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GRUEN GRUEN + ASSOCIATES 

M EMORANDUM  

 

Date:  October 11, 2021 

To:  Adam Frazier and Tyler Richardson, Richmark Companies 

From:  Gruen Gruen + Associates  

Subject: Financial Feasibility Analysis of Proposed City Market Redevelopment 

 

INTRODUCTION 

 

This memorandum report by Gruen Gruen + Associates ("GG+A") summarizes our financial 

feasibility analysis of the proposed City Market Redevelopment in Downtown Grand Junction. The 

primary purpose of this analysis is to evaluate the financial feasibility of the proposed development 

program with- and without- the assistance you have requested. We understand an initial term sheet 

provided to the City of Grand Junction outlines several sources of requested assistance, including 

waiver of all municipal fees and construction use tax, a sale-leaseback for a portion of the site, and 

future payments from the Downtown Development Authority (“DDA”) or City through 2039.   

 

SUMMARY OF BASIC RESULTS AND CONCLUSIONS 

 

Table 1 summarizes the investment results of the discounted cash flow analysis with- and without- 

the requested assistance. 

 

Without Public 

Assistance

With Requested 

Public Assistance

Assistance 

Needed to Meet 

18% IRR Hurdle

Present Value of Incentives 
1

$0 $7,873,901 $14,664,025

Leveraged IRR 4.1% 9.5% 18.0%

Cash-on-Cash Return 
2

2.9% 4.3% 7.4%

TABLE 1:  Summary of Annual Leveraged Internal Rates of Return (IRRs)

Source: Gruen Gruen + Associates

1
 Future DDA/City payments over time are discounted at 5.0% annual interest rate. 

2
 Average over first five stabilized years.
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The primary conclusion of the analysis is that the proposed redevelopment is not likely to support a 

market rate return on equity investment even with the requested assistance of $10.5 million over time 

(estimated to have a present value of about $7.9 million assuming a five percent annual discount rate 

on future DDA payments).  

 

Without any assistance, the leveraged Internal Rate of Return (IRR) would be only four percent; a 

level of return insufficient to attract or justify equity capital investment.  Even with the requested 

assistance the leveraged IRR improves to only 9.5 percent.  This is a low rate of return given the risks 

involved, including but not limited to the risk that actual market rents (already assumed to be well 

above prevailing rents) may be lower than projected.  The feasibility “hurdle rate” also would typically 

be much higher for a pioneering project/location that is unlikely to attract significant institutional 

interest to purchase the completed and leased property.  

  

To achieve a more typical leveraged IRR of 18 percent, the amount of public assistance would need 

to be increased to about $14.7 million on a present value basis. 
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PROPOSED REDEVELOPMENT PROGRAM 

 

We understand the 4.6-acre site at 200 Rood Avenue in Grand Junction is planned to be redeveloped 

into 256 rental housing units (apartments) in two separate multi-family buildings.  The overall Floor 

Area Ratio (F.A.R.) is estimated at approximately 1.1 and the housing density is 56 units per acre.   

 

Table 2 summarizes the proposed redevelopment program.  

 

200 Rood Ave.

Gross Site Area (in Acres) 4.6

Total Multi-Family Housing Units 256

Housing Density (Units / Acre) 56

Building Height(s) 4 stories

Construction Type Type V

Gross Building Area in Square Feet 211,556

Floor Area Ratio (F.A.R.) 1.1

Rentable (Net) Building Area in Square Feet 168,480

Net-to-Gross Efficiency 80%

Average Unit Size in Square Feet 658

Vehicular Parking Spaces 313

Sources: OZ Architecture; Richmark Companies.

TABLE 2: Proposed Redevelopment Program

 
 

The two multi-family buildings are planned to contain total gross building area estimated at 

approximately 212,000 square feet.  The amount of rentable (net) building area is estimated at 

approximately 168,500 square feet for a loss factor of approximately 20 percent.  The average unit size 

will be about 660 square feet of space.   
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Table 3 summarizes the proposed housing unit mix by size. 

Units % of Total Average Unit Size
1

Studio 127 49.6 504

One-Bedroom 71 27.7 648

Two-Bedroom 58 22.7 1,008

TOTAL 256 100.0 658

TABLE 3: Proposed Housing Unit Mix

1
 In rentable square feet.

Sources: OZ Architecture; Richmark Companies.  

Approximately one-half of all units are planned to be studio/efficiency units with an average unit size 

of about 500 square feet.  Seventy-one (71) units or about 28 percent of the unit mix will be one-

bedrooms with an average unit size of about 650 square feet.  Larger two-bedroom units, averaging 

about 1,000 square feet in size, will comprise 23 percent of the unit mix.  
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DEVELOPMENT COSTS 

 

Total development costs before any contingency allowance are estimated at $58.4 million or about 

$228,000 per unit.  This represents an overall cost of $276 per gross square foot.  Table 4 summarizes 

the development cost estimate. 

 

PSF 
1

Per Unit Total % of Total

Land Acquisition $12 $10,156 $2,600,000 4.5

Hard Costs:

Sitework, Utilities and Demolition $20 $16,469 $4,216,100 7.2

Vertical Construction $191 $157,939 $40,432,300 69.3

Furniture, Fixtures and Equip (FF&E) $3 $2,150 $550,400 0.9

Hard Costs $214 $176,558 $45,198,800 77.4

Soft Costs:

Architecture and Engineering $9 $7,800 $1,996,800 3.4

Permit/Impact Fees and Use Tax $10 $7,957 $2,037,000 3.5

Developer Fee $9 $7,185 $1,839,300 3.2

Other Soft 
2

$5 $4,203 $1,075,900 1.8

Soft Costs $33 $27,145 $6,949,000 11.9

Financing Costs 
3

$17 $14,113 $3,613,000 6.2

TOTAL DEVELOPMENT COST $276 $227,972 $58,360,800 100.0

+5% Contingency Allowance $289 $238,665 $61,098,190

1
 Per square foot of gross building area.

2
 Legal and consulting fees; insurance, title and property tax; marketing; etc.

Source:  GG+A Review of Shaw and Richmark Estimates

TABLE 4: Estimated Development Costs by Category

3
 Three-year interim/construction loan at 4.0% interest with 1.5% loan fee. See Table 8 for 

additional financing and investment paramaters.

 
 

According to Richmark, the redevelopment site will be acquired for $2,600,000 or about $10,200 per 

housing unit.  Land acquisition represents a relatively small share (4.5 percent) of total development 

cost.  

 

We understand the hard construction costs have been drawn from conceptual estimates provided by 

Shaw Construction.  Horizontal and vertical costs are estimated to total about $174,000 per unit or 

$210 per square foot. An additional FF&E allowance of $2,150 per unit is included, for total hard 

costs of about $214 per square foot.  The estimates provided by Shaw are typical of infill 
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redevelopment projects with dense multi-family construction and smaller unit sizes.1  Horizontal costs 

to prepare the site represent about nine percent of total hard costs.   

 

Soft costs (before any financing fees) are estimated at $6.9 million or approximately $27,000 per unit, 

representing 12 percent of the total development cost. Municipal permitting, plan review, impact fee, 

utility tap fees, and local construction use tax represent the largest category of soft costs at $2,037,000 

or about $8,000 per unit.2  Architecture and engineering fees are estimated at about $2.0 million; a 

reasonable budget assumption that represents less than five percent of hard construction costs.  An 

additional developer fee of approximately $1.8 million is included, representing a fee equal to about 

four percent of the hard construction cost budget.  All other soft costs (for expenditures related to 

legal, consultants, insurance and title, tax, marketing, etc.) are estimated to total just under $1.1 million 

or two percent of total development cost. 

 

Financing costs of approximately $14,000 per unit or six percent of overall development cost are 

included.  This assumes a three-year construction loan with a 4.0 percent annual interest rate and initial 

loan fees/points of 1.5 percent.  (See Page 10 for additional financing and investment assumptions). 

 

The estimate of total development cost does not include any cost contingency allowance. Applying a 

typical five percent contingency factor suggests a total proforma cost of $61.1 million or $239,000 per 

unit. 

 

MARKET AND OPERATING PARAMETERS 

 

Perspective on Apartment Rents 

 

Limited new market-rate apartment inventory has been delivered over the prior 10 years although 

physical vacancy/availability remains very low. 

 

The Railyard development, delivered in February 2021, is the only recent multi-family development 

of significance.  The 196-unit property has reportedly been fully leased within about eight months and 

has a waiting list.  CoStar indicates average asking rent of $1,330 or $1.45 per square foot.  The unit 

mix and sizes are larger than proposed for the City Market site, with an average unit size of 919 square 

feet according to CoStar. 

 

  

 
1 For example: a proposed project that GG+A recently reviewed in Pueblo, Colorado had a hard construction 
cost budget of about $200 per square foot.  This was for a similar commercial site redevelopment into a four-
story wood frame apartment building with 220 units.  
2 The estimate reflects Plant Investment Fee and traffic impact fee credits equaling about $840,000.  
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Table 5 summarizes rents for apartment units within three miles of the redevelopment site, as well as 

“Fair Market Rents” by bedroom for Mesa County (estimated by the U.S. Department of Housing 

and Urban Development). 

 

2011 2021

Market 3-Mile Radius:
1

Effective Rent Per Unit $870 $1,080 $210 2.2%

Effective Rent Per Square Foot $1.11 $1.36 $0.25 2.1%

Physical Vacancy Rate 5.7% 2.4% -3.3 (pct points)

Fair Market Rents (Per Unit):
2

Studio $569 $682 $113 1.8%

1 BR $571 $781 $210 3.2%

2 BR $685 $1,026 $341 4.1%

Sources:  CoStar; HUD; Gruen Gruen + Associates.

10-Year 

Change AAGR

TABLE 5: Historical Apartment Market Trends

Historical

1
 CoStar estimates for inventory within three miles of 200 Rood Avenue.

2
 HUD Fair Market Rents for Mesa County (2012 and 2022 fiscal years).

 
 

Market rents have exhibited a long-term pattern of escalation although absolute and per-square-foot 

market rents generally remain very low.    According to CoStar, rents per unit within three miles of 

the redevelopment site have increased from about $870 per month in 2011 to $1,080 per month in 

2021. This equates to an average annual growth rate of 2.2 percent.  On a per square foot basis, market 

rents have increased at a rate of 2.1 percent from $1.11 per square foot in 2011 to $1.36 per square 

foot in 2021.   

 

Rents for the broader existing apartment inventory are low. For studio, one bedroom, and two-

bedroom units throughout Mesa County, average market rents range from $682 for studio units to 

$1,026 for two-bedroom units according to HUD estimates.   
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Market and Affordable Rent Estimates 

 

Table 6 presents an estimate of potential rents for the market rate units and “affordable” rents on the 

10 percent of units proposed to be restricted to households at 80 percent of Area Median Income 

(AMI). 

 

Per Unit PSF Per Unit PSF Per Unit PSF

Studio $1,100 $2.18 $1,030 $2.04 $1,093 $2.17

One-Bedrooms $1,300 $2.01 $1,103 $1.70 $1,281 $1.98

Two-Bedrooms $1,600 $1.59 $1,324 $1.31 $1,571 $1.56

TOTAL $1,268 $1.93 $1,121 $1.70 $1,254 $1.90

TABLE 6: Estimated Average Monthly Rents

1
 231 market-rate units.

2
 25 below market units affordable to households at 80% AMI.

Sources:  CoStar; Richmark Companies; CHFA; Gruen Gruen + Associates.

Market Rate 
1

Affordable 
2

TOTAL

 
 

The financial feasibility analysis assumes (perhaps optimistically) that obtainable market rents in 

today’s dollars will be significantly higher than prevailing market rents, including well above the rents 

attained by the newest Railyard development.  Rents for the market rate units are assumed to average 

$1,268 per unit or $1.93 per square foot.  Studio and one-bedroom units are assumed to rent for more 

than $2.00 per square foot on average, while two-bedroom units are assumed to rent for about $1.60 

per square foot.   

 

Rents for 25 below-market units are estimated based on the assumption that the units would be 

affordable to households with incomes of 80 percent of AMI.  Rent and income limits for tax credit 

housing in 2021 (as published by the Colorado Housing and Finance Authority) are applied to these 

units.  As a result, rents are lower than market rate units by about 12 percent.  Affordable rents range 

from approximately $1.30 to $2 per square foot. 

 

Additional non-rent income is included at $1,000 per unit annually to account for utility 

reimbursements, pet fees, application charges, and so forth. 

 

Lease-Up and Occupancy 

 

The existing multi-family rental inventory has remained extremely well occupied with little effective 

vacancy to accommodate demand.  Information provided by the developer indicates that the project 

is anticipated to be fully occupied and leased within one year following completion of construction.  

The financial feasibility analysis assumes that 50 units are pre-leased (about 20 percent of units), and 

that 25 units are absorbed each month thereafter.  Upon stabilization, a five percent vacancy rate and 

credit loss factor is applied to gross rental income.   
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Operating Expenses 

 

The financial feasibility analysis is based on operating expense estimates including: 

 

• Property management fee equal to three percent of effective gross income; 

• Additional variable expenses (such as payroll, general maintenance/repairs, etc.) equal to 20 

percent of effective gross income; 

• Annual utility expenses of $700 per unit; 

• Annual property taxes equal to $800 per unit (assumes taxable value of $150,000 per unit); and 

• Annual insurance costs equal to 0.25 percent of replacement (hard construction) costs. 

 

These assumptions represent total operating expenses equal to about 35 percent of effective gross 

income at stabilized occupancy, as summarized on Table 7. 

 

% of EGI 
1

Per Unit Total

Property Management Fee 3.0% $457 $117,052

Payroll/Personnel 10.0% $1,524 $390,175

Other Variable Expenses 
2

10.0% $1,524 $390,175

Utilities $700 $179,200

Insurance $395 $101,081

Property Tax $800 $204,800

TOTAL 35% $5,400 $1,382,482

Sources:  Richmark Companies; National Apartment Association; Gruen Gruen + Associates.

Annual Expense

2
 G&A, marketing, repairs and maintenance, etc.

TABLE 7: Estimate of Stabilized Operating Expense (in $2021)

1
 Percent of Effective Gross Income.

 
 

Total annual expenses are estimated at over $1,382,000. 
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INVESTMENT AND FINANCING PARAMETERS 

 

Table 8 summarizes the financing and investment parameters upon which the financial feasibility 

analysis is based. 

 

Base Case

Timing:

Construction Period 18 months

Investment Holding Period 10 years

Capital Stack:

Equity 39.5%

Debt 
1

60.5%

Minimum Debt Coverage 
1

1.25x

Interim/Construction Financing:

Annual Interest Rate 4.0%

Loan Fees/Points 1.5%

Duration 36 months

Permanent Financing:

Annual Interest Rate 4.0%

Term 7 years

Amortization 30 years

Property Sale:

Exit Capitalization Rate 5.5%

Cost of Selling 2.0%

TABLE 8: Financing and Investment Parameters

1
 Supportable permanent mortgage at 1.25x debt service coverage.

Sources:  Richmark Companies; Gruen Gruen + Associates.  
 

Financial parameters include equity and debt terms, construction and permanent loan arrangements, 

and capitalization rates.  The construction process is assumed to be completed in 18 months and the 

property is assumed to be held for 10 years. A construction loan is assumed to be obtained for 36 

months at an interest rate of four percent plus loan fees of 1.5 percent.  A permanent loan is assumed 

to be obtained to retire the construction loan once the property is leased and stabilized.  The 

permanent mortgage is assumed to have an annual interest rate of 4.0 percent and a loan amortization 

schedule of 30 years over a seven-year term.  The property is assumed to be sold in year 10 at a 

capitalization rate, or buyer’s required yield on the purchase of the developed property, of 5.5 percent.  

The cost of selling the property is estimated at two percent of the value of the transaction. 
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RESULTS OF FEASIBILITY ANALYSIS 

 

Table 9 summarizes the results of the financial feasibility analysis.  The “base case” results are 

bracketed by two scenarios illustrating the potential effects of variations to (a) the sale year 

capitalization rate; and (b) the average rate of rent escalation over the cash flow projection.  

 

Low Base Case High

(5.25% Cap 

Rate; 3.5% Rent 

Escalation)

(5.5% Cap 

Rate; 3% Rent 

Escalation)

(5.75% Cap 

Rate; 2.5% Rent 

Escalation)

Investment Results:

Internal Rate of Return 6.1% 4.1% 1.9%

Cash-on-Cash Return 
1

3.1% 2.9% 2.7%

Yield-on-Cost (Stabilized) 4.4% 4.4% 4.3%

Total Development Cost 
2

$61.1 M $61.1 M $61.1 M

Market Value (Year 10 Sale) $63.2 M $58.0 M $53.4 M

Equity Investment $24.1 M $24.1 M $24.1 M

Permanent Debt $37.0 M $37.0 M $37.0 M

Permanent Debt Coverage Ratio 
3

1.25x 1.25x 1.25x

1
 Average over first five stabilized years.

2
 Land, hard, soft, and financing costs. Includes five percent (5%) contingency factor. 

3
 Upon stabilized occupancy.

TABLE 9:  Results of Financial Feasibility Analysis

Source: Gruen Gruen + Associates  
 

Under the base case scenario without factoring in the requested assistance the leveraged IRR would 

be well below a feasibility threshold at only 4.1 percent.  The cash-on- cash return would be below the 

cost of debt at 2.9 percent and the yield on cost would be only 4.4 percent.  The value of the completed 

and leased building even in year 10 (after several years of rent escalation) would still be less than the 

cost of developing the building.   

 

Even with even more optimistic assumptions about rent growth (exceeding rent growth experienced 

historically) and a very low capitalization rate on the future sale of the property, the financial returns 

would be insufficient to attract and support equity investment.  A more conservative and perhaps 

more realistic set of assumptions summarized on the right-hand column of Table 9 shows the 

proposed redevelopment would nearly be “underwater” and extremely infeasible with an IRR well 

below the cost of debt and returns not significantly higher than would be earned in an extremely safe 
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investment such as government or corporate bonds that would require no entrepreneurial and 

management efforts.   

 

Estimated Size of Feasibility Gap 

 

Table 10 summarizes the leveraged (i.e., equity) cash flows under the three scenarios. 

 

Low Base Case High

(5.25% Cap 

Rate; 3.5% Rent 

Escalation)

(5.5% Cap Rate; 

3% Rent 

Escalation)

(5.75% Cap 

Rate; 2.5% Rent 

Escalation)

Year 1 ($24,127,710) ($24,127,710) ($24,127,710)

Year 2 $11,306 $11,306 $11,306

Year 3 $2,507,561 $2,495,447 $2,483,333

Year 4 $560,643 $534,632 $508,747

Year 5 $655,095 $614,811 $574,916

Year 6 $752,854 $697,396 $642,739

Year 7 $854,034 $782,458 $712,257

Year 8 $958,756 $870,072 $783,514

Year 9 $1,067,143 $960,314 $856,552

Year 10 $31,338,810 $26,151,895 $21,481,046

Total (Profit) $14,578,493 $8,990,620 $3,926,700

Leveraged IRR 6.1% 4.1% 1.9%

Size of Feasibility Gap @ 18% 

IRR Hurdle Rate 
1

($13,342,278) ($14,664,025) ($15,866,801)

TABLE 10:  Leveraged Cash Flows and Size of Feasibility Gap

Source: Gruen Gruen + Associates

1
 Leveraged (i.e., equity) cash flows discounted at 18% annual rate.

 
 

The basic conclusion is that the amount of upfront subsidy or public assistance may range (in order-

of-magnitude) from $13 million to $16 million under the estimates and assumptions outlined above.   
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Feasibility Gap Compared to Initial Request for Assistance 

 

We understand an initial term sheet provided to the City outlined several sources of requested 

assistance, including waiver of all municipal fees and construction use tax, a sale-leaseback for a 

portion of the site, and future payments from the DDA or City through 2039.   

 

Table 11 summarizes the request and the estimated present value of the incentive package. 

 

Nominal Value Present Value 
1

Municipal Fee Waivers $2,037,000 $2,037,000

Land Sale-Leaseback $1,500,000 $1,500,000

DDA/City Payments (2023-2039) $6,950,000 $4,336,901

TOTAL INCENTIVES $10,487,000 $7,873,901

Estimated Upfront Feasibility Gap (Base Case) ($14,664,025)

INCENTIVE SHORTFALL ($6,790,124)

1
 Future DDA/City payments discounted to 2022 dollars at 5.0% interest rate.

Source: Gruen Gruen + Associates

TABLE 11:  Incentive Shortfall 

 
 

If future DDA payments are discounted at five percent annually, the requested assistance would fill a 

present value funding “gap” equal to about $7.9 million.  As reviewed previously, the financial 

feasibility analysis indicates the gap is much larger at about $14.7 million (under the base case 

assumptions for capitalization rate and rent growth).  The difference implies a shortfall of nearly $6.8 

million.  That is, for the equity investor to obtain a hurdle rate or feasible return commensurate with 

the risks, considerably more assistance than outlined in the term sheet would be required.  Assuming 

Richmark is prepared to implement the project in accordance with the term sheet, under the base case 

forecast anticipate a relatively low return on investment.      

 

 

 



 

 

 

 

 

 

 

 

Gruen Gruen + Associates (GG+A) is a firm of economists, 

sociologists, and market, financial and fiscal analysts.  Developers, 

public agencies, attorneys, and others involved in real estate asset 

management utilize GG+A research and consulting to make and 

implement investment, marketing, product, pricing and legal support 

decisions.  The firm's staff has extensive experience and special 

training in the use of demographic analysis, survey research, 

econometrics, and financial analysis to describe and forecast markets 

for a wide variety of real estate projects, land uses, and economic 

activities. 

 

Since its founding in 1970, GG+A has pioneered the integration of 

behavioral research and economic analysis to provide a sound 

foundation for successful land use policy and economic development 

actions.  GG+A has also pioneered the use of economic, social and 

fiscal impact analysis. GG+A impact studies accurately and 

comprehensively portray the effects of public and private real estate 

developments, land use plans, regulations, annexations and 

assessments on the affected treasuries, taxpayers, consumers, other 

residents and property owners. 
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