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Introduction
This memorandum summarizes an initial development economic analysis of the currently proposed
student housing project at the 47-acre Nishi site. The primary purpose of the initial analysis is to
identify what amount of investment, if any, in off-site public infrastructure the project can feasibly
support under an assumption that approximately 12 percent of the housing units are allocated for
affordable housing.
The initial analysis summarized in this report follows the same methodology, and employs many of the
same market, cost, and financial assumptions identified in the preliminary draft real estate economic
analysis of prototypical multi-family development prototypes completed recently by APC and GG+A.
We understand the site is currently planned to include 38 student housing buildings that will be
efficient, three-story walk up buildings (i.e., no common area amenities or elevator cores within the
buildings) along with 10 smaller buildings dedicated to laundry facilities and common study areas.
Total Student Beds and Estimated Rents
The January 24, 2018 Nishi Residential Development Planning Commission Hearing packet indicates that 700
apartment units are currently planned with the capacity for approximately 2,200 student beds on 33
net acres of land (excluding 13.9 acres of site area dedicated to open space and detention area outside
of the residential building and parking areas). The unit mix will include an equal proportion of twobedroom/two-bath and three-bedroom/three-bath units. Affordable housing on-site is proposed to
include 264 student beds (approximately 12 percent of total beds) reserved for Extremely Low and
Very Low income full-time students. Table 1 summarizes the estimated monthly rents for the twoand three-bed units.
Table 1: Estimated Monthly Rents
2-Bed Units
3-Bed Units
Total
Average Unit Size in Square Feet
1,050
1,250
1,150
Number of Units
350
350
700
Number of Student Beds:
Affordable
132
132
264
Market
748
1,188
1,936
Total
880
1,320
2,200
Average Rent Per Bed (Monthly):
Single Occupancy Market Rate
$1,000
$1,000
$1,000
Double Occupancy Market Rate
$850
$850
$850
Double Occupancy Affordable
$539
$539
$539
Average Monthly Rent Per Unit1
$2,243
$3,423
$2,833
1 Approximately one-quarter of all bedrooms are assumed to be double occupancy bedrooms or “doubleups”, and all Affordable beds are assumed to be provided in double-ups.
Sources: NorCal Land; Gruen Gruen + Associates.
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We assume an average monthly rent of approximately $2,830 per unit or approximately $2.50-persquare-foot. Because the proposed development is seeking entitlement for up to 2,200 student beds,
the rent estimates assume about one-quarter of bedrooms are double occupancy bedrooms (i.e., two
student beds in one bedroom), and that all affordable student beds are provided in these double
occupancy bedrooms.
Development Costs
We estimate a total development cost, before land and off-site public infrastructure, of approximately
$335,000 per unit or $263 per gross square foot of building area.1 This reflects hard construction costs
of $200 per gross square foot, impact fees equal to about $18,700 per unit (per the estimate summarized
in the January 24, 2018 Planning Commission packet, indicating total impact fees and construction tax
of $13 million), other soft costs equal to 16.5 percent of hard costs, and financing costs of about $15
per square foot (based on a five percent loan interest rate and two-year loan period).
Supportable Land Value, Off-Site Improvement Costs and Proposed Level of Affordable
Housing
Based on the same prototypical investment, permanent debt, and timing/lease-up assumptions
summarized in our preliminary draft real estate economic analysis of multi-family rental projects in
Davis2, the Nishi project as currently planned is estimated to support a total upfront payment of
approximately $19.5 million for land and public off-site infrastructure, while providing affordable beds
approximating 12 percent of the total beds. This is based on an annual rate of return requirement of
18 percent on equity investment.
The City estimates that off-site public improvement costs may total $16 million to $19 million: an
underpass is estimated at $16 million and an additional $3 million may be needed to construct a bridge
over Putah Creek Parkway. If the 33 acres of net land area (net of open space dedications) are assigned
a market value of $10 to $15 per square foot, this equates to an additional $14.4 million to $21.6 million.
Therefore, the requirement of payment for off-site infrastructure and provision of 12 percent
of the beds for affordable housing suggests the developer will obtain a lower return on
investment than is typically targeted for new development in Davis. Assuming the developer
is willing to accept a lower return on investment, the proposed infrastructure and affordable
housing requirements are reasonable.

In the absence of specific development costs from the developer, we rely upon our estimate of
hard and soft costs prepared for the three-story walk up prototype in our preliminary economic
analysis of multi-family rental housing development prototypes in Davis. Impact fees applicable to
the project are based on a City of Davis staff estimate included in applicable Planning Commission
materials.
1

Key estimates included a capital stack with a minimum of 35 percent equity; a permanent loan with
a 5 percent annual interest rate and debt coverage requirement of 1.35x; a seven year investment
holding period and a 5 percent capitalization rate on a sale of multi-family rental property. For
simplicity, we also assume a three year entitlement and construction period and that the units would
be leased-up to stabilization within six months. (Note: we recognize the property has been acquired
years ago and the total planning, and entitlement, and construction period will exceed three years.
Therefore, the estimates may be somewhat overstated as they do not explicitly account for
expenditures already made, etc.).
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