


M E M O R A N D U M 

TO: Mayor and City Council 

FROM: Gregory I. Guernsey, AICP 
Director of Planning  

DATE: December 5, 2014 

RE: Economic Evaluation of Rainey St. Density Bonus Program 

On September 25, 2014, under Resolution No. 20140925-083, the Austin City Council directed the City 
Manager to analyze the economic and financial aspects of the density bonus program for the Rainey 
Street Subdistrict of the Waterfront Overlay, as amended by Ordinance No. 20140227-054 and codified 
in City Code Sections 25-2-586 (Downtown Density Bonus Program) and 25-2-739 (Rainey Street 
Subdistrict Regulations).   

Staff performed an initial analysis of the revised density bonus program for the Rainey Street district and 
prepared a draft Memorandum summarizing that analysis and making recommendations.  Staff then 
retained Economic & Planning Systems, Inc. (EPS) to conduct a peer review of analysis.  City staff’s initial 
memorandum and EPS’s peer review memorandum are contained in “Exhibit A” attached to this memo. 
After review of EPS recommendations, staff initiated revisions to the draft memo and finalized 
recommendations contained herein.  This memo responds to the Council direction as stated above.  

EXECUTIVE SUMMARY 

City Council modified the Downtown Density Bonus Program in February 2014, including changes to the 
Rainey Street District, specifically requiring term limits for on-site affordable units and that the total 
square footage of those units equal 5% of the residential square footage with a similar bedroom mix for 
projects requesting an FAR of 8:1.  

Staff used Envision Tomorrow, a return-on-investment (ROI) tool, to analyze the effect of the changes to 
the on-site affordability requirements by modeling three residential scenarios that reflected Downtown 
and Rainey Street projects and one hotel scenario.  For each residential scenario, staff modeled the 
current affordability requirements, previous affordability requirements, and no affordability 
requirements.   

Using a sample Rainey Street parcel, construction costs from local sources, and an underground-parking 
assumption, all ROIs projected a financial performance at or above industry performance measures.  
While affordability requirements do lower the rate of return, the reduction – a half percent for the 

http://www.cityofaustin.org/edims/document.cfm?id=219237


internal rate of return – is not significant enough to render projects financially infeasible. Reductions 
could also be offset by adjustments to parking. 

Staff also considered hotel and office uses and found that the choice to develop such projects would 
largely be driven by market demand and not by the affordability requirements of residential uses.  
Additionally, affordability requirements in other parts of the city are being met that are more than 
equivalent to the Rainey Street District requirements, as detailed in the section on Affordable Units in 
the University Neighborhood Overlay. 

Staff’s analysis suggests that Council’s February 2014 code amendments did not render residential 
projects financially infeasible, so staff does not believe that amendments to the on-site affordability 
requirements of the Rainey Street district in the Density Bonus Program are needed. 

BACKGROUND 

City Council adopted the basic framework of the Downtown Density Bonus Program in June 2013 
(Ordinance No. 20130627-105), and expanded the Program via code amendments in February 2014 
(Ordinance No. 20140227-054).  The 2014 code amendments expanded the Program into the Rainey 
Street District (previously ineligible for the Program) and set up a two-tiered application of the Program:  
projects seeking additional density up to an FAR of 8:1 participate in the program previously created by 
the Waterfront Overlay; projects seeking density above an FAR of 8:1 participate in the Downtown 
Density Program for the FAR above 8.  These 2014 amendments also made three changes to the pre-
existing Waterfront Overlay program as it applied in the Rainey Street District: 
 

1. An affordability “term” was added to affordable units created under the program, mandating 
that they be maintained at affordable levels:  40 years for rental housing and 99 years for 
ownership housing. 
 

2. The on-site affordable units requirement was modified from 5% of the dwelling units to 5% of 
the square footage. 
 

3. The bedroom count mix for the on-site affordable units must now be proportional to the overall 
bedroom count mix within the overall development.  I.e., if the bedroom count ratio for the 
market rate units is 25% studio units, 40% one-bedroom units; 20% two-bedroom units, and 
15% three-bedroom units, then the same bedroom count mix must be provided for the 
affordable units. 

 
Subsequent to the February 2014 amendments to the Density Bonus Program, some questions were 
raised as to whether these changes to the rules that applied in the Rainey Street District might have the 
effect of dis-incentivizing residential projects, thereby producing the unintended consequence of 
reducing the creation of affordable housing units.  On September 25, 2014, the City Council directed the 
City Manager to study the situation and report back to Council with its findings. 

http://www.cityofaustin.org/edims/document.cfm?id=192409
http://www.cityofaustin.org/edims/document.cfm?id=206958


ANALYSIS 

Staff used the Envision Tomorrow (ET) tool to develop several return-on-investment (ROI) models to 
analyze the financial viability of projects meeting the Rainey Street on-site affordability requirements.  
This analysis was conducted for a sample project with a FAR of 8:1, using average construction costs 
derived from several local sources.  Four base scenarios were developed using a mix of units, rental 
rates, and use that reflected the following types of projects: 

• Downtown:  mixed-use residential with ground floor retail with average downtown unit mix and 
rental rates (provided by a developer working in the Rainey Street district, Endeavor); 

• Skyhouse:  mixed use residential with ground floor retail with a unit mix and rental rates 
reflecting the Skyhouse, a Rainey Street project that opened at the end of 2013; 

• Millenium:  mixed-use residential with ground floor retail with a unit mix reflecting the 
Millenium project currently under construction in the Rainey Street area.  Rental rates are not 
yet available, so similar per-square-foot rental rates from the Skyhouse were used; and 

• Hotel:  hotel use assuming a default occupancy rate of 75% and a conservative rate of $200 per-
night rate based on downtown hotel rates.  The operating costs were assumed to be 50% of 
gross income.  

For each of the three residential scenarios, a ROI model was developed for each of the following cases: 

• Current Rainey Street on-site affordability requirements, 5% of square footage with a similar 
unit mix; 

• On-site affordability requirements that assume 5% of total units are affordable; and 

• No on-site affordability requirements. 

An additional ROI model with a much larger percentage of studios was also developed for the 
Downtown scenario in order to understand the impact of the affordability requirements on unit mix. 

As a reference point for the ability of the Austin market to absorb affordability requirements, staff also 
surveyed projects with a similar high-rise construction in the University Neighborhood Overlay for the 
number of affordable units provided and the corresponding square footage.   

Envision Tomorrow tool 

The Envision Tomorrow Tool was originally developed by Fregonese Associates and was significantly 
enhanced during the HUD-funded Sustainable Places Project by Dr. Arthur C. Nelson at the University of 
Utah.  He is co-director of the Master of Real Estate Development Program and has published widely on 
planning and real estate development.  Staff used the Return-on-Investment App, also referred to as the 
Prototype Builder.  This tool is much like industry pro forma and models the financial aspects of a 
proposed project based on physical and financial inputs. 

http://www.envisiontomorrow.org/
http://www.envisiontomorrow.org/enhanced-roi/


Sample parcel 

Staff used a sample parcel with the following characteristics based on information provided by 
Endeavor, a developer working in the area: 

Site area 32,000 sf 0.73 acres 
FAR 8:1 256,000 sq.ft 

Residential use 96.875% based on square footage provided  
= 248,000 sf/ 256,000 sf 

Retail use 3.125% based on square footage provided 
=8,000 sf/ 256,000 sf  

Land costs $2,449,271 ($77/sf) 
based on TCAD values 

Additional inputs 

Construction costs per gross square foot are based on the average of several sources: local values from 
an on-line constructions data source (RS Means) and input from three local real estate industry 
professionals working in Austin. 

  Average 
used 

Reference Values 
Constructions costs RS Means Local sources 

Residential hard costs 
 $/ gross sf $172/sf $119-$166/sf*  

high-rise 
rental  
$165 

high-rise  
rental  

$145-165 

high-rise 
rental  
$190 

Commercial hard costs 
 $/ gross sf $172/sf   

$75/sf + 
tenant 

improvement 
$100-200/sf 

$75/sf + 
tenant 

improvement 

Parking below grade 
$ per space $35,000    $30,000-

$35,000 

$75-100/sf  
~$19,500-

26,000/ 
space 

$25,000  

  

* for Apt 8-24 stories in 78701 zip code, 15-story Ribbed Precast Concrete 
Panel / Steel Frame 

While there are no parking requirements for properties zoned CBD, parking was presumed to be 
provided.  Underground parking was assumed with the following parking ratios: 

• 1 space / dwelling unit 
• 2.5 spaces per 1,000 sf of retail space 

The retail leasing rate used was $30/square foot (annual, triple net). 

The residential unit mix, unit size, and rental rate varied in each set of ROI models.  The Downtown rates 
were based on information provided by Endeavor, a developer working in the Rainey Street area.  The 
Skyhouse and Millenium models were based on site plans and ALN data for the Skyhouse from October 
2014 (attached).  This data did reflect that effective rental rates were the same as market rental rates. 

The Windsor, another residential rental project in the Rainey Street district, was not used in this analysis 
because it was built in 2008 and contains particularly large units that are not typical of today’s market.  

http://rsmeans.reedconstructiondata.com/
http://www.rsmeans.com/estimator/qce/qce_result.asp?prname=&project=3&gsf=250000&zip=78702&Calculate.x=0&Calculate.y=0&specialUser=FSONL
http://www.alndata.com/


The property’s monthly rental rates are especially high because of the larger unit size, but its rental rates 
on a per-square foot basis are lower than more recently built projects.  The ET tool uses average per-
square-foot rental values and average square-foot unit size. 

For each of the three scenarios, a ROI model was created for each of the following situations:  the 
current affordability requirements (5% of the square footage with a unit mix mirroring the unit mix of 
market-rate units): an affordability requirement for 5% of the total units; and no affordability 
requirements.  In order to understand the effect of the current affordability requirements on the unit 
mix, an additional ROI model was created for the downtown rates and assumed a higher percentage of 
studios and no three-bedroom units. 

Residential 
units 

  

Downtown rates Skyhouse rates Millenium rates 
5% sf, 
similar 

unit mix 

5% 
units 

no 
afford-

able 

5% sf, 
more 

studios  

5% sf, 
similar 

unit mix 

5% 
units 

no 
afford-

able 

5% sf, 
similar 

unit mix 

5% 
units 

no 
afford-

able 

Avg. size, sf 959 959 959 793 791 791 791 878 878 878 
Avg. rent 
$/sf $2.76 $2.78 $2.84 $2.82 $2.70 $2.71 $2.77 $2.72* $2.72* $2.80* 

Studio 19.7% 15.8% 20.8% 38.0% 22.56% 18.8% 23.8% 0.0% 0.0% 0.0% 
1 bedroom 43.1% 45.4% 45.4% 42.8% 46.91% 49.4% 49.4% 79.9% 79.1% 84.1% 
2 Bedroom 29.8% 31.4% 31.4% 14.3% 20.19% 21.3% 21.3% 15.2% 16.0% 16.0% 
3 bedroom 2.3% 2.4% 2.4% 0.0% 5.34% 5.6% 5.6% 0.0% 0.0% 0.0% 

Affordable 
units 5.0% 5.0% 0.0% 5.0% 5.0% 5.0% 0.0% 5.0% 5.0% 0.0% 

Total 
affordable 
units 10 10 0 13 13 13 0 12 12 0 

Total units 217 217 217 262 263 263 263 237 237 237 
*The Millenium is still under construction, so no rental rates were available.  Per- square-foot rates similar to the Skyhouse were assumed. 

Outputs 

Given the physical inputs described above, each model produced the following gross square footage 

• 247,892 residential gross square feet 
• 7,997 retail gross square feet 

These results closely match the desired square footage of 248,000 and 8,000 for residential and retail 
respectively. 



The Envision Tomorrow tool produces several measures of financial viability, including those listed 
below with accompanying target rates: 

Financial Performance Measures Target  

IRR (unleveraged return) 11-12% 

Cap Rate (yield to costs) >9% 

Cash-on-cash (after year 3) 10.0% 

IRR on Investor Equity (leveraged 
return before tax) 18-25% 

Debt Service Coverage Rate (year 3) 1.25 

Each of the scenarios described performed according to the rates below: 

Financial 
Performance 

  

Downtown rates Skyhouse rates Millenium rates 
5% sf, 
similar 

unit 
mix 

5% 
units 

no 
afford-

able 

5% sf, 
more 

studios  

5% sf, 
similar 

unit 
mix 

5% 
units 

no 
afford-

able 

5% sf, 
similar 

unit 
mix 

5% 
units 

no 
afford-

able 

IRR 
(unleveraged 
return) 12.4% 12.5% 12.9% 12.2% 11.5% 11.5% 11.9% 11.9% 11.9% 12.4% 
Cap Rate 
(yield to 
costs) 9.86% 9.93% 10.15% 9.78% 9.38% 9.41% 9.62% 9.60% 9.61% 9.88% 
Cash-on-cash 
(after year 3) 10.5% 10.7% 11.5% 10.2% 8.8% 8.9% 9.6% 9.6% 9.6% 10.5% 
IRR on 
Investor 
Equity 
(Leveraged 
Return before 
Tax) 20.5% 20.8% 21.6% 20.2% 18.6% 18.8% 19.6% 19.5% 19.5% 20.6% 
Debt Service 
Coverage Rate 
(year 3) 
 1.58 1.59 1.64 1.56 1.49 1.49 1.53 1.53 1.53 1.58 

 

No ROI model performed below the target rates, including those meeting the current affordability 
requirements in the Rainey Street districts, indicating that these requirements do not make residential 
projects with a FAR of 8:1 infeasible. 

On-site affordability requirements generally reduced the Internal Rate of Return (IRR) by half a 
percentage, but not to an extent as to make a project financially infeasible. 



The downtown ROI model using a unit mix with more studios produced an IRR of 12.2%, which is slightly 
lower than the more balanced mix of 12.4%.  Despite having more total units, with the accompanying 
increase in income, the project must also provide more parking spaces, which does not provide income 
as modeled in these scenarios. 

In general, the affordability requirements for a project could be offset by providing less parking, 
charging a monthly parking fee, or using less-expensive above-grade parking structures.  In the case of 
the Skyhouse scenario, a monthly parking fee of $50 would increase the IRR for a project meeting the 
current on-site affordability requirements from 11.5% to 11.9%, the same rate achieved for a project 
that did not provide on-site affordable units.  Alternatively, for the same scenario, using above-grade 
parking ($20,000 per space, 57% cheaper than underground parking) would produce a similar rate of 
return of 11.9%. 

For additional information on project costs, net operating income and new cash flow, please see the 
attached table. 

Hotel Use 

A ROI model was also developed for a hotel use with the same parcel size, FAR, and land cost 
characteristics.   

A daily room rate of $200 with 75% occupancy and a construction cost of 
$300 per gross square foot, based on local data from RS Means of $140 
per square foot building shell cost plus additional improvement costs of 
$160 per square foot, were assumed.  Average room size was assumed to 
be 400 net square feet and the operating costs to be 50% of gross income.  

The hotel ROI far outperformed the mixed-use residential ROIs, indicating 
that a decision to develop a hotel would be largely driven by the ability of 
the market to absorb additional hotel product.   There are several 
downtown hotels currently under construction with three located in or 
adjacent to the Rainey Street district for a total of 1,610 rooms:  the 
Fairmont (1,060 rooms) at Cesar Chavez and Red River, one of the Waller 
Park Place towers (200 rooms) on Cesar Chavez and Red River, and the 
Hotel Van Zandt (350 rooms) at 605 Davis Street.   

Typically developers specialize in either hotel or residential use and land 
held by a residential developer for investment may need to be sold before 
a hotel could be developed. 

 

 

 

Office Use 

A ROI model for an office use was not modeled for this analysis.  Due to a number of factors (the lack of 
proximity to local and state government offices, limited transportation options, etc.) the Rainey Street 
district does not lend itself to an office use, as evidenced by the lack of office buildings in the area. 
 

Financial 
Performance 

  

Hotel 

IRR 
(unleveraged 
return) 15.4% 
Cap Rate 
(yield to 
costs) 10.5% 
Cash-on-cash 
(after year 3) 28.0% 
IRR on 
Investor 
Equity 
(Leveraged 
Return before 
Tax) 28.0% 
Debt Service 
Coverage Rate 
(year 3) 
 2.05 



Comparative Approach 

In general, all scenarios used the same base inputs of parcel size, FAR, land costs, etc.  Within each of 
the mixed-use residential scenarios, all inputs were kept the same except those testing affordability 
requirements: unit mix, unit size as related to affordable housing, and the resulting average rental rate.  
The default residential rate of 10% of income for operating costs was used, which may be low, but 
because it was used in all of the residential scenarios, a higher rate would still yield the same relative 
difference between no affordability requirements and meeting the current affordability requirements – 
that is a 0.5% lower return on the IRR when meeting affordability requirements. 

Affordable Units in the University Neighborhood Overlay (UNO) 

Staff also reviewed several recent projects using similar high-rise construction in UNO to gauge the 
ability of the Austin market to absorb on-site affordability requirements.  Projects in this area must 
provide 10% of the units at affordable rates in order to obtain bonus provisions.  To date there are 33 
properties in the UNO district that include on-site affordable housing, four of which are concrete 
construction multifamily properties that meet or exceed the 5% square footage requirements found in 
Rainey: 
 

Property Name Stories FAR 
Total 
Units 

Affordable 
Units 

% of Total Square 
Footage that is 

Affordable 
The Quarters at Nueces 8 4.8 235 23 9.4% 

21 Rio 21 15.4 158 16 7.8% 
The Quarters at Grayson 8 5.7 100 10 7.6% 

Twenty-Two Fifteen 8 5.8 156 16 5.9% 
 
While land values in the UNO are not typically as high on a per square foot basis as the Downtown and 
Rainey markets, achievable rents are also significantly lower than downtown and Rainey.  
 
UNO is an area near Downtown, with similar construction, with a more rigorous affordability 
requirement, and the market is producing quite a few projects; thereby, indicating that residential 
projects remain feasible notwithstanding affordability requirements more rigorous than those in the 
Rainey District. 



CONCLUSION 

Rainey District projects meeting on-site affordability requirements are financially feasible according to 
this analysis. An analysis of the current Rainey Street on-site affordability requirements yielded a typical 
reduction of half a percent on the IRR, a reduction that did not cause projects to dip below a target IRR 
of 11% and above. 
 
Projects seeking to offset the costs of on-site affordability requirements could choose to adjust parking 
provisions, including reducing the number of parking spaces, charging for parking spaces, or using 
above-grade parking structures. 
 
Other uses, such as hotel and office, would likely be considered as a result of market demand and not 
because of on-site affordability requirements for residential use.  An office use does not appear to be 
well-suited to the area.  A hotel use would be very profitable, much beyond that of a residential use, 
with or without affordability requirements.  Given the amount of hotel construction in and around the 
Rainey Street district, there may no longer be as strong a market for this use – a market study would be 
needed to understand this possibility in further detail.   
 
Higher affordability requirements in exchange for bonus provisions in other parts of Austin (i.e., 
University Neighborhood Overlay) are being absorbed by the market for similar types of construction, 
despite lower revenues.  The production of these affordable units would indicate that the Rainey Street 
requirements can also be absorbed by the market. 
 
Given this analysis, staff does not recommend amendments to the on-site affordability requirements of 
the Rainey Street district in the Density Bonus Program. 
 
 
 
 
cc:  
Marc Ott, City Manager 
Sue Edwards, Assistant City Manager 
Marie Sandoval, Executive Assistant, CMO 
Betsy Spencer, Director of Neighborhood Housing and Community Development 
Matthew Lewis, Assistant Director, PDRD 
Jim Robertson, Manager, Urban Design, PDRD 
Jorge Rousselin, Urban Design, PDRD 
Sylvia Leon Guerrero, Urban Design, PDRD 
Elizabeth Smith, Urban Design, PDRD 
Jessi Koch, NHCD









 

Envision Tomorrow Modeling of Rainey Street Affordability Requirements in the Density Bonus Program 

 
Unit Mix 

  

Downtown rates Skyhouse rates Millenium rates  

5% sf, 
similar 

unit mix 
5% units no afford-

able 

5% sf, 
more 

studios  

5% sf, 
similar 

unit mix 
5% units no afford-

able 

5% sf, 
similar 

unit mix 
5% units no afford-

able 

Hotel 

Avg. size, sf 959 959 959 793 791 791 791 878 878 878 400 

Avg. rent $/sf $2.76 $2.78 $2.84 $2.82 $2.70 $2.71 $2.77 $2.72 $2.72 $2.80 $200/night 

Studio 19.7% 15.8% 20.8% 38.0% 22.56% 18.8% 23.8% 0.0% 0.0% 0.0%  

1 bedroom 43.1% 45.4% 45.4% 42.8% 46.91% 49.4% 49.4% 79.9% 79.1% 84.1%  

2 Bedroom 29.8% 31.4% 31.4% 14.3% 20.19% 21.3% 21.3% 15.2% 16.0% 16.0%  

3 bedroom 2.3% 2.4% 2.4% 0.0% 5.34% 5.6% 5.6% 0.0% 0.0% 0.0%  

Affordable units 5.0% 5.0% 0.0% 5.0% 5.0% 5.0% 0.0% 5.0% 5.0% 0.0%  

Total affordable units 10 10 0 13 13 13 0 12 12 0  

Total units 217 217 217 262 263 263 263 237 237 237 423 
Financial Performance 

IRR (unleveraged return) 12.4% 12.5% 12.9% 12.2% 11.5% 11.5% 11.9% 11.9% 11.9% 12.4% 15.4% 
Cap Rate (yield to costs) 9.86% 9.93% 10.15% 9.78% 9.38% 9.41% 9.62% 9.60% 9.61% 9.88% 10.5% 
Cash-on-cash (after year 
3) 10.5% 10.7% 11.5% 10.2% 8.8% 8.9% 9.6% 9.6% 9.6% 10.5% 28.0% 
IRR on Investor Equity 
(Leveraged Return 
before Tax) 20.5% 20.8% 21.6% 20.2% 18.6% 18.8% 19.6% 19.5% 19.5% 20.6% 28.0% 
Debt Service Coverage 
Rate (year 3) 
 1.58 1.59 1.64 1.56 1.49 1.49 1.53 1.53 1.53 1.58 2.05 
Predevelopment costs  
(due dligence, land 
carry, land entitlement, 
professional fees, raw 
land) 5,235,812 5,235,812 5,235,812 5,315,013 5,316,189 5,316,189 5,316,189 5,270,589 5,270,589 5,270,589 

            
6,182,170 

Building construction 
costs 52,301,838 52,301,838 52,301,838 53,885,869 53,909,374 53,909,374 53,909,374 52,997,376 52,997,376 52,997,376  71,228,995 

Indirect costs  
(impact fees, building 
permits, insurance 984,117 984,117 984,117 1,059,584 1,060,704 1,060,704 1,060,704 1,017,254 1,017,254 1,017,254 

          
1,450,763 



during construction, 
taxes during 
construction) 

Developer fee 2,131,438 2,131,438 2,131,438 2,197,818 2,198,803 2,198,803 2,198,803 2,160,585 2,160,585 2,160,585 
            

2,907,190 

Contingency 5,230,184 5,230,184 5,230,184 5,388,587 5,390,937 5,390,937 5,390,937 5,299,738 5,299,738 5,299,738 
           

7,122,899 

Total Project Costs 65,883,389 65,883,389 65,883,389 67,846,872 67,876,008 67,876,008 67,876,008 66,745,541 66,745,541 66,745,541 
         

88,892,017 

Net Operating Income 
(Year 5) 5,978,511  6,028,659  6,192,036  6,093,383  5,792,699 5,817,033 5,975,057 5,861,771 5,867,081 6,069,956 10,471,169 

Net Operating Income 
(Year 10) 6,930,733  6,988,869  7,178,267  7,063,901  6,715,326 6,743,535 6,926,728 6,795,399 6,801,555 7,036,743 12,138,955 

Net Cash Flow (Year 5) 2,412,815  2,462,964  2,626,340  2,421,421  2,119,160 2,143,494 2,301,518 2,249,414 2,254,724 2,457,600 5,660,216 

Net Cash Flow (Year 10) 3,365,037  3,423,173  3,612,571  3,391,939  3,041,787 3,069,996 3,253,189 3,183,043 3,189,198 3,424,386 7,328,002 

 



 

M E M O R A N D U M  

To: Gregory Guernsey and Jorge Rousselin 

From: Darin Smith 

Subject: Peer Review of Rainey Street Density Bonus Analysis;       
EPS #141163 

Date: December 4, 2014 

Economic & Planning Systems, Inc. (EPS) has been retained as a 
consultant to the City of Austin (City) to conduct a peer review of 
analysis of the economic implications of the revised density bonus 
program for the Rainey Street district.  The City Council adopted the 
amendments in February 2014, requiring projects seeking a density 
bonus in the Rainey Street district to provide five percent of the total 
residential square footage as affordable units, and that such units must 
be the same mix of unit types (by number of bedrooms) as the project 
overall.  Previously, the City had allowed a density bonus if developers 
provide five percent of the total number of units in their projects as 
affordable housing, with no specifications for unit sizes.   

Certain developers have suggested that these changes have diminished 
the feasibility of housing development in the Rainey Street district and 
may lead to more properties being developed as commercial office or 
hotel uses rather than residential, thus diminishing the Council-desired 
primarily residential character of the district.  City staff has conducted 
research and analysis of this issue, and a developer has offered 
commentary and suggestions regarding Staff’s analysis.  In this 
memorandum, EPS provides a high-level peer review of these analyses, 
and provide recommendations for additional analyses or assumption 
adjustments that may improve the work done to date.   

Summa ry  o f  F ind ings  

EPS’s analysis has yielded the following findings: 

1. The general modeling approach taken by City staff to evaluating the 
economic implications of the amended density bonus appears sound, 
as it reflects direct financial considerations for developers as well as 
policy considerations regarding the character of Rainey Street. 
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2. While many of the assumptions in the Envision Tomorrow modeling appear sound and 
potentially even conservative, there remain unsettled questions regarding several key issues 
including achievable market-rate rents, operating costs, and appropriate feasibility 
thresholds. 

3. The analysis conducted for hotel development feasibility appears to be incorrect and should 
be reconsidered. 

4. “Spot-check” auditing of the Envision Tomorrow financial model suggests that it is working as 
designed, irrespective of the merits of certain assumptions. 

5. While many assumptions can be debated, the staff and developer analyses agree on the 
fundamental fact that the amended density bonus program is likely to reduce financial 
returns for residential development, relative to those achievable under the previous density 
bonus provision.  The extent and implication of this negative effect is not yet in agreement. 

6. City staff and developers have clearly invested energy into providing a meaningful analysis of 
this important issue, and continuing their dialogue prior to taking action on the density bonus 
program may yield better information and stronger outcomes for Rainey Street. 

Rev iew o f  Methodo logy  

To evaluate whether and the extent to which residential development feasibility and certain 
policy goals will be negatively impacted under the amended density bonus requirements, City 
staff has attempted to estimate the expected return on investment for various development 
projects under various assumptions.  This approach directly addresses the central concern 
expressed by the developers – that the amended density bonus program will alter the economics 
of development and reduce the feasibility of residential projects.  This approach also indirectly 
addresses a key policy consideration – whether the amended density program will reduce 
residential development  in the Rainey Street district, thereby reducing the amount of affordable 
housing delivered and potentially encouraging other uses (such as hotels or office buildings) that 
would change or undermine the desired residential nature of the district.  

To conduct this analysis, City staff utilized the “Envision Tomorrow” model that aims to calculate 
returns on investment based on development cost inputs (land acquisition, labor and materials, 
“soft costs” such as design and financing) and expected revenues (net operating income from 
rents less operations).  Staff ran multiple building scenarios on a sample site, including one using 
a mix of units (1 BR, 2BR, etc.) typical of Downtown development and two others based on the 
unit mixes found in the SkyHouse and Millenium projects in the Rainey Street district.  The 
primary difference among these scenarios was the mix of units by bedroom count; otherwise, the 
site dimensions and overall building size were equivalent among these scenarios, assuming an 
8:1 FAR on a 32,000 square foot site.  In addition, staff ran analyses of the amended density 
bonus program (primarily, with 5 percent of all leasable square footage being affordable), the 
program as it would have previously applied (primarily, with 5 percent of all units being 
affordable), and a scenario in which no affordable housing was required. 

In addition to these multiple residential scenarios, staff has evaluated the potential return on 
investment of a hotel development on the same example site.  This analysis is intended to 
illustrate whether a hotel development may offer financial returns that are superior to those 
under residential development, and therefore may be a preferred outcome for developers and 
landowners, thus reducing the amount of residential development achieved in the district.  



Memorandum December 4, 2014 
Peer Review of Rainey Street Economic Analysis Page 3 

 
 

P:\141000s\141163RaineyStreet\Final_RaineyStMemo120414a.docx 

EPS believes that the general approach to evaluating the economic implications of the density 
bonus program is appropriate, as it addresses the primary financial and policy issues for 
consideration and aims to reflect actual practices and choices to be made by developers.  A less 
complex approach might also have been possible, such as estimating the implied subsidy for the 
affordable units under the previous density program and those under the amended program.  For 
instance, such an approach would simply compare the gross lease revenues achievable for a 
given building program (unit mix) under the various affordability requirements, and capitalize 
that difference as an indicator of the economic impact of the amended density program, rather 
than incorporating complex development cost and operating cost assumptions as in City staff’s 
analysis.  However, such an approach, while more simple, may not have addressed the 
fundamental question of whether development remains feasible under the amended program.  
The mere fact of a reduction in profitability is not sufficient to determine that a regulation makes 
development infeasible. 

Rev iew o f  Assumpt ions  

City staff has provided EPS active Excel files containing the Envision Tomorrow models used for 
staff’s analysis.  The usefulness of the Envision Tomorrow financial model, like all models, 
depends on the appropriateness of the assumptions and inputs.  City staff clearly has made 
efforts to utilize defensible inputs, citing published sources in several cases as well as seeking 
information from developers active in Downtown Austin.  However, the letter received from 
Endeavor Real Estate Group on November 18, 2014 reveals several concerns regarding the 
assumptions used in the financial modeling.  EPS’s review of the models has revealed some 
similar concerns, as well as a level of comfort with other assumptions.  Below, EPS discusses 
several aspects of the financial model assumptions. 

Project Unit Mixes 

As noted above, the staff analysis included multiple residential development programs, each with 
roughly 208,000 square feet of leasable residential space and roughly 7,000 square feet of 
leasable retail space.  However, the number of residential units in each scenario varies from 217 
to 263, based on the mix of studios, 1 BR, 2BR, and 3BR units assumed.  These unit mixes are 
meant to mirror the unit mixes of “typical” downtown developments (as provided to staff by 
Endeavor), as well as actual projects built or under construction in the Rainey Street district 
(SkyHouse and Millenium).   

The Endeavor letter suggests that the analysis should also have included a scenario similar to the 
existing “Windsor on the Lake” project in Rainey Street, which has larger unit sizes (and lower 
rents per square foot) on average than those under the tested scenarios.  The Windsor on the 
Lake project was a relatively early project in Rainey Street (2008), and may have oversized its 
units in an effort to attract residents to a then-unproven market and/or to keep overall costs 
lower, as larger units tend to be less expensive to build per square foot due to more square 
footage over which to spread expensive features like kitchen and bathroom plumbing and 
fixtures.   

Regardless of the reasons for Windsor on the Lake’s particular unit mix, EPS believes the staff 
analysis has made a reasonable effort to represent a range of project types that may be of 
interest to developers in Rainey Street.  While EPS understands the interest in running still more 
scenarios with different unit mixes and would be curious to know how that analysis might change  
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the results, we do not have reason to believe the project descriptions used in the analysis thus 
far are inadequate or would lead to results that misrepresent the basic economic dynamics of the 
amended density bonus program.   

Parking Program 

In each scenario, the analysis assumes one parking space per residential unit, irrespective of the 
size of those units.  This may be allowable under the City’s development regulations, but may 
present a marketing challenge for the developers, as the occupants of larger units may in fact 
have more than one vehicle.  EPS believes it would be prudent to determine through market 
comparables whether a single space per unit is marketable in Rainey Street or similar downtown 
Austin locations.  This is not to say that the assumption of one space per unit is inaccurate or 
unachievable, only that parking ratios tend to be important considerations in development 
economics and are worthy of attention. 

The financial model assumes that these parking spaces will be provided in underground spaces.  
With underground spaces typically costing significantly more than above-ground structures, EPS 
believes this is meant to be a conservative assumption that yields higher costs (and thus lower 
financial returns) than might otherwise be assumed.  With a site assumed to be 32,000 square 
feet total, it may be physically possible to accommodate all the parking in three or four levels 
underground, although the Rainey Street location near the Lake and Waller Creek may present 
water table issues that constrain the ability to provide parking below grade.  EPS is not certain 
that this parking program assumption warrants reconsideration, but merely points out the 
possibility that it may be challenging to realize.   

It is worth noting that the Endeavor letter did not indicate concern regarding the parking 
program assumptions for the staff analysis. 

Development Costs 

The financial model assumes land acquisition costs based on the current appraised value of the 
four parcels comprising the example site.  This seems to be a reasonable assumption, and is held 
constant for all scenarios, including the hotel scenario, so no advantage or disadvantage is 
conferred to any scenario.   

The “hard” development costs (labor and materials) for the building (excluding parking) are 
assumed at $172 per square foot in all residential scenarios.  This figure is shown as the average 
of several unnamed developer sources provided to the City, and is also above the cost estimates 
published in RS Means, an industry standard source.  However, the analysis applies this figure to 
all residential scenarios, irrespective of their unit mix.  As noted above, it is typical that 
development costs per square foot are higher for smaller units.  As such, EPS would anticipate 
that the scenarios with fewer units (217) would have lower costs per square foot than scenarios 
with more units (263).  No such adjustment has been made in the Envision Tomorrow modeling, 
and may be critical to understanding the subsidies implicit in providing affordable housing as 
required under the amended density bonus program, given its requirements based on building 
square footage and unit mixes. 

The parking costs are assumed to be $35,000 per space for underground construction.  This 
figure is at the top of the range provided by local developer sources, and thus is also considered 
reasonable and potentially conservative, notwithstanding the notes above regarding the 
marketability of a modest parking ratio and the potential challenges of underground parking at 
this particular location. 
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All-in costs, including land acquisition, hard costs, parking costs, and “soft costs” (design, 
permitting, financing, etc.) are assumed to be around $66-68 million in the residential scenarios, 
with the variation primarily attributable to the number of parking spaces required based on the 
number of units.  These all-in cost figures amount to roughly $260 per gross buildable square 
foot, and is roughly 10 percent higher than the figure provided in the Endeavor letter 
($236/GSF).  As such, EPS believes the development cost assumption used by staff is reasonable 
and potentially conservative.  However, as noted above, differentiating costs by unit type or size 
may have a substantive impact on the findings, given the focus of the analysis on these factors 
as they relate to the affordable housing requirements.   

Operating Costs 

The Envision Tomorrow modeling assumes that operating costs for the rental residential units 
equal 10 percent of the gross potential rent, excluding property taxes.  EPS believes there are 
two concerns about this assumption: 1) it appears very low, and 2) it decreases operating 
expenses when more affordable units are in the project.  EPS typically sees operating expenses 
of at least 20 percent and potentially as high as 30 percent of gross potential income for market-
rate rental residential projects.  Furthermore, EPS is aware that operating costs typically bear 
some relationship to achievable rents, but the same building should have the same operating 
costs (marketing, maintenance, utilities, reserves, etc.) whether X or Y units are offered as 
affordable units.  To the extent that operating costs are underestimated in the Envision 
Tomorrow model, net operating income and thus unit values and financial returns will be 
overestimated.  Endeavor flagged this issue in their letter, and EPS concurs that it is of concern.   

Market-Rate Lease Rates 

The Envision Tomorrow modeling assumes different lease rates for the market-rate units, 
ranging from an average of $2.77 per square foot per month to $2.84.  City staff has indicated 
that these rents reflect rates provided by Endeavor for downtown apartments generally, as well 
as the asking rents at SkyHouse on Rainey Street, as provided in October 2014 by ALN, an 
apartment data provider.  Interestingly, the Envision Tomorrow modeling assumes higher per-
square-foot rents for the development programs with larger units than those with smaller units, 
which runs counter to EPS’s experience as well as ALN data showing that smaller units typically 
command higher rents per square foot.   

Endeavor’s letter further states that the rents assumed are higher than should be expected, 
based on market comparables.  Endeavor provides a November 2014 ALN report for SkyHouse 
indicating that the project’s average “asking rent” may be $2.65 per square foot (though still not 
the $2.77 assumed in the Envision Tomorrow modeling), but the project’s “effective rent” after 
concessions to attract residents is only $2.43 per square foot.  Given that SkyHouse only began 
leasing in 2013, EPS is not certain that concessions will be required as a structural component of 
effective rent.  ALN data for Windsor on the Lake, which opened in 2008, indicates that asking 
rent and effective rent are now the same, and a broader November 2014 ALN report on Austin 
apartment market conditions indicates that only 11 percent of stabilized Austin apartment 
complexes are offering concessions and that overall market “effective rents” are essentially equal 
to “asking rents.”1  As such, EPS does not agree with Endeavor’s assertion that concessions 
should be incorporated as a significant permanent reduction on asking rents.   

                                            

1 http://public.alndata.com/marketreview/AUS7d4a5dbdd3.pdf 



Memorandum December 4, 2014 
Peer Review of Rainey Street Economic Analysis Page 6 

 
 

P:\141000s\141163RaineyStreet\Final_RaineyStMemo120414a.docx 

Still, the November ALN data for SkyHouse does suggest that the market-rate rents assumed in 
the modeling may be aggressive.  This, in combination with the likely underestimation of 
operating costs, would yield a net operating income figure that overstates the probable revenue 
and value of the units, and thus their return on investment.   

Affordable Lease Rates 

Consistent with affordable housing practices, the Envision Tomorrow modeling assumes that 
affordable unit rents are based on standards for different categories of units (studios, 1 BR, etc.) 
rather than the actual square footage of those units.  Consistent with the amended density 
bonus program, the model appears to apply affordable rent limits based on incomes at 80 
percent of Area Median Income for various household sizes.  Interestingly, the affordable rents 
applied in the model are somewhat lower than those that might be allowed for households 
earning 80 percent of AMI under the State’s Housing Trust Fund program.  For example, the 
Envision Tomorrow modeling is assuming that an affordable 1 BR unit would lease for $986 per 
month, whereas the State’s worksheet suggests the rent could be as high as $1,132.2  EPS 
understands that the rent limits were provided by NHCD using the City’s standard ratios (28 
percent of gross household income), but if higher rents could be allowed than are being modeled, 
the model may overestimate the subsidy required for the affordable units and thus 
underestimate the projects’ financial returns.  Clarification on this issue should be sought, so that 
stakeholders and City staff and policymakers can be assured of what rent levels will be allowed. 

Condominium Pricing 

While the Envision Tomorrow modeling conducted by staff and the analysis provided by Endeavor 
have focused on rental housing, the Endeavor letter asserts that the amended density program 
will have an even more negative effect on for-sale housing opportunities in Rainey Street, 
because condominiums are typically built with somewhat more square footage per number of 
bedrooms than are apartments.  To EPS’s knowledge, no analysis has been conducted by staff or 
Endeavor on the feasibility implications of the amended ordinance on for-sale housing, and thus 
there is no material for EPS to review and critique.  However, it does not seem obvious to EPS 
that the amended density bonus would have a more deleterious effect on for-sale housing 
development, given that any for-sale affordable units would be priced at 120 percent of AMI 
rather than 80 percent for rental units.  If this issue is important to the policy discussion, it 
deserves to be evaluated explicitly rather than subject to unsubstantiated (though not 
necessarily incorrect) assertions. 

Financial Return Thresholds 

The Envision Tomorrow modeling produces several metrics that indicate the financial returns 
from the projects, and compares those returns to thresholds meant to reflect development and 
investment industry standards.  For example, the model produces an unleveraged “Internal Rate 
of Return (IRR)” metric, and asserts that a result reaching 12 percent or greater should be 
considered feasible.  For reasons that are unclear to EPS, the staff report suggests that an 11 
percent IRR would be acceptable.  While this may be reasonable, the discrepancy between the 
model and the staff report regarding acceptable thresholds bears further consideration, as the 
results of multiple scenarios fall between 11 and 12 percent IRRs. 

                                            

2 http://www.tdhca.state.tx.us/pmcomp/irl/index.htm 
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Endeavor has asserted that, while an IRR calculation is one metric of financial returns, many 
developers and investors base their decisions on an expected “yield on costs,” or the ratio of net 
operating income in an early year of stabilized operations to the total costs of the project.  EPS is 
aware that this metric is indeed used as the primary consideration for many developers and 
investors, particularly those who may choose to retain ownership of the building for the long-
term rather than selling it.  EPS is also aware that seemingly small changes in the expected 
performance on any of these or other financial metrics can represent significant deterrents to 
development and investment.   

Given what appears to be some unsettled debate regarding both the type of return metrics to be 
used and the appropriate thresholds for those metrics, EPS believes it is worth continuing that 
discussion to pursue consensus.  However, we would caution that investment return thresholds 
are subject to numerous factors, including the global financial market and achievable returns 
from alternative investments as well as more local and regional factors.  For example, investors 
always compare alternative investments based on risk and return thresholds, and at times when 
stock market or other typical investment returns are high, they may require a higher return on 
their real estate development investment to justify the entitlement, construction, and market 
risks.  As such, it may be possible to achieve consensus regarding appropriate metrics and 
thresholds at a given point in time, but those should be regarded as “snapshots” rather than 
permanent indicators. 

Hotel Modeling 

The staff analysis has provided an estimate of the financial returns achievable through a hotel 
development in Rainey Street, with the intention of comparing the attractiveness of hotels vs. 
residential developments under the amended density bonus program.  The analysis provided 
indicates that a hotel development would achieve extraordinary returns and profitability which, if 
it is to be believed, would suggest that no sensible developer would choose to build residential 
projects in Rainey Street until the hotel market is clearly in great decline.  While hotel 
development may in fact be an attractive investment, the calculations in the Envision Tomorrow 
modeling effort do not appear realistic.  In EPS’s opinion, based on reviews of other hotels 
proposed and built in downtown Austin and elsewhere, the assumed development costs and 
operating costs appear far too low, leading to greatly inflated return estimates.  For full-service 
hotels, for example, EPS has seen development costs as high as $286K per room (vs. $120,000 
in the Envision Tomorrow modeling) and operating costs as high as 78 percent of gross income 
(vs. 25 percent in the modeling).  EPS recommends that the hotel modeling be wholly 
reconsidered if it is to be an important factor in evaluating the merits of the density bonus 
program for residential projects.  The Endeavor letter provides a summary of their own modeling 
of both a hotel and an office development scenario which, despite not providing great detail on 
their assumptions and calculations, appears to have resulted in much more realistic results than 
were achieved in the Envision Tomorrow modeling. 

Rev iew  o f  Acc uracy  

EPS has conducted some “spot check” auditing of the actual calculations (not assumptions) in the 
Envision Tomorrow model.  This included tracking the linkages and reviewing the formulae for 
several calculations of development costs, revenues, and financial returns.  EPS did not discover 
any issues regarding the accuracy of the calculations in the model. 
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The Endeavor letter indicates confusion about why the City’s summary table regarding the staff 
analysis shows a scenario with unit mixes adding up to 105 percent of units (rather than 100 
percent).  EPS has reviewed the actual modeling associated with that scenario and agrees that 
the representation in the summary table is both confusing and inconsistently provided,3 but we 
have confirmed that the modeling does indeed correctly reflect 100 percent of the units, not a 
greater amount. 

Conc lus ions  and  Sugges t ions  

The staff modeling and Endeavor’s modeling (summarized but not explicitly provided in their 
letter) agree on one important conclusion: the affordable housing requirements in the amended 
density bonus program for Rainey Street reduce the financial returns from residential 
development compared to the previous affordable housing requirements.  The extent of that 
reduction, and its implications for continuing development of housing in Rainey Street, are not 
yet in agreement.  By both accounts, it is financially advantageous for developers to be able to 
provide 5 percent affordable units in the most cost-effective manner, rather than having those 
units necessarily mirror the mix and size of market-rate units.  However, there may be valid 
policy arguments for diversifying the mix and size of affordable units.  The ability of a given 
project to absorb those added costs will depend as much or more on dynamic factors beyond the 
scope of this analysis or control of the City Council (such as achievable market-rate lease rates, 
land acquisition and development costs, interest rates on construction loans, investors’ return 
expectations, etc.) than they rely on the size or mix of market-rate and affordable units. 

Given the importance of this issue in achieving the City’s stated goal of encouraging residential 
development in the Rainey Street district, EPS believes it is worth at least a modest level of 
continued analysis and discussion.  It may not be possible to achieve full concurrence on all 
assumptions and scenarios for the modeling, and it may also not be possible to determine with 
certainty whether the potential negatives are outweighed by the potential positives from the 
amended density bonus program.  But staff’s concerted effort to provide objective and defensible 
analysis, combined with the level of interest and engagement displayed by developer 
stakeholders, suggest that additional discussion among these parties may prove fruitful in 
assuring that the Rainey Street density bonus program achieves its multiple objectives. 

 

                                            

3 In some scenarios, “affordable units” are shown as separate from the number of studios, 1 BRs, etc. 
but are not differentiated by the type of affordable unit.  These examples sum to 95 percent for the 
market-rate units differentiated by type, plus 5 percent for the affordable units, and thus 100 percent 
overall.  In other scenarios, the mix of unit sizes includes the affordable units, so adding the 
“affordable units” figure would yield greater than 100 percent. 



M E M O R A N D U M

TO: Mayor and City Council

FROM: Marc Ott, City Manager

DATE: 14 November 2014

RE: Economic Evaluation of Downtown Density Bonus Program

On September 25, 2014, under Resolution No. 20140925-083, the Austin City Council directed 
the City Manager to analyze the economic and financial aspects of the density bonus program 
for the Rainey Street subdistrict of the Waterfront Overlay, as amended by Ordinance No. 
20140227-054 and codified in City Code Sections 25-2-586 (Downtown Density Bonus 
Program) and 25-2-739 (Rainey Street Subdistrict Regulations. This memorandum responds to 
that direction.

EXECUTIVE SUMMARY
City Council modified the Downtown Density Bonus Program in February 2014, including 
changes to the Rainey Street District, specifically requiring term limits for on-site affordable units 
and that the total square footage of those units equal 5% of the residential square footage with a 
similar bedroom mix for projects requesting an FAR of 8:1. 

Staff used Envision Tomorrow, a return-on-investment (ROI) tool, to analyze the effect of the 
changes to the on-site affordability requirements by modeling three residential scenarios that 
reflected downtown and Rainey Street projects and one hotel scenario.  For each residential 
scenario, staff modeled the current affordability requirements, previous affordability 
requirements, and no affordability requirements.  

Using a sample Rainey Street parcel, construction costs from local sources, and an
underground-parking assumption, all ROIs projected a financial performance at or above
industry performance measures. While affordability requirements do lower the rate of return, 
the reduction – a half percent for the internal rate of return – is not significant enough to render 
projects financially infeasible. Reductions could also be offset by adjustments to parking.

Staff also considered hotel and office uses and found that the choice to develop such projects 
would largely be driven by market demand and not by the affordability requirements of 
residential uses.  Additionally, affordability requirements in other parts of the city are being met 
that are more than equivalent to the Rainey Street District requirements.

Given this analysis, staff does not recommend amendments to the on-site affordability 
requirements of the Rainey Street district in the Density Bonus Program at this time.

rousselinj
Typewritten Text



BACKGROUND

City Council adopted the basic framework of the Downtown Density Bonus Program in June 
2013 (Ordinance No. 20130627-105), and expanded the Program via code amendments in 
February 2014 (Ordinance No. 20140227-054).  The 2014 code amendments expanded the 
Program into the Rainey Street District (previously ineligible for the Program) and set up a two-
tiered application of the Program:  projects seeking additional density up to an FAR of 8:1 
participate in the program previously created by the Waterfront Overlay; projects seeking 
density above an FAR of 8:1 participate in the Downtown Density Program for the FAR above 8.  
These 2014 amendments also made three changes to the pre-existing Waterfront Overlay 
program as it applied in the Rainey Street District:

1. An affordability “term” was added to affordable units created under the program, 
mandating that they be maintained at affordable levels: 40 years for rental housing and 
99 years for ownership housing.

2. The on-site affordable units requirement was modified from 5% of the dwelling units to 
5% of the square footage.

3. The bedroom count mix for the on-site affordable units must now be proportional to the 
overall bedroom count mix within the overall development.  I.e., if the bedroom count 
ratio for the market rate units is 25% studio units, 40% one-bedroom units; 20% two-
bedroom units, and 15% three-bedroom units, then the same bedroom count mix must 
be provided for the affordable units.

Subsequent to the February 2014 amendments to the Density Bonus Program, some questions 
were raised as to whether these changes to the rules that applied in the Rainey Street District 
might have the effect of dis-incentivizing residential projects, thereby producing the unintended 
consequence of reducing the creation of affordable housing units.  On September 25, 2014, the 
City Council directed the City Manager to study the situation and report back to Council with its 
findings.

ANALYSIS

Staff used the Envision Tomorrow (ET) tool to develop several return-on-investment (ROI) 
models to analyze the financial viability of projects meeting the Rainey Street on-site 
affordability requirements.  This analysis was conducted for a sample project with a FAR of 8:1,
using average construction costs derived from several local sources.  Four base scenarios were 
developed using a mix of units, rental rates, and use that reflected the following types of 
projects:

Downtown:  mixed-use residential with ground floor retail with average downtown unit 
mix and rental rates (provided by a developer working in the Rainey Street district.

Skyhouse:  mixed use residential with ground floor retail with a unit mix and rental rates 
reflecting the Skyhouse, a Rainey Street project that opened at the end of 2013.

Millenium:  mixed-use residential with ground floor retail with a unit mix reflecting the 
Millenium project currently under construction in the Rainey Street area.  Rental rates 
are not yet available, so similar per-square-foot rental rates from the Skyhouse were 
used.



Hotel:  hotel use assuming a default occupancy rate of 75% and a conservative rate of 
$200 per-night rate based on downtown hotel rates.

For each of the three residential scenarios, a ROI model was developed for each of the 
following cases:

Current Rainey Street on-site affordability requirements, 5% of square footage with a 
similar unit mix.

On-site affordability requirements that assume 5% of total units are affordable.

No on-site affordability requirements.
An additional ROI model with a much larger percentage of studios was also developed for the 
Downtown scenario in order to understand the impact of the affordability requirements on unit 
mix.

As a reference point for the ability of the Austin market to absorb affordability requirements, staff 
also surveyed projects with a similar high-rise construction in the University Neighborhood 
Overlay for the number of affordable units provided and the corresponding square footage.  

Envision Tomorrow tool

The Envision Tomorrow tool was originally developed by Fregonese Associates and was 
significantly enhanced during the HUD-funded Sustainable Places Project by Dr. Arthur C. 
Nelson at the University of Utah.  He is co-director of the Master of Real Estate Development 
Program and has published widely on planning and real estate development.  Staff used the 
Return-on-Investment App, also referred to as the Prototype Builder. This tool is much like 
industry pro formas and models the financial aspects of a proposed project based on physical 
and financial inputs.

Sample parcel

Staff used a sample parcel with the following characteristics based on information provided by a 
developer working in the area:

Site area 32,000 sf 0.73 acres 
FAR 8:1 256,000 sq.ft 

Residential use 96.875% based on square footage provided  
= 248,000 sf/ 256,000 sf 

Retail use 3.125% based on square footage provided 
=8,000 sf/ 256,000 sf  

Land costs $2,449,271 ($77/sf) 
based on TCAD values 



Additional inputs

Construction costs per gross square foot are based on the average of several sources: local 
values from an on-line constructions data source (RS Means) and input from three local real 
estate industry professionals working in Austin.

  Average 
used 

Reference Values 
Constructions costs RS Means Local sources 

Residential hard costs
$/ gross sf $172/sf $119-$166/sf* 

high-rise 
rental  
$165 

high-rise  
rental  

$145-165 

high-rise 
rental  
$190 

Commercial hard
costs
$/ gross sf

$172/sf   
$75/sf + 

tenant 
improvement 

$100-200/sf 
$75/sf + 

tenant 
improvement 

Parking below grade
$ per space $35,000   $30,000-

$35,000 

$75-100/sf  
~$19,500-

26,000/ 
space 

$25,000  

* for Apt 8-24 stories in 78701 zip code, 15-story Ribbed Precast Concrete 
Panel / Steel Frame 

Underground parking was assumed with the following parking ratios:

1 space / dwelling unit
2.5 spaces per 1,000 sf of retail space

The retail leasing rate used was $30/square foot (annual, triple net).

The residential unit mix, unit size, and rental rate varied in each set of ROI models.  The 
Downtown rates were based on information provided by a developer working in the Rainey 
Street area.  The Skyhouse and Millenium models were based on site plans and ALN data.

The Windsor, another residential rental project in the Rainey Street district, was not used in this 
analysis because it was built in 2008 and contains particularly large units that are not typical of 
today’s market.  The property’s monthly rental rates are especially high because of the larger 
unit size, but its rental rates on a per-square foot basis are lower than more recently built 
projects.  The ET tool uses average per-square-foot rental values and average square-foot unit 
size.



For each of the three scenarios, a ROI model was created for the current affordability 
requirements (5% of the square footage with a similar unit mix), 5% of the total units, and no 
affordability requirements.  In order to understand the effect of the current affordability 
requirements on the unit mix, an additional ROI model was created for the downtown rates and 
assumed a higher percentage of studios and no three-bedroom units.

Residential 
units 

  

Downtown rates Skyhouse rates Millenium rates 
5% sf, 
similar 

unit mix 

5% 
units 

no 
afford-

able 

5% sf, 
more 

studios  

5% sf, 
similar 

unit mix 

5% 
units 

no 
afford-

able 

5% sf, 
similar 

unit mix 

5% 
units 

no 
afford-

able 
Avg. size, 
sf 959 959 959 793 791 791 791 878 878 878 
Avg. rent 
$/sf $2.76 $2.78 $2.84 $2.82 $2.70 $2.71 $2.77 $2.72 $2.72 $2.80 

Studio 19.7% 15.8% 20.8% 38.0% 23.8% 18.8% 23.8% 0.0% 0.0% 0.0% 

1 bedroom 43.1% 45.4% 45.4% 42.8% 49.4% 49.4% 49.4% 79.9% 79.1% 84.1% 

2 Bedroom 29.8% 31.4% 31.4% 14.3% 21.3% 21.3% 21.3% 15.2% 16.0% 16.0% 

3 bedroom 2.3% 2.4% 2.4% 0.0% 5.6% 5.6% 5.6% 0.0% 0.0% 0.0% 

Affordable 
units 5.0% 5.0% 0.0% 5.0% 5.0% 5.0% 0.0% 5.0% 5.0% 0.0%

Total 
affordable 
units 10 10 0 13 13 13 0 12 12 0 

Total units 217 217 217 262 263 263 263 237 237 237 

Outputs

Given the physical inputs described above, each model produced the following gross square 
footage

247,892 residential gross square feet
7,997 retail gross square feet

These results closely match the desired square footage of 248,000 and 8,000 for residential and 
retail respectively.

The Envision Tomorrow tool produces several measures of financial viability, including those 
listed below with accompanying target rates:

Financial Performance Measures Target  

IRR (unleveraged return) 11-12% 

Cap Rate (yield to costs) >9% 

Cash-on-cash (after year 3) 10.0% 

IRR on Investor Equity (leveraged 
return before tax) 18-25% 

Debt Service Coverage Rate (year 3) 1.25 



Each of the scenarios described performed according to the rates below:

Financial 
Performance 

  

Downtown rates Skyhouse rates Millenium rates 
5% sf, 
similar 

unit 
mix 

5% 
units 

no 
afford-

able 

5% sf, 
more 

studios  

5% sf, 
similar 

unit 
mix 

5% 
units 

no 
afford-

able 

5% sf, 
similar 

unit 
mix 

5% 
units 

no 
afford-

able 

IRR 
(unleveraged 
return) 12.4% 12.5% 12.9% 12.2% 11.5% 11.5% 11.9% 11.9% 11.9% 12.4% 
Cap Rate 
(yield to 
costs) 9.86% 9.93% 10.15% 9.78% 9.38% 9.41% 9.62% 9.60% 9.61% 9.88% 
Cash-on-cash 
(after year 3) 10.5% 10.7% 11.5% 10.2% 8.8% 8.9% 9.6% 9.6% 9.6% 10.5% 
IRR on 
Investor 
Equity 
(Leveraged 
Return before 
Tax) 20.5% 20.8% 21.6% 20.2% 18.6% 18.8% 19.6% 19.5% 19.5% 20.6% 
Debt Service 
Coverage Rate 
(year 3) 

1.58 1.59 1.64 1.56 1.49 1.49 1.53 1.53 1.53 1.58 

No ROI model performed below the target rates, including those meeting the current 
affordability requirements in the Rainey Street districts, indicating that these 
requirements do not make residential projects with a FAR of 8:1 infeasible.

On-site affordability requirements generally reduced the Internal Rate of Return (IRR) by 
half a percentage, but not to an extent as to make a project financially infeasible.

The downtown ROI model using a unit mix with more studios produced an IRR of 12.2%, which 
is slightly lower than the more balanced mix of 12.4%.  Despite having more total units, with the 
accompanying increase in income, the project must also provide more parking spaces, which 
does not provide income as modeled in these scenarios.

In general, the affordability requirements for a project could be offset by providing less parking, 
charging a monthly parking fee, or using above-grade parking structures. In the case of the 
Skyhouse scenario, a monthly parking fee of $50 would increase the IRR for a project meeting 
the current on-site affordability requirements from 11.5% to 11.9%, the same rate achieved for a 
project that did not provide on-site affordable units. Alternatively, for the same scenario, using 
above-grade parking ($20,000 per space, 57% cheaper than underground parking) would 
produce a similar rate of return of 11.9%.



For additional information on project costs, net operating income and new cash flow, please see 
attached.

Hotel Use

A ROI model was also developed for a hotel use with the same parcel size, FAR, and land cost
characteristics.  

A daily room rate of $200 with 75% occupancy and a construction 
cost of $140 per gross square foot, based on local data from RS 
Means, were assumed.

The hotel ROI far outperformed the mixed-use residential ROIs, 
indicating that a decision to develop a hotel would be largely driven 
by the ability of the market to absorb additional hotel product.   
There are several downtown hotels currently under construction 
with three located in or adjacent to the Rainey Street district for a 
total of 1,610 rooms:  the Fairmont (1,060 rooms) at Cesar Chavez 
and Red River, one of the Waller Park Place towers (200 rooms) on
Cesar Chavez and Red River, and the Hotel Van Zandt (350 rooms) 
at 605 Davis Street.  

Typically developers specialize in either hotel or residential use and 
land held by a residential developer for investment may need to be 
sold before a hotel could be developed.

Office Use

A ROI model for an office use was not modeled for this analysis.  Due to a number of factors 
(the lack of proximity to local and state government offices, limited transportation options, etc.) 
the Rainey Street district does not lend itself to an office use, as evidenced by the lack of office 
buildings in the area.

Affordable Units in UNO

Staff also reviewed several recent projects using similar high-rise construction in the University 
Neighborhood Overlay (UNO) to gauge the ability of the Austin market to absorb on-site 
affordability requirements.  Projects in this area must provide 10% of the units at affordable 
rates in order to obtain bonus provisions.  To date there are 33 properties in the UNO district 
that include on-site affordable housing, four of which are concrete construction multifamily 
properties that meet or exceed the 5% square footage requirements found in Rainey:

Financial 
Performance 

 

Hotel 

IRR 
(unleveraged 
return) 44.9% 
Cap Rate 
(yield to 
costs) 36.76% 
Cash-on-cash 
(after year 3) 111.7% 
IRR on 
Investor 
Equity 
(Leveraged 
Return before 
Tax) 109.0% 
Debt Service 
Coverage Rate 
(year 3) 

7.19 



Property Name Stories FAR 
Total 
Units 

Affordable 
Units 

% of Total Square 
Footage that is 

Affordable 
The Quarters at Nueces 8 4.8 235 23 9.4% 

21 Rio 21 15.4 158 16 7.8% 
The Quarters at Grayson 8 5.7 100 10 7.6% 

Twenty-Two Fifteen 8 5.8 156 16 5.9% 

While land values in the UNO are not typically as high on a per square foot basis as the 
downtown and Rainey markets, achievable rents are also significantly lower than downtown and 
Rainey. 

CONCLUSION

Projects meeting on-site affordability requirements are financially feasible according to this 
analysis. An analysis of the current Rainey Street on-site affordability requirements yielded a 
typical reduction of half a percent on the IRR, a reduction that did not cause projects to dip 
below a target IRR of 11%.  

Projects seeking to offset the costs of on-site affordability requirements could choose to adjust 
parking provisions, including reducing the number of parking spaces, charging for parking 
spaces, or using above-grade parking structures.

Other uses, such as hotel and office, would likely be considered as a result of market demand 
and not because of on-site affordability requirements for residential use.  An office use does not 
appear to be well-suited to the area. A hotel use would be very profitable, much beyond that of 
a residential use, with or without affordability requirements.  Given the amount of hotel 
construction in and around the Rainey Street district, there may no longer be as strong a market 
for this use – a market study would be needed to understand this possibility in further detail.  

Higher affordability requirements in exchange for bonus provisions in other parts of Austin are 
being absorbed by the market for similar types of construction, despite lower revenues.  The 
production of these affordable units would indicate that the Rainey Street requirements can also 
be absorbed by the market.

Given this analysis, staff does not recommend amendments to the on-site affordability 
requirements of the Rainey Street district in the Density Bonus Program at this time.

cc: Sue Edwards
Marie Sandoval
Greg Guernsey
Betsy Spencer
Matthew Lewis
Jim Robertson
Jorge Rousselin
Sylvia Leon Guerrero
Elizabeth Smith
Jessi Koch
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