
 

An equal opportunity employer 
600 Fourth Avenue, Floor 2 | PO Box 34025, Seattle | Washington  98124-4025 

Phone (206) 684-8806      Fax (206) 684-8587      TTY 711 
Email teresa.mosqueda@seattle.gov 

Date:  December 6, 2018 

To:  Councilmember Mosqueda 

From:  Michael Maddux 

Subject: Funding Options Identified in the Green Memo 
 

 
Funding to address the housing “crisis” will require immediate and long-term revenue options. This cover 
memo serves as a summary of possible funding options to consider over the next three years. 
 
The Need (Countywide) 
 

• $960,000,000+ - capital for supportive housing  

• $3,336,120,000+ - capital for very-low-income housing 

• $164,000,000-$215,000,000+ - ongoing additional operations funding for supportive housing 
(above 2017 operations funding) 

 

2019 Funding Sources 

• $70-80 million from Housing Levy, IZ, MHA, and other sources (capital) 

• $100 million from King County bond against lodging tax (capital)* 
 
Potential Funding Sources 

• ~$40-60+ million from Mercer Megablock (capital) 

• ~$20-65 million from bond against STR revenue (capital; part of the EDI component, freeing up 
Levy dollars for very-low-income housing) 

 

2020 Funding Sources 

• $70-80 million from Housing Levy, IZ, MHA, and other sources (capital) 
 
Potential Funding Sources (currently authorized) 

• Up to $500 million bonding against $0.1% sales tax (county-wide; capital; requires voter approval) 

• Up to $75 million against future STR lodging tax (county-wide; capital) 

• Document Recording Fee (services) 
 

2021 Funding Sources 

• $70-80 million from Housing Levy, IZ, MHA, and other sources (capital) 
 
Potential Funding Sources (requires or may require state authority) 

• Up to $200 million from the State Sales Tax Credit (HB 2437) for housing and services (county-
wide; capital and services; requires state authority) 

• Variable capital funding from REET III at 0.25% dedicated to housing production (capital; requires 
state authority) 

• Variable capital funding from a Capital Gains tax on high-value property transfers (capital; 
requires state authority) 

• Creating a bonding option to bond against rents (impact investing) for either capital and/or cross-
subsidy opportunities for workforce housing (capital; services; may require state authority) 

2021 
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An equal opportunity employer 
600 Fourth Avenue, Floor 2 | PO Box 34025, Seattle | Washington  98124-4025 

Phone (206) 684-8806      Fax (206) 684-8587      TTY 711 
Email teresa.mosqueda@seattle.gov 

Date:  July 30, 2018-December 4, 2018 

To:  Councilmember Mosqueda 

From:  Michael Maddux 

Subject: Potential avenues for immediate and/or near-term affordable housing production 

revenue; additional analysis of the McKinsey/Chamber Report; & analysis of the 

Bridge Housing legislation; The Green Memo 

 

 

With the repeal of the EHT as a revenue source for production of permanently affordable 

housing, questions continue to remain with respect to how our city can meet the housing 

production needs for low-income households. This extends to the region, and due to limitations 

of revenue options, will likely rely on strategies from other jurisdictions. This memo is meant to 

adopt by reference the so-called Blue Memo from May 12, 2018.  

 

I. Additional Analysis of the McKinsey/Chamber Report 

 

The McKinsey/Chamber Report, as noted in the Blue Memo, did not include capital investments. 

Upon further review and follow-up, thanks in large part to the work done by Mercedes Elizalde 

from Councilmember Juarez’s office, it is clear that the figures McKinsey was relying on were 

almost exclusively the operational component of Permanent Supportive Housing (PSH) and/or 

housing vouchers. Essentially, their figure of $164 mm to $215 mm per year figure (for additions 

to current spending) appear to rely on an average of $12,000 per household served. They 

admittedly did not get into the larger question of where or how to provide that housing.  

 

Broadly, the McKinsey/Chamber report is one of many tools to contemplate. The Regional 

Affordable Housing Task Force, One Table, and most recently the City Auditor’s office, have 

essentially come to similar conclusions: we need to address affordability as a key component of 

addressing the homelessness emergency that was declared three years ago. As an aside, while I 

refer to the affordability “crisis” throughout this memo, “crisis” generally implies an unforeseen 

emergency. The actions – or more accurately inaction – around housing affordability through 

restrictive zoning has been an obvious obstacle to having long-term and sustainably affordable 

homes throughout the city and region. As can be seen, this is not a situation that we can “buy” 

our way out of with taxpayer dollars, and in part due to restrictive zoning and delay due to 

lawsuits, we are extraordinarily behind the overarching need and must meaningfully address this 

issue on all fronts – publicly funded housing as well as ability to produce more homes by the 

private sector. Absent meaningful change to allow for more supply and types of housing from 

both public and private investment, the ongoing affordability “crisis” will continue to be a 

government-manufactured “crisis”. 

 

https://kingcounty.gov/~/media/initiatives/affordablehousing/documents/Meetings/rah-posters-FINAL-PRINT.ashx?la=en
https://kingcounty.gov/~/media/initiatives/affordablehousing/documents/Meetings/rah-posters-FINAL-PRINT.ashx?la=en
https://www.kingcounty.gov/depts/community-human-services/housing/services/homeless-housing/one-table.aspx
https://www.documentcloud.org/documents/4953232-Review-of-Navigation-Team-2018-Quarter-1-Report.html
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Looking at the data that we have and the myriad of studies on the issue, the expense is nothing 

shy of significant. McKinsey found over 22,000 households1 sought services in King County, but 

only 8,000 could be served with existing resources. That gap of 14,000 households suggests a 

low-end need of at least 14,000 units of housing for extremely low-income households2. 

McKinsey report suggests that 3,200-3,8003 would need to be PSH, suggesting that 5,200-7,800 

non-PSH units would need to be created county-wide, as well. However, based on the U.S. 

Census community survey data, nearly 200,000 people in King County live below the federal 

poverty level. In Seattle, 23,580 households at 0-30% AMI are considered “severely cost 

burdened,” paying more than 50% of their income in rent and utilities. If we include households 

up to 50% AMI, the total is approximately 30,000. Countywide, the numbers total 84,400 for 0-

30% AMI, and an additional 25,300 for 30-50% AMI. 

 

Because the actual units needed are not all likely to require significant long-term support, as we 

see with Permanent Supportive Housing, I would posit that we need upwards of 84,400 rent-

restricted units for 0-30% AMI household units county-wide, of which at least 3,200 would 

require ongoing PSH services (at an average cost in Seattle of $17,000 per annum).  

 

To close this gap, considerations should be made for near-term production of at least 3,200 PSH 

units, with efforts to reach at least 65,200 units participating in master-leasing or landlord-

liaison work for rent-restriction purposes to provide low- to no-service housing for very low-

income households that do not require permanent supportive housing, or that may benefit from 

progressive engagement. Some combination of publicly produced permanently re-restricted units 

and master leasing should be contemplated both by the City and through a regional approach. 

 

The capital cost to produce these units would be significant. The average capital cost for a PSH 

unit (one-bedroom) is $300,0004. To reach the 3,200, an investment of not less than 

$960,000,000 would be needed. In addition, an annual commitment of at least $54,400,000 

annually would be needed to operate the units. During the typical 20-year commitment for PSH 

housing, the operating costs would amount to well over an additional $1 billion. 

 

Capital costs to produce the remaining 65,200 units would be cheaper per unit than the PSH units 

but much higher in total; these would also be inclusive of a range of housing types. Assuming 

that all multi-family types are considered – from small efficiency dwelling units (SEDU) to 3+ 

bedrooms, the cost could range from the upper $200,000’s to the low $400,000’s per unit. 

Additional factors in this range would be cost of land and zoning restrictions (producing 200 

units is cheaper per-unit than 100 units on the same project with similar material requirement). 

Assuming an average of $308,900 per unit (studio average: $219,578; 1 BR average: $322,246; 2 

                                                           
1 It is not clear from McKinsey what “seeking services” means.  In 2018 Q1 alone the City served approximately19k 

unique households across all homelessness intervention types (13k households when hygiene services are removed). 
2 This assumes that all households seeking services are “extremely low-income,” which is likely a low estimate 

based on data from other sources.  
3 These numbers are relying on various sets of data readily available. My understanding is there are analyses that 

suggest the need for PSH units is upwards of 4,500. 
4 The typical City of Seattle investment in a PSH unit is around $100,000 due to leveraging with other sources to 

reach the full cost of a unit. These sources are not, however, infinite, and increases in local investment are not 

necessarily expected to be accompanied by matching funds. Seattle Office of Housing is an excellent resource to 

better identify most-likely matching funds, and ensure any final proposal is fully transparent and accurate in 

forecasting. 
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BR average: $384,877), the total initial capital cost would likely be not-less-than 

$20,140,280,000.  

 

If we were to stick to the McKinsey recommendations, then the total of publicly funded units for 

very low-income households that would not need full-supportive services would be 10,800. 

Using the same calculation above, the total cost for this would be $3,336,120,000. 

 

It is important to note that these figures are only for 0-30% AMI households, and do not consider 

impacts on 30-60% AMI households, or increasing impacts on 60-80%+ AMI households. More 

on that later.  

 

II. Options from Within the Budget 

 

There are many who have indicated they believe the Council can address homelessness from the 

existing budget. Many of these cite budget increases from 2014 to 2018. For reference, the 2014 

adopted budget was $4.4 billion, and the 2018 adopted budget is $5.6 billion, representing a $1.2 

billion increase, or 27.3%, over that four-year period. These budgets include utilities, 

transportation, and other restricted-fund expenditures. 

 

Accordingly, this view misses the larger picture, notably the restricted funds that are voter 

approved, often with substantial financial support from local business and labor groups. This 

includes Move Seattle Levy, the Families and Education Levy, the Preschool Levy, STBD Prop. 

1 (Metro buy-backs), and the Housing Levy. These are the leading drivers for the overall 

increase in spending by the city, not the general fund.  

 

The 2018 adopted budget for General Fund Appropriations in illustrative:  
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Diving deeper, there are additional limitations. For instance, the general fund contribution to 

Seattle Parks & Recreation must be maintained, plus inflation, from its 2014 levels pursuant to 

the interlocal agreement (ILA) between the City of Seattle and the Seattle Park District. Public 

Safety is a core function, and there are limitations on what can be done with those dollars. Debt 

Service and Judgment/Claims Subfund must be maintained for their respective purposes.  

 

In theory, general subfund contributions to Seattle Public Library ($53.9 mm) and DEEL ($13.9 

mm) could be eliminated or cut dramatically over time, placing their entire budgets in respective 

levies (for Libraries and DEEL. Changing the terms of the ILA between the Seattle Park District 

and the City, and maxing out the collection through the SPD to the full $0.75, and decreasing 

general fund investment (currently required to be at a specific level), is another theoretical 

option.  

 

However, these would pose risks associated with how close to the levy lid-lift ceiling we would 

get, as well as risk funding for the Park District (as it is a junior taxing district) in the event of a 

property value declining recession. Additionally, such a move would be placing necessary 

government functions at potential peril through the ballot box, subverting the democratic-

republic process of our government. Municipal League has contemplated this here. This 

approach would also be reneging on the promise to votes from 2014’s Proposition 1 creating the 

Park District, and politically could lead to a lack of sustainability with respect to the approach in 

funding, and the harm-reduction, person-centered approach addressing homelessness. 

 

Alternatively, looking directly at homelessness spending through HSD, the city could look to 

make cuts to emergency services. In 2017, total spent in this category (which has the lowest exit 

to housing rate) was $19.9 mm. By focusing on core competencies for public health (hygiene 

centers), and shelter systems that work and provide a place for people to store belongings 

(enhanced shelters), there could be savings that could be diverted to diversion and prevention 

programs, or fund PSH if/when units become available that don’t have other funding sources. 

Such a move would potentially reduce the amount of individuals entering homelessness for the 

first time or from stable housing, but without throughput, would most likely lead to an increase 

in negative outcomes for those living outdoors that currently rely on emergency services for 

survival. 

 

However, I do not believe this would in no way meet the scale of need in Seattle, or have any 

meaningful impact on reducing homelessness.  

 

III. Looking to LA 

 

The City and County of Los Angeles recently enacted two voter-approved ballot measures (“H” 

and “HHH”) that will raise $1 billion for capital investment (through a 10-year bond) and $3.4 

billion over 10 years in service dollars to scale up their homelessness response.  

 

Part of their strategy includes a unified Los Angeles Homelessness Services Administration that 

manages contracts for homelessness services, rather than having a County agency and a City 

agency. Seattle should look to this model and identify whether this would be a strategy to 

implement locally, merging homelessness services into an agency similar to Public Health with a 

https://drive.google.com/drive/folders/0Bx4XUltlhBccUXFtZTlpUVFVdEU
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governance structure that streamlines funding and focuses funding for services that provide 

supportive and transitional housing services that are effective at leading to permanent housing.   

 

As the Select Committee on Homelessness and Housing Affordability continues its work, I 

would suggest that significant consideration to the work done in LA be reviewed for potential 

replication. This should extend to both streamlining and combining homelessness response 

services into a single county-wide agency, as well as collaboration with the County on a scaled-

up funding package both for capital (of at least $500 million county-wide taxpayer investment) 

and services (of at least an additional $180 million county-wide). More below on potential 

revenue options to consider.  

 

IV. Potential Funding Streams Currently Available 

 

As has been stated (often) in the press, this year the State Legislature had a banner year with 

respect to housing bills. However, there are no new sources of revenue for the City to come out 

of these wins. Rather, any investments would have to be at a county-wide level and rely on the 

county to take action. CM Dave Upthegrove has led at the County highlighting some of these, 

which match with what has been highlighted in our meetings with state legislators.  

 

Specifically, the concept is to bond against new revenue sources in order to make the immediate 

investment. As a rule, this is a tricky exercise, in that it eats up some of the revenue, limiting the 

ability to use revenue for other needs in the future, and essentially forces future generations to 

pay for our inadequate immediate investment. However, based on the actions to date, the choice 

is essentially do nothing or make these investments from other sources. We have fielded phone 

calls in our office from seniors in the community who prefer this approach to ensure there is not 

a property tax increase that they would have to pay, while also ensuring that some funding goes 

into production. The options that I believe are currently available include: 

 

1. Short Term Rental Tax 

 

The lodging tax has recently been extended to short term rentals. The estimate is that the county 

could issue bonds of $40 to $75 mm against future revenue from STRs in order to fund 

immediate capital needs for affordable housing. The annual collections for the city are estimated 

to be approximately $10 mm, for use for affordable housing and equitable development projects. 

 

2. Document Recording Fee 

 

With the increase and making permanent of the Document Recording Fee, Rep. Macri included 

language allowing counties to bond against future revenue to produce housing now. It is unclear 

how much could be generated through a bond issuance, or if that would be good policy. There 

does need to be a permanent source for operations and/or maintenance, and this may be an ideal 

revenue stream to ensure any production can remain high-quality for generations. 
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3. Lodging Tax for Affordable Housing  

 

King County will begin to receive revenue directly from the Lodging Tax, of which at least 

37.5% is mandated for affordable housing. Bonding against this could generate $80 to $100 mm 

in immediate revenue, and has been suggested as an option by the County Executive5 

 

4. Safeco Field Investments 

 

The King County Council recently appropriated approximately $135 million for investments in 

Safeco Field. Reports suggest there are $25 million in necessary maintenance for the public 

facility, and the remaining of this investment would be in optional upgrades to suites and 

creation of a brewery, among other items.  

 

There was an effort to increase investment in affordable housing, and those were successful6. 

However, the County Council chose to fill that gap through eliminating investment in tourism 

spending, which could have been used to support efforts to increase tourism and support small 

businesses, particularly WMBEs, and/or to support investments in the waterfront, reducing the 

cost of the proposed LID. Part of the broader issue around housing affordability and 

homelessness is access to permanent jobs, and there is a disproportionate impact on communities 

of color that would have likely benefited from the investment in tourism support. There is 

currently an effort to reverse the action of the King County Council in order to reprioritize 

investments in communities across King County that would have the long-term impacts needed 

to compliment investments in housing and supportive services, and the status of that remains in 

flux.  

 

5. Sweetened Beverage Tax Bonding 

 

The Sweetened Beverage Tax is bringing in more revenue than anticipated, upwards of $5 

million per year. If we were to bond against the full amount over the originally anticipated at 

3.8% for 10 years, it could generate one-time revenue for capital investment of approximately 

$40 million. At 4.25% over 20 years, the total could be upwards of $65 million78. 

                                                           
5 This revenue is limited to 30-80% AMI housing production. While we know a series of subsidies exists, and many 

folks in the 30-60% AMI housing in Seattle are well below 30% AMI, this does not provide direct funding for 

supportive housing, but does free up other funding that would otherwise go to 30-80% to be diverted to 0-30% and 

PSH. 
6 The original proposed from the King County Executive would have allocated $496 million over 25 years of the 

lodging tax toward affordable housing, $496 million for Arts, Culture, & Heritage programs (both minimums 

required by law), $109.4 million to tourism, $1.3 million for Showare Center in Kent, and $185 million for Safeco 

Field maintenance and luxury upgrades. The “compromise” bill cut the tourism funding by $101.9 million, and the 

Safeco Field funding by $50 million, while eliminated funding for Showare Center, increasing the affordable 

housing investment by $165 million.  
7 The rates are derived from p635 of the 2019-2020 Mayor’s Proposed Budget book, which includes a table of 

expected bond issues for 2019. Bonding against these revenues would require an amendment to the authorizing 

ordinance, and could be crafted in a way to support efforts to produce housing with community-health assets – 

grocery stores, p-patches, childcare facilities, health clinics, etc., that might not otherwise be funded with other 

sources of housing production dollars. 
8 This is not recommended, and has received a cool response from the Community Advisory Board. This is included 

here for reference. 
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V. Potential Revenue Streams Being Considered 

 

In addition to the above, there are additional revenue options that are either currently available 

through a ballot measure process or could be made available through action by the Legislature in 

the next session.  

 

1. King County 0.1% Sales Tax Increase 

 

This is currently available, and would require a public vote under current state law, but could 

unlock up to $500 mm in bonding revenue. There were efforts to allow this to happen with just a 

council vote, but those died in the State Senate this year. It is worth noting that the Institute on 

Taxation and Economic Policy has concluded that Washington State has the most regressive tax 

system in the nation, in part due to our heavy reliance on sales and excise taxes.  

 

2. State Sales Tax Credit (HB 2437) 

 

This requires Legislative approval. This would free up approximately $200 mm in revenue for 

affordable housing county-wide. The bill died in the Legislature in 2018 but is likely to be 

attempted again in 2019. Other counties would also receive this credit. In order to have a more 

coordinated regional approach, Snohomish and Pierce Counties should be working together with 

King County if/when this is adopted.  

 

3. REET III 

 

This requires Legislative approval. A HALA recommendation includes adding Real Estate 

Excise Tax authority of 0.25%, known as REET III, for the explicit purposes of production of 

affordable housing. This has previously died in the Legislature, but should be considered as a 

priority for the city in 2019.  

 

4. Capital Gains on Property Transfers 

 

This requires Legislative approval. One of the most frustrating aspects of the affordability crisis 

and zoning restrictions has been the inability of the city to recover any capital gains on properties 

that have seen significant increases in value due to restrictive zoning and public investments in 

parks and education. Any effort to implement a Capital Gains tax in Washington should either 

include housing gains in excess of $250,000, or explicitly allow local jurisdictions to do so for 

housing purposes (with a state exemption).  

 

5. Bonding Against Rents 

 

Civic Ventures is currently doing more research on this concept, which has been colloquially 

referred to as “the Goldy Plan,” essentially raising capital for mixed-income development 

through bonding against future rents. Broadly, the idea would be that, by removing the profit 

motive, a bond-against-rents funding mechanism can maintain workforce housing while also 

subsidizing low-income and very-low income housing (not PSH), and probably market-rate, as 

well.  

https://itep.org/wp-content/uploads/whopaysreport.pdf
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VI. Potential Cost Saving Measures to Consider 

 

In addition to the revenue component, there is opportunity to reduce the cost associated with 

production of affordable housing through disposition policies. With the Legislature’s approval of 

SHB 2382, even more properties in Seattle and King County can be considered.  

 

1. Hookup Fees 

 

A regular concern raised regarding the production of affordable housing is the hookup costs. 

Further review has suggested that the cost for water and electrical hookups (basic) is relatively 

small. When an electrical vault is needed underground, that can increase the cost by a noticeable 

amount, but the question of whether below-ground is needed raises the question of whether a 

discount should be given in those instances.  

 

The biggest cost appears to be for wastewater, which is a county function. A driver of this, as I 

understand, is the significant cost overruns for Brightwater, and recovery through hookup fees 

has been spread to all users. It is unclear to me whether reduced fees could be done for 

affordable housing development, as well as ADU development where an agreement on 

affordability for a set period of time is made with the property owner. A closer look at hookup 

costs more broadly should be considered in 2019 by the County. 

 

2. Permitting  

 

While the Department of Construction and Inspections (SDCI) has made progress on 

streamlining permitting processes for affordable housing, there remains a question as to whether 

having a dedicated team to not only deal with initial permits and the MUP process, but also 

inspections and hookups, would be appropriate and streamline things further. There are 

continued concerns raised by market-rate developers about the timeline for all approval 

processes, and questions remain whether this is a staffing issue, or a staff issue. Regardless, there 

is cost added to production for all types of housing by delay in the permitting and inspection 

process, and as we move forward, we should consider gathering more data and ideas of how to 

improve those delays, and whether we can, given the limited resources available.  

 

VII. Balancing Capital and Programmatic Costs 

 

While identifying capital that would cover the costs of housing is a key focus of this memo, 

where those units are for supportive housing, and/or a change to include a broader set of 

supportive strategy options, there remains a lack of adequate funding for the ongoing supportive 

services. When reviewing options for ongoing funding, there should be a concerted effort to 

identify a long-term funding source for supportive services, including adequate wage and benefit 

increases for supportive service workers9. Options such as the Doc Recording Fee, sales tax 
                                                           
9 As was discussed during budget season, depressed wages lead to higher turnover amongst providers, limiting 

stability and effectiveness of programs. Wages continue to be far below AMI, for a workforce that is 

disproportionately female. Along with the One Table recommendations to recruit more communities of color into 

these positions, an equity issue is raised with respect to ongoing depression of wages and benefits. Any increase in 

ongoing funding for services must include a review of the cost associated with a meaningful wage increase for social 

service workers, and factor in that cost into the long-term revenue strategy.  
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rebate, and 0.1% for housing, should be reviewed for long-term ability to maintain stability in 

services, with a potential bond measure against a property tax levy-lid-lift considered as an up-

front capital investment strategy that meets the scale.  

 

VIII. 2018 Policy Changes 

 

At the city level, there have been successful moves to make affordable housing production 

happen at a lower cost. Notably, the City Light and FAS Disposition Policies have been adopted 

by Council, and fully implement HB 2382. As part of the FAS policies, we have included 

direction that 80% of any property sales (in the rare instance there is a sale) go toward 

production of affordable housing and to support the EDI fund to provide support for specific 

projects. Further, as crafted, these policies explicitly allow for creative RFP processes to assist in 

production of rent-restricted units without direct investment of levy funds, which could open up 

additional capital for PSH investments. 

 

IX. Conclusion  

 

At this time, I believe there are a series of immediate measures that we could advance in Seattle 

and also collaborate on with King County. In addition, there are pieces of legislation that 

Olympia can work on to provide new revenue options that do not simply rely on regressive taxes. 

Further, our efforts on disposition and permitting processes can reduce the cost of production, 

which in turn means more units. While this won’t meet the overall need, these steps, in addition 

to increasing capacity for development through zoning changes, should put downward pressure 

on housing costs, which in turn will have a positive impact on homelessness in the region.  

 

### 
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