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While the rest of the United States and the Wasatch Front have seen multi‐family development
recover, expand, and peak, Washington County has failed to build a single unit of market rate
multi‐family housing in a configuration over 20 units. Even with rising rents and record low
vacancies, development lags. This analysis considers the reasons for sluggish developer
demand and proposes solutions to ensuring there are more affordable housing options in the
St. George area in the future.
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Historical Background
As single family homes continue to appreciate, affordability is becoming a concern. The residential real
estate market heated up from 2004 to 2007 and left many struggling to find affordable housing options.
During this period, the St. George Area started an important conversation about the need for affordable
housing. The concern was that home ownership was out of reach for many working families and that
there were few options for individuals starting families or relocating from out of the area for work.
The discussion ended when the housing peak turned into a housing led recession. Many homes became
available for rent. The cycle also resulted in vacancy rates of over 20% in our multi‐family sector and
created significant downward pressure on rents. The good news was that the affordability problem was
solved. The bad news was we had a housing led recession that devastated construction, real estate and
finance, banking, retail, and other sectors of the economy.
It has been ten years since housing affordability was last debated in Washington County. Residential
housing markets are nearing their pre‐recession peaks. Although appreciation isn’t as aggressive as it
was prior to 2007, home prices are on the rise and affordability is becoming an issue once again.
Median home prices are now $250,000 with the average home sold coming in over $292,000 (See
Exhibit A).
With interest rates at 4.25% as of this writing, the $250,000 median home payment will be just over
$1,100 per month, assuming they can qualify at 90% down. Private mortgage insurance, property taxes,
homeowners’ insurance, and HOA fees can bring that total to nearly $1,500 per month. Adding utilities
and basic maintenance a family should budget $1,750/month to afford this home.

Population Growth
Driving around the area, it appears as though the entire county is under construction. Homes, schools,
and commercial being built almost everywhere. Some may think that this surge of construction is
unusual. For those who know the growth history of Southern Utah, this is normal.
From 1975 to 2007, population growth averaged more than 6% per year. Population growth is natural
increase (births minus deaths) plus net migration (move‐ins minus move‐outs). From 2010 to 2015
population estimates ranged from 1.56%‐2.64%. The 2016 numbers just came in at 3.7%, a full
percentage point higher than any time during the past five years1. While natural increase has been
relatively constant at about 1,000 people per year, net migration is the driver with only 126 net move‐
ins to Washington County in 2010 compared with estimated 4,900 move‐ins in 2016 alone.
The result is that during the slow growth years of 2010 – 2016, the Washington County population
increased by 22,000 people. For the full table showing population changes by county for the State of
Utah between 2010 and 2016, please see Exhibit B. If we would have maintained the historical growth
rate of 6% prior to the recession, the county would have grown by more than 50,000 people. Of all the
factors that could impact our local economy, changing population is the most significant. More than any

1

Source: Utah Population Estimates Committee: http://gardner.utah.edu/state‐and‐county‐level‐population‐
estimates/
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other number, population growth will tell the story for economic development, employment, quality of
life, and affordability in our community.

Apartment Rents are on the Rise
Historically, our Multi‐family housing markets offered a safe haven from rising housing costs‐‐until now.
With 2015 and 2016 rent increases of 6.6% and 7.2% respectively and vacancies below 1% for a full year,
without new rental supply, this asset class will offer no reprieve from rising rents.
The problem is not too much demand. Across the United States and along the Wasatch Front, multi‐
family has seen explosive development. While our community has grown by more than 22,000 residents
since 2010, we have added one senior subsidized housing project of 54 units and one student housing
building. We have a shortage of rental housing. Vacancy rates below 1% confirm this. Other assets like
single family residential, office, retail, industrial, and schools have kept up with the increase in
population by adding to supply. Multi‐family has not.
Without new supply, rents will continue to rise. Average rent is $832 per month or $0.86/SF but a 3
bedroom, 2 bath apartment unit will cost approximately $1,050 per month at the beginning of 2017—
approaching the cost of the mortgage payment referenced above.

Coming Projects
Rising rents have created some interest from developers, but primarily student housing and where there
are government incentives. The Vintage at Dixie State and Rocky Vista's student housing are currently
under construction. Downtown, the proposed City View project contemplating 100 units in a mixed‐use
project with a hotel and retail space are in planning stages. The City View project benefits from a
Community Development Area downtown that reduces property taxes for the project as an incentive.
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Bach Homes' 244 unit Greyhawk apartments at Mall Drive anticipated for 2017 is seeking zoning
approval after their initial approval from 18 months ago lapsed because they did not break ground on
the development. Riverwalk Village a 55 unit subsidized housing project also at Mall Drive, is
anticipated to start construction in 2017.

Developer Constraints
Why no new supply and so few projects in the pipeline, particularly for market rate products? There are
only four options:
1) Rents are too low to generate a meaningful return.
2) Construction costs are too high, wiping out returns.
3) Land is too expensive.
4) The use is constrained through zoning.
In performing the sensitivity analysis, we started with a base case scenario using current market
conditions. Those market conditions are summarized below and fully described in Exhibit C.

Base Case
SF/Unit
1,000
# Units
200
Rent/Unit $
860
OpEx as a %
32.5%
Construction Cost/SF
$95
Impact Fees/Unit
$13,946
Land Cost/Unit $
10,000
Density/Acre
20
Vacancy Rate
4%

We assumed the project would be a combination of two and three bedroom units with an average of
1,000 square feet. The project consists of 200 units with rent at $.86 per square foot. Operating
expenses are assumed at 32.5% of effective rental income and construction costs are estimated at $95
per square foot inclusive of land improvements, vertical construction costs, and soft costs like
engineering and architectural fees.
Impact fees, including city and water conservancy impact fees and permitting costs, are estimated at
$14,000 per door. Note that this is for St. George City. Other municipalities are higher in Washington
County as of this writing. Land costs are estimated at $10,000 per door with a density of 20 units per
acre. Vacancy rates are estimated at 4%, which is reflective of stabilized conditions and not the
extraordinarily low vacancy rates associated with current market conditions.
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From this base case, an investment analysis was constructed. Given the assumptions above, we can
determine the financial feasibility. Project costs include land costs, impact fees, and construction costs.
The estimate is $119,000 per door. Income can be estimated, adjusted for vacancy, operating expenses
subtracted, and net operating income projected. The result is a 5.62% return in our current scenario.
Land Cost
Impact Fees
Construction Cost
Total Cost
Cost/Unit

$

Rental Income
Vacancy
Net Rental Income
Operating Expenses
Net Operating Income
CAP Rate

$
$
$
$
$

$
$
$

2,000,000
$2,789,200
19,000,000
23,789,200
118,946
2,064,000
(83,000)
1,981,000
(644,000)
1,337,000
5.62%

The 5.62% capitalization rate (CAP Rate) is too low to justify investment in Southern Utah. With typical
debt at 70% loan to value, the project has a cash on cash return of only 4.8%. These economics are
discouraging for prospective developers.

Breakeven Analysis
In determining what would need to change to incentivize developers, we targeted a 6.25% CAP Rate and
a 7% cash on cash return. We then tested the key assumptions to calculate at what level the investment
metrics would meet the above criteria.
Rents must increase by 11% to reach breakeven. Rents have been too low to justify the investment
given the costs of construction, land, and permitting. They have increased over the past two years by
14%, still the breakeven lease rate is 11% higher than current rent levels. This would put rents at $957
for a 1,000 SF apartment or $.96 per SF.
Construction costs would need to fall by 13%. This reflects all the costs of construction, exclusive of
impact fees. On site improvements, soft costs, and vertical construction are all included in this number.
In calculating the break even, significant cost reductions would be material to the analysis;
unfortunately, construction costs are rising instead of falling. We assumed a base case of $95 per
square foot in construction costs—not including land or impact fees. The costs would have to fall to $83
per square foot to meet the breakeven criteria. This is probably the most unrealistic scenario of those
considered.
Even if the land were free, it would not hit breakeven. At $10,000/door, land costs represent 1/2 of the
cost of the impact fees. If land prices were $0/door, it still wouldn’t represent enough of an adjustment
to incentivize developers with the current economic assumptions.
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Impact fees would have to fall to $2,000 per unit. They currently range between $14,000 and 19,000
per door, plus permitting costs. This fee includes the city impact fee, the water conservancy district fee,
and other permitting costs. If impact fees were to fall to $2,000 it would justify the project economics.
Some say these numbers are unreasonable, but consider the impact fees published in the Spectrum on
December 12, 2016 comparing St. George and Washington City to other municipalities in the State.
These impact fees for St. George and Washington City are not inclusive of the Water Conservancy
District fee of $3,800, which by itself is approximately the same as the other municipalities below.
Unit
St. George
3000 SF Home $
11,253
1800 SF Home $
11,253
1100 SF Condo $
10,163

Washington
$
16,800
$
16,800
$
14,750

American Fork
Draper
Ogden
Provo
$
3,200 $
5,343 $
3,800 $
4,000
$
3,200 $
5,343 $
3,800 $
4,000
$
3,000 $
3,645 $
3,400 $
3,500

Salt Lake City
$
3,459
$
3,459
$
3,284

Source: The Spectrum, "Area Housing Prices Squeeze Middle Class" Monday December 12, 2016

In 2016, Salt Lake City set a precedent by waiving impact fees for a full year to incentive development2.
It has been said that impact fees can’t be reduced, but Salt Lake City showed that they clearly can. At a
minimum, consideration should be given for some of the key differences between multi‐family units and
single family units.
1)
2)
3)
4)
5)

They don’t consume as much water per unit.
They don’t require as much road infrastructure per unit.
They don’t need the same storm drainage per unit.
They don’t consume as much electricity per unit.
They don’t produce as much sewer or garbage per unit.

In considering the breakeven analysis, we are really considering opportunity cost. If investment capital
can be deployed in Salt Lake City, Las Vegas, Phoenix, Denver, Boise, or St. George. All things equal, the
investment capital will follow the returns. In the case of multi‐family development, the development
has lagged significantly in St. George because the economics don’t justify the investment.

Zoning and Land Use
Even if all of the other assumptions meet developer standards, if a project does not have the proper
zoning, then it is not feasible. Zoning remains a problem in Washington County. R‐3 and R‐4 designated
land is rare. Instead, the municipalities are relying on planned development (PD) zoning to grant
approval for density.
The motivation for this strategy is to protect the neighboring property owners and community from
poorly thought out projects. While understandable, the unintended consequence is that no
neighborhood wants multi‐family development and every project sees significant opposition from

2

The Salt Lake Tribune: “Salt Lake City Exploring Moratorium on Development Fees” published September 24,
2015 and Salt Lake Tribune: “Impact Fee Cash Piles Up Even as Salt Lake City Faces Budget Squeeze” June 6, 2016.
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neighbors. If the economics work but the land use doesn’t, we still don’t have multi‐family
development.
Honestly, what are we afraid of? The concern raised in public comment sections is increased crime
implying undesirable neighbors. The truth is that most of us have lived in apartments during our lives
for many of good reasons. The claims of many that prejudice multi‐family development are based in
unfounded fears and not reality.
There are many reasons individuals are tenants instead of owners. It could be the stage in their lives or
lack of savings. It could be that they aren’t planning to stay in the same place for a long time. It could
be that they don’t have faith in the housing market. It could be that they don’t need very much space
and are comfortable in a smaller footprint. It could be that this is the best location for their work or
school needs. It could simply be that this is the best space they can afford.
We have stigmatized affordable housing options by not setting aside land zoned for them. Instead of
frustrating both neighbors and developers with the planned development approval process, the
municipalities should consider setting aside land for multi‐family development and designating its use as
such through the zoning power vested in the municipality.

Recommendations
Our community can take action that will align incentives resulting in more proposals resulting in actual
development. Following are specific recommendations:
Temporary Impact Fee Reduction
A municipality or the water conservancy district could offer a reduction in the impact fee cost for a
specific amount of time for a limited number of units. For example, instead of waiving impact fees, offer
a reduction in impact fees first 250 or 500 units that would sunset six months from the effective date. In
addition, require construction to be complete within a specific timeframe or the permits expire. This
prevents permits getting pulled that won’t be built, it allows the municipality to control the dollar value
of the incentive offered, and it prevents the incentive from staying on the market longer than necessary.
Zoning Certainty
It is expensive to contract for land, create a development plan with engineered drawings and
architectural renderings, evaluate environmental and geotechnical conditions, go through staff reviews,
and then not be able to move forward because of public clamor. While our community generally does
well in managing these dynamics, projects that have less entitlement risk are more desirable than
projects with more entitlement risk. Parcels identified in the General Plan as high density residential
developments could proactively be zoned as such. Provide as much certainty and transparency up front
as possible to eliminate risk of failure. R‐3 and R‐4 zoning is more desirable than PD because of the
ability for a large, unexpected turnout from the public to derail a project.
Density Considerations
Given height restrictions, circulation, setbacks, and landscaping requirements, density can be a thorny
issue. There are examples where making exceptions are appropriate. Codify those scenarios and offer
increased density as the rule instead of the exception. In considering all the constraints, it is uncommon
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for the density contemplated in the code to be feasible without some kind of variance. Higher densities
drive the per door cost of the land down, and lower densities drive the cost per door of the land up.

Conclusion
The outlook for multi‐family is clear. Either costs will fall or rents will rise. The stage is set for a 11%
increase in rents. If construction costs continue to rise, then rents will have to push even higher to
compensate. At a time when affordability is becoming an important issue again, the rental market is
preparing to clear via higher rates.
Over the past six years, the local population has grown by 22,000 people. We are building nearly 1,500
homes per year. The median home price is $268,000 as of December 2012. Yet there has been no
construction of market rate apartments. Given that three out of the four proposed projects require
direct government support to move forward, we should recognize that changing the incentives is an
integral part of the affordable housing solution. The affordable housing debate was tabled 10 years ago.
It is time to restart the conversation.
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Exhibit A: Washington County Housing Market December 2016
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Exhibit B: Utah Population Estimates by County 2010‐2016
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Rental Income
Vacancy
Net Rental Income
Operating Expenses
Net Operating Income
CAP Rate

Land Cost
Impact Fees
Construction Cost
Total Cost
Cost/Unit
$
$
$
$
$

$
$
$

$

2,064,000
(83,000)
1,981,000
(644,000)
1,337,000
5.62%

2,000,000
$2,789,200
19,000,000
23,789,200
118,946
$
$
$
$
$

$
$
$

$

2,296,800
(92,000)
2,204,800
(717,000)
1,487,800
6.25%

2,000,000
$2,789,200
19,000,000
23,789,200
118,946
$
$
$
$
$

$
$
$

$

2,064,000
(83,000)
1,981,000
(644,000)
1,337,000
6.25%

2,000,000
$2,789,200
16,600,000
21,389,200
106,946

$
$
$
$
$

2,064,000
(83,000)
1,981,000
(644,000)
1,337,000
6.25%

2,000,000
$400,000
$ 19,000,000
$ 21,400,000
$
107,000

$

$
$
$
$
$

$
$
$

$

2,064,000
(83,000)
1,981,000
(644,000)
1,337,000
6.14%

‐
$2,789,200
19,000,000
21,789,200
108,946

Assumption Change for 6.25% Capitalization Rate
Base Case
Rent Chg
Cost Chg
Impact Fee Chg
Land Chg
SF/Unit
1,000
1,000
1,000
1,000
1,000
# Units
200
200
200
200
200
Rent/Unit $
860 $
957 $
860 $
860 $
860
OpEx as a %
32.5%
32.5%
32.5%
32.5%
32.5%
Construction Cost/SF
$95
$95 $
83
$95
$95
Impact Fees/Unit
$13,946
$13,946
$13,946 $
2,000
$13,946
Land Cost/Unit $
10,000 $
10,000 $
10,000 $
10,000 $
‐
Density/Acre
20
20
20
20
20
Vacancy Rate
4%
4%
4%
4%
4%

Exhibit C: Sensitivity Analysis for Multi‐family Development
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