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KEYSER MARSTON ASSOCIATES.

ADVISORS IN PUBLIC/PRIVATE REAL ESTATE REVELOPMENT

MEMORANDUM
To: Richard C. Gentry, President & Chief Executive Officer
San Diego Housing Commission
From: KEYSER MARSTON ASSOCIATES, INC.
Date: September 13, 2011
Subject: Construction Cost Comparison Analysis —

Affordable vs. Market-Rate Apartment Development

I INTRODUCTION

This report presents Keyser Marston Associates, Inc.’s (KMA’s) review of development
costs associated with three affordable housing developments recently financed by the San
Diego Housing Commission (Commission):

e Estrella del Mercado
« Florida Street Apartments
e Riverwalk Apartments

The Commission is seeking assistance in reviewing development costs for the above
developments (Projects), in an effort to assess how features and requirements unique to
affordable housing transactions impact a project’s development cost budget.

All three Projects reflect new construction developments financed with Low Income Housing
Tax Credits. The Projects are also currently under construction (Estrella del Mercado and
Florida Street Apartments) or completed (Riverwalk Apartments).

For the purposes of this report, construction cost estimates reflect direct costs (off-site
improvements, on-site improvements, parking, shell construction, solar costs, furniture,
fixtures and equipment (FF&E), and contingency); indirect costs (relocation, architecture
and engineering, permits and fees, legal and accounting, taxes and insurance, developer
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fee, marketing/lease-up, and contingency); and financing costs (loan fees, interest during
construction, Tax Credit Allocation Committee (TCAC) costs, title, recording, and escrow,
and operating/lease-up reserves). Acquisition costs for each Project have been excluded
from the KMA analysis given the high variation of land costs throughout the City of San
Diego (City).

KMA undertook the following work tasks in completing this assignment:

« Reviewed development cost data for each Project provided by Commission staff and
KMA’s own in-house files refiecting each Project’s projected deveiopment budget at the
time of approval.

e Reviewed our in-house database on construction costs on comparable affordable and
market-rate projects.

¢ Reviewed market conditions for rental developments in San Diego County.

e Prepared development budgets for each Project under three scenarios: (a) the actual
affordable housing development proposal; (b) the Project reconfigured as a market-rate
development; and (c) the Project as a market rate development developed in a
suburban, surface-parked format.

. KEY FINDINGS

As summarized below, KMA’s key findings are as follows:

The three Projects under study reflect two urban projects developed with structured parking

(Estrella del Mercado and Florida Street Apariments) and one surface parked suburban

project (Riverwalk Apartments).

Urban Projects

¢« Development costs for the Estrella del Mercado and Florida Street Apartments as
affordable housing developments were estimated at $388,000 and $300,000 per unit,

respectively.

« Assuming Estrella del Mercado is reconfigured as a market-rate development, total
development costs for Estrella del Mercado are projected to decrease by 23% fo a total
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cost of $297,000 per unit. Florida Street Apartments reconfigured as a market-rate
development is estimated to reduce costs by 13% to a total cost of $261,000 per unit.

« Developing the urban Projects in a suburban, surface-parked format is projected to
further decrease total costs for Estrella del Mercado to $229,000 per unit and to
$225,000 per unit for Florida Street Apartments.

Suburban Project

« Development costs for Riverwalk Apartments as an affordable housing project were
estimated at $240,000 per unit.

o Assuming Riverwalk Apartments is developed by a private market-rate developer, total
costs are projected to decrease to $159,000 per unit, a reduction of 34%.

Estrella Del Fiorida Street Riverwalk

Construction Cost Comparison:
vetion L-os part Mercado Apartments Apartments

Scenario A: Affordable Apartments / Urban (1)

Total Costs Per Unit (2) $388,000 $300,000 $240,000

Scenario B: Market-Rate Apartments / Urban (1):

Total Costs Per Unit (2) $297,000 $261,000 $159,000

% Change (A'to B) -23% -13% -34%

Scenario C: Market-Rate Apartments / Suburban:

Total Costs Per Unit 2) $229,000 $225,000 N/A
% Change (B to C) -23% -14% N/A
% Change (A to C) -41% -25% N/A

(1) Urban designation does not apply to Riverwalk Apartments as Riverwalk Apartments is a
suburban/surface parked development.
(2) Excludes acquisition costs.

. CONSTRUCTION COST COMPARISON ANALYSIS
As part of the KMA analysis, KMA reviewed development costs for three affordable housing

developments recently approved by the San Diego Housing Commission. A summary of
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the KMA analysis is presented in Summary Tables 1 through 3. The detailed KMA
analyses are presented in Appendices | through Il

KMA analyzed each Project assuming up to three different development scenarios as
follows:

« Scenario A (Base Case): Affordable Housing Apartments — Project description and
development budget as submitted by the Project’s developer at the time of approval.

« Scenario B: Market-Rate Apartments - Assumes each Project is developed by a
market-rate developer with a development budget estimated by KMA assuming the
same construction and parking type as the base case affordable housing development.

e Scenario C: Market-Rate Apartments/Suburban — Assumes each Project is developed
as a market-rate development, with a development budget estimated by KMA reflecting
a suburban construction type with surface parking. This scenario applies to the analysis
of Estrella del Mercado and Florida Street Apartments only, as Riverwalk Apartments is
a suburban/surface parked development.

For each Project the KMA analysis included a detailed project description and development
cost budget, described as follows:

Project Description

As shown in Appendices | through IlI, Table 1, the three base case affordable housing
developments reviewed by KMA reflect different construction and parking types within the
City, as summarized below.

, . Construction .
Project Units Type Parking Type
Estrella del Mercado g2 Units Urban Above-Grade / Wrap
Florida Street Apartments 83 Units Urban Structured / Below-Grade
Riverwalk Apariments 50 Units Suburban Surface

KMA modified the project descriptions fo reflect a private sector market-rate apartment
development (Scenario B) as follows:
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Modifications from Scenario A to Scenario B:

« Eliminated the community room required by the Low Income Housing Tax Credit
program, as community rooms featuring a communal kitchen, meeting space, and
computer work stations for tenants are not typically found in market-rate developments.

» Increased the average unit sizes to reflect larger unit sizes typically found in market-rate
developments.

« Eliminated shopkeeper units (Estrella del Mercado only), as shopkeeper units are not a
typical feature of market-rate developments in the surrounding community.

« Assumed fewer three bedroom units. In order to successfully compete for tax credits as
a Large Family project, the Low Income Housing Tax Credit program requires 30% of alll
units in an affordable housing development to be three bedroom or larger. Such a high
proportion of three bedroom units are not typically found in market-rate developments.

« Adjusted the parking ratio to reflect local market conditions.

KMA further modified the Scenario B project description to reflect a suburban/surface
parked construction type as follows:

Modifications from Scenario B fo Scenario C:

e Eliminated common areas.

« Reduced density to reflect a residential development served by surface / carport parking
(approximately 25 units per acre).

e Reduced building height to a maximum of three (3) stories.

Development Costs

As presented in Appendices | through Ill, Table 2, for each Project KMA prepared
development cost budgets reflective of Scenarios A through C, as described above.

KMA modified the development cost budget to reflect a private sector market-rate
apartment development (Scenario B) as follows:

11162ndh
19035.011.005



To: Richard C. Gentry, President & Chief Executive Officer  September 13, 2011
Subject: Construction Cost Comparison Analysis - Page 6
Affordable vs. Market-Rate Apartment Development

Modifications from Scenario A to Scenario B:

« Lowered shell costs to reflect a reduced level of durability. The Low Income Housing
Tax Credit program requires an affordable rental housing development to remain
operating and affordable for 55 years. Therefore, affordable housing developments
typically require building materials used to reflect a high level of durability to ensure a
Project’s long life. Shell costs were also reduced to reflect the absence of architectural
design elements often incorporated into affordable housing projects to ensure
community acceptance.

« Lowered direct costs reflecting the elimination of prevailing wages sometimes required
of publicly subsidized affordable housing.

o Eliminated solar features required to achieve a successful Low Income Housing Tax
Credit application.

« FEliminated the cost of relocation (Florida Street Apartments only), required of publicly
subsidized affordable housing.

« Limited upfront developer fee to an industry norm of 4.0% of direct costs.
« Eliminated fees associated with the Low Income Housing Tax Credit program.
« Eliminated operating reserve required by affordable housing lenders.

KMA further modified the Scenario B development cost budget to reflect a
suburban/surface parked construction type as follows:

Modifications from Scenario B to Scenario C:

« Lowered direct costs to reflect the reduced level associated with suburban/surface
parked construction.

« Lowered indirect and financing costs resulting from lower direct costs
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IV. LIMITING CONDITIONS

1. The analysis contained in this document is based, in part, on data from secondary
sources such as state and local government and other third parties. While KMA
believes that these sources are reliable, we cannot guarantee their accuracy.

2. The development concepts will not vary significantly from that identified in this aﬁalysis.

3. Estimates of development costs are based on the best available project-specific data as
well as the experiences of similar projects. They are not intended to be projections of
the future for the specific project. No warranty or representation is made that any of the
estimates or projections will actually materialize.

4. The findings are based on economic rather than political considerations. Therefore,
they should be construed neither as a representation nor opinion that government
approvals for development can be secured.

5. The analysis, opinions, recommendations and conclusions of this document are the
KMA informed judgment based on market and economic conditions as of the date of
this report. Due to the volatility of market conditions and complex dynamics influencing
the economic conditions of the building and development industry, conclusions and
recommended actions contained herein should not be relied upon as sole input for final
business decisions regarding current and future development and planning.

attachments
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SUMMARY TABLE 1

ESTRELLA DEL MERCADO
CONSTRUCTION COST COMPARISON
SAN DIEGO HOUSING COMMISSION

Estrelia del Mercado

Construction Type
Parking Type
. Project Description

B

A. Project Description - no community room

- no shopkeeper units

A. Number of Units 92 Units 92 Units 54 Units
B. Gross Building Area 86,109 GBA 85,197 GBA 47,600 GBA
C. Number of Stories 4 Stories 4 Stories 3 Stories
D. Prevailing Wages Yes No No
11, Development Costs excluding Acquisition Costs
% change % change % change
A. Direct Costs (AtoB) (B to C) (Ato C)
Per Unit $269,000 $199,000 -26% $141,000 -29% -48%
Per SF $287 $215 -25% $160 -26% -44%
B. Indirect Costs
Per Unit $88,000 $75,000 -15% $72,000 -4% -18%
% of Directs 33% 38% 51%
C. Financing Costs
Per Unit $32,000 $23,000 -28% $16,000 -30% -50%
% of Directs 12% 11% 1%
D. Total Costs excl. Acquisition
Per Unit $388,000 $297,000 -23% $229,000 -23% -41%
Per SF $415 $321 -23% $259 -19% -37%
11l Key Changes Affordable to Market-Rate: Urban to Suburban:

- fewer three bedroom units
- larger average unit size
- lowered parking ratio to 1.75 spaces/unit

- no common area

-reduced number of levels to 3 stories

- surface parking

- increased parking ratio to 2.0 spaces/unit

B. Development Costs

- reduced level of durability (i.e. 30 year life vs. 55 year life)
- no prevailing wages

- no solar features

- developer fee limited to 4.0% of directs

- no tax credit fees

- NO operating reserve

- lower shell costs
- lower indirect and financing costs

Prepared by: Keyser Marston Associates, Inc.
Fitename i\SDHC_Construction Cost Comparison_v4:9/13/2011;lag



SUMMARY TABLE 2

FLORIDA STREET
CONSTRUCTION COST COMPARISON
SAN DIEGO HOUSING COMMISSION

Florids Street Apartmenis

1. Project Description
A. Number of Units
B. Gross Building Area
C. Number of Stories

D. Prevailing Wages

il. Development Costs excluding Acquisition Costs

w0 Affordable . 'Market-Rate. . i i Market-Rate:
Construction Type v urbant 4 o Urban T " Suburban
Parking Type ‘o Structured/Below-Grade | Structured/Below-Grade ¢ = . ‘Surface = .

83 Units 83 Units
103,183 GBA 90,361 GBA
4 Stories 4 Stories
No No

25 Units
22,350 GBA
3 Units

No

A. Project Description

- no community room

- fewer three bedroom units

- larger average unit size

- increased parking ratio to 1.5 spaces/unit

% change % change % change
A. Direct Costs {Ato B) (Bto C) (Ato C)
Per Unit $207,000 $195,000 -6% $168,000 -14% -19%
Per SF $166 $179 8% $187 5% 13%
B. Indirect Costs
Per Unit $66,200 $44,000 -34% $42,000 -5% -37%
% of Directs 32% 22% 25%
C. Financing Costs
Per Unit $27,000 $22,000 -19% $15,000 -32% -44%
% of Directs 13% 11% 9%
D. Total Costs excl. Acquisition
Per Unit $300,000 $261,000 -13% $225,000 -14% -25%
Per SF $241 $240 -1% $251 5% 4%
Hl. Key Changes Affordable to Market-Rate: Urban to Suburban:

- no common area

- reduced density to 25 units/acre

- reduced number of levels to 3 stories

- surface parking

- increased parking ratio to 2.0 spaces/unit

B. Development Costs

- reduced level of durability (i.e. 30 year life vs. 55 year life)

- developer fee limited to 4.0% of directs
- no tax credit fees ’
- no operating reserve

- lower shell costs
- lower indirect and financing costs

Prepared by: Keyser Marston Associates,

Inc.

Filename iZ\SDHC_Construction Cost Comparison_v4;9/13/2011;lag



SUMMARY TABLE 3

RIVERWALK APARTMENTS
CONSTRUCTION COST COMPARISON
SAN DIEGO HOUSING COMMISSION

Riverwalk Apartments

A. Project Description

- no community room
- fewer three bedroom units

b By e
.~ MWarket-Rate
Construction Type 1
Parking Type
. Project Description
A. Number of Units 50 Units 50 Units
B. Gross Building Area 44,625 GBA 39,500 GBA
C. Number of Stories 2 - 3 Stories 2 - 3 Stories
D. Prevailing Wages Yes No
. Development Costs excluding Acguisition Costs
% change
A. Direct Costs {Ato B)
Per Unit $154,000 $105,000 -32%
Per SF $173 $133 -23%
B. Indirect Costs
Per Unit $72,000 $43,000 -40%
% of Directs 46% 41%
C. Financing Costs’
Per Unit $15,000 $11,000 27%
% of Directs 9% 10%
D. Total Costs excl. Acquisition
Per Unit $240,000 $159,000 -34%
Per SF $269 $201 -25%

ill. Key Changes Affordable to Market-Rate: |

- increased parking ratio 1o 2.0 spaces/unit

B. Development Costs

- reduced level of durability (i.e. 30 year life vs. 55 year life)

- no solar features

- no prevailing wages

- developer fee limited t0 4.0
- no tax credit fees

- no operating reserve

% of directs

Prepared by: Keyser Marston Associates, Inc.

Filename i\SDHC_Construction Cost Comparison_v4;9/13/2011;lag
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APPENDICES

Construction Cost Comparison

Appendix | - Estella del Mercado

e Table -1 Project Description
¢ Tablel-2 Estimated Development Costs

Appendix I - Florida Street Apartments

e Table lI-1 Project Description
e Tablell-2 Estimated Development Costs

Appendix Il - Riverwalk

e Table lll-1 Project Description
e Table lll-2 Estimated Development Costs
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Estrella del Mercado

San Diego Housing Commission
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Riverwalk

San Diego Housing Commission
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