs, among other

factors. As construction becomes more

expensive, developers have increased the

size of new homes to keep home

development profitable.

2017 2018 2019 2020 2021 2022

The number of units built annually fell by

In 2022, homes in all price ranges spent almost Source: Multiple Listing Service

60% less time on the market relative to 2017.

e Homes priced $300,000 or less spent about 40% less time on the market (20 fewer days).

e Homes priced between $300,000 and $500,000 spent about 70% less time on the market
(30 fewer days).

e Homes priced between $500,000 and $700,000 spent about 60% less time on the market
(40 fewer days).

e Homes priced over $700,000 spent about 50% less time on the market (40 fewer days).

Figure 7. Average Days on Market for Single Family Homes in Anchorage, 2017-2022
80

70

60
50 /\\

40
30

L —

20
=@=$300K and lower $301K to $500K

10 $501K to $700K above $700K

0
2017 2018 2019 2020 2021 2022

Source: Multiple Listing Service
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Housing Prices

The average price of a listed home in
Anchorage remained relatively
stable between 2017 and 2019,
increasing by a 3% over this two-year
period. Following this period of
price stability, prices increased
rapidly between 2019 and 2022. The
average home sale price in
Anchorage rose by $81,700 during
this period, a 22% increase.

Average home sale prices in 2022
were 25% higher than in 2017, an
increase of $92,000.

Figure 8. Average Home Sale Price ($thousands),
Anchorage, 2017-2022

Average Sale Price  e====Year-over-year % Change

$457
§397 $424
$365 $373 $375
+7.6%
+6.9%
+0.5%
2017 2018 2019 2020 2021 2022

Source: Multiple Listing Service

Data for median rental prices in Anchorage are published as contracted rent and adjusted rent.

Contracted rent data reflects the dollar amount tenants pay for rent alone, while adjusted rent

data reflects rent plus any additional costs the tenant incurs for utilities.

In 2017, median contracted rent payments in Anchorage were $1,066 per month. Contracted

rent payments in Anchorage remained stable from 2017 to 2021, ranging from a peak of $1,066

in 2017 to a low of $1,000 in 2019. In 2022, median contracted rental payments jumped to

$1,200, a 15% increase from 2021.

Median adjusted rent payments followed a similar trajectory. Anchorage’s median adjusted rent
varied little between 2017 and 2019, remaining between $1,066 and $1,200. In 2022, the
median adjusted rent in Anchorage was $1,276, an 8% increase from 2021.



Figure 9. Average Contracted and Adjusted Rent, Anchorage, 2017-2022

m Contracted Rent = Adjusted Rent

$1,276
$1,157 $1,178 $1,165 $1,155 §1179 1200
$1,066 1,045 1,045
$1, $1, §1.000 $1,040
2017 2018 2019 2020 2021 2022

Source: Alaska Department of Labor and Workforce Development

When faced with rapidly increasing home and rental prices, many households are forced to
spend a significant proportion of their income on housing. Households are considered cost-
burdened if they spend 30% or more of their monthly household income on housing expenses.
Housing expenses include mortgages or rents, plus payments for utilities, insurance, and real
estate taxes. Cost-burdened households may have difficulty paying for other necessities, and
are at risk of material hardship and, in some cases, homelessness.

In 2021, 32% of households in Anchorage were considered cost-burdened. This is comparable
to the U.S. proportion (32%) and the proportion of cost-burdened households in Alaska (31%).
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Obstacles to housing development fall into three broad categories: financial, zoning, and
procedural. Some of these obstacles can be addressed by local government, some require state
or federal action, and others are macroeconomic in nature and are difficult to address in a
systematic fashion. Details on the primary obstacles to housing development in Anchorage are

provided in the following pages.

Financial Obstacles

In the Municipality of Anchorage, housing developers are required to pay for and manage the
design and construction of significant elements of housing-related infrastructure. The largest of
these are road infrastructure (roads, sidewalks, and alleys) and water infrastructure (water and
sewer systems). The burden can be especially challenging for new developments where no
infrastructure currently exists. However, it can also be a costly burden for infill and
redevelopment if existing infrastructure is not up to code or is inadequate to support the new
housing.

For example, a new development by Cook Inlet Housing Authority (CIHA) at Spenard Road and
36™ Avenue is adding housing to property that was previously deteriorated housing and
industrial use. The addition of new housing units and the age of the road infrastructure triggered
a requirement that CIHA upgrade and repave a section of Chugach Way and add a sidewalk on
one side. As the development continues, CIHA will have to upgrade Dorbrandt Avenue in a
similar fashion.? These improvements were required despite Chugach Way's being on the
Municipality's list of upcoming road redevelopment projects, making it likely that the upgrades

paid for by CIHA will soon be torn up to build a completely new road.

2 Policy Memorandum, Cook Inlet Housing Authority, March 29, 2022 (Devin Kelly & Tyler Robinson)



The cost to build new or improve existing
infrastructure is borne in these cases entirely
by the developer. To protect their profit

margins, private developers pass on the

renters in the newly developed properties.

One Anchorage developer estimated that
designing and building water and road
infrastructure in a new, small subdivision
added $60,000 to $80,000 to the sale price
of each 3-bedroom, 2-bathroom townhouse

unit. This pushed prices of these units over New duplexes in Anchorage listed at $416,500.
the $400,000 threshold for attainable Photo: Alaska Virtual Home
housing.

As a geographically-bounded city with limited land availability, Anchorage has developed most
of its suitable land for housing. Some land is still held by the Heritage Land Bank, a local land
trust, and small parcels are available on the Anchorage hillside. Infill development - the addition
of new homes within existing neighborhoods - represents the biggest opportunity for housing

development, but the costs of land and housing have made infill development cost prohibitive.

Infill projects often have existing structures on them, and the buyer must pay for the structure's
assessed value and for demolition. According to CIHA, one of the largest developers of infill
housing, "multi-family housing units built through infill and redevelopment are more expensive
than greenfield housing." CHIA attributes high infill costs to substandard infrastructure in older
neighborhoods, and higher land, acquisition, and preparation costs.

Alaska is a uniquely expensive place to build housing, due in large part to supply chain
difficulties and labor costs associated with its remoteness. Construction in the state is also
subject to national macroeconomic factors driving up costs.

NATIONAL COSTS

Inflation during and after the COVID-19 pandemic have driven up supply costs. Shipping times

to Alaska have also increased. Some developers said the retirement of senior management at
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major supply companies since 2020 has created bottlenecks, as younger staff take over with
little experience in delivering large shipments to remote locales.

Since 2021, rising interest rates have increased financing costs for large construction projects.
This challenge is not unique to the Municipality of Anchorage, nor does the municipality have
tools to address it, but it is exacerbating cost increases for housing developers. Some may delay

purchasing land for new housing development until interest rates have moderated.

ALASKA-SPECIFIC COSTS

In 2023, labor shortages remain acute. Local developers report waiting as long as six months to
get a framing crew to begin building atop a laid foundation. These delays are costly, and on
large developments can cost a developer hundreds of thousands of dollars in interest payments
before they can sell completed homes. The shortage of skilled labor, particularly for architects,
structural engineers, and construction crews, does not appear likely to end soon. Developers

are having to offer higher wages to compete with local firms as well as Lower 48 companies.

Supply costs for housing are high in Alaska. Housing construction materials are not typically
available locally, and must be shipped from the Lower 48, adding shipping costs and time delay

costs to any project.

Zoning Obstacles

Structural obstacles to housing development include challenges within the building process
itself, regulatory impediments, delays to project timelines, and the ability of residents to appeal

and create additional delays or risks to projects already underway.

Title 21 of Anchorage’s Municipal code is the land use regulation that applies to all buildings
within the municipality. In 2013, the Anchorage Assembly passed a significant rewrite of Title 21
to align the building and land use code with the Municipality's Anchorage 2020 Comprehensive
Plan. Many of the changes made building regulations more stringent, including tighter
restrictions on height, bulk, and density of new developments, and increased requirements for

landscaping, pedestrian and vehicle access, and aesthetic design.

Title 21 requirements are often cited by developers as the most challenging obstacle to building
new housing in Anchorage. Current regulations for new housing construction make high-density
difficult orimpossible to achieve without significant "variances" (exceptions to code) granted by
the Planning Department.



Minimum lot size requirements in Title 21 are major barriers to higher-density housing
developments. Currently, a 6,000 square foot minimum lot size is codified for lots zoned for one
or two dwellings. For single-family attached homes, the minimum lot size requirement is 3,000
square feet per unit. In recent years, some developers have negotiated one-off exceptions to
minimum lot size or maximum unit requirements in developing new residential construction to
increase density and reduce costs of each unit.

In a small cottage-style development at Cordova Street and 11* Avenue downtown, local
developer Seth Andersen built five
small townhouses. The lot on
which the houses were built was
originally zoned for a maximum of
four units, which would not have
been financially feasible. With a
zoning variance, Andersen was
able to build five units, each under
500 square feet. The small houses
are a mix of two-bedroom and
‘ i one-bedroom and sold for
A i O R g .~ between $185,000 and $240,000
Qna/l cottage -h;Jses in déwntown Anchorage. B in 2021. Andersen says he did not
Photo: Marc Lester, Anchorage Daily News profit from the sale of the houses
and sold them at cost.

30

Andersen was committed to the project as “proof of concept,” but he said costs associated with
getting zoning changes and paying for infrastructure upgrades added 10-15% to the overall cost
of the project. Adding units allows the cost of infrastructure upgrades to be spread across the
development and the cost increase for each unit is reduced.

Setback requirements on new housing development also

present challenges to developing high-density housing. All
buildings must be at least eight feet from the road, sidewalk, Setbacks and lot size requirements
or property line to allow for proper "setback" and create are density killers.

open space. For each additional five feet of building height

above 30 feet, a developer must add an additional foot of “Anchorage Developer

setback. A 60-foot-high building, for example, would be
required to have 14 feet of space around its perimeter. This
open space has aesthetic and urban design benefits; however, it reduces the available area for
housing units. Every setback requirement comes with a tradeoff of space that could be used for
housing, reducing project profitability and ultimately availability and affordability of housing.
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Title 21 made the building of manufactured homes (also known as mobile homes or trailers) so
difficult that almost none have been built in the years since. In 2014, before most of the Title 21
changes had taken effect, 128 mobile homes were builtin Anchorage. In 2022, only eight mobile
homes were built.

Mobile homes are often an entry point for homeownership for low-income families, providing
an opportunity to build equity and upward mobility. The reduction in mobile home availability

has an outsized impact on the availability of homes for purchase at the lowest price point.

Procedural Obstacles

Each variance request is reviewed separately, often by

separate departments, consecutively and not concurrently. In The same project that takes one year

some cases, a single housing development project must be to build in the [Mat-Su] Valley takes
reviewed by multiple offices within the Planning Department,

two years in Anchorage and adds
over $100,000 to the project cost.
It's the exact same houses.

the Traffic Department, Anchorage Water and Wastewater
Utility (AWWU), Chugach Electric, and others. Each review is
time consuming and in total can amount to two years from the
start of permitting to final approval. During this time, a

-Anchorage Developer
developer must own the land proposed for development and ! P

is usually paying interest on a loan used to purchase the land.
Interest costs and opportunity costs can add up quickly, and
there is an inherent risk that the development may not be permitted at all.

The expense of this process dissuades many smaller developers from developing in Anchorage.
Larger developers who can shoulder the cost of hundreds of thousands of dollars in interest
payments and deferred income are the primary players left in the housing market. Even still,
many larger developers have abandoned proposed projects because the time to permit would
be so costly it would render the project unprofitable. In projects that are ultimately permitted,
the cost of holding the land and paying on a loan for years is incorporated in the sale or rental
price of the units, a cost that is ultimately borne by homebuyers and renters.

Anchorage is a civically engaged community with many opportunities for residents to be
involved in decisions at the neighborhood and municipal levels. One of the most significant
opportunities for engagement is through Anchorage’s 38 Community Councils, which "provide
a direct and continuing means of citizen participation in government and local affairs."



In recent years, Community Councils have often prevented new housing developments from
being built within their boundaries or in nearby areas. While Community Councils do not have
the power to "veto" building projects, the Councils can ask developers or the Planning
Department to take special consideration into account when designing and permitting a new
development. These requests take time, often add cost, and are sometimes unable to be
resolved. Community Councils do not always represent the majority view of residents in the area,
and some meetings are only sparsely attended. In this way, small groups of neighbors who
oppose particular developments can sometimes hinder development of new, higher-density,

and more affordable housing.

Additionally, individuals can appeal specific developments, such as a Platting Permit for a new
subdivision. One person can file an appeal and start a process that takes up to a year for the
Platting Board to resolve. This could be done if a resident feels a new development is not
aesthetically aligned with the character of nearby homes or would unfavorably impact a
resident's property value. If a developer is unable to afford to continue paying the costs of
holding land for the development, the developer may decide to forego the project altogether.
Even if the development proceeds, the direct legal costs of the appeal and the cost of the delay
will be passed on in the home sale price or rental price.



Anchorage is not alone in facing barriers to the development of attainable housing for its
residents. Many of the financial, zoning, and procedural obstacles are similar in other Mountain
West cities of comparable size and geography. The communities profiled below have enacted
combinations of new policies and incentives that have successfully resulted in new development

of housing that is priced affordably for middle-income residents.

Bellingham, Washington

Bellingham has a population of over 90,000 and has seen a 7% population increase since 2012.
Monthly homeowner costs have risen from $1,800 to $1,900 since 2012 and rent from $1,000 to
$1,200 in the same time. About 60% of Bellingham renters and 32% of homeowners are

considered cost burdened.

Bellingham's Urban Villages are defined as mixed residential and commercial nodes with
compact urban development centers. Urban Villages are pedestrian focused and provide a
community-oriented space for living, shopping, and working. These areas are intended for high-
density development and can cut development costs by using existing infrastructure. There are
seven Urban Villages in the city with over 1,500 completed units since 2018. These units account
for 40% of Bellingham's new housing units since 2012. Bellingham has identified Urban Villages
as a priority for city development and expansion and expects they will accommodate 30% of the
city's future growth.? The city offers several types of incentives for Urban Villages developers:
The multi-family tax exemption, impact fee reductions or waivers, and infill housing incentives.

The following section describes each incentive and its results.

MULTI-FAMILY TAX EXEMPTION PROGRAM

The biggest tool for incentivizing residential development in Urban Villages has been the Multi-
Family Tax Exemption (MFTE). The MFTE allows for an eight-year tax exemption on the

3 City of Bellingham. 2023. Urban Village Growth Statistics. https://cob.org/services/planning/urban-villages
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assessed improvements for all market-rate housing projects with four or more units. Since 2021,
MFTEs have incentivized 949 completed units.*

CONNECTING HOUSING TO INFRASTRUCTURE PROGRAM (CHIP)

Bellingham has used state CHIP funds to frontload infrastructure costs and incentivize residential
development. In 2022, CHIP supported development of 77 new units using $100,000 in state

grant money.®

Bellingham is also considering using federal Economic Development Investment (EDI) funds to
make infrastructure improvements associated with building affordable "workforce homes.”
These funds may be distributed as loans or grants. The workforce restriction for accessing these
funds is geared toward housing for those earning 120% AMI or less. A share of the units must
have a net monthly mortgage or rent payment that does not exceed 30% of a monthly wage at
or below 120% AMI.¢

FEE REDUCTIONS AND WAIVERS

Transportation Impact Fee (TIF) reduction incentives are applied to developments in Urban
Villages. These state-funded financial incentives are a function of reduced transportation impact
that comes from living in an Urban Village. As of 2011, TIFs were applied to 1,369 units.

INFILL HOUSING

Bellingham's Infill Toolkit aims to develop new low-
impact housing on vacant or underused land. Seven
types of traditional housing comprise the infill toolkit,
each designed to use a limited amount of residential
space. Infill housing is allowed in most Bellingham
zones, including Urban Villages. It efficiently uses the

city's remaining residential land and incentivizes

developers by allowing a higher density of units on a Infill housing in Bellingham
single lot. Similar to multifamily zones, this zoning

authorization also allows for middle housing (duplexes, triplexes, 4-plexes, cottage clusters, and

4 City of Bellingham. 2023. Multi-Family Tax Exemption (MFTE) Program.

5 Washington State Department of Commerce. 2022. State infrastructure grants support over 1,000 new units of
affordable housing across Washington.

¢ City of Bellingham. 2023. Personal Communication with Blake Lyon, Planning and Community Development Director.
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townhouses). As of 2023, 138 new units have been completed with 750 more in the permitting
process.’

An infill incentive program targeting development in Urban Villages was established in 2016.
The program reduced development fees (system development and permit fees) up to 50% for
eligible projects in select urban villages and by 2018, when the program sunset, 310 new units
had been developed, costing the city just over $230,000.8

Another policy the city has considered is transferable density allotments, where a developer may
take unused density from one zone to another.

Urban Villages continue to be the center of new housing development in the City of Bellingham.
MFTEs and CHIP support are restricted to Urban Village development. Infill housing is allowed
in most residential zones.

Table 2. Bellingham, WA New Housing Units Receiving Incentives

Incentive Number of New Units

Urban Villages 1500+ completed since 2018
Multi-family tax exemption (MFTE) 949 completed since 2021
Infill Toolkit 138 completed in 2023
CHIP (Infrastructure grants) 77 supported in 2022

Sources: City of Bellingham; Washington State Department of Commerce
Note: Summing units would lead to double counting, most projects have taken advantage of multiple incentives.

Bend, Oregon

The City of Bend is Oregon'’s sixth-largest city with a population of 102,079. Bend is located in
Deschutes County, which has grown by 31% since 2010. The City of Bend has grown by 35% in
the same period. As of 2021, Census estimates indicate that median gross rents in Bend were
$1,531 per month, and median monthly homeowner costs were $1,954.

The City of Bend identified housing development as a top priority in the early 2000s and has
since implemented a variety of incentives and financial tools to address the increasingly short
supply of affordable and attainable housing in the community.

7 City of Bellingham Washington. 2023. Bellingham Housing Statistics.
8 City of Bellingham. 2018. Urban Village Status Report.
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AFFORDABLE HOUSING FEE AND FUND

In 2006, the City of Bend implemented an Affordable Housing Fee, leveraged as one-third of
1% of the total valuation on all building permits submitted to the City of Bend. The proceeds
from this fee are deposited into the city's Affordable Housing Fund. Priorities for Affordable
Housing Fee revenues and matching funds are identified in Bend's 5-year Community
Development Block Grant Program. The City awards the revenue from these fees to approved

developers.’

Since the fee's inception, proceeds from the fund have been used to fund developments aligned
with citywide housing development goals outlined in Bend’'s Consolidated Plan. These plans
include comprehensive housing and community development goals and strategies for the
community. Under Bend'’s current housing development plan, funds from the Affordable
Housing Fee can be used to acquire land for affordable housing, housing development, and
housing rehabilitation. All developments funded through the Affordable Housing Fund must

undertake a deed restriction guaranteeing the preservation of long-term affordability.°

SURPLUS LAND SALES

The City of Bend sells surplus city land for affordable housing development, selling the property
through RFPs at the cost of titling. Over the last decade, 10 acres of land have been sold for
affordable housing development. Buyers are required to maximize the available land. Rental
units developed on city surplus land must be rented to those earning 60% or less than AMI, and

home sales are restricted to those earning 80% or less than AMI.

TAX AND FEE EXEMPTIONS

Qualifying housing developments that target low-income households are eligible for property
tax reductions over a 20-year period. In certain cases, developers can seek additional approval
through the City of Bend to reduce or eliminate property taxes from other overlapping
jurisdictions as well.” This could mean the City of Bend facilitates a property tax exemption for

the developer to the state or a metropolitan development district.

? City of Bend Affordable Housing Department, Affordable Housing Developer Resources.
10 City of Bend Consolidated Plan, 2019 - 2023.
" City of Bend Housing Department, Affordable Housing Developer Resources.



Starting in 2017, affordable housing developments in Bend are exempt from System
Development Charges. To be eligible, developers must sign an agreement stating that their

developments will maintain affordability for those earning 80% or less than AMI.

MIDDLE-INCOME HOUSING PILOT PROGRAM FUND

While Bend has a robust toolkit of incentives for affordable housing development, the city has
only recently turned to attainable housing. In 2023, the Bend City Council established the
Middle-Income Housing Pilot Program, which sets aside funding for projects that create or
preserve attainable housing in Bend. The program began taking applications in August.'

INCENTIVE ZONING

The City of Bend amended its development codes to implement incentives and bonuses for
developments meeting affordability requirements. One incentive is a sliding density scale
bonus. Projects that guarantee a share of proposed units at affordable rates to renters earning
80% or less of AMI are allowed to increase the project density. Parking requirement reductions
are also offered to developments meeting affordability standards. Finally, the city implemented
a Cottage Code that supports the development of dense, affordable units through efficient use
of urban residential land."

The Affordable Housing Fee has generated about $7 million dollars in funding for affordable
home development between 2006 and 2023. This funding has leveraged an additional $106
million in public and private funds. In total, including direct and leveraged funds, the fee helped
develop 770 units in Bend between 2006 and 2023.

Bend publishes an annual Consolidated Annual Performance Evaluation Report (CAPER)
detailing activities and developments funded by the Community Develop Block Grant and other
affordable housing incentives. The most recent CAPER was published in 2021 and details the
program'’s activities during the preceding fiscal year (FY 2021). The City's primary initiatives
benefitted an estimated 3,655 Bend residents.

12 City of Bend Housing Department, Middle Income Housing
'3 City of Bend Housing Department, Affordable Housing Developer Resources
* City of Bend Housing Department, Affordable Housing Fee FAQ.



Data on affordable housing construction via the Affordable Housing Fee and other incentives is
available from 2019 to 2023. In total, Bend approved permits for 76 affordable housing
developments during this period. These developments created 297 affordable units, the

majority of which are in multifamily residential dwellings.

Figure 10. City of Bend Affordable Housing Developments, by Type, 2019 - 2023
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Source: City of Bend Open Data Center, Permit Counts

Boise is the capital of Idaho and has a population of 236,634. Between 2010 and 2020, Boise's
population increased by 15%, adding 30,000 residents. During this period Boise grew at a
slightly lower rate than Idaho (17% growth). The Census estimates that homeowners with a
mortgage spend a median of $1,395 per month on housing costs, and renters spend a median
of $952 per month on rent. As of 2021, 14% of Boise's renters are considered cost-burdened
(spending more than 30% on housing costs) and 23% of homeowners are cost-burdened. In

2011, 8% of renters and 35% of homeowners were cost-burdened.

Boise has several incentive programs to address housing needs. The aim is to create a resident-
centered community that focuses on quality of life with compact, walkable neighborhoods and

access to business districts, jobs, transit, and shopping. The programs include zoning incentives,

15 City of Bend Consolidated Plan, 2019 - 2023.



project management, low-income housing tax credits, selling of city-owned land from the land
trust, and financial support for some developments.'®

According to the City of Boise's housing data portal, at least 1,520 new housing units are
approved, under construction, or completed since 2020. Most projects have taken advantage

of multiple incentives."’

LOW-INCOME HOUSING TAX CREDIT (LIHTC)

Since 2020, this incentive has supported development of 700 units in multi-family
developments. The credit provides a tax credit for owners of newly built or substantially
rehabilitated rental housing. The credit amount is variable and is based on the lesser of credit
eligibility (costs associated with affordable units developed), the gap in financing, or the amount
necessary to allow the developer a reasonable return.'®

HOUSING LAND TRUST

The City of Boise recently implemented the Housing Land Trust, which uses city-owned
property to create housing for residents at all income levels. The city sells land below market
rate to a private developer. The city has a say in who develops the parcel and what the final
product will look like. Since 2020, 307 new housing units are in process including 205 under

construction.’

CCDC INVESTMENT

Capital City Development Corporation (CCDC) s a public redevelopment agency that financially
supports housing developments that meet certain criteria in Urban Renewal Districts, areas in
need of infrastructure improvements.?° According to the City of Boise housing data portal,

CCDC has funded improvements to underground power lines, schools, traffic lights, fire trucks,

'é City of Boise. 2023. A Home for Everyone. https://www.cityofboise.org/programs/housing/#HousingPrograms

"7 City of Boise. 2023. Housing data Portal. https://housing-data-portal-boise.hub.arcgis.com/pages/incentivizing-
housing

'8 |daho Housing Finance Association. 2023. Multifamily Financing. Multifamily Financing - Idaho Housing and Finance
Association

% City of Boise. 2023. Housing data Portal. https://housing-data-portal-boise.hub.arcgis.com/pages/incentivizing-
housing

20 Capital City Development Corp. https://ccdcboise.com/



https://www.idahohousing.com/multifamily-financing/#:%7E:text=Low%20Income%20Housing%20Tax%20Credits%20(LIHTC)&text=As%20Idaho's%20designated%20Housing%20Tax,to%20the%20Qualified%20Allocation%20Plan.
https://www.idahohousing.com/multifamily-financing/#:%7E:text=Low%20Income%20Housing%20Tax%20Credits%20(LIHTC)&text=As%20Idaho's%20designated%20Housing%20Tax,to%20the%20Qualified%20Allocation%20Plan.

utilities, streets and sidewalks supporting at least 566 new units since 2020.2" CCDC tracks
developments differently and cites around 1,000 new units in various stages of development.?

The corporation operates several parking garages in the downtown area. Along with other
revenue sources, parking revenues fund CCDC operations and capital projects, and are an
example of how the agency uses public infrastructure to leverage private development. In 2020,
developers of four housing projects within a two-block radius were able to forego investing in

parking, making their projects feasible and bringing about 400 housing units online.?

Anecdotally, CCDC Project Manager Kevin Holmes reports that since 2000, CCDC has
supported development of 2,500 new housing units in urban renewal districts and another 1,000

units under construction that will be complete in the next five years.?*

HOUSING INVESTMENT PROGRAM

Boise’s newly established Housing Investment Program supports the construction and
preservation of affordable housing units using the Housing Land Trust and gap financing (that
is, the difference between project costs and what can be financed with debt or equity). The

program'’s five-year goals are to:

e Construct 1,250 housing units aimed at those earning 60% of AMI.
e Preserve 1,000 housing units for residents earning 80% of AMI.

e Designate 250 units for those experiencing homelessness.®

ZONING INCENTIVE

A 2021 addition to city's zoning code, the Housing Bonus Ordinance, is the only zoning

incentive used since 2020 and has three main benefits:

e ltincreases the number of affordable units.
e ltincentivizes preservation of existing structures.

e lttargets areas for growth.?

21 City of Boise. 2023. Housing data Portal. https://housing-data-portal-boise.hub.arcgis.com/pages/incentivizing-
housing

2 Capital City Development Corp. https://ccdcboise.com/

2 Capital City Development Corp. https://ccdcboise.com/

2 Capital City Development Corp. https://ccdcboise.com/

% City of Boise. 2023. Housing Investment Program. https://www.cityofboise.org/programs/housing/housing-
investment-program/

2% City of Boise. 2023. Housing bonus Ordinance. https://www.cityofboise.org/housing-bonus



Since the ordinance was added to city code, 398 new housing units have been approved by
the planning department and many are under construction; 48 units have been completed.?

BOISE'S PROJECT MANAGEMENT PROGRAM

A city Project Manager is a municipal employee who acts as a liaison between the city and the
developer. The project manager works across departments to streamline city processes and can
help the developer navigate city restrictions. This position has supported development of 1,386
residential units since 2020. This is a heavily used incentive and encourages developers to work
with the city and vice versa.

Since 2020, at least 1,520 new housing units have been approved or completed or are under
construction as a result of Boise's housing incentives.

Figure 11. Status of New Boise Housing Units Receiving Incentives, 2020 — 2023
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Source: City of Boise, Housing Data Portal

Most developers have taken advantage of multiple incentives.

e 91%(1,386) have used the City Project Management Program

o 46%(700) of projects have benefited from the low-income housing tax credit
e 37% (566) have taken advantage of CCDC investment

e 26%(398) have used the Housing Bonus Ordinance zoning incentive

e 20% (307) have purchased city-owned land from the Housing Land Trust.

% City of Boise. 2023. Housing data Portal. https://housing-data-portal-boise.hub.arcgis.com/pages/incentivizing-
housing



Table 3. Boise, ID New Housing Units Receiving Incentives, 2020 - 2023

Incentive Number of New Units

Received city project management 1,386
Low-Income Housing Tax Credits 700
CCDCinvestment 566
Zoning incentive (Housing Bonus Ordinance) 398
Housing Land Trust 307

Source: City of Boise, Housing Data Portal

Note: Summing units would lead to double counting; most projects have taken advantage of multiple incentives.

Missoula is a college town situated in the 2-million-acre Lolo National Forest. With over 10,000

students, it houses the University of Montana system's leading research campus.

Missoula’s population grew by 5% from 2012 to 2021, from 70,000 to 73,000. In 2021,

homeowner costs were $1,675 per month, rent was $970. A 2017 resident housing survey

identified a gap between Missoula's housing needs and availability. Policy makers appointed

housing steering committees and in 2019 the committees’ recommendations were compiled to

create the current housing policy: A Place to Call Home. The goal is to align city resources with

planning to address housing issues.

AFFORDABLE HOUSING TRUST FUND (AHTF)

Central to A Place to Call Home is an Affordable

Housing Trust Fund (AHTF) to support new
residential construction, preservation of existing

structures and small repair loans, middle income

If we expedlite a developer's permitting
process by three months, the developer feels

homeownership, low-income rentals, and other like he has someone in his comner - that is

programs to help residents reach their housing great customer service.

goals. The fund's revenue sources are allocations
from the general fund, revenues from selling city-

-- Emily Harris-Shears, Housing Policy

owned land, grants, donations, and payments from Specialist, Missoula, MT

AHTF borrowers.
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As of the writing of this report, the fund has supported the development of two new units.?® Most
of the support offered by the fund is in the form of home rehabilitation, buying land beneath
residential developments, forming residential cooperatives, and financial assistance to get the

unhoused population housed.

COMMUNITY DEVELOPMENT BLOCK GRANTS AND HOME INVESTMENT

Missoula leverages federal funding in the form of Community Development Block Grants
(CDBG) and HOME Investment Partnerships Program to fund housing acquisition and
rehabilitation, rental and down payment assistance, and upfront infrastructure improvement
costs.?” In 2021, over $600,000 was awarded in CDBG funds, supporting development of 202
new units. Close to $500,000 was awarded in HOME funds, supporting 200 new developed

units. 30

PROJECT MANAGEMENT

Like Boise, the City of Missoula has a housing project management position. It is filled by a
Housing Policy Specialist who works across departments as a prime contact between a
developer and the city. As of August 2023, Missoula's Housing Policy Specialist is working with
a developer to negotiate a 50-unit project where zoning allows only a 25-unit development.

RIGHT OF WAY VACATION POLICY

This policy encourages the city and developer to work together. At the developer's request the
city vacates a public right of way (ROW) on a development property, allowing the plot of land to
take a more traditional shape. In exchange, the developer allocates a certain percentage of the
project to affordable housing. The ROW vacation can allow for more development on a plot of
land. At times, the city project manager will step in to negotiate the ROW vacation between the
city and developer. The ROW vacation has led to 35 new units since 2020.

2 City of Missoula. 2023. Affordable Housing Trust Fund Update

2 City of Missoula. 2023. HUD Grants. https://www.missoulaparks.org/3071/HUD-Grants

%0 City of Missoula. 2023. Housing Funding Programs. https://www.missoulaparks.org/3046/Housing-Funding-
Programs



A formal review of the housing policy is expected in 2024.3" The Missoula data in this report are
preliminary and are summarized below.

Table 4. Missoula, MT New Housing Units Receiving Incentives

Incentive Number of new units

Community Development Block Grant 202 since 2021
HOME Investment Partnerships Program 200 since 2021
Project Management 50 in process
ROW vacation 35since 2020
Affordable Housing Trust Fund 2 since 2020

Source: City of Missoula
Note: These data are preliminary and not meant to be summed.

31 City of Missoula. 2021. A Place to Call Home: Meeting Missoula's Housing Needs, Citywide Housing Policy
Implementation Update
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Incentives for Housing Attainability in
Anchorage

The incentives explored in this report are a subset of possible incentives and programs that have
been tried in other communities. Below is a simplified chart of incentives that were studied.

Table 5. Policies and Programs for Housing Development

Infrastructure  Land Zonin Time to Community  Speculation
Costs Costs 9 Permit Involvement Impacts

Financial Policies
Tax-Exempt Bonds
Infrastructure Grants

Local Housing Trust Fund

NENENEN

Tax Abatement
Process Improvement
Housing Liaison v v

Land Assembly & Prep v v v

Zoning Changes

Incentive Zoning v v v v

Sustaining Attainability

Deed-Restricted Home Ownership v

Considerations for whether to explore a policy in depth included whether the program had
resulted in more housing development at attainable prices for middle-income families. If a policy
had proven success with data to substantiate the approximate number of new units attributable
to the policy, another consideration was whether the mechanism was self-financing or revenue
neutral. Given Anchorage'’s limited resources at the municipal level, self-financing programs that
do not add to the property tax rate were favored. The incentives described in more detail below
could be implemented in Anchorage, but not all are revenue neutral.

Financial Incentives

Financial support can help bridge the gap between the high costs of developing property and
the sales or rental prices needed for new housing to be attainable. This financial support can
come in many forms, including "gap financing." Gap financing is any grant, loan, or bond that
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provides direct financial assistance to a developer to keep the sale or rent price of a new home
low. (It is important to note that, over time, demand for housing can result in houses that were
originally subsidized and sold at a low price to be re-sold at unaffordable prices. To address this

issue, please see the section on Deed Restricted Home Ownership, below.)

The goal of gap financing is to help developers add higher-density, lower-cost units to the
Anchorage housing inventory. This most commonly applies to large or mid-size developers
building subdivisions on new land or through infill opportunities by redeveloping existing areas.
Gap financing can support small projects such as cottage-style developments with 5-10 small
units, or large projects such as apartment complexes with 20 units or more. It applies to homes

for sale as well as housing units for rent.

Another way to add housing stock to the Anchorage market is to provide financial assistance
and incentives to individual homeowners who add units to their properties. Many Anchorage
homes have a “split-level” layout, with bedrooms and bathrooms on both an upper floor and
lower floor. An addition of a kitchen and interior door could make an easy conversion into an
upstairs/downstairs duplex. This would immediately add a 1-2-bedroom rental unit to the
Anchorage housing inventory and offers existing homeowners an opportunity to gain rental
income. Older homeowners who may no longer need or want to live in a 4-5-bedroom home

would have an opportunity to downsize via conversion.

Accessory dwelling units (ADUs, also known as mother-in-law apartments) are another common
way to add housing stock onto existing residential properties. The Anchorage Assembly recently
passed a revision to the ordinance applying to ADUs to make it easier for homeowners to add a
small rental unit on their property. The above-described duplex conversions could be
considered ADU additions, if the total square footage of the new unit is less than the square

footage of the "primary unit."

GRANTS

Some communities offer infrastructure grants. Washington State CHIP (Connecting Housing to
Infrastructure Program) grants help fund upfront costs of infrastructure development for new
affordable housing. CHIP pays for on- and off-site water, sewer, and stormwater improvements
for a housing development or in the right-of-way connecting to the development. The program

can also waive the infrastructure development fee entirely.



To be eligible, housing developers must meet certain requirements for affordability and must
be in a jurisdiction where a sales and use tax for affordable housing has been imposed. Each

project can receive up to $1 million to cover infrastructure upgrades.

Funding for Washington’s CHIP grants can be federally sourced from the state's COVID stimulus
allocation or state sourced from the State Building Construction Account.®? The State Building
Construction Account is funded by bond proceeds and miscellaneous revenue.?® In 2022, CHIP
funding supported the development of over 4,800 new housing units statewide, awarding over
$41 million to 30 unique grantees (counties, cities, or utilities). A third round of CHIP funding
was recently announced and is expected to support over 1,100 new units.3*

Boise's Capital City Development Corporation's (CCDC) mission is to fund public infrastructure
to encourage private development. CCDC has supported the development of 2,500 new
housing units since 2000. The agency is funded through tax-increment financing, revenues from
parking operations, and grants.*® Tax-increment financing is not currently feasible in Anchorage

due to a statewide restriction on designated funds, so it is not explored further in this report.

The City and Borough of Juneau created the Accessory Dwelling Unit Grant Program (ADUGP)
in 2015 to help homeowners develop ADUs on their property. The program provides grants of
up to $13,500 toward construction costs of an ADU on the condition that the unit cannot be used
as a short-term rental for at least five years. The program has contributed to the development of
44 new ADUs in Juneau since 2015.

MUNICIPAL ROAD AND INFRASTRUCTURE BONDS

Currently, municipal road bonds include provisions for covering the cost of some alley paving
in Anchorage. Eligible alleys are on a prioritized list, but annual road bonds also fund a non-
specified number of alleys that may need to be paved due to new housing development. In this
way, the road bond provides the Municipality with flexible funding to pave alleys that may not
be near the top of the priority list but become a high priority when a developer chooses to build
new housing adjacent to it.

The structure of municipal road bonds could be used to fund roads, sidewalks, and water
infrastructure for housing development. Each annual road bond can include amounts for future

32 Washington State Department of Commerce. 2022. CHIP Program Guidelines 2023 (Third Round Update)
https://www.commerce.wa.gov/serving-communities/growth-management/growth-management-topics/planning-for-
housing/chip/

3 Office of Financial Management.

34 Washington Department of Commerce. 2023. Connecting Housing to Infrastructure Program (CHIP).
https://www.commerce.wa.gov/serving-communities/growth-management/growth-management-topics/planning-for-
housing/chip/

35 Capital City Development Corp. https://ccdcboise.com/



unspecified projects, and the Municipality can target that funding to design and construction of

critical housing infrastructure.

The cost of new roads and water infrastructure bonds will be paid through increased property
taxes on all property owners in the municipality. Once built, infrastructure assets become
municipal property of the municipality, and maintenance costs are the responsibility of the

Department of Public Works or Anchorage Water and Wastewater Utility.

An important consideration of this mechanism is which entity will be responsible for the design
and physical build. It is likely more efficient for the Municipality to contract with private
developers to build the infrastructure than for the city to build it. The Municipality can specify a
price for design and construction and set high standards for construction, and the private
housing developer would have an incentive to keep costs low for the project. This type of public-
private partnership is not uncommon in capital projects that have public and private benefits.

Private activity bonds are municipal bonds used to attract private investment for projects that
have some public benefit. There are strict rules as to which projects qualify. Projects that may be
financed by private activity bonds include funding and refinancing student loans, airports,
private universities, hospitals, affordable rental housing, mortgage provision for first-time lower-
income borrowers, and others.

Through private activity bonds, states and cities can borrow on behalf of private companies and
nonprofits, lowering borrowing costs for entities that might otherwise turn to corporate bonds or
bank loans. Private activity bonds are issued to attract businesses and labor to a region to derive
public benefit, which would qualify the bond for tax-exempt status. These bonds pay taxable
interest unless specifically exempted by the federal government.

HOUSING TRUST FUNDS

Housing trust funds are established by local governments to support housing development and
programs in a community. These funds are financed upfront through one-time allocations or
through dedicated revenue streams. Funds are strategically used to support housing projects

that are in line with the priorities of local government.

Housing trust funds can be an attractive option for governments prioritizing housing
development. The funds enable local governments to prioritize specific housing developments
in the community, including affordable or inclusionary large-scale developments, remodels and

ADUs, and infrastructure development to support current or future housing, among other uses.

While annual appropriations can be used to fund priority developments, such appropriations
can be volatile and are not guaranteed. Housing trust funds can mitigate these issues and
provide the steady revenue needed to fund a larger volume of projects over a longer time span.



Funding mechanisms

Housing trust funds can be funded up front through grant programs (usually from foundations
or federal grants) and on an on-going basis from local government general fund or housing-

specific fees:

e Alaska's housing trust fund (called Housing Alaskans) is funded by a one-time grant from the
Rasmuson Foundation. Additional fund sources (public or foundational) may be identified
in the near term. Anchorage could try to leverage this trust fund using additional grant
sources or by creating an endowment from the municipal general fund over time.

e Some communities use fees on developments that do not increase the stock of attainable
housing to fund an Affordable Housing Trust Fund. These fees can be as much as $3,000
per housing unit that is built in the community that is not priced for those between 80% and
120% of AMI. Fees on "non-attainable” housing projects are deposited into the fund and
later used to provide gap financing to housing projects that qualify as attainable. In this way,
the fee is both a fund source for future projects and a disincentive to building housing that

is too expensive for middle-income residents.

Disbursement mechanisms

A Housing Trust Fund can provide funding to qualifying housing projects in a variety of ways:

e Grants to developers or homeowners looking to add density can be made directly after an
application process. These grants can cover infrastructure costs, permitting costs, or
development costs and do not need to be repaid.

e Revolving loans offered at a below-market interest rate or with a longer payback term can
fillin the gap between what the developer is able to finance and the project cost. Revolving
loan funds administered by local governments can offer this solution, often through
“mezzanine financing.” Banks may also offer mezzanine loans to builders of qualifying
housing types at low interest rates with a guaranteed backstop from local government. The
government guarantee removes some of the risk to the lender. Low- or no-interest loans can
also be considered for individual homeowners looking to convert single-family homes to
duplexes or add ADUs. The municipality would need to consider the converted property’s
potential rental income compared to the conversion cost and make assistance available to
bridge the gap in the short term. A revolving loan fund would allow homeowners access to
financing for the project that is paid back using rental income; the fund could continue to

finance new projects as it recoups outstanding loans.



TAX ABATEMENT

Tax abatements are traditionally used to incentivize development of specific types of housing in
certain areas. In Anchorage, a 12-year tax abatement currently exists for housing development
within downtown or along transit corridors. This abatement does not specify the type or price
range of housing that qualifies. Other communities have used tax abatements to incentivize

affordability or attainable housing development.

Tax abatements can also be used as an incentive to add units to existing properties. A two- to
three-year property tax abatement could provide financial room for homeowners to pay for a
conversion, while the increased property value and property taxes in future years would help
the municipality ultimately recoup those costs.

e Partner with AWWU to create an infrastructure bank for grants or loans to qualifying housing
developments.

e Consider one-off grant programs through municipal general funds to help homeowners add
units to existing residential properties (e.g., Juneau's ADU Grant Program).

e Use ballot initiative process to create a Housing Land Trust that can provide grants or
revolving loans to qualifying housing projects.

e Modify Municipal Road bond packages to include upgrades to roads, alleys, and sidewalks
for future unspecified projects, to be prioritized as new housing projects are identified.

o Apply property tax abatements to housing developments city-wide that meet attainability

criteria.

Process Improvements

Developers in Anchorage face high regulatory hurdles to building or renovating housing. Since
the rewrite of Title 21, the ability to build small-scale and high-density housing has been
restricted by requirements that add cost and complexity. Additionally, the city’s complicated
process to review and permit projects adds months and sometime years to the time to develop,
adding considerable costs for developers. These hurdles make it more difficult to address the

housing shortage and skyrocketing prices facing the community.

The goal of process improvements is to reduce the complexity and length of time associated
with the permitting process for new housing. These improvements are expected to reduce
project costs by allowing developers to increase project density without burdensome building



requirements and by reducing the amount of time the developer is repaying loans on land that

is not generating income.

HOUSING LIAISON

Some communities have created a dedicated position in city government to oversee new
housing development and facilitate community housing goals. This position, known as a
Housing Liaison or Housing Project Manager, is typically outside the Planning or Permitting
Department and serves as a liaison between developers and government. This person is
available for questions, to help keep projects moving forward, and to help request variances or
exceptions for projects that are high priority for the city.

A housing liaison can help reduce the workload at the Planning Department and help
developers outsource the review and permitting process to private engineers and other
professionals. Instead of using government staff at the Planning Department to review and
approve all facets of a project, some communities allow developers to use a private engineer to
approve project components. A professional engineer (PE) signs off on all elements of project
design, indicating their approval that it is structurally and legally sound. A PE charges a fee to
the developer for the review process and places their professional reputation on the line by
approving new developments. This can speed up the review and approval process and free up
Planning Department capacity.

LAND ASSEMBLY AND PREPARATION

Many communities have used publicly owned land for development in exchange for housing
that meets criteria for affordability. Through the Anchorage Community Development Authority,
several such projects have successfully increased housing development in Anchorage. ACDA,
and similarly the Heritage Land Bank, could go further than providing discounted land to
developers and take ownership of land assembly and infrastructure upgrades on the property.
To make the area more appealing for a potential developer, ACDA or HLB could assemble
parcels of land and oversee the process of rezoning, commission studies on seismic stability and

traffic impact, or make infrastructure improvements ahead of putting the land out to bid.

Not all city-owned land is currently in a state where it could easily be developed into housing
projects, and developers are hesitant to take a large financial risk on property that may require
years of study and improvements before construction could begin. One example of such a
property is the site of the former Alaska Native Medical Center on 3 Avenue downtown, where
seismic code requires geological stability studies at the expense of any prospective developer.

To facilitate the transfer of that land to a private housing developer, the city could front the cost



of the seismic study and provide parameters for development based on study findings. In
exchange, the city could establish development requirements such as affordability thresholds.

e Create a new housing project manager position within the mayor's office with authority to
negotiate directly with developers for incentives and help expedite permitting.

e Modify Title 21 to allow private professional engineers to certify design and build processes.

e Target publicly owned parcels for attainable housing development and pre-qualify them by

having the Municipality conduct initial studies and get required permitting.

Zoning Changes

Zoning laws allow regulators to define the ways in which development on certain properties can
add needed units of housing without creating negative impacts on others, such as blocking
sunlight, excessive traffic, unmanageable water runoff, and other issues. The goal of zoning
changes is to create incentives for developers to add housing units and density in designated
areas if the projects qualify as providing new attainable housing.

INCENTIVE ZONING

Many changes to Title 21 have been proposed by
developers and community members over the past decade. It's really hard to do anything that
Some changes identified as critical to advancing community doesn 't screw up the free market,
housing goals are in the process of revision within the except remove and reduce requlations.
Planning Department and the Assembly. In addition to

these changes, the Municipality could consider providing -Anchorage Developer

regulatory relief targeted to projects that meet community

housing goals. Those changes would apply only to housing
developments that provide lower-cost options for sale or rent. Changes that hold the most

promise for incentivizing new attainable housing development are outlined below.

e Offer density bonuses (more units on a given lot) for projects that will create housing units

sold or rented at attainable rates.



e Remove "triggers" for infrastructure development for three or more units.

e Streamline variance review for Planned Unit Developments.

e Expedite processing for qualifying developments.

e Reduce lot size requirements for qualifying developments.

e Reduce setback requirements and increase height allowance for qualifying developments.
e Simplify the appeals process to reduce processing time and legal fees and increase

thresholds for filing appeals for developments that meet community goals.

Sustainable Attainability

The goal of Sustainable Attainability is to ensure that housing projects subsidized with public
funds and effort to meet financial attainability goals remain attainable even as market forces may
drive up housing prices in the larger community.

An option for addressing this challenge is Deed Restricted Home Ownership (DRHO). Using
DRHO, a local government can impose buyer restrictions on particular homes for the life of the
home. For example, in Yampa Valley, Colorado, attainable housing developments are available
only to buyers with incomes between 80% and 120% of AMI. This restriction persists when the
initial buyer sells the home. All future buyers must be within the specified income range, typically
expressed as a percentage of AMI. The restriction is meant to prevent buyers from "flipping"
these homes for personal gain and driving prices out of attainable ranges.

In Anchorage, limited land availability and the low rate of housing development over the last
decade will likely mean that new housing, even if sold at affordable prices, will appreciate
rapidly. One two-bedroom small home built by Andersen at Cordova Street and 11% Avenue
sold in July 2021 for $224,000, and the current estimated resale value, according to Zillow, is
$271,900 as of August 2023. This represents a 21.3% increase in two years, a rate that could

soon make these homes unaffordable to median-income homebuyers.

As new housing targeted at median income homebuyers comes on the market, the Municipality
could opt to impose long-term buyer restrictions to prevent the homes from pricing out middle-
income buyers in future years. This also prevents the initial buyers from profiting on the public
subsidy provided by the community to keep the original sales price low.



Communities faced with housing shortages and home prices that threaten to crowd out middle-
income households have a variety of potential policy options. The most significant obstacles to
development can be categorized as financial, zoning-related, and procedural.

To help developers build housing at lower cost, financial incentives can fill the gap between the
city’s target sales or rental price and the cost for developers to build and make a reasonable
profit.

Zoning changes can create opportunities for developers to add housing density, reduce lot
sizes, or decrease burdensome requirements for housing projects that achieve community goals
of attainability.

Lastly, process improvements can reduce the time, cost, and complexity of permit review and
variance processes, making projects more attractive and affordable for developers.

The city must work collaboratively with developers, potentially by creating a dedicated project
manager position to help developers get projects permitted and ready to build. The city can use
publicly owned land; expedited permitting processes; grant, loan, and bond packages; and
incentive zoning programs to encourage development of quality market-rate housing that is
financially attainable in the long-term.



ANCHORAGE

e Seth Andersen, Arete AK

e Jacques Annandale, Anchorage Water and Wastewater Utility
e Jason Bockenstedt, Anchorage Housing Land Trust

e Kristine Bunnell, Anchorage Planning Department

e Shaun Debenham, Debenham Properties

e Cody Hultquist, Hultquist Homes

e Dave Hultquist, Hultquist Homes

e Devin Kelly, Cook Inlet Housing Authority

e Daniel Mckenna-Foster, Anchorage Planning Department

e Tyler Robinson, Cook Inlet Housing Authority

e Andre Spinelli, Spinell Homes

e Chad Stovall, U.S. Department of Housing and Urban Development (Anchorage Field Office)

OTHER COMMUNITIES

e Emily Harris-Shears, Housing Policy Specialist, City of Missoula, Montana

e Kevin Holmes, Project Manager, Capital City Development Corporation, Boise, Idaho

e Blake Lyon, Planning and Community Development Director, City of Bellingham,
Washington

e Jessica Prosser, Director of Housing and Community Services, Aurora, CO

¢ Crystal Rain, Planning and Zoning Manager, City of Boise, Idaho

e Jeanine Rustad, Director of Planning and Development Services, Aurora, CO

e Jonathan Woodward, Director of Development, Aurora Economic Development Council,

Aurora, Colorado



Appendix: Resources

Been, Vicky. Impact Fees and Housing Affordability, New York University School of Law.
https://www.huduser.gov/periodicals/cityscpe/vol8num1/ch4.pdf

City of Bellingham. Housing Statistics.
https://storymaps.arcgis.com/stories/3e1c77f31cbf4cc8bf94b39{62970fdf

City of Bellingham. Incentives at a Glance.
https://cob.org/wp-content/uploads/city-wide-matrix.pdf

City of Bend, Housing Department, Affordable Housing.
https://www.bendoregon.gov/government/departments/economic-development/affordable-

housing-program

City of Bend, Consolidated Plan 2019 - 2023.
https://www.bendoregon.gov/home/showpublisheddocument/41581/636936763828630000

City of Bend, Affordable Housing Advisory Committee Reports.
https://www.bendoregon.gov/government/committees/affordable-housing-advisory-

committee

City of Boise. Housing Data Portal. https://housing-data-portal-boise.hub.arcgis.com/

City of Boise. Modern Zoning Code Executive Summary.
https://issuu.com/cityofboise/docs/pds-modernzoningcode-executivesummary-finaldraft-2

City of Boise. New Housing Receiving Incentives https://housing-data-portal-

boise.hub.arcgis.com/pages/incentivizing-housing

City of Missoula. A Place to Call Home: Meeting Missoula’s Housing Needs.
http://www.ci.missoula.mt.us/3050/Citywide-Housing-Policy

City of Missoula. Housing Funding Programs. https://www.missoulaparks.org/3046/Housing-
Funding-Programs

Private Development Public Infrastructure, Montgomery County MD, 2018.
https://www.montgomerycountymd.gov/OLO/Resources/Files/2018%20Reports/2018 11Priv

ate Development Public Infrastructure.pdf
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Seattle Incentive Zoning: Analysis of data relating to the historical production under Seattle’s
Incentive Zoning Program, 2014.
http://clerk.seattle.gov/~public/meetingrecords/2014/plus20140721 1d.pdf

Washington Department of Commerce, Connecting Housing to Infrastructure Program (CHIP).

https://www.commerce.wa.gov/serving-communities/growth-management/growth-

management-topics/planning-for-housing/chip/
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McKINLEY RESEARCH GROUP, LLC

3800 Centerpoint Drive, Suite 1100 ® Anchorage, AK 99503 ¢ (907) 274-3200
801 West 10t Street ® Juneau, AK 99801 ¢ (907) 586-6126
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