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UC Davis Development Feasibility Analysis  
 

 

After meeting with UC Davis staff and discussing initial feasibility results, HR&A has prepared this memo to 

provide an update on Aggie Square project feasibility. The memo provides an overview of how construction 

costs impact project feasibility, and begins a discussion of how the University can approach structuring the 

planned Aggie Square development for success, including: 1) pursuit of tax exemption for University-

occupied space, 2) utilization of lower cost construction materials, finishes, and building typologies when 

possible, 3) pursuit of partnerships with mission-minded investors willing to accept lower returns, and 4) 

exploration of additional ways for the University to invest and participate in the initial phase of Aggie 

Square.  

 

1) Review of Construction Costs  

Cummings produced construction costs estimates in April, which HR&A used in its initial feasibility analysis. 

Since then, Cumming refined its work and produced updated construction cost estimates in May. These revised 

estimates, as shown in Figure 1, below, reflected a slight decrease in office and lab construction costs, with 

an increase in costs associated with the construction of the mixed-use building.  

The initial construction costs provided by Cumming in April were higher than costs that could be supported 

by projected rents and thus rendered the proposed development infeasible in the absence of subsidy. 

Following this initial analysis, HR&A re-modeled project feasibility using the refined construction cost 

estimates provided by Cumming in May, and also further tested project feasibility using regional construction 

costs projections provided by Marshall & Swift, to illustrate how lower construction costs have the potential 

to improve project performance.  

Figure 1 shows original and revised construction cost estimates produced by Cumming specifically for the 

Aggie Square project, as well as more general construction cost benchmarks from Marshall & Swift, for 

comparison. Each set of costs reflect incorporation of an additional 15% of total hard costs to account for 

soft costs. The two sets of costs from Cumming and Marshall & Swift differ in a number of ways: 

• Adjustments: For Cumming’s estimates, HR&A modified costs to exclude escalation costs, as 

escalation is accounted for in the project cash flows, as well as interior costs for retail, office, and 

science and tech space, and equipment/furnishings costs from office and science and tech, since these 

uses are modeled to include a tenant improvement allowance. The model includes a TI allowance 

for all office and lab space, to account for the developer’s share of fit out costs. 

• Impact of Prevailing Wage Requirements: Cumming’s cost estimates are likely higher than Marshall 

& Swift’s due to the higher labor costs mandated by the University of California. 

• Treatment of Fit-Out: Assumptions regarding higher-quality finishes and construction typologies 

could also be driving Cumming costs higher than the Marshall & Swift benchmarks.   

 

• Use-Specific Discrepancies:  

o Retail: The lower Marshall & Swift benchmark for retail is likely due to underlying 

assumptions not being reflective of ground-floor retail space that is integrated within a 

mixed-use building, which likely renders the Marshall & Swift benchmark less relevant for 

the purposes of Aggie Square. 
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o Multifamily: The increase in Cumming’s construction cost estimates from April to May for 

multifamily is due to higher costs for electrical and fire, with no changes to shell and interior 

costs.  

 

 

Figure 1. Construction Costs per GSF 

 

2) Base Operations  

Using the modified May cost estimates from Cumming, HR&A modeled development feasibility of the 

proposed Aggie Square program. Key assumptions in our feasibility analysis include: 

• Market Rents: HR&A used market rents based on our own market analysis, as well as conversations 

with developers and brokers familiar with the Sacramento market, and conversations with UC Davis 

regarding rents for multifamily geared towards University affiliated populations, including 

undergraduate and graduate students.   

• Operating Expenses: HR&A used operating expenses based off of regional precedents and market 

research, as well as conversations with developers familiar with the Sacramento market and with 

UC Davis staff. 

• University Occupancy:  HR&A is assuming that the University will occupy 50% of total office space 

and 50% of total science and tech space delivered in the initial phase.  

• Incubator Occupancy: For the private office space, HR&A assumes a 20,000 SF incubator space, 

where the incubator operator will pay subsidized market rent.  

• Excluded Land/Infrastructure Costs: Our analysis does not include the cost of providing parking, 

horizontal infrastructure and site improvements, or site acquisition costs/payment of ground lease.  

An overview of base operations, using updated May construction cost estimates from Cumming including a 

5% design contingency, is presented in Table 2, below. IRRs reflective of infeasible development are shaded 

in red. 
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Table 2. Overview of Base Operations and Associated Project Returns  

Category 
University 

Multifamily Office Retail 
Science & 

Tech 
University 

Office 
University 

S&T 
       

Market Rent1 $302  $363  $25  $39  $39  $39  
       

Operating Costs       

Property Taxes  ($4.6) ($5.7) N/A (NNN) ($5.7) ($5.7) ($5.7) 

Other ($4.8) ($8) N/A (NNN) ($8)4 ($8) ($8) 

Total ($9.4) ($13.7)   ($13.7) ($13.7) ($13.7) 
       

NOI per Occupied SF $20.6  $22.6  $25  $24.1  $25.3  $24.1  

IRR5 5% 1% 12% 0% 4% 0% 
       

NOI w. Tax Exemption $25.2  N/A N/A N/A $31  $31  

IRR 11% N/A N/A N/A 10% 6% 
              

 

As Table 2 demonstrates, with existing construction costs and market rents, none of the uses yield acceptable 

return rates – HR&A assumes that market uses will need to generate an IRR of 18%, while uses with University 

commitment that are completely pre-leased will need to generate an IRR of 15%. HR&A assumes a lower 

return threshold for University uses due to the minimized risk from an investor perspective associated with a 

credit-worthy tenant like the University, and the University’s commitment to pre-leasing. Assuming a property 

tax exemption for University uses (multifamily, and half of office and lab space) improves project feasibility, 

but does still not generate required returns, as shown in the last row of Table 2.  

3) Maximum Supportable Construction Costs  

Given that market rents and high construction costs do not yield desired rates of return, HR&A modeled the 

maximum supportable construction costs by use needed to break even and generate a required return 

threshold – 18% for market uses and 15% for University uses. Table 3, below, illustrates the existing 

gap/surplus in construction costs by use. Uses showing a gap suggest that a private developer will be unlikely 

to deliver these components of the development program without further subsidy, while uses showing a surplus 

suggest that a private developer should be willing to pay up to that amount per square foot to cover site 

acquisition costs, while still earning an acceptable rate of return.  

                                                 

 

1 All rents and operating costs are per NSF on an annual basis. 

2 Multifamily rents are modeled at $2.50 per NSF per month, to reflect product oriented towards University users. If 
we assume top of market rents at $2.80 per NSF per month, IRR for multifamily using the Cumming construction cost 
estimates rises to 10%.  

3 Office rent reflects weighted average of $39 PSF for Class A space and $20 PSF for discounted space for an 
incubator, assumed to occupy 20,000 SF.  $20 PSF is average rent for Class C space in Sacramento market.  

4 HR&A is using the same operating expenses for both office and lab, though in reality, operating expenses for science 
and tech space will likely be higher, given the specialized needs of lab users.  

5 All IRRs referenced in this memo exclude land purchase price.  
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Table 3. Maximum Supportable Construction Costs and Existing Gaps6  

Category 
University 

Multifamily Office Retail 
Science & 

Tech 
University 

Office 
University 

S&T 
       

Cumming Cost Estimate       

Total Cost $394  $413  $332  $514  $413  $514  

Max. Supportable Cost $352  $244  $285  $280  $352  $371  

Gap/Surplus* ($42) ($169) ($47) ($234) ($61) ($143) 
       

Marshall & Swift Costs**       

Total $276  $345  $173  $403  $345  $405  

Max. Supportable Cost $352  $244  $285  $280  $352  $371  

Gap/Surplus* $76  ($101) $112  ($123) $7 ($32) 
              

*Before land payment       
**Marshall & Swift estimates, as noted, do not factor in prevailing wages, higher-finish construction 
typologies, and other factors of importance to UC Davis.   

 

As demonstrated in Table 3, when using the Cumming cost estimates, including assuming a property tax 

exemption for University uses, all uses will still require subsidy. If we use the lower Marshall & Swift regional 

cost benchmarks, multifamily and retail no longer have a gap in supportable construction costs and these 

uses become market feasible, which is in keeping with recent trends that have seen new mixed-use and 

residential development in the Sacramento market. While using the lower M&S benchmarks renders office 

feasible for University users, where the assumptions of property tax exemption, 100% pre-leasing, and 

acceptance of a lower rate of return all contribute to project feasibility, it is important to note that the office 

building component as a whole remains infeasible. Further, it is important to note, as discussed previously, 

that the Marshall & Swift cost estimates are intended to serve as benchmarks, and University requirements 

around prevailing wages, sustainability, and requirements for lab finishes will likely push actual project costs 

for Aggie Square above the Marshall & Swift benchmarks.  

Table 4, below, provides an overview of project performance using these lower Marshall & Swift cost 

benchmarks. As seen in Table 4, assuming property tax exemption for University users of office and lab 

space, in combination with lower construction costs, brings these components of the program closer to 

feasibility for these university-tenanted spaces. While University office space on its own achieves an 

acceptable rate of return, the office building component including both University and private tenant office 

space remains infeasible. Using the Marshall & Swift cost estimates and market rents generates required 

return rates for both multifamily and retail, and while returns for other uses still fall below required thresholds, 

there is improvement in overall project performance using these lower construction cost benchmarks.  IRRs 

reflective of infeasible development are shaded in red, while those that meet required returns are shaded 

in green.  

 

 

                                                 

6 All University uses are assumed to pay no property taxes.  
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Table 4. Project Performance Using M&S Construction Cost Estimates 

Category 
University 

Multifamily Office Retail 
Science & 

Tech 
University 

Office 
University 

S&T 
       

Market Rent $30  $36.2  $25  $39  $39  $39  
       

Operating Costs       

Property Taxes Tax Exempt ($4.8) N/A (NNN) ($5.4) Tax Exempt Tax Exempt 

Other ($4.8) ($8) N/A (NNN) ($8) ($8) ($8) 

Total ($4.8) ($12.8)   ($13.4) ($8) ($8) 
       

NOI per Occupied SF $25.2  $23.5  $25  $25.6  $31  $31  

IRR 28% 6% 75% 6% 16% 12% 
              

 

Tables 5 and 6, below, summarize the implications of construction costs on project feasibility. Lower 

construction costs, coupled with the benefit of property tax exemption and 100% pre-leasing commitment 

for University users, as well as an assumed lower return threshold, help improve feasibility and generate 

returns that may be of interest to mission-minded investors and institutional investors willing to accept a lower 

return due to the University’s commitment.  

 

Table 5. Summary of Impact of Construction Costs on Project Returns  

Category 
University 

Multifamily Office Retail 
Science & 

Tech 
University 

Office 
University 

S&T 
       

IRR: Cumming Costs       
Full Property Taxes 5% 1% 12% 0% 4% 0% 

With Exemptions 11% 1% 12% 0% 10% 6% 
       

IRR: Marshall & Swift Costs       

Full Property Taxes 19% 6% 75% 6% 9% 6% 

With Exemptions 28% 6% 75% 6% 16% 12% 
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Table 6. Summary of Construction Cost Gap/Surplus  

Category 
University 

Multifamily Office Retail 
Science & 

Tech 
University 

Office 
University 

S&T 
       

Gap/Surplus: Cumming       

Full Property Taxes ($94)  ($169)  ($47)  ($234)  ($120)  ($207)  

With Exemptions ($42)  ($169)  ($47)  ($234)  ($61)  ($143)  
       

Gap/Surplus: M & S       

Full Property Taxes $24 ($101) $112  ($123) ($51) ($96) 

With Exemptions $76  ($101) $112  ($123) $7 ($32) 
              

 

 

Table 7, below, summarizes the rent level by use needed to break even, under both construction cost 

scenarios. Using the lower Marshall & Swift cost benchmarks, both multifamily and retail have market rents 

above the break even rent threshold, while all other uses, even with property tax exemptions, face a gap.  

 

Table 7. Summary of Rents Needed to Break Even  

 

 

 

 

 

 

University 
Multifamily Office Retail 

Science & 
Tech 

University 
Office 

University 
S&T        

Market Rent $30 $36 $25 $39 $39 $39 

Break Even Rent: Cumming       

Full Property Taxes $38 $53 $29 $62 $50 $58 

With Exemptions $33 N/A N/A N/A $44 $50 
       

Break Event Rent: M&S        

Full Property Taxes $28 $46 $15 $51 $44 $48 

With Exemptions $25 N/A N/A N/A $39 $42 


