City of Poulsbo

Planning & Economic Development

To:

City Council and Mayor Erickson

From:  Heather Wright, AICP, Planning and Economic Development Director
Date: September 11, 2024

RE:

Flex Space: Background, Council Discussion, Research and Staff Recommendation

A.

Flex Space Background

In 2019, Mayor Erickson requested the Economic Development Committee (EDC, a subcommittee of the City Council)
review the mixed use/residential component of the C-1 (Downtown/Front Street) zoning district. This request was
based upon input from the development community regarding the financial feasibility of redevelopment, the existing
commercial market rent, and concern that an opportunity for reinvestment was missing.

The EDC held four meetings with representatives from the development community to answer questions regarding
commercial rent versus residential rent structures. The result of those conversations was that the current commercial
rents cannot support improvements in the C-1 zoning district.

To address the understood rent structure constraints, a workshop with the full City Council was held in June of 2019
with representatives from the private sector. Staff later drafted a code amendment to allow residential units on the
first floor, outside of the shopfront overlay. The first floor was to be constructed to commercial building and fire code
standards, which would accommodate both residential and commercial uses, as the market supports. The
amendment went through the Type IV legislative process and was adopted in September 2019 via Ordinance 2019-
14.

The code section that allows flex use is as follows (PMC 18.80.080.J.3.i):

Within the C-1 zoning district, but outside of the shopfront overlay, residential units may be allowed on the first
floor; provided, that the first floor shall be constructed to commercial building and fire code standards and
parking required at the applicable commercial ratio, to accommodate flexibility of use as both residential or
commercial, as the market supports.

Since its adoption, one project has utilized the flexible space allowance. The Sophie Apartments, outside of the
Shopfront Overlay on Jensen Way was approved in April 2021. Its first floor was constructed to commercial building
and fire code standards but is currently occupied by four residential units. Parking is provided at the commercial ratio
of 1 space per 300 square feet. The Eliason project was approved (Phases 1 & 2) in 2022 and 2023 and is not in the
shopfront overlay and could not take advantage of the flex option. To note, the project commonly known as
Vanaheimr was submitted prior to flex space being available and is currently not proposing to utilize it.

Recent City Council Discussions

During the City Council review in May 2024 of the Olhava-College MarketPlace Amendments (Ordinance 2024-09)
the City Council removed from the ordinance the proposal for flexible space in the C-4 (College MarketPlace) zoning
district and requested that the department return with analysis on flexible space in all the commercial districts.
Council had expressed concern in the previous year over the use of flexible space in the C-1 zoning district. The
Planning Commission was also in the process of reviewing an amendment to allow flexible space in the C-3 (SR 305)
zoning district. Following council’s decision to remove flexible space from the proposed C-4 amendment, flexible
space was removed from the proposed C-3 zoning amendment and it has not been discussed as part of potential
future amendments for the C-2 (Viking Avenue) zoning district.

Staff Research
Interviews:

Seven total interviews were conducted in May — July 2024 with the local development community, a commercial
broker, and the chamber of commerce to understand the challenges and opportunities in the development of
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commercial and residential spaces. Below are the key findings and insights for policy consideration:

1.

Return on Investment (ROI):

Commercial Space: The return on commercial square footage is $24 per square foot annually or $2 per
square foot monthly.

Residential Space: The return on residential square footage is significantly higher at $36 per square foot
annually or $3 per square foot monthly.

Implications: This disparity in ROl makes banks less willing to offer loans for commercial projects,
necessitating more equity from developers.

Market Conditions:

An example was provided of two commercial buildings in Bremerton and Silverdale, constructed in the
1970s, which are still charging the same rent today as when they were built. This highlights the stagnation
in commercial rent prices over the decades.

Conversion from Residential to Commercial:

The development community indicated that conversions from residential to commercial spaces will occur
naturally when the market is ready.

There is no specific threshold of residential units that directly translates to an ideal amount of commercial
space. Commercial development is expected to follow residential growth.

Flex Space vs. Shell Space:

Flex Space: Converting flex space to commercial use is more cost-effective compared to building commercial
shells.

Shell Space: Commercial spaces are often left as 'cold shells' until a tenant is identified, leading to high
upfront conversion costs.

An example was given of a residential flex unit in Bremerton that was successfully converted into a boutique
shop, illustrating the potential for flexible conversions.

Commercial Space Demand:

A commercial broker noted that there is significant interest in downtown areas; however, there is
insufficient commercial space available to meet this demand.

Chamber of Commerce supported this claim and further added the cost of commercial rent is high and some
of the interested businesses included wedding dress sales, candles and lotions.

Other Jurisdictions: Staff utilized MRSC to contact jurisdictions and inquire if they offered flex space and 46

jurisdictions responded. Of those that responded, 16 offered flex space. A summary of jurisdictions that provided

notable standards is provided below:

City Standard
City to provide resources or guidance and provide annual report with recommendation on
Ferndale . . . .
whether the minimum amounts of nonresidential uses should be increased or decreased.
Marysville Allows 20% of ground level to be residential
50% commercial on arterial/collector streets and full residential allowed on lesser street
Vancouver e .
classifications
Edgewood Built to residential with requirement to convert to commercial within 3 years.
Lakewood Sets a density, and the greater density requires the first floor to be built for future commercial
conversion.
Sumner Requires a ceiling height of 13’ in ground floor residential units to better facilitate future
commercial conversion.
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D. Staff Recommendation

Based on recent input from our community and development stakeholders, as well as a review of practices in other
jurisdictions, and in light of recent legislative actions aimed at encouraging residential development, staff proposes

the

following adjustments to our zoning and development policies to promote residential development in our

commercial zones:

1.

Continue Flex Space in C-1 Zoning District, outside of Shopfront overlay and require buildings on corners provide
a minimum of 30% commercial space on the ground floor.

Rationale:

e This proposal aligns with feedback received from a commercial broker and the chamber on the demand for
existing commercial space.

e |t encourages pedestrian activity at corners, enhancing street-level vibrancy and connectivity.

e [tis similar to Vancouver's responsive requirement for commercial space based on street activity.

e There are very few undeveloped properties without an approved land use permit (5) outside of the
shopfront overlay, making this a targeted and practical adjustment. Of those five, two are located on street
corners (Moe and 3™ Avenue).

Do Not Add Flex to C-4 College Market Place or C-2 Viking Avenue

Rationale:

e The current infrastructure is sufficient, making construction costs more manageable.

e Recent legislative actions have introduced height increases and slight reductions in parking requirements in
the C-4 district. Staff is considering alternative development standards for mixed-use buildings, including
increased height, in C-2 district.

e Monitor the impact of these new standards before introducing additional flex space allowances in the C-4
or C-2 districts.

Add Flex Space to C-3 SR-305 Zoning District

Rationale:

o Adding flex space in C-3 could spur development in areas currently hindered by critical area constraints.

e Enhancing residential density along transit routes supports the broader goal of providing housing near
transit and reducing congestion of the corridor.

Summary Conclusion:

Commercial Zone | C-1, Downtown/Front C-2/Viking | C-3/SR305 | C-4/ CMP

Allow outside of Shopfront Overlay and require

) . No Flex Allow Flex | No flex
30% commercial on corner properties.

Flex proposal

Staff is seeking the city council’s support to proceed with a text amendment to reflect these recommendations.

Articles:

Retail vacancy spike: Zoning code changes could help address housing crisis. (slate.com), Leah Brooks and Rachel Meltzer

June 20,
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