
 
Why Does Housing Cost So Much? 

(And what can we do about it?). 

SPUR 
May 30, 2017 



What Contributes to 
Development Costs? 

 

•  Land (Cost/Residual Value) 
 
•  Hard Construction Costs  

o  Labor 
o  Materials 
o  Construction Type/Design 
 

•  Parking Costs 
o  Number of spaces 
o  Stackers 
o  Construction type 

•  Soft Costs 
o  Predevelopment 
o  Construction Period 
o  Sales/Lease up Period 
 

•  Governmental fees 
o  Vary significantly 

•  Profit (Developer Margin/Returns) 

Land  

Hard Construction 
Costs 

Parking Governmental Fees 

Soft Costs 

Profit 
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PARKING 
PARKING 
PARKING 
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Source: fibers.com and publicbikes.com  7 



Housing + 
Transportation (H+T) 

costs may be better way to 
measure costs in San Francisco 

Source: CNT H+T Fact Sheet 

San Francisco CNT Score 
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Land Costs – Based on Current Income Generation  
and Allowable Use 



Residual 
Land 
Value 

(What a 
Developer 
Can Pay) 
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WHAT IS A DENSITY BONUS?  
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Density Bonus Financial 
Considerations 
•  Height? 
•  Construction type? 
•  How many more units? 
•  Less or more parking? 
•  Will it be faster to process? 
•  Will design costs decrease? 
•  Will other costs decrease? 
•  How much more affordable 

housing will be required and at 
what target incomes? 
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Money makes the world go around… 
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Predevelopment:  Time = Money 
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•  Developer co-invests 

•  Preferred and promotional return 

•  Target return and upside 

Capital Stack 

The value-add play pays out based on value creation 

 

Equity 

 
Debt 

Mezzanine or 
performing debt 

•  DCR 

•  LTV 

•  LTC 

•  Performance guarantees 
with recourse for: 

- Project completion 
- Cost estimates 
- Lease up 
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•  Preferred 8%-12% 

•  Target 15%-20, higher for predevelopment 

•  Total potential 25% or greater 

Typical Return Requirements 

Projected 20% or greater 

 

Equity 

 
Debt 

Mezzanine or 
performing debt 

•  15-40 year amortization 

•  2-15 year repayment (“balloon”)  

•  4.5%-8% interest 

20 



“Waterfall” of Equity Return 
Cash Flow after paying loans and costs 

Return of principal 
Preferred return (including 
developer co-investment) 

Promotional return “pari passu” to investors to 
meet target total returns 

Some percentage distribution to developer 

Larger percentage return to developer 
Ongoing smaller percentage distribution to investors 

1st Dollars out 

2nd Dollars out 

3rd Dollars out 
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Commercial Real Estate and Low Interest Rates,  
John Krainer, FRBSF Economic Letter (4/22/13) 

A basic principle of finance is that prices 
are the present value of future expected 
cash flows…. 
As interest rates fall, the rate at which the 
cash flows on commercial properties are 
discounted also falls, pushing 
commercial real estate prices up. é 

Interest Rates, Cap Rates 
 and Values Move Together 
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Historical Treasury Rates 
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Cap Rate = 
Net Operating Income (NOI) 

Project Value 

Project Value = NOI 
Cap Rate 

High cap rate indicates market weakness/high cost of financing 

Low cap rate indicates market strength/low cost of financing   

Cap Rate is Indicator of Value/Market Strength 
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Cap Rate Trends by Asset 

3%

4%

5%

6%

7%

8%

9%

10%

11%

12%

87 89 91 93 95 97 99 01 03 05 07 09 11 13 15

Apartment
Office
Industrial
Retail

Source: REIS, CBRE 
25 



Source: ULI Emerging Trends 2015 

X 
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Demand and Supply Imbalance 
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CA Jobs Growing Faster Than Nation 
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EXHIBIT I-2

EMPLOYMENT TRENDS
SAN FRANCISCO METROPOLITAN DIVISION

2000 THROUGH 2021

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 Ann. Growth % MD Employment
Annual Employment (000s) Forecast '16-'21 Shift Share

Employment Industry (000s) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 '11-'16 % # 2016 2021 Nom. %
Education & Health Services 90.3 91.2 92.1 95.9 98.6 100.0 103.3 106.2 112.2 115.2 116.5 116.8 120.0 123.4 126.0 129.8 132.7 136.4 138.0 139.6 141.1 141.9 2.6% 1.4% 1.8 12% 12% 0.2% 1.8%
Professional & Business Services 207.4 194.6 169.9 159.4 159.1 168.0 177.0 186.2 192.1 182.4 182.0 195.8 214.2 228.0 243.9 259.5 272.0 275.9 281.1 285.6 287.8 288.7 6.8% 1.2% 3.3 25% 25% 0.3% 1.0%
Leisure & Hospitality 106.8 106.1 102.5 101.2 102.5 104.5 108.1 111.8 113.9 109.8 110.5 115.0 121.5 125.7 131.1 136.1 139.8 141.9 143.2 144.6 145.6 146.3 4.0% 0.9% 1.3 13% 13% 0.0% -0.4%
Construction 39.3 40.8 38.6 37.0 35.8 35.1 36.5 38.3 37.3 29.4 26.9 27.4 28.9 30.4 32.5 35.9 38.4 41.3 42.4 43.6 44.1 44.0 7.0% 2.8% 1.1 4% 4% 0.3% 9.2%
Government 117.2 115.2 118.0 116.9 115.9 118.3 120.3 122.0 122.9 120.7 121.3 120.4 119.5 118.9 120.7 124.4 127.5 129.3 129.8 130.4 131.0 131.8 1.2% 0.7% 0.9 12% 11% -0.2% -1.6%
Manufacturing 58.3 53.0 46.3 42.1 41.4 40.1 41.1 41.4 40.1 36.1 35.0 34.4 34.0 34.7 35.6 36.1 37.5 37.8 37.5 37.2 36.7 36.1 1.7% -0.8% -0.3 3% 3% -0.3% -8.5%
Financial Activities 92.4 93.4 85.8 79.8 77.1 77.1 77.8 78.0 76.2 69.4 67.1 66.4 67.9 70.0 71.9 75.2 78.6 80.3 80.4 80.5 80.6 80.6 3.4% 0.5% 0.4 7% 7% -0.2% -2.4%
Wholesale Trade 29.9 28.7 26.4 24.7 23.8 23.5 24.0 24.3 24.1 22.2 21.6 22.3 23.5 24.7 25.6 26.9 27.7 28.4 28.6 28.9 29.0 28.9 4.4% 0.9% 0.3 3% 3% 0.0% -0.4%
Retail Trade 86.7 85.9 81.4 78.6 78.2 78.9 79.2 80.4 79.6 74.5 73.3 73.7 75.6 77.5 79.6 80.7 80.8 82.1 84.0 86.1 87.5 88.0 1.9% 1.7% 1.4 7% 8% 0.3% 3.6%
Other Services (exc. Public Admin.) 36.3 36.1 34.5 33.1 32.0 32.3 32.4 33.6 34.5 33.2 32.8 34.1 35.8 37.6 39.6 40.0 40.7 41.7 41.8 41.9 41.9 41.9 3.6% 0.5% 0.2 4% 4% -0.1% -2.2%
Transport., Warehousing & Utilities 56.8 53.8 47.3 44.7 43.6 42.2 40.8 39.3 38.6 36.7 35.3 34.9 36.5 38.7 39.7 42.1 46.6 49.3 49.4 49.4 49.3 49.0 6.0% 1.0% 0.5 4% 4% 0.0% 0.0%
Information 62.9 56.7 47.1 43.0 40.2 37.8 36.8 37.1 38.6 37.6 36.9 40.6 46.3 49.6 55.0 63.1 70.5 71.0 71.1 71.2 71.1 70.9 11.7% 0.1% 0.1 6% 6% -0.3% -4.3%
Natural Resources & Mining 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 18.6% 1.2% 0.0 0% 0% 0.0% 0.8%

Total Non-Farm (000) 984.4 955.6 890.0 856.5 848.3 858.0 877.5 898.8 910.1 867.3 859.1 881.8 923.7 959.1 1,001.3 1,049.9 1,092.9 1,115.5 1,127.6 1,138.9 1,145.8 1,148.2 4.4% 1.0% 11.1 100% 100%
Y/Y Change (000) 36.7 -28.9 -65.6 -33.5 -8.2 9.6 19.5 21.3 11.3 -42.8 -8.1 22.7 42.0 35.4 42.1 48.7 43.0 22.6 12.1 11.3 6.9 2.4
% Change 3.9% -2.9% -6.9% -3.8% -1.0% 1.1% 2.3% 2.4% 1.3% -4.7% -0.9% 2.6% 4.8% 3.8% 4.4% 4.9% 4.1% 2.1% 1.1% 1.0% 0.6% 0.2%
Cumulative Gain/Loss: -13.8% 7.3% -5.6% 27.2% 5.1%

Source: Bureau of Labor Statistics; Moody's (updated May 2017); The Concord Group

Return to peak: mid-2012
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“Missing” 65,000 New Units Annually 

SERIES: California New Housing Permits 
SOURCE: Construction Industry Research Board 
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EXHIBIT I-1

RESIDENTIAL BUILDING PERMIT ISSUANCES
SAN FRANCISCO, CALIFORNIA

1980 THROUGH MARCH 2017

1Q Annual Avg.
Product Type 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 10-Yr 20-Yr
Building Permit Issuances by Product Type

SFD 161 195 70 82 107 106 183 189 178 146 81 94 82 63 58 51 95 55 57 17 22 31 22 54 35 64 123 12 48 76
2 unit Multi-family 88 118 74 76 90 64 104 76 152 214 106 156 96 84 52 38 50 86 60 30 10 20 34 38 70 98 38 10 48 75
3-4 unit Multi-family 158 119 52 67 38 121 109 80 102 162 81 105 74 52 61 68 51 72 19 25 14 31 19 32 30 25 26 0 29 56
5+ unit Multi-family 670 555 433 776 713 224 830 1,447 1,979 2,172 2,498 836 991 1,231 1,880 2,381 2,202 2,262 2,159 228 733 1,736 3,014 4,350 2,576 3,478 3,900 526 2,444 2,103

Total Permits 1,077 987 629 1,001 948 515 1,226 1,792 2,411 2,694 2,766 1,191 1,243 1,430 2,051 2,538 2,398 2,475 2,295 300 779 1,818 3,089 4,474 2,711 3,665 4,087 548 2,569 2,310
5+ Change (#) -425 -115 -122 343 -63 -489 606 617 532 193 326 -1,662 155 240 649 501 -179 60 -103 -1,931 505 1,003 1,278 1,336 -1,774 902 422 ---
5+ Change (%) -39% -17% -22% 79% -8% -69% 271% 74% 37% 10% 15% -67% 19% 24% 53% 27% -8% 3% -5% -89% 221% 137% 74% 44% -41% 35% 12% ---

5+ % of Total 62% 56% 69% 78% 75% 43% 68% 81% 82% 81% 90% 70% 80% 86% 92% 94% 92% 91% 94% 76% 94% 95% 98% 97% 95% 95% 95% 96% 95% 91%

Source: U.S. Department of Housing and Urban Development; The Concord Group
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EXHIBIT I-3

APARTMENT MARKET PERFORMANCE
URBAN SAN FRANCISCO

1995 THROUGH 2021

10-Yr REIS Forecast (3)
Market Metric 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 Avg. 2017 2018 2019 2020 2021
Urban San Francisco (1)
Inventory 57,197 57,197 57,512 58,319 59,298 59,576 60,062 60,062 60,267 60,436 59,822 60,355 60,573 60,854 61,305 61,855 61,949 62,106 63,648 65,190 66,949 69,590 63,402 72,155 73,952 75,388 76,991 77,482

Completions (2) 198 0 315 807 979 278 486 0 229 595 44 533 218 281 451 550 94 157 1,542 1,542 1,759 2,700 929 2,565 1,797 1,436 1,603 491
Conversions 0 0 0 0 0 0 0 0 -24 -49 -658 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Net Gain/(Loss) 198 0 315 807 979 278 486 0 205 546 -614 533 218 281 451 550 94 157 1,542 1,542 1,759 2,700 929 2,565 1,797 1,436 1,603 491

Vacancy Rate 1.1% 1.0% 1.3% 1.7% 1.5% 1.4% 3.7% 3.9% 4.7% 4.5% 4.3% 3.9% 3.6% 2.7% 4.8% 4.2% 3.5% 3.4% 3.5% 4.2% 5.8% 6.7% 4.3% 7.2% 7.7% 7.7% 8.3% 7.9%

Effective Rent $1,040 $1,257 $1,336 $1,412 $1,648 $1,980 $1,667 $1,513 $1,481 $1,531 $1,579 $1,702 $1,881 $1,938 $1,854 $1,972 $2,171 $2,367 $2,614 $2,912 $3,300 $3,152 $2,351 $3,281 $3,381 $3,471 $3,559 $3,634
% Change 20.8% 6.3% 5.7% 16.7% 20.2% -15.8% -9.2% -2.1% 3.4% 3.2% 7.8% 10.5% 3.0% -4.3% 6.4% 10.1% 9.0% 10.4% 11.4% 13.3% -4.5% 6.4% 4.1% 3.0% 2.7% 2.5% 2.1%

(1) Combined San Francisco REIS Submarkets include: Civic Center/Downtown, Haight Ashbury/Western Addition, Marina/Pacific Heights, Russian Hill/Embarcadero, South of Market
(2) REIS completion data represents a mixture of new apartment construction and apartment conversions. 
(3) REIS forecasts serve as independent benchmark; does not represent TCG conclusions.
Source: REIS; The Concord Group
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EXHIBIT I-4

HISTORICAL HOME SALES AND PRICE TRENDS
SAN FRANCISCO, CALIFORNIA

1988 THROUGH 1Q17

Annual 10-Yr Quarterly
Median Price 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 Avg. 1Q16 2Q16 3Q16 4Q16 1Q17
Median New Home Price ($000)
Urban San Francisco
Median Price 221 316 351 324 574 524 554 507 622 614 707 688 753 656 732 806 974 947 963 1,053 551 812 1,050 1,358 1,187 1,152 1,073
Ann. Growth 1% 43% 11% -8% 77% -9% 6% -9% 23% -1% 15% -3% 9% -13% 12% 10% 21% -3% 2% 9% -48% -2% 10% 34% 1% 1% 2%
vs. SF 108% 106% 105% 98% 100% 105% 96% 102% 113% 101% 102% 103% 123% 106% 132% 132% 118% 122% 99% 97% 66% 108% 88% 96% 111% 108% 104%

San Francisco County
Median Price 205 299 335 330 575 500 579 499 550 609 691 668 613 618 554 608 825 777 974 1,083 833 755 1,198 1,420 1,067 1,069 1,034
Ann. Growth 0% 46% 12% -1% 74% -13% 16% -14% 10% 11% 13% -3% -8% 1% -10% 10% 36% -6% 25% 11% -23% 2% 29% 53% -9% -12% -14%

Median Resale Home Price ($000)
Urban San Francisco
Median Price 311 323 378 452 576 593 588 616 719 827 851 885 880 751 788 762 852 938 1,104 1,262 1,300 952 1,203 1,298 1,226 1,269 1,232
Ann. Growth 4% 4% 17% 20% 27% 3% -1% 5% 17% 15% 3% 4% -1% -15% 5% -3% 12% 10% 18% 14% 3% 4% -5% 2% 3% -2% 2%
vs. SF 119% 113% 116% 120% 121% 116% 109% 107% 109% 110% 110% 109% 115% 114% 116% 120% 120% 113% 116% 115% 111% 115% 109% 109% 111% 108% 109%

San Francisco County
Median Price 261 285 325 375 475 510 540 575 660 755 776 811 765 660 678 638 708 828 951 1,100 1,171 831 1,100 1,190 1,100 1,170 1,135
Ann. Growth 4% 9% 14% 15% 27% 7% 6% 6% 15% 14% 3% 5% -6% -14% 3% -6% 11% 17% 15% 16% 6% 4% 5% 3% 2% 6% 3%

Source: DataQuick; TCG
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If we can go 
to Mars,  
why can’t we 
build a house 
better,  
cheaper,  
faster? 
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•  Reduce construction costs  
•  Require less parking 
•  Streamline development process 
•  Encourage greater “coziness” (density) 
•  Test financial impact of new City requirements on 

development feasibility and modify as needed  
•  Build more housing as soon as we can!  37 

What can we  

do about it? 
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