
 

 

Via Electronic Mail 
Date:  April 21, 2016 
 
To:  Tyler Siegel 
  AG-SCH 8150 SUNSET BOULEVARD OWNER, L.P. 
 
From:  Jim Simon, Principal 

Dominique Clark, Associate 
  RSG, INC. 
 
SUBJECT: 8150 SUNSET BLVD. PROJECT FINANCIAL FEASIBILITY ANALYSIS PEER 

REVIEW 
 
Per your request, RSG, Inc. (“RSG”) reviewed HR&A Advisors, Inc.’s (HR&A) financial feasibility 
analysis of a mixed-use density bonus project (“Project”) proposed by AG-SCH 8150 Sunset 
Boulevard Owner, L.P. (“Developer”). The Project site consists of two parcels totaling 2.6 acres 
located at 8142-8148 West Sunset Boulevard in the City of Los Angeles (“City”). The parcels are 
currently improved with commercial buildings. The proposed development program entails the 
following components: 

 249 multi-family rental units, including 28 units restricted to very low-income households; 

 110,000 leasable square feet of retail; 

 649 spaces in a four-level subterranean parking garage; 

 200 spaces in an above-grade parking garage; and  

 Various on-site amenities, including an event terrace, a roof garden, open space, private 
terraces, a pool, and a spa. 

Our understanding is that the Developer will submit a request to the City’s Department of City 
Planning (“Planning Department”) for an “off-menu” incentive allowing a 3.0 floor area ratio (FAR), 
in lieu of the allowable 1.0 FAR. To comply with the City’s requirements for density bonus 
applicants requesting off-menu incentives, the Developer will provide the Planning Department 
(1) HR&A’s analysis, which demonstrates that the off-menu 3.0 FAR incentive is necessary for 
the inclusion of the 28 affordable housing units to be economically feasible, and (2) this memo 
summarizing the findings of RSG’s peer review of HR&A’s analysis.  
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Executive Summary 

Based on our peer review of HR&A’s analysis, our conclusions are as follows: 

 We concur with HR&A’s finding that the Project is financially feasible with the 
requested off-menu 3.0 FAR incentive, because it would yield a return on total 
development cost and a developer profit margin that we believe are sufficiently high to 
attract market investment. 

 We concur with HR&A’s finding that the Project is not financially feasible without 
the requested off-menu 3.0 FAR incentive, because it would not yield either a return on 
total development cost or a developer profit margin that we believe are acceptable in the 
market. 

Analysis 

Development Programming Scenarios With and Without 3.0 FAR Off-Menu Incentive 

Summary of HR&A Assumptions. HR&A used the Developer’s current development program 
as the development programming scenario with the requested off-menu 3.0 FAR incentive. The 
Developer proposes to develop 333,903 square feet of new floor area, including 249 residential 
apartment units averaging 768 square feet each and 110,000 square feet of retail. Of the 249 
residential units, 28 would be restricted to very low-income households. The Project would also 
include 849 spaces in a subterranean parking garage and an above-grade parking garage, as 
well as various on-site amenities. 

Without the requested off-menu incentive, the developer would be limited to constructing a 
significantly smaller project. The gross building area would be reduced from 333,903 square feet 
to 110,000 square feet in order to comply with the 1.0 FAR limit. In this scenario, HR&A’s analysis 
assumes that retail would be the highest and best use for the site, and thus eliminates all of the 
residential units with the exception of the 28 very low-income units averaging 802 square feet 
each. Additionally, the retail square footage is reduced from 110,000 to 85,056. Because the 
number of required parking spaces is directly correlated to the number of bedrooms and square 
footage of retail in the Project, the number of parking spaces provided in the parking garages is 
also decreased in this scenario – from 649 to 250 in the subterranean garage and from 200 to 
160 in the above-grade garage.  

Findings of RSG’s Peer Review. RSG believes that HR&A’s development programming 
assumptions for each scenario are reasonable, given that (1) the City requires the analysis to 
assume that the same number of affordable units (in this case, 28) are included in each scenario 
and (2) retail is the highest and best use for the site under by-right zoning, as HR&A concludes. 
We did note that the analysis assumes that the development programming scenario without the 



Tyler Siegel, AG-SCH 8150 Sunset Boulevard Owner, L.P. 
8150 Sunset Blvd. Financial Feasibility Analysis Peer Review 
April 21, 2016 
Page 3 

requested off-menu 3.0 FAR incentive would also omit the Developer’s requested on-menu 
flexible parking incentive; we believe this is defensible given the details of the Project. It is our 
understanding that the City generally expects the analysis to compare the feasibility of the Project 
with the requested off-menu incentives to the feasibility of the Project without the requested off-
menu incentives and that any requested on-menu incentives should be assumed in both 
scenarios. For this project however, the development programming scenario with the requested 
off-menu incentive relies so heavily on the off-menu 3.0 FAR incentive that the on-menu flexible 
parking incentive does not have much value without the 3.0 FAR incentive. Furthermore, the 
flexible parking allowance incentive does not apply to retail uses, which is the primary use in the 
scenario with a 1.0 FAR. 

Development Costs 

Summary of HR&A Assumptions. HR&A’s development cost estimates incorporate the 
following assumptions: 

 Land Acquisition Costs: $305 per square foot of land, which was the 2012 sale price as 
reported by the Developer 

 Hard Construction Building Costs: $200 per square foot of retail and $300 per square foot 
residential 

 Hard Construction Parking Costs: $42,500 per space in the subterranean garage and 
$29,750 per space in the above-grade garage 

 Excavation and Exportation of Soil: $75 per cubic yard of soil excavated 

 Site Improvements: $50 per square foot of open area 

 Tenant Improvements Allowance: $50 per net square foot of retail 

 Hard Cost Contingency: 5% of other hard costs 

 Soft Costs: Either calculated by line item as a percentage of total hard costs or provided 
by the Developer, with the exception of the leasing commissions, which HR&A estimated 
based on an assumption of a 3% broker commission on 5-year term commercial leases 
and 1.5% commission on 5-year lease renewals and marketing costs for both residential 
units and commercial space 

 Soft Cost Contingency: 3% of other soft costs 
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 Construction Financing Costs Assumptions:  

o 3.0 FAR Scenario: 2.0% loan fees, 6% interest rate, 24-month construction period 

o 1.0 FAR Scenario: 2.5 loan fees, 7% interest rate, 18-month construction period 

o Both Scenarios: 80% loan-to-cost ratio, 60% outstanding principal balance, and a 
two-year loan term 

Findings of RSG’s Peer Review. RSG believes that HR&A’s development cost estimates and 
assumptions are reasonable. Our review included an analysis of HR&A’s methodology of 
differentiating between the hard and soft costs inherent in the residential and retail hard cost 
estimates sourced from Marshall & Swift Cost Estimate software (“Marshall and Swift”). In order 
to estimate soft costs independently from Marshall and Swift while preventing double counting, 
HR&A assumed that about 20% of Marshall & Swift’s estimates are attributed to softs costs and 
then deducted this 20%. RSG believes that this approach yields development cost estimates that 
are reasonable. 

Net Operating Income 

Summary of HR&A Assumptions. HR&A’s net operating income estimates incorporate the 
following assumptions: 

 Market-Rate Apartment Rents: $5.75 - $6.50 per square foot 

 Very Low-Income Apartment Rents: Based on the City Housing and Community 
Investment Department’s affordable rent limits schedule for density bonus projects 
(effective August 1, 2015) and net of select utility allowances per the City’s Housing 
Authority utility allowance schedule for multi-family residential housing (effective 
December 1, 2015) 

 Residential Miscellaneous Income: $50 per unit per month with 3.0 FAR and $25 per unit 
per month with 1.0 FAR 

 Residential Vacancy Allowance: 5% of gross rental income 

 Residential Operating Expenses: 35% of effective gross income 

 Residential Replacement Reserve: $250 per unit per year with 3.0 FAR and $150 per unit 
per year with 1.0 FAR 
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 Retail Income: $5.50 per net square foot with 3.0 FAR and $5.00 per net square foot with 
1.0 FAR 

 Retail Vacancy Allowance: 5% of gross income 

 Retail Management Fee: 3% of effective gross income 

Findings of RSG’s Peer Review. RSG believes that HR&A’s net operating income estimates 
are generally reasonable. Three details worth noting, none of which are material to our 
conclusion that the Project is financially feasible with 3.0 FAR and financially infeasible with 
1.0 FAR, are as follows: 

1. As explained in HR&A’s memo, the assumptions regarding the market-rate rents are 
heavily weighted on the rents at one luxury property, 8500 Burton Way. Based on 
RSG’s research, the rents at 8500 Burton Way are significantly higher than other 
apartments built since 2014 in the Hollywood submarket. Per RSG’s conversations 
with HR&A, HR&A’s rent assumptions are based on the Developer’s belief that 8500 
Burton Way is the only true comparable to the Project in terms of location and the level 
of amenities and services. If overstated, lower market rents would result in diminishing 
the feasibility of both scenarios, and not unfairly understate the viability of the Project 
without the off-menu incentive. 

2. Because the residential operating expenses are calculated as 35% of effective gross 
income, which varies dramatically between the scenario with 3.0 FAR and 221 market-
rate units and the scenario with 1.0 FAR and no market-rate units, the total residential 
operating expenses on a per unit basis vary dramatically between the scenarios - 
$16,800 per unit with 3.0 FAR and $2,200 per unit with 1.0 FAR. Overall, we believe 
that the actual operating expenses would be lower on the scenario with the off-menu 
incentive, but much higher in the scenario without the off-menu incentive. Adjusting 
these operating expenses would actually widen the gap between the two scenarios, 
making the Project less feasible without the off-menu incentives.  

3. The analysis does not include revenue from the retail parking spaces, based on the 
assumption that 100% of the retail parking will be validated by the associated 
businesses. This assumption may be understating some parking revenue for patrons 
that visit longer than a typical two to three-hour validation window, but would only 
generate a modest amount of additional income and not affect the overall feasibility 
findings.  
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Financial Feasibility Analysis 

Summary of HR&A Assumptions. HR&A’s financial feasibility analysis incorporates the 
following assumptions: 

 Threshold for Return on Total Development Cost: 5.7% with 3.0 FAR, 6.2% with 1.0 FAR 

 Threshold for Development Profit Margin: 12.5% 

 Cap Rate: 4.7% with 3.0 FAR, 5.2% with 1.0 FAR 

 Cost of Sale: 1% of project value 

Findings of RSG’s Peer Review. RSG believes that the assumptions incorporated in HR&A’s 
financial feasibility analysis are reasonable. RSG confirmed that these assumptions align with 
current market realities. 


