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F
rom the construction of tene-
ments in the 1800s to the high-
rise steel and concrete luxury 
residential towers built today, 
for-rent housing has come a 

long way. But one constant is the 
use of wood to build rental hous-
ing. Over the years, architects and 
engineers have pushed the limits of 
what wood can do, and the adoption 
of the 2015 International Building 
Code allows this to continue. 

Not everyone is happy though. 
There has been some recent back-
lash about the number of four- and 
five-story wood-frame apartments 
impacting Denver’s downtown. With 

continued demand 
for housing, esca-
lating construction 
prices and the abil-
ity to achieve even 
higher densities 
under the recent 
IBC, we don’t antic-
ipate the number 
of new wood-frame 
buildings added to 
the Denver land-
scape will dimin-
ish.

The most sig-
nificant benefit the new IBC offers 
wood-frame construction is the 

ability to design a podium building 
based on the overall building height. 
Podium buildings will no longer 
be restricted to only one level of 
podium structure below the podium 
deck. 

This gives designers the ability to 
design a seven-story, midrise build-
ing with five levels of wood-frame 
construction over two levels of con-
crete podium – all above grade. With 
this additional above-grade level of 
concrete, the flexibility and oppor-
tunities to increase density, reduce 
cost or both become possible. 

Options include pulling the tra-
ditional below-grade level parking 

out of the ground to save the cost of 
building subterranean, which is typi-
cal in traditional podium designs. 
Another option would be to leave 
the subterranean parking, which 
allows an additional level of residen-
tial units within the concrete por-
tion of the structure, thus increasing 
density. Both options will change 
how the design world and residen-
tial developers look at the potential 
of a site. 

When evaluating an apartment 
site, a developer typically considers 
four wood-frame apartment designs: 

Investors from outside Colorado represented 
70 percent of purchases through August
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T
his September I attended the 
2015 Apartment Bus Tour pre-
sented by Apartment Appraisers 
& Consultants and CREJ. It was a 
great opportunity to learn what 

owners and developers are pursuing 
in the Denver metro. We toured eight 
properties, all boasting amenities 
on top of amenities, stunning views, 

quick lease-up peri-
ods and skyrocket-
ing rental rates. 

The demand 
that’s driving these 
apartments’ suc-
cess also is driving 
the construction 
industry’s fever-
ish pace. “Builder 
confidence and the 

construction pipeline expanded, and 
developers are anticipated to deliver 
a record 12,000 or more units this 
year, or over 32 percent growth in 
apartment deliveries since 2014,” says 
Greg Price in his market overview on 
Page 4.

For Colorado apartment inventory, 
the 2010s have already delivered more 
product to the market than every-
thing that was delivered in the 2000s 
and 1990s, according to Apartment 
Insights. The 2010s are on pace to out-
build the 1980s as well. 

One unavoidable issue is the 
increasing cost of living within the 
city. With homeownership decreasing, 
an increasing in-migration of mil-
lennials and a cultural shift toward 
urban environments, multifamily rent 
gains are outpacing income gains at 
an alarming pace. According to a JLL 

contributed article on Page 20, rents 
have increased nearly 65 percent in 
five years, while median household 
incomes only have risen 14 percent. 

One major contributor to the afford-
ability crunch is a lack of new condo-
miniums coming on line due to con-
cerns over the construction defects 
law. As we went to press, there were 
reports that Denver Mayor Michael 
Hancock was going to introduce his 
own reform ordinance for the city. 
Other Colorado cities have passed 
similar reforms. We’ll be following this 
issue closely in upcoming Colorado 
Real Estate Journal articles.

The market boon is not restricted to 
Class A properties. In fact, older prop-
erty types, especially those from the 
1970s and 1980s, are seeing average 
rental rates almost double from 2004 
to present day. 

I want to visit older properties to see 
how buildings are staying current and 
fresh in this amenity-driven market. 
There was a lot of discussions about 
value-add properties on the tour, and 
I’m eager to hear about your projects. 

We’ve put together a comprehen-
sive issue that highlights many of the 
market drivers as well as explains 
what the statistics mean to the mul-
tifamily world. As we look ahead to 
2016, please let me know if you’d like 
to see something covered or are inter-
ested in participating in an upcoming 
issue. I appreciate your feedback.

Thanks for reading.

Michelle Z. Askeland
maskeland@crej.com
303-623-1148, Ext. 104
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NOTHING  
IS CERTAIN  

EXCEPT DEATH 
AND TAXES.

“

”

Benjamin Franklin was, without doubt, a very wise man. 
But we must say he was a complete amateur in the world 
of real estate sales and finance. While we can’t do much 
about death and taxes, we can bring certainty to property 
acquisition and disposition. How? First, by identifying 
the right asset for you. Second, by offering incomparable 
relationships with diverse sources of capital. Third, by 
servicing your asset for its entire life cycle. See? Turns 
out we a have a few wise men (and women) of our own.

a Berkshire Hathaway and Leucadia National companyB E R K A D I A .C O M  /  8 0 0 . 4 4 6 . 2 2 2 6

Commercial mortgage loan banking and servicing businesses are conducted exclusively by Berkadia Commercial Mortgage LLC and Berkadia Commercial Mortgage Inc. Investment sales and real estate brokerage businesses are conducted exclusively by Berkadia 
Real Estate Advisors LLC and Berkadia Real Estate Advisors Inc. In California, Berkadia Commercial Mortgage LLC conducts business under CA Finance Lender & Broker Lic. #988-0701, Berkadia Commercial Mortgage Inc. under CA Real Estate Broker Lic. 
#01874116, and Berkadia Real Estate Advisors Inc. under CA Real Estate Broker Lic. #01931050. For state licensing details for the above entities, visit: www.berkadia.com/legal/licensing.aspx.
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T
he vitality and distinctiveness 
of the Denver economy are 
driving new businesses and 
households to relocate to the 
metro, propelling apartment 

demand at a rate greater than sup-
ply growth. Drawn 
by the strong job 
market and high 
quality of life, new 
residents boosted 
population growth 
in the last year to 
more than double 
the national aver-
age. 

In 2014, employ-
ers filled 52,000 
positions. The 
strongest jobs gain 
was in the con-
struction sector, 
which was bol-

stered by a wave of residential and 
commercial development. The edu-
cation and health services sectors 
followed, creating 9,300 workers. 
This year employers are on track to 
add another 45,000 jobs, represent-
ing a 3.3 percent hiring increase. 
This positive trend in employment 
is expected to continue, which will 
keep developer optimism high, 
drive multifamily demand, and lead 
to increases in rents and multifam-
ily asset valuations.

Also contributing to the demand 
for apartments is insufficient sin-
gle-family home and condominium 
construction, and the high price of 
existing homes. Home construction 
still is far below its prerecession lev-
els, propelling the increase of home 
prices and apartment rents as new 
residents seek out living space. 

Builder confidence and the con-
struction pipeline expanded under 
these conditions, and developers 
are anticipated to deliver a record 
12,000 or more units this year, or 
over 32 percent growth in apart-
ment deliveries since 2014, and a 
4.8 percent increase in the total 
rental stock. Nearly half of all com-
pletions this year are concentrated 
near Denver’s urban core. In 2016, 
the majority of new construction 
will remain focused in central Den-
ver.

Though there have been a large 
number of completions in the 
Denver metro, high demand mar-
ketwide for apartments continues 
to suppress vacancy levels. At the 
market level, average vacancy con-
tinues to defy expectations as the 
rates remain on a slow downward 
trajectory. That said, vacancy is ris-
ing in areas where development is 

heavily concentrated in the urban 
core and the tech center, where 
average vacancy rose above 5 per-
cent in the second quarter. Vacancy 
remains tightest in the older sub-
urban submarkets, where average 
vacancy is below 3 percent. Looking 
forward, strong housing demand 
should prompt a 10-basis-point 
drop in vacancy by the end of 2015, 
with net absorption close to 12,400 
units. 

Since 2010, Denver has ranked 
among the top major metros for 
rent growth, posting annual gains 
well above 5 percent. Given strong 
apartment demand, many new 
complexes hitting the market are 
recording short lease-up periods, 
enabling the monthly average rental 
rate to grow at one the fastest paces 
nationwide in 2015. 

This, in turn, has curbed conces-
sions with less than 1 percent of 
professionally managed apartment 
complexes offering concessions. 
Tight vacancy contributed to rising 
average rents, which are projected 
to increase to $1,335 per month in 
2015. Rapid population growth and 
residential demand will sustain ris-
ing home prices and expedite rent 
growth, as single-family home and 
condominium construction activity 
remains below their previous peaks.

Recognizing these trends, inves-
tors are flocking to the Denver 
metro in search of higher first-year 
yields than are available for proper-
ties in the primary coastal markets. 
Consequently, suitably priced assets 
are generating numerous offers, 
which escalates prices. The domi-
nant force in the market continues 
to be private investors, driving up 
deal flow in the $1 million to $15 
million range. Going-in capitaliza-
tion rates for this asset bracket 
average in the high-5 to high-6 per-
cent range, depending on quality, 
renovation potential and location. 

That said, low vacancy and rising 
income streams will drive up net 
operating incomes in the B and C 
asset classes, continuing to attract 
a wide variety of investors from 
across the country. This is demon-
strated in a 35 percent spike in deal 
flow and 40 percent surge in total 
dollar volume in the metro over the 
four-quarter period ending midyear.

Another factor demonstrat-
ing competition within the non-A 
Class product is the narrowing gap 
between going-in yields among 
product classes. Many Class A and 
B assets across the metro and Class 
C assets in the more desirable loca-
tions are all experiencing going-in 

capitalization rates in the sub-6 
percent range, with Class B and C 
assets attracting investors that are 
looking to renovate and increase 
net operating incomes, projecting 
approximately 20 percent leveraged 
10-year internal rates of return.

In the first half of the year, overall 
transaction velocity was significant-
ly higher than the same span last 
year, as valuations along with the 
pending rise in interest rates helped 
motivate sellers to expedite their 
transaction timelines. However, the 
short supply of for-sale inventory 
versus buyer demand continues 
to intensify competition to secure 
assets among private investors, 

especially in well-established sub-
markets with less new construction 
opportunities. 

Additionally, the wealth of newly 
built complexes will create oppor-
tunities for institutional buyers. 
Both well-funded private equity 
and institutional buyers seeking 
additional yield likely will focus on 
listings in the southeastern portion 
of the metro, especially in Centen-
nial and Aurora. Continued aggres-
sive pursuit of assets in these areas 
is expected to continue through 
the end of the year and into next, 
largely due to the expansion of the 
metro’s light-rail line that will be 
complete in 2016.s

Pre-1990 construction cap rates closing the gap 
Market Update

Greg Price
Vice president 
investments, 

Marcus & 
Millichap, Denver
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Prudential Mortgage Capital Company combines one of the 
industry’s most experienced teams with extensive lending 
capabilities and consistent performance in the Colorado market. 

We originated $7 billion* in multifamily loans in 2014 and 
focused on a variety of specialized property types including: 
market rate housing, affordable housing, student housing, senior 
housing and health care senior living. Once again, the numbers 
prove it: We have the talent and resources to get your deal done. 

PRUDENTIAL MORTGAGE CAPITAL COMPANY

WE GET IT. DONE. 

WE GE T  IT.  DONE.
Andrew Dale at 720-356-6408  
or andrew.dale@prudential.com

Prudential Mortgage Capital Company’s  
loan programs include:

 Fannie Mae DUSTM loans

 Freddie Mac Program Plus®

  Specialized affordable housing programs

 FHA

 Conduit

  Prudential’s life company portfolio and 
proprietary balance sheet program

© 2015. Prudential, the Rock symbol, and the Prudential logo are service marks of Prudential Financial, Inc. and its related entities. *As of 12/31/2014.
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I
t was predicted that after the 
record sales volume experienced 
in 2014, the metro Denver apart-
ment market would not encoun-
ter another year with that mag-

nitude of sales for years to come. 
In 2014, apartment sales volume 
reached $3.6 billion, which exceeded 
the previous annual record set in 
2012 by 30 percent. As impressive as 
the increase was, it becomes even 
more impressive when you consider 
that the sales volume for metro Den-
ver from 2008 to 2011 averaged $888 
million per year.

Well, the projections for 2015 were 
wrong. All indications lead to yet 
another year of record-setting vol-
ume. The metro Denver apartment 
market is on fire with rent increases 
topping the nation and vacancy at 
historically low levels. These trends 
have attracted extensive national 
interest from institutional and pri-
vate buyers, deepening the pool of 
investors interested in metro Denver 
multifamily properties. With these 
market fundamentals, low interest 
rates and buyer demand, cap rates 
have remained level and, in some 
cases, have even lowered.

Another reason for record sales 
volume is the increase in price per 
unit for Colorado apartments. Dur-
ing 2014, the average price per unit 
for communities with 200 or more 
units was $169,519, which is 102 per-
cent greater than the average price 
per unit in 2010. This increase is due 
to three factors. 

First, the metro Denver apartment 
market averaged over 8 percent rent 
increases every year for the last 
four years, and rents are still climb-

ing. For the second 
quarter of 2015, 
rents in Denver 
increased 13.6 per-
cent year over year. 

Second, the 
value-add strategy 
is popular with 
over 85 percent of 
potential buyers 
in metro Denver 
wanting to pur-
chase, upgrade and 
sell buildings to 
meet their invest-

ment goals. These newly remodeled 
properties continuously achieve 
record sale prices for their vintage.

Last, developers are building con-
siderably more expensive apartment 
communities. The location – Lower 
Downtown, Highland or Cherry 
Creek; the type of construction – 
high-rise vs. garden style; and the 
world-class amenities – zero-entry 
pools, bowling alleys, rooftop gar-
dens and concierge services – cost 
more, and Denver renters are will-
ing to pay for the lifestyle that these 
properties provide. Oddly enough, 
through midyear, there have been 
very few Class AAA luxury apart-
ments sold. One of the few was 2828 
Zuni. This recently constructed, 
beautiful property may be one of the 
only sales this year over $300,000 
per unit. 

Despite the lack of new core prop-
erties on the market, year-to-date 
sales volume is approaching $3 bil-
lion, which is on pace to exceed 
2014 levels and could reach the $4 
billion mark. ARA Newmark ended 
2014 with over $1.45 billion in total 

sales volume, and, with one quarter 
still left in 2015, already has reached 
$1.36 billion. With the current pipe-
line, ARA Newmark most likely will 
exceed $2 billion in Colorado apart-
ment sales this year. 

Many are wondering, when does 
this all stop? It may not stop for a 
while. The acclaimed Denver mul-
tifamily market shows no signs of 
slowing. During the next few years 
there will be an increase in recently 
completed apartment properties. 
These new properties will trade at 
per-unit levels in the high $300,000s, 
and Denver may see its first apart-
ment sale above $500,000 per unit.

The only slowdown in activity 
would be caused by increased inter-

est rates, but even that should be 
temporary because the Denver mar-
ket is poised to be driven by demand 
from the millennial generation for 
the next decade.

Notable 2015 Denver transactions 
contributing to the record-setting 
pace include:

• Horizons at Rock Creek, a 1,206-
unit, resort-style community in 
the town of Superior that sold for 
approximately $255 million, which is 
the largest multihousing transaction 
in Colorado history.

• The Denver/Cherry Creek Value-
Add Portfolio that included The 
Blake and The Allison, Brittania 

Sales volume on pace to reach $4 billion 

Jeff Hawks
Vice chairman, 

ARA, A Newmark 
Co., Denver

Market Update

Chart courtesy ARA
The average price per unit for communities with 200 or more units in Denver 

Please see ‘Hawks,’ Page 31
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I
t should come as no sur-
prise to those who follow 
local real estate news: 
Metro Denver’s apart-
ment owners and devel-

opers are enjoying a healthy 
run of strong performance. 
This trend continued in the 
third quarter, with quarterly 
effective rent growth of 3.3 
percent and an average sta-
bilized occupancy just below 
96 percent. 

Given the recent cover-
age of this trend, it is a 
good time to examine the 
factors driving demand for 
apartments. The robust rent 
growth recently experienced 
in metro Denver is not a 
unique phenomenon. Many 
markets across the country 
are experiencing similar 
escalations. By looking at 
trends of primary apart-
ment demand drivers – fall-
ing homeownership rates, 
employment growth and 
a rapidly increasing popu-
lation – the tremendous 
demand for apartment units 
in many major markets can 
be quantified. 

Demand Drivers 
Metro Denver is among 

the nation’s leading cities in 
population growth. With an 
average annual population 
increase of 1.41 percent from 
2010 to 2013, metro Denver 
added 143,000 residents. 
This increase in population, 
coupled with Denver’s aver-

age home-
ownership 
rate of 62 
percent 
and an 
average 
household 
size of 2.6 
people, 
created 
demand 
for nearly 
21,000 
apart-
ment units 

between 2010 and 2013. Yet, 
deliveries totaled less than 
15,000. This pent-up demand 
carried forward and likely 
drove the strong local mul-
tifamily sector growth seen 
in 2014 and 2015. Similarly, 
peer cities such as Seattle, 
Portland, Oregon, and Aus-
tin, Texas, experienced simi-
lar population growth and 
rent growth over the same 
time period. 

Looking to the future, 
population growth forecasts 
across Denver estimate 
more than 1 million new 
Front Range residents by 
2040. By the same metrics 
presented above, there is 
implied demand for more 
than 6,100 additional apart-
ment units for each of the 
next 25 years – well above 
the average deliveries of 
4,600 per year seen over the 
last two decades. 

Equally as important for 
quantifying apartment 
demand is employment 

growth, and it should come 
as no surprise that Denver 
enjoyed tremendous growth 
in total employment over 
the last decade. When com-
pared with the aforemen-
tioned peer cities, Austin is 
the bellwether with nearly 
40 percent growth in total 
employment since 2005. 
Denver ranked a respectable 
second among the group 
with a gain of 21.45 percent 
over the last decade. Inter-
estingly, Portland demon-
strated a relatively lackluster 
employment growth rate 
of 16.34 percent but still 
enjoyed robust rent growth 
of 5.54 percent annually. 

Employment growth fore-
casts for metro Denver and 
Boulder are optimistic with 
an expected average gain of 
2.3 percent and 2 percent, 
respectively, through 2019. 
This projected growth rate 
is a slight increase over the 
growth rate seen through-
out the previous decade and 
will result in the addition of 
approximately 36,000 jobs 
annually. 

New Supply 
With approximately 18,000 

market-rate units under 
construction, the perception 
of an overheated market 
is widely held by those not 
active in the multifamily 
space. However, investors in 
new development projects 

Strong markets visible in 
Denver’s peer cities

Jeff Haag
Associate director, 

HFF, Denver

Market Update

Please see ‘Haag,’ Page 31
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Offi  ce: 1800 Larimer Street, Suite 1700, Denver, CO 80202  |  Phone: 303-260-4400

The #1 multifamily brokerage  rm in Colorado

Featured
  Listings

VILLAS AT PARKER

 PRICE: TBD BY MARKET
345 Units | Denver, CO

ARAPAHOE CLUB

 PRICE: TBD BY MARKET
185 Units | Denver, CO

HILLCREST APARTMENTS

 PRICE: TBD BY MARKET
112 Units | Durango, CO

WATERMARK AT SOUTHLANDS

 PRICE: TBD BY MARKET
300 Units | Aurora, CO

ONE OBSERVATORY PARK

 PRICE: TBD BY MARKET
213 Units | Denver, CO

CANTERWOOD

 PRICE: TBD BY MARKET
216 Units | Boulder, CO

DEPOT SQUARE

 PRICE: TBD BY MARKET
71 Units | Boulder, CO

SUMMER GROVE

 PRICE: $19,800,000
374 Units | Colorado Springs, CO

TANGLEWOOD

 PRICE: $9,200,000
112 Units | Colorado Springs, CO

LAMAR STATION

 PRICE: $11,000,000
130 Units | Lakewood, CO

THE RETREAT AT CHEYENNE
MOUNTAIN

 PRICE: TBD BY MARKET
276 Units | Colorado Springs, CO

WHEAT RIDGE STATION

 PRICE: $5,575,000
+/- 9.52 Acres | Wheat Ridge, CO

LONGMONT GARDENS

 PRICE: $6,000,000
+/- 15 Acres | Longmont, CO

LEETSDALE & HOLLY

 PRICE: TBD BY MARKET
+/- 2.74 Acres | Denver, CO

WADSWORTH STATION

 PRICE/UNIT: $15,000
+/- 12.95 Acres | Broom eld, CO

COMING SOON

1990S VALUE-ADD
OPPORTUNITY

ARA Newmark—2015 YTD Transactions
Total Sales Volume: $1.4 Billion | Total Transactions: 82

http://www.aranewmark.com
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Echelon Property Group is a private real estate firm 
providing multifamily owners a comprehensive range 

of real estate services, including property and asset 
management, renovation, financing, and acquisition 

due diligence. 

Today, Echelon Property Group:
•  Manages 9,000 units along the Colorado Front Range

•   Supports a client base that includes individual owners, 
investment groups and institutions

•   Fully integrated multifamily services and financial reporting 
system for owners, residents and clients

•   Local expertise and talented staff allows us to respond quickly  
to challenges and opportunities

•   Known for reposition and value-add expertise

•   Over the past four years, Echelon Property Group has successfully  
leased-up more than eight properties

 
Echelon Property Group is committed to improving not just your property, 

but your bottom line as well. Contact Bryan Stern and discover how we can 
take your real estate asset to a higher level. 

5655 S. Yosemite Street Suite 460 • Greenwood Village CO 80111
720 236 1400 • www.echelonpg.com

Echelon Ad 10.25x7.25.2015.indd   2 5/14/15   4:09 PM

O
ver the last six months, almost 
on a daily basis, I am asked, 
“How much longer is this apart-
ment development craze going 
to go on?” The questions are 

coming from not only buyers and sell-
ers of property but also from many 
everyday friends and acquaintances 
who are businesspeople and young 
renters alike. 

This apartment boom is something 
most of us aren’t accustomed to expe-
riencing, and it doesn’t look like it is 
losing steam. I reached out to some of 
my “old school” real estate mentors 
who saw a big boom in multifamily 
development in the late ’60s and early 
’70s to get their thoughts. Many of 
them do not have concerns of over-
building. “Where else are these kids 
going to go?” seems to be the common 
comeback. In the ’60s and ’70s there 
was equilibrium of apartments and 
condos built. Today, most renters don’t 
have a choice. 

 It is quite unbelievable that our 
state’s lawmakers cannot come to 
a suitable comprise on the builder’s 
defects laws that protects both the 
consumer from real (nonlawyer-driven) 
defects and the developer from (law-
yer-driven) frivolous lawsuits. The cur-
rent Colorado laws force the developer 
to be personally and professionally lia-
ble for all construction defects, which 
created a frenzy of litigation. Lawyers, 
developers and banks will tell you that 
almost 100 percent of all condomini-
ums built in the last 15 years have or 
will encountered litigation. This frenzy 
almost stopped for-sale condominium 
development in Colorado. With few 
options, many consumers are forced 
to remain in the renting mode for the 
foreseeable future. 

The demand to 
purchase is in the 
marketplace. The 
city of Lakewood 
and some other 
municipalities 
passed measures to 
promote condomin-
ium development. 
However enticing 
that may be, many 
developers don’t 
want to be the first 
test case. There are 
a few developers out 
there who are gear-

ing up to capitalize on the demand but 
not many. 

There are currently 20,000 apartment 
units under construction and an addi-
tional 25,000 units in various stages 
of planning in the metropolitan area. 
The good news is the units are being 
absorbed. A strong, booming Colorado 
economy and the outstanding lifestyle 
are the driving forces for this demand. 
But there are constant concerns that 
wages aren’t rising as fast as rental 
rates. There has been a slight increase 
in recent reports that wages are ris-
ing, but leasing agents will tell you 
that many of the renters are paying 
housing costs that are reaching 40 
percent of their total annual income. 
Reports also state that there are more 
roommate situations than in the past 
because of the high cost of rent. 

Construction costs continue to rise. 
Concrete, steel and wood pricing is 
continuing to rise, which, along with 
the labor shortage, is causing concerns 
for many developers who are trying 
to underwrite development deals to a 
financeable yield on cost. Developers, 
rightly so, are concerned that there 

may be risk in continuing to increase 
projected rents in an attempt to jus-
tify construction and land costs. The 
continued increase in costs may cause 
some slowing in apartment construc-
tion. Also, infill projects on smaller 
land parcels are struggling to pencil 
due to costs associated with parking.

 Although the city planners have 
offered limited parking counts in the 
zoning code, the market still wants to 
see plenty of parking. Smaller zone lots 
are more difficult to develop because 
the projects needs parking, yet in 
order to justify the cost of the land, the 
developer must maximize the zoning, 
which requires structured parking that 
is costly. Developers and contractors 
say the price of concrete has skyrock-
eted in the past three months by about 
30 percent, which effects underwrit-
ing on many projects, small and large 
alike. However, this price increase is 
easier to swallow for larger projects 
because the cost is spread over more 
units. But small infill sites struggle. 

Developers and contractors alike 
are experiencing frustrations with 
most municipalities over the timing 
of entitlements and building permits. 
Most cities are under such tremendous 
pressure with the amount of projects 
in their municipalities that getting a 
response in a timely fashion becomes 
a factor in the underwriting process. 
Rising costs and the window of oppor-
tunity will have an impact on some of 
these future planned developments.

Capital sources, although becoming 
a bit more conservative, still seem to 
be abundant for new projects. Denver 
remains in the top-ranked apartment 
markets in the country. Interestingly, 
central Denver core developments 
aren’t the only projects attracting 

attention, as was the norm a few years 
ago. Suburban projects are catching 
fire. A year ago, suburban projects had 
to have a light-rail component to it to 
entice equity. However, that doesn’t 
appear to be the case today with 
capital sources chasing more subur-
ban projects. 

Land prices continue to rise. While 
zoning constraints and the number 
of units that can be built on the site 
will have an impact on pricing, we 
continue to see land transactions 
that trade on a price per square foot 
that, even as a broker, make us won-
der, “What are they thinking?” 

When land in central Denver 
reached $50 per sf, buyers were 
baffled; then, for a time, $100 per 
sf seemed to be the norm. Now we 
are seeing $150 per sf becoming the 
standard on properties not located 
in Union Station. Good locations and 
favorable zonings continue to attract 
developers, but the lack of avail-
ability, especially for larger sites, will 
continue to drive demand.

“These are the best of times” is 
what a client of mine tells me all 
the time. However, many of us still 
have 2007 in the forefront of our 
memories and continue to ask, how 
long will this continue? One of those 
old-school mentors of mine told 
me he changed his paradigm often 
throughout his 70-year career, saying 
nothing stays the same. 

There is a paradigm shift in Colo-
rado multifamily real estate that has 
happened, whether we believe it or 
not. We still need to be cautious and 
stick with the fundamentals of real 
estate because it can sometimes look 
too rosy when we are living in the best 
of times. s 

The best of times: How long will it continue?

Patrick Henry 
Senior vice 
president, 

Cushman & 
Wakefield, Denver 

Market Update

http://www.echelonpg.com
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P
urchasing an apartment build-
ing in Colorado has proven to 
be challenging due to the grow-
ing number of buyers lining up 
to acquire a limited number 

of available properties. For certain 
assets, it is not uncommon to receive 
upward of 20 offers. 

It’s not just local investors clamor-
ing to purchase apartments; inves-
tors from outside Colorado represent-
ed 70 percent of purchases through 
August and 78 percent of purchases 
over the same period of 2014. 

Using data from CoStar, we 
reviewed apartment sales through 
the end of August for 2014 and 2015. 
We looked at transactions of $10 mil-
lion and larger in Denver, Colorado 
Springs and Fort Collins, and the 
analysis revealed where buyers are 
coming from. This article explains 
the ripple effect created by the 
increase in buyers from across the 
country for Colorado properties. 

n California investors lead the way. 
For the last two years, the award for 
the state with the most aggressive 

buyers goes to Cali-
fornia, putting local 
investors in second 
place. Cap rates 
(rates of return on a 
buyer’s investment) 
tend to be lower in 
coastal markets and 
major Californian 
cities. 

Colorado is one 
of the preferred 
markets for Cali-
fornia investors 
to deploy capital 
at slightly higher 
rates of return in, 
what many view, as 
a safe and growing 
market. The result 
of the increased 
competition from 
out-of-state buyers 
accustomed to buy-
ing and owning in 
lower cap rate envi-
ronments leads to 
further competition 
and compressed 
cap rates (higher 
prices) in our local 
markets. 

n First-tier market 
status. Demand from out-of-state 
buyers for property in Colorado likely 
will continue to remain strong and 
increase. Denver, once considered 
a secondary market to gateway cit-
ies like San Francisco or New York, 
has upgraded to a primary market 
for many institutional investors and 
advisers. The term “institutional 
investors” often refers to pension 
funds, real estate investment trusts, 
insurance companies and large 

wealth advisers. 
Primary markets are 

considered the safest 
and most attractive 
locations to invest 
in real estate across 
the country. As Den-
ver’s population and 
economy continue to 
grow, this viewpoint 
of a tier-one market 
will become more 
widespread, paving 
the way for additional 
investment demand 
for our market. While 
Denver is experienc-
ing historic low cap 
rates due to the lim-
ited opportunities and 
increasing demand, 
private and institu-
tional investors have 
expanded their invest-
ment horizon outside 
of Denver to suburban 
and secondary mar-
kets, which increases 
prices across the state.

n Secondary and 
tertiary markets gain 
momentum. Histori-
cally, smaller cities, 
often defined as sec-
ondary or tertiary 
markets, were the 
preferred opportunity 
for local investors or a small hand-
ful of opportunistic regional buyers 
who crafted a niche of investing in 
secondary markets to achieve better 
returns. In recent years, this trend of 
investing in secondary markets has 
exploded with buyers ranging from 
private capital to institutional buyers, 

all of whom are uncovering oppor-
tunities in these smaller markets. 
Recently several Class A communi-
ties sold to institutional investors in 
secondary markets such as Loveland 
and Fort Collins. In our recent experi-
ence, marketing a Class C building in 

Out-of-state buyers show affinity for Colorado 

Craig Stack 
Colliers 

Multifamily 
Group, Colliers 
International, 

Denver 

Bill Morkes
Colliers 

Multifamily 
Group, Colliers 
International, 

Denver

Investment Market

Images courtesy Colliers International Multifamily Group 
Out-of-state buyers’ locations for purchases of $10 million 
or larger

Please see ‘Stack,’ Page 31
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OperationConcept Design

We have more than 43 years in the senior living industry. Contacting us simply makes good sense: 
info@clsmail.org or 720.684.4600. Find us at DiscoverCLS.com.

Look to us for your 
senior living project needs.

Working with our strong network of partners, we’ll 
take your project from concept through design and 

construction to a successful completion. 
Need management and operations for your 

community? We can do that too.

A
cross the Denver metro area, 
apartment rental rates and 
occupancy levels are hitting 
record highs, which creates 
an attractive environment 

for landlords. By adding value to 
properties now, landlords have the 
opportunity to lock in the value of 
their asset for future stability. What 
are the best ways to add value in 
this market? Following are three dif-
ferent methods investors can use to 
accomplish just this.

1. Stabilize rent roll. Effectively sta-
bilizing rent rolls can be the easiest 
way to add value to your apartment 
asset. However, it also may pres-
ent the risk of capitalization rate 
compression. Some investors have 
been purchasing properties and flip-
ping properties six to 12 months 
later. Those decisions are based on 
the market going up in value and 
the capitalization rates decreasing. 
The strategy is to turn over a rent 
roll that may be 10 percent or more 
under market averages and to bring 
all of the rents to current market 
rates. 

By simply stabilizing the rent roll, 
value is added. Interest rates remain 
extremely low, thus allowing cap 
rates to continue to drop. Cap rate 
compression only can happen as 
long as the delta between cap rate 
and interest rate is high enough for 
a yield. This strategy works great in 
a market like Boulder where rents 
never seem to decrease and occu-
pancy levels rarely dip. 

When vacancies increase, rent lev-
els drop. When interest rates rise, the 
scenario of relying on cap rate com-
pression quickly can go from an easy 

way to increase 
value to an asset 
that potentially 
could be upside-
down. 

2. Perform moder-
ate asset rehab. 
In this method 
investors purchase 
properties and 
displace all of the 
residents to rehab 
the entire building. 
Investors are drasti-
cally changing the 
curb appeal with 

new landscaping, painting, windows 
and replacing all of the appliances, 
cabinets, countertops, bathrooms, 
flooring, lighting, and heating and 
cooling systems. These investments 
sometimes are upward of $25,000 to 
$35,000 per unit. 

Most of the time investors can 
obtain 75 percent of the loan for 
improvements, including the build-
ing’s purchase price. Some loans 
allow for the debt service to be paid 
out of the construction loan or defer 
payments until completion. By doing 
this property owners avoid carrying 
a large mortgage payment during the 
vacancy time period. This process 
can take at least four to six months, 
depending on construction sched-
ules and the time it takes to vacate 
the building. 

Many investors choose this path 
because they like the finished prod-
uct and the acquired tenant base is 
seemingly more desirable. Lending 
institutions that prefer this type of 
transaction are lending aggressively 
in favor of the investor. This strat-

egy is desirable if the investor has 
the resources and time to complete 
the renovations. In some cases we 
have seen this scenario achieve rent 
increases of 50 to 100 percent com-
pared with the previous rents. 

3. Renovate vacant units. A third 
approach to add value to an apart-
ment property is to renovate as 
leases turn over. For this method, 
investors are purchasing properties 
where some of the leases run month 
to month. Tenants are given a notice 
that their rent will be increased to 
the market rate. We have seen a 
surprising number of tenants agree 
to pay the rent increase as a result 
of the slim inventory of affordable 
alternatives. 

Alternatively, the units that are 
vacated are modestly upgraded 
with a slight increase of finish qual-
ity like faux hardwood floors, new 
cabinet faces, new appliances, fresh 
paint and carpet, or new vanities 
and updated lighting fixtures. Most 
investors who pursue this method 
try to achieve a 20 to 30 percent rent 
increase as opposed to top-of-the-
market rental rates. They do this in 
order to avoid competing with new 
product or properties that have been 
completely renovated. 

As a landlord, your profitability 
relies on tenant quality; however, 
turning tenant quality over is a sig-
nificant hurdle to overcome. A new 
tenant paying a higher rent expects 
quality amenities and cultural nice-
ties more than the previous lower-
paying tenant. This type of renova-
tion typically is a great strategy to 
achieve improved tenant quality. 
The downside is that it could take 

10 months to a year to achieve the 
anticipated value. This approach 
may not be as cost-effective as the 
overall savings an investor would 
obtain with a full renovation, but the 
investor appeal is that the property 
can service debt and maintain cash 
flow while increasing the property 
value. 

Aside from these three approaches, 
there are other ways to add value 
that investors may pursue, such as 
decreasing expenses or correcting 
management inefficiencies. However, 
if you are a new or seasoned investor 
who is planning for a change in the 
business cycle, the past tells us that 
in a market downturn, the properties 
that were well maintained are the 
properties that escaped the negative 
effects of the market.s

3 ways investors can add value to apartments

Ryan Floyd
Senior vice 

president of sales, 
Unique Properties, 

Denver

Investment Market

This strategy works 
great in a market 

like Boulder where 
rents never seem 
to decrease and 

occupancy levels 
rarely dip. 
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R
eal estate investment and 
development depends on 
readily accessible financing. 
In today’s active market, the 
ability to immediately access 

funding can make the difference 
in acquiring your project. Timely, 
accurate and complete business 
and personal financial statements 
enable lenders to make fast credit 
decisions. Equally important are 
high-quality financial statements 
that can withstand the scrutiny of 
bank examiners and independent 
loan reviewers after the bank makes 
the loan.

Consistency is critical. Leases, rent 
rolls and operating statements are 
the core financial statements for 
investment real estate loans. This 
information determines the sus-
tainability of the project cash flows, 
which is essential for determining 
debt service adequacy and is used 
by appraisers for project valuation. If 
the information is inconsistent, then 
the loan analysis must be adjusted 
to reconcile the differences – and 
often results in a longer loan pro-
cess and, potentially, a reduced loan 
amount. In addition, if the reported 
information is materially inconsis-
tent with the appraiser’s market 
data, the appraiser’s valuation can 
be affected by the uncertainty in 
information.

Supporting information such as 
income tax returns and personal 
financial statements also are sources 
of possible inconsistency. If the oper-
ating statement shows a consistent 
cash flow and the tax returns show 

a loss (even after 
adjusting for non-
cash items such as 
depreciation), doc-
umenting a cred-
ible explanation for 
the differences can 
be time-consum-
ing and result in 
more conservative 
underwriting. In 
addition, indepen-
dent loan reviewers 
and bank examin-
ers can require the 

lender to consider a loan with incon-
sistent, unsupportable differences 
in data as effectively nonperforming 
– even if you’ve made every single 
payment on time. 

The guiding principle is if your 
financial statements are consistent, 
with any material differences well 
documented, you’ll enjoy a fast loan 
approval process and be one of your 
lender’s favored borrowers. 

Use realistic projections. Most 
investors approach an investment 
by developing projected financial 
results justifying their expected 
return on investment. In some cases, 
the projections assume a change 
to the underlying project resulting 
in improved cash flows – capital 
improvements and changes in ten-
ants or leasing practices are the 
most common sources of value addi-
tion. 

If your projections generally are 
consistent with current market con-
ditions, it is easy for a lender to sup-
port the projections and the result-

ing cash flows. If your projections 
are ahead of the market, then the 
lender (and the appraiser) may need 
to use more conservative assump-
tions and, thus, potentially alter the 
credit analysis in a fundamental 
manner.

Neatness counts. If rent rolls, oper-
ating statements and other financial 
statements are clear and easy to 
understand, credit analysis is a snap. 
Handwritten or incomplete entries 
sometimes require follow-up inqui-
ries for clarification, which extends 
the credit analysis timeframe. When-
ever possible, use any forms provid-
ed by your lender because the infor-
mation will flow perfectly into their 
underwriting systems and tools.

Use professionals. Let’s face it, 
borrowers are focused on the core 
business of acquisition and man-
agement. Hiring a support team of 
financial professionals enables you 
to rely on accurate financial report-
ing for your business decisions. 
Migrating from self-managed finan-
cials to professionals can be chal-
lenging for some borrowers. That’s 
why I maintain a list of qualified 
property managers and accounting 
professionals available to help bor-
rowers organize and streamline their 
financial reporting. 

Plan for the future. Ongoing main-
tenance is important when it comes 
to your financial statements. That’s 
because most lenders require that 
updated financial documents be 
submitted on an annual basis per 
loan covenants, even if you make 
every loan payment on time. Failure 

to meet your loan covenant require-
ments may have a negative impact 
on your loan.

On a final note, you shouldn’t 
underestimate your choice of lend-
ers when it comes to helping you 
navigate through the loan process. A 
strong lender/borrower relationship 
starts with strong and well-orga-
nized financial information.s

Tips for achieving the financing you need

Mindy Koehnen
Vice president, 
Bank Financial, 

Greenwood Village

Investment Market

The guiding principle 
is if your financial 

statements are 
consistent, with any 
material differences 

well documented, 
you’ll enjoy a fast 

loan approval 
process and be 

one of your lender’s 
favored borrowers.
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O
n July 20, during his inaugural 
address, Denver Mayor Michael 
Hancock announced the next 
step in Denver’s commitment 
to affordable housing – dedicat-

ing at least $15 million a year in new 
funding to preserve and build at least 
6,000 additional affordable homes over 
the next 10 years, as well as a package 
of aggressive policies. Councilpersons 
Robin Kniech and Albus Brooks are 
working alongside Hancock to develop 
this approach. 

We are proud of our standard of 
living, and it is incumbent upon all 
of us to safeguard Denver’s high 
quality of life. While attainable 
housing is foundational to every 
person’s life, the reality is that sky-
rocketing rents and home prices 
threaten to squeeze out low- and 
moderate-income families and 
seniors. There is no corner of this 
city untouched by increasing hous-
ing costs.

We cannot afford to lose housing 
for our teachers, firefighters and 
nurses any more than we can afford 
to lose businesses because their 
workers cannot find decent hous-
ing. We hear your concerns. Denver 
can do more and we are taking 
action. 

Access to affordable housing is 
key to economic stability. It keeps 
Denver diverse and inclusive, 
enhancing our vitality. Affordabil-
ity also is essential to maintaining 
a strong workforce and recruiting 
new businesses. Investing more in 
affordable housing will pay divi-
dends for families, seniors and the 

workforce, as well 
as for Denver’s 
overall economy 
and quality of life. 

Denver already 
spurred the cre-
ation of almost 
2,000 new afford-
able units, helped 
hundreds of 
families with 
down-payment 
and mortgage 
assistance, and 
created a $10 mil-
lion revolving loan 
to build housing 
for our work-
force. Also, we’ve 
launched innova-
tive financing to 
help homeless 
individuals into 
housing instead of 
paying for emer-
gency rooms and 
jail nights, and 
we updated the 
Inclusionary Hous-
ing Ordinance. To 
catch up and keep 
up with the need 
in our city, the 
next step is to ded-
icate Denver’s first-
ever annual source 
of funding to build 
and preserve a full 
range of affordable 
housing. 

We’re proposing 
the exploration of 

two sources that could be dedicated 
for this purpose. First, we need to 
explore a broad-based and reliable 
source of revenue that brings our 
entire community together to be a 
part of this solution, in the same 
way we fund other city priorities 
such as parks and libraries. 

In 2012, voters authorized the city 
to retain property tax “mills” that 
were assessed and credited back, 
in order to catch city services back 
up to where they were before the 
recession. The city still is crediting 
several of those mills and will credit 
more back to taxpayers next year to 
reduce the tax burden as property 
values grow. We propose exploring 
the dedication of up to one of the 
previously credited mills for afford-
able housing. Dedicating an existing 
property tax mill could generate 
up to $13 million a year, would be 
stable over time and would cost the 
typical homeowner only $25 to $50 
a year. 

Second, we should explore charg-
ing a modest fee on new develop-
ment to help mitigate the housing 
demand those projects stimulate. 
Called a “housing linkage” or 
“impact fee,” this approach is a 
best practice in other cities across 
the country to help balance growth 
with housing demand. Develop-
ment cycles go up and down with 
the economy, so while an important 
tool, we believe it’s necessary to 
pair this fee with the more stable 
property tax source to ensure the 
city can maintain a steady commit-
ment to affordable housing. 

From life-saving housing with 
supportive services for the home-
less, to much needed workforce 
rental housing, and wealth-building 
homeownership opportunities, $15 
million of dedicated revenue would 
provide five times more homes over 
10 years than we could build with 
the city’s existing resources. 

Recognizing that even more is 
needed, however, we also propose 
a package of policies ranging from 
stronger notice and rights for the 
city to preserve existing affordable 
housing, approaches that help keep 
families in their existing homes, 
and tax or fee relief for developers 
of affordable housing. 

A conversation with stakehold-
ers, civic leaders and the rest of the 
Council to flesh out the details of 
this proposal began in September, 
with updates to and opportunities 
for input from the broader public in 
the coming months. But the good 
news is that increased resources 
could start right away – pending 
Council approval, the 2016 budget 
proposes $8 million for preserva-
tion and construction of affordable 
homes, more than doubling previ-
ous investments. 

Housing is a key foundation of 
any community, and this is our call 
to action. It will take all of us work-
ing together to grow our impact on 
housing affordability in Denver and 
keep our city a place of opportunity 
for everyone.s

Denver’s next step to affordable housing

Michael Hancock 
Mayor, Denver

Robin Kniech 
Councilwoman, 

City Council, 
Denver

Albus Brooks
Councilman,  
City Council, 

Denver

Editorial
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C
oming out of the recession, the 
Denver multifamily market began 
an incredible run of rent gains – 
a streak so unprecedented that 
the only thing Denverites have to 

compare it with is the Colorado Rock-
ies improbable push 
to the 2007 World 
Series. In January 
2010, average effec-
tive rent for the 
Denver metropolitan 
statistical area was 
$828, according to 
Axiometrics. Today, 
that number is 
$1,364 – an increase 
of nearly 65 percent 
over five years. 

Median household 
income, however, 
has been on a dif-
ferent trajectory. In 
2014, MHI for Denver 
was $66,870, accord-
ing to U.S. Census. 
Compare this with 
a MHI of $58,732 in 
2010, which pres-
ents an increase of 
just under 14 per-
cent. The difference 
between 65 percent 
and 14 percent is 
monumental. 

The gap between 
rent growth and 
income growth 
resulted in a flight 
to affordability in 
metro Denver, with 
Class C apartments 
being the beneficiary. 
Annual effective rent 
growth for Class C 
properties is 13.1 
percent, which is 
higher than Class 
B, 11.1 percent, and 
Class A, 7.6 percent. 

Occupancy tells a similar story, with 
Class C at 96.8 percent, which is higher 
than Class B at 96 percent and Class A 
at 95.3 percent. The difference in per-
formance between urban and the less 
expensive suburban properties adds 
further evidence, with 11.7 percent 
annual rent gains for suburban proper-
ties, which is more than double the 5.4 
percent for urban properties. 

It’s clear that the issue of affordabil-
ity is having an impact on the rental 
market, which raises the question: How 
will today’s pricing affect tomorrow’s 
supply? It’s an important question for 
property owners and developers. 

Looking at historical unit mix 
trends, we can see that developers are 
responding by building smaller units. 
From the 1990s to the current decade, 
developers have increased the percent-
age of studios built six-fold. Over each 
of the last three decades, we’ve seen 
the percentage of two-bedroom units 
decline while studios and one-bedroom 
units increased. 

Digging a little deeper, we can pin-
point some notable examples of this 
shift. Denver’s central business dis-
trict, the submarket with the highest 
average rent per unit, has responded 
accordingly – 73 percent of units deliv-

ered since 2013 have been studios and 
one-bedroom units, according to Apart-
ment Insights. 

The Denver Tech Center followed 
suit; in 2014 and 2015, the DTC saw six 
projects deliver 60 percent studios and 
one-bedroom units. Of those six, two 
projects stood at 70 percent studios 
and one bedrooms, with another top-
ping out at 80 percent. 

Perhaps the most notable example 
of this shift is Turntable Studios, which 
is a redevelopment of the old Hotel VQ 
and Denver’s first project with market-
rate units smaller than 350 square feet.

Micro units (typically ranging from 
275 to 400 sf) first started popping up 
in high-density, expensive metro mar-
kets like San Francisco, Seattle, Boston, 
Washington, D.C., and New York, but 
today are found in less-likely metros, 
such as Des Moines, Iowa, Columbus, 
Ohio, and Omaha, Nebraska. 

These units typically rent on a 
dollars-per-month basis for 20 to 30 
percent below conventional units, even 
though the rents per sf are much high-
er. From large to small markets, there 
is a demand for smaller units. It’s a 
price-point play for many renters, and 
it’s clear that the issue of affordability 
reaches well beyond Denver. 

While Turntable Studios is the first of 
its kind in Denver, it certainly won’t be 
the last. This is a new trend, so natu-
rally there are skeptics questioning 
the exit for micro-unit investments 10 
years down the road. However, even if 
rent-to-income ratios in Denver regress 
to 2010 levels, the migration is clear; 
the demand for affordable units will 
drive occupancy for micro units from a 
price-point perspective.

According to the 2014 Urban Land 
Institute report, “The Macro View on 
Micro Units,” a survey of micro-unit 
renters showed 86 percent of respon-
dents indicated price as a priority in 
the initial leasing decision. Additionally, 
24 percent of respondents from a sur-
vey of conventional unit renters indi-
cated they would be interested or very 
interested in renting a micro unit with 
73 percent of respondents ranking price 
as the No. 1 or No. 2 reason they would 
choose a micro unit over conventional. 

It’s clear that many renters see an 
economic benefit to micro units, but 
also developers are economic benefi-
ciaries. Because of the relatively fixed 
cost linked to kitchens and bathrooms, 
micro-unit projects cost 5 to 10 percent 
more per sf to develop than conven-
tional projects; however, the 25 percent 
price per sf rent premium micro units 
typically achieve more than offsets the 
added cost. 

As the number of micro-unit projects 
grows, developers are creating a new 
market and value network – two key 
components of disruptive innovation – 
for lower-income renters. That’s not to 
suggest that one day new construction 
will consist of only micro units; rather, 
we should expect a greater diversity 
in housing options moving forward 
as projects with smaller units help 
combat market affordability concerns. 
“Affordability” is a relative term, howev-
er, and can be applied to high-income 
households as well.

According to the U.S. Census 2014 

American Community Survey, 30.8 per-
cent of households in the metro Den-
ver area have incomes of $100,000 or 
greater, ranking Denver 25th out of 381 
MSAs for the highest percentage. Fall-
ing below Denver’s 25th spot are MSAs 
such as Los Angeles, Miami, Philadel-
phia and Chicago – markets where the 
portion of households earning $100,000 
or more is smaller than in Denver, yet, 
according to Axiometrics, effective 
rents are anywhere from $115 to $795 
per month higher than in Denver. 

Additionally, the 2014 ACS breaks 
down Denver’s renter households into 
segments based on household income, 
with the highest income segment being 
households earning $75,000 or more. 

Households in this segment outnum-
ber lower-income segments, making up 
22.5 percent of all renter households. Of 
the renter households earning $75,000 
or more, only 3 percent are described 
as rent burdened (households contrib-
uting 30 percent or more of income 
toward rent), the lowest percentage of 
any household income segment. 

With all the talk over rents getting 
too high, there’s still a sizable portion 
of the rental market readily equipped 
to absorb higher rents. This, of course, 
is good news for developers and inves-
tors, as there’s a wide range of invest-
ment options, from the lower end of 
the market micro units to the upper-
end Class A core.s

How the affordability crunch impacts your building
Market Drivers

Pat Stucker 
Managing director, 

JLL, Denver 

Ray White 
Vice president,  

JLL, Denver

Travis Hodge 
Associate,  

JLL, Denver

Charts courtesy JLL
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Market Drivers

T
here are countless articles and 
blogs written about the mil-
lennial housing crisis. Many 
offer interesting solutions, 
such as building tiny homes, 

subdividing existing high-rises from 
500 units into 1,500 smaller units or 
dividing up larger homes into small-
er apartments. 

Each of these solutions only offers 
part of a resolution to a larger prob-
lem that has yet to be addressed in 
a significant way. The larger problem 
is providing millennials with homes 
that meet their needs, as well as 
providing housing that matches 
the future vision of the millennials 
themselves and supports their own 
generational and cultural values.

The result of my research and 
experience meeting with these 
amazing young people, who range 
from 18 to 30 years old, is this: The 
millennials are one of the most 
prolific generations to ever hit our 
planet. This generation is 92 million 
strong and they are extraordinary. 
They are collaborative and hard-
wired differently, which makes them 
experts in multitasking, as well as 
being fast, quick and extremely 
adept in the art of uber flexibility in 
mind and spirit.

Baby boomers, move over, as you 
are now on notice. The millennials – 
the largest generation in U.S. history 
– soon will enter their peak spend-
ing years, according to a 2015 report 
from Goldman Sachs. 

This generation is rapidly becom-
ing one of the most optimistic 
generations in our new economy. 
They initially went into debt to get 
a college degree with the promise 

of achieving their 
dreams. A disap-
pointing economy 
emerged coupled 
with student debt 
now looming at 
$1.2 trillion, which 
is mind numb-
ing to most of us 
to comprehend 
the impact this 
scenario has had 
on homeowner-
ship possibilities. 
Regardless, their 
unique approach 
to life is turning 

the tides of prosperity and they will 
achieve success.

Millennials have invented things 
that impacted the world, like social 
media, and are the clear global 
market drivers of technology, such 
as smartphones, tablets, applica-
tions and other breakthroughs. They 
also are on the leading edge of the 
sustainable energy movements and 
have started amazing local projects.

Their current struggle? Finding 
affordable housing in the Denver 
area, which supports their values of 
homeownership, living collaborative 
lifestyles, sustainability and manag-
ing financial debt previously men-
tioned. Some of the factors that are 
keeping millennials from achieving 
this dream are:

• The millennial of today will not 
buy a $300,000 home (which is the 
average price for a home in Colo-
rado) for two reasons: First, high 
debt scenarios from college; and 
second, for the major sector of this 
demographic, core values are not 

large homes.
• On average, 33 percent of median 

income in Denver households is paid 
toward rent, according to Realty Trac. 
This is not sustainable. Millennials 
are therefore seeking out affordable 
alternatives.

• The population of millennials 
in Denver has increased 58 percent 
between 2007 and 2013, according to 
a local news report.

• Most of the existing inventory 
within the price ranges millenni-
als can afford are not attractive, are 
energy inefficient, are too large and 
appear to be only available in unde-
sirable or dated neighborhoods.

• Collaboration is valued highly 
among millennials, and separate 
single-family developments are not 
desirable housing options.

• Sustainability in regard to energy, 
a smaller carbon footprint, and sup-
porting a unique ecosystem is a 
value shared by this group. There 
are few housing developments 
that are specifically designed to fit 
their wants, or even less, to fit their 
needs.

In an attempt to answer their call 
for smaller footprints, affordable 
homes and desire for collaboration, 
we have derived a solution called 
Microtopia Village. This vision is to 
provide the millennial generation 
with an innovative and sustainable 
community to support homeowner-
ship, collaboration, entrepreneur-
ship, and educational and global 
connection. Incorporating a rent-
to-buy financing structure will help 
them attain homeownership.

A joint venture was created earlier 
this year with Microtopia Ventures 

Inc. and Rocky Mountain Group, who 
will design and engineer the vil-
lage of over 500 micro-homes. The 
anticipated $55 million project is 
envisioned along the U.S. 36 corridor 
between Denver and Boulder, where 
a new light-rail is being built. 

Public transportation is a major 
value of the millennials. The vision 
for the village is more than a hous-
ing development. As a new cat-
egory of community design, by and 
for millennials, it will consist of 
micro-homes, ranging from 500 to 
1,200 square feet, centered around 
a 50,000-sf community and event 
center called The Hub. Each of the 
micro-homes will use solar power 
and smart technology, be fiber 
enabled and will have an interior 
designed by Ikea. 

The inspiration behind the Hub is 
to provide a plethora of community 
events and activities, while hous-
ing permanent entities such as an 
entrepreneur incubator, event center, 
university extensions, health food 
store, bike shop, restaurants, hang-
outs and microbrews. Its purpose is 
to be a living community laboratory 
supported to expand innovation, 
markets and the future vision for 
the millennial generation.

Lastly, incorporated into the design 
are six 20,000-sf fully operational 
community greenhouses growing 
organic foods. The growers who 
lease the greenhouses will market 
the produce to the village residents, 
as well as to the residents and res-
taurants of the city hosting the vil-
lage. In addition there are sections 
reserved for personal gardening.s

Micro-housing offers millennials new opportunities

Robert C. Smith 
Marketing adviser, 
RMG Architects & 
Engineering, and 

CEO of Microtopia 
Ventures Inc.
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Beartrax is a general contractor with specific focus 
on interior and exterior re-development of 

multi-family properties.
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Sustainability

S
ustainability is now a buzzword 
in the world of multifamily 
development. In Colorado, more 
than 4,800 residential units are 
registered to receive LEED cer-

tification, according to the U.S. Green 
Building Council, which developed the 
certification program. The council esti-
mates that Colorado is among the top 
15 states for green residential building. 

Pursuing LEED certification might be 
a popular practice now, but there was 
a time when it wasn’t so easy being 
green. When we embarked on our first 
LEED-certified multifamily project in 
2007, sustainable apartments and con-
dominiums were few and far between. 
The development, River Clay Condo-
miniums, was the first LEED-certified 
multifamily project in the Rocky 
Mountain Region. Even nationally, 
residential green building was in its 
infancy, with only 36 multiunit projects 
achieving LEED certification by January 
2008, and that number included col-
lege dormitories and group homes. 

As early local adapters in this emerg-
ing realm of LEED multifamily devel-
opment, often we were asked why 
we spent the time and money to seek 
such a high standard of sustainability. 
What was the “value” in chasing LEED 
certification?

Though we couldn’t quantify the 
potential return on our investment, 
LEED appealed to us because it 
required so much rigor and would set 
a standard to separate us from devel-
opers who weren’t as committed to 
true sustainable business practices.

Nearly a decade later, we’re proud 
to report that our decision to build to 
LEED specifications has served as an 
important differentiator in attract-
ing residents and investors. RiverClay, 
which received LEED Silver certifica-
tion, sold out months after it was com-

pleted – in the worst 
economic downturn 
in recent history – 
and delivered a 29 
percent internal rate 
of return for our 
investors. 

Solera, an 11-story 
apartment com-
munity in Denver’s 
Ballpark neighbor-
hood completed in 
2010, was the only 
apartment project 
our equity partner, 
Principal Real Estate 
Investors, supported 
that year (in the 

midst of the recession), using its Green 
Property Fund to finance the project. 
The building sold in October 2011 for 
$37 million, which was a record price 
per unit at the time. 

Investors also flocked to Cadence, 
the first high-rise, LEED-certified apart-
ment project built in the Union Station 
neighborhood. Zocalo sold Cadence 
to Invesco Advisers Inc. last year for 
$70 million, again setting a Colorado 
sales record in terms of price per unit 
and per square foot at the time it was 
purchased. There’s no question that 
the LEED certifications were factors for 
receiving substantial prices for those 
properties. 

Even for a rental market in which 
developers are struggling to keep 
pace with demand, we’re finding that 
LEED certification is a key attribute in 
helping lure the upscale renters we 
target. After location, residents indi-
cate sustainability as one of the most 
important reasons for leasing in our 
properties. A 2013 study conducted 
by CoStar’s Property and Portfolio 
Research unit found that renters are 
willing to pay a 24 percent premium to 

lease in a LEED-certified property. 
Of course, marketing LEED effectively 

involves more than placing a reference 
to LEED on a property’s brochure or 
website. We train on-site employees 
about how the building they’re mar-
keting achieved LEED status and what 
features demonstrate how the proper-
ty garnered Gold status. That way they 
are well versed to show those features 
to potential tenants and explain how 
they relate to the LEED process. 

Also, we take a practical approach 
to implementing LEED. There is an 
approximate 2 percent incremental 
cost increase involved in building LEED 
versus non-LEED, so those figures fac-
tor into our budgeting process. The 
costs have declined as we’ve gotten 
more experienced with LEED and more 
efficient at meeting the requirements. 
LEED has a different management pro-
cess, so we’re careful about educating 
our subcontractors about the right pro-

cedures and monitoring those efforts 
throughout the entire construction 
process.

While being a pioneer provided a 
competitive advantage in the market, 
at the end of the day, it’s simply one 
tactic toward building a larger com-
munity of sustainability. The goal 
with any development is to create a 
positive impact within the community 
in which we are developing. Provid-
ing healthier communities through 
energy-efficient buildings and creating 
communities that are connected, by 
bike and foot, to their neighborhoods is 
not only the right thing to do, but also 
creates stickier residents who have an 
investment in their neighborhoods. 

LEED can and should be so much 
more than seeing a plaque as you walk 
into a building; it should make us feel 
as if belonging to this particular com-
munity means something.s

How LEED certification pays off for developers

David Zucker, 
LEED AP

Co-founder and 
principal, Zolaco 

Community 
Development, 

Denver

Cadence, in the Union Station neighborhood, credits its LEED certification as a major 
factor in its sale to Invesco Advisers Inc. last year for $70 million.

a three-story walk-up; a four-story 
surface parked building; a wrap – or 
some call it a “Texas doughnut” – 
with four or five stories; and a podi-
um with either four stories over one 
or five stories over one level of podi-
um above grade. When looking at 
land value and desired density, often 
it is obvious which of the four design 
types are economically appropriate 
for any given site. 

Through advancements in wood 
construction and new codes, we now 
have additional ways to evaluate 
a site. For instance, a seven-story, 
wood-frame, above-grade podium 
building is now a possibility. This 
new option could take a site that 
was not previously feasible and, 
through either reduced construction 
cost or increased density, the project 
becomes viable. This could create 
opportunities for sites that previ-
ously may have required a seven- or 
eight-story steel or concrete building 
in order to justify land value. With 
new codes, that same site can be 
feasible using a wood-frame building 
with equal density and a less expen-
sive structural system option than 
steel or concrete. 

KTGY recently received approval to 
move forward on its first seven-story 
wood-frame apartment community 
in Denver. The project, which is 
located on Speer Boulevard, between 
13th and 14th streets, will consist 
of 322 units in five stories of wood-

frame construction over two levels 
of concrete. 

Local zoning will continue to be 
one of the biggest challenges for 
wood-frame construction. For exam-
ple, if zoning still limits the building 
height to five stories, the four-over-
one podium will continue to be the 
building of choice. In addition, as 
some of the new zoning require-
ments are adopted, the need for 
steps in the exterior façade, which 
are easily achieved in a concrete 
building, become more challenging 
to achieve in wood construction. 

Also there will be the unavoidable 
learning curve for building and fire 
departments as they review designs 
of this nature and start inspections 
in the field. Pushing the limits and 
doing things a little differently will 
not be without bumps in the road, 
but the wood-frame apartment 
industry will be much better for it.

As apartment designers, engineers, 
general contractors and develop-
ers, it is important to stay at the 
forefront of what is new, while con-
tinuing to push the limits of design, 
building systems and processes, 
striving for better and not just more. 
The changes that are taking place 
will not only allow for greater den-
sity and lower costs, but also open 
the door for greater flexibility to 
enhance the quality of the design 
and improve the negative image 
that wood-frame apartment building 
construction recently received in the 
Denver metro area.s

Continued from Page 1

Design

Photography © John Bare 
Birkhill on Main is an example of a wrap or Texas Doughnut design. This project is five 
levels of Type III wood construction surrounding a four-story Type II concrete parking 
garage. 

Photography © Grand Peaks
Elevation at County Line Station represents a four-story Type V wood-frame building, 
surface parked. 
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I
n the midst of a housing boom in 
Denver, we are seeing an encour-
aging trend of multifamily build-
ings investing in energy efficiency. 
With property costs rising, it 

should not come as a surprise. If Den-
ver’s multifamily buildings invested 
$109 million in improving energy effi-
ciency, it would result in an estimated 
$415 million in energy savings over 10 
years, said Katrina Managan, senior 
adviser at the Denver City Energy 
Project. Many leading multifamily 
projects are jumping on the green 
bandwagon by voluntarily submitting 
their energy usage statistics to the 
benchmarking program within the 
Denver City Energy Project.

The DCEP is part of a national 
initiative to create healthier and 
more prosperous American cities by 
improving the energy efficiency of 
buildings. Other cities participating in 
the City Energy Project include Atlan-
ta, Boston, Chicago, Houston, Kansas 
City, Missouri, Los Angeles, Orlando, 
Philadelphia and Salt Lake City. 

The pioneering actions of the 10 
cities involved in the project will be 
models for communities nationwide 
and around the world. The DCEP is 
celebrating its one-year anniversary 
this month. 

The City Energy Project’s goals are 
to slash energy use, save money for 
residents and create healthier cities. 
In Denver that means cutting green-
house gas emissions from large com-
mercial and multifamily buildings by 
18 percent through initiatives such as 
DCEP’s benchmarking program. When 
building owners enroll in the bench-
marking program, they measure and 
submit their energy use to the DCEP 
and receive formal recognition and 
training on how to improve building 

efficiency and edu-
cate their occupants 
about energy-saving 
behaviors.

The benchmark-
ing program, which 
recently registered 
its 100th building, 
counts several of 
Denver’s most rec-
ognizable multifam-
ily projects among 
its participants. 
These buildings 
are trailblazers in 

improving energy efficiency of apart-
ments and condominiums in Denver. 

Nationwide, multifamily rentals 
have on average 34 percent fewer 
energy-efficiency features than the 
number found in other types of hous-
ing, resulting in higher energy costs 
for renters, said Managan. Moreover, 
in households that earn less than 
the national median, 9 percent of a 
homeowner’s total income can go 
toward energy costs.

Cornerstone Apartment Services 
is one of those multifamily projects 
leading the pack in terms of energy 
benchmarking. Cornerstone recently 
enrolled six of the buildings it manag-
es in DCEP’s benchmarking program. 

“The energy performance scores 
have helped us evaluate and show 
our clients how their building’s energy 
performance compares to similar vin-
tage properties,” said Cornerstone’s 
Chief Operating Officer Charlie Hogan. 
“This has resulted in making educat-
ed decisions around energy-efficient 
upgrades and capital projects.”  

The Prado Condominium, an 
18-story condominium tower with 109 
luxury residences, recently enrolled in 
the program because the condomin-

ium’s energy bills were far too high, 
said Nickie Greco, association busi-
ness manager with Hammersmith 
Management. After using the Energy 
Star Portfolio Manager to get a score 
on the energy performance of build-
ings, Greco discovered that the Prado 
scored low compared with its peers.  

“We’re now on a path to cut the 
Prado energy bill significantly with 
smart energy-efficiency improve-
ments that will pay back quickly for 
owners in energy savings,” said Greco. 
“We’ve already upgraded some light-
ing, and we have a recommissioning 
project and upgrades to the cooling 
tower underway. More projects are in 
the works.”  

Metro West Housing Solutions 
enrolled five of its buildings in the 
benchmarking program. One of the 
reasons MWHS, a nonprofit property 
developer and manager of apart-
ments in Lakewood and Denver, 
prioritizes energy efficiency is cost 
savings. 

“Energy efficiency helps us cut oper-
ating costs so we can limit rent for 
tenants while improving on-site resi-
dent services, such as health services, 
child care and economic self-suffi-
ciency training,” said Ryan McCaw, 
sustainability and grant programs 
manager at MWHS. “Energy savings 
also free up funds to undertake criti-
cal capital improvements, enabling 
us to continue to operate buildings 
at a high-quality level for low- and 
moderate-income households for the 
long term.”

If a building owner wants to 
improve energy performance, the first 
step is to understand how much is 
currently used. Enrolling in DCEP’s 
benchmarking program is simple. 
First, gather data for your building, 

including the gross floor area of the 
building, gross square footage of 
parking areas and energy usage data. 
(DCEP has a guide explaining how to 
gather and upload energy usage data). 
Then, start benchmarking the energy 
performance of your building using 
Energy Star Portfolio Manager. Finally, 
enroll in the benchmarking program 
by filling out a short enrollment form 
and follow instructions on how to 
share your Energy Star score with the 
DCEP benchmarking program.

Enrolled buildings are recognized 
on the DCEP website and their data 
will inform the design of additional 
building efficiency programs. The 
next step, of course, is taking action 
to improve the building’s energy 
efficiency and Energy Star score. 
Nevertheless, by beginning with the 
benchmarking program, multifamily 
building owners are taking important 
steps to make the city of Denver more 
efficient and prosperous.  

Energy benchmarking is one of 
USGBC Colorado’s 2015-2016 advocacy 
priorities. Through education and 
outreach, we support the 2030 District 
and the DCEP, and recently joined the 
Coalition for Energy Efficient Denver. 
In addition, USGBC Colorado aims to 
advocate for energy benchmarking by 
directly engaging with local utilities to 
facilitate greater data accessibility and 
with building owners and managers 
to use data in decision-making about 
capital improvement projects. 

You cannot manage what you do 
not measure, and benchmarking is 
the first step in good energy manage-
ment. More information on the DCEP, 
including how to enroll a building in 
Denver’s benchmarking program, can 
be found at Denvergov.org.s

T
here are three major benefits 
to making a multifamily prop-
erty green. The first is reduced 
operating costs from lower util-
ity bills as well as operations 

and maintenance costs. The second 
is an increased net operating income 
and profitability because happier 
tenants result in reduced turnover 
and increased occupancy. And third 
is increased property value from the 
green upgrades and increased NOI.

The influx of new multifamily prop-
erties, most of them built to higher 
green standards, soon will cause a 
drop in the occupancy rates from the 
current highs, and the older proper-
ties will need to do something dif-
ferent to attract tenants. One smart 
solution is to obtain an Energy Star 
certification because it not only pro-
vides the benefits listed above but 
also because Energy Star is an influ-
ential consumer symbol with over 85 
percent of Americans recognizing the 
label. 

The Energy Star certification 
became available to multifamily prop-
erties in late 2014 and, perhaps, is 
the most cost-effective way to show 
potential tenants that you have a 
green property (as compared to LEED 
or other labels). An Energy Star certi-
fication could cost as little as $1,000. 
And because it is a rating system, it 
expressly states that a property is 
more efficient than its neighbors. 

On average, Energy Star-certified 
buildings use 35 percent less energy 
than similar buildings, which, by the 
way, makes a property more afford-

able to you and 
your tenants. 

The first step to 
achieving an Energy 
Star label is bench-
marking, which 
compares your 
property against 
your peers. A recent 
study by the Envi-
ronmental Protec-
tion Agency found 
that benchmarking 
a building consis-
tently reduced its 
energy use by 7 
percent over three 
years, at no-cost, 
because it allows 

managers to pay attention to the 
energy and water consumption and 
react to negative trends. 

Financial Value
Fannie Mae rewards multifamily 

properties that earn the Energy Star 
certification by providing a lower 
interest rate of 10 basis points. This 
means that if the market rate is 5 
percent, then the Energy Star-certified 
multifamily property will receive its 
loan at 4.9 percent. In addition, Fan-
nie Mae will increase the size of the 
loan, typically by 5 percent, because it 
factors in the energy and water utility 
cost savings as lower operating costs. 

EPA created Portfolio Manager, an 
online tool to measure and track 
energy and water consumption. The 
manager provides a secure online 
environment to log multifamily prop-

erty data and obtain a rating for your 
property – all for free. The manager 
can benchmark the performance of 
one building or a whole portfolio of 
buildings. Also, it quantifies the ben-
efits from the green upgrades made 
to a multifamily property.

The most energy-efficient, i.e., top 
25 percent of U.S. buildings, earn the 
Energy Star certification. This means 
your property has to be in top quartile 
to be certified as Energy Star. In other 
words, your building must have an 
Energy Star rating greater than 75. 

Base Certification Requirements 
1. Multifamily building must have 

more than 20 units and at least 75 
percent occupancy. 

2. Building attribute data such as 
square feet, utility consumption, etc., 
must be for the whole building. You 
cannot get an Energy Star certifica-
tion for a portion of the building.

3. The primary function of the 
building must meet the definition 
of multifamily. Mixed-use properties 
typically are not eligible.

4. Building attribute data must be 
correct and complete. As the old 
adage goes, garbage in, garbage out. 
Inaccurate or incomplete data will 
not get a building any rating or certi-
fication when an independent third 
party completes the required verifica-
tion.

5. Must be a single structure as 
defined by EPA; a structure in which 
the exterior walls are not substan-
tially and indivisibly connected to 
any other structure. For example, a 

multifamily property with an atrium 
connected to a retail center, all on the 
same heating, ventilating and air-con-
ditioning system, will not qualify.

6. Each building is independently 
rated and certified. This means a 
property with eight buildings will 
receive eight individual Energy Star 
certifications. 

7. Include all of a property’s floor 
area in its Energy Star application 
including the outside walls.

EPA allows exclusion of actual 
energy consumption of structures 
that are exterior to and not related to 
the operation of the building, such as 
parking structures or retail outlets. 

Steps for Certification
There are five steps to achieve 

certification. First, set up a portfolio 
manager account, which requires 
basic property information, including 
name, address, square feet, etc.; selec-
tion of the correct property type and 
use details; and the last 12 months 
of utility data. After this, the building 
will receive an Energy Score.

If the Energy Score is above 75, the 
building can move forward with the 
certification requirements by com-
pleting and submitting the online 
application to have a professional 
engineer or architect conduct a site 
visit and audit. After doing so, you 
must respond to any clarifications 
from the EPA, and then help the 
engineer or architect complete his 
site visit and audit, and answer his 
questions.s

Denver celebrates benchmarking anniversary

EPA’s Energy Star offers alternative certification

Patti Mason 
Executive director, 
USGBC Colorado, 

Denver

Ravi Malhotra  
Founder and 

president, 
International 

Center for 
Appropriate 

and Sustainable 
Technology, Denver

Sustainability
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Developer Spotlight

T
he challenges facing the con-
struction industry may seem 
daunting in a climate of growth 
and exciting innovation. As 
we continue to have conversa-

tions around these challenges, we 
see a few constant themes such as 

meeting quality 
challenges, seeking 
skilled personnel, 
lacking afford-
able for-sale units, 
and being able 
to expand across 
regional and global 
markets. 

In the follow-
ing interview, 
David Thorpe, 
vice president of 
Shaw Construc-
tion, addresses the 
current challenges 
in multifamily 

construction and offers solutions to 
those challenges for general contrac-
tors, subcontractors, vendors and 
the real estate community. 

Q: What is the greatest challenge of 
multifamily construction right now?

A: It’s a supply and demand chal-
lenge. There’s a lack of available, 
trained construction personnel; high 
and unpredictable pricing due to 
the reduction in competition; and 
schedules are delayed and quality 
is scrutinized. The growth in the 
demand side is outstripping the 
growth in the supply side. 

Q: When do you see the gap clos-
ing between rental and for-sale 
units?

A: That will depend on when the 
legal environment will allow our 

clients to feel comfortable building 
for-sale condominiums. There are 
people who would love to develop 
for-sale product, but the legal envi-
ronment is creating an array of 
barriers to make that a realistic pos-
sibility for developers who are ready 
to create high-quality products.

Q: How is Shaw responding to the 
civic agenda for more affordable 
housing?

A: We have been an active partici-
pant and leader in affordable hous-
ing for many years. We continue to 
work with developers, architects 
and engineers who know the mar-
ket, products and the best delivery 
methods that work for the afford-
able housing industry. 

We prefer to work with clients who 
are on the leading edge of adapta-
tion and innovation. Thus, we aspire 
to and are eager to engage more 
work in the affordable arena. Some 
of our best projects are those that 
push us to adapt with the changing 
needs of the market.

Our latest project with the Denver 
Housing Authority is a multifam-
ily affordable housing community 
called Mariposa in Denver’s La Alma/
Lincoln Park neighborhood, part of 
the DHA’s plan to reinvent the area. 
The community received LEED Plati-
num certification, which is hard to 
achieve for a residential building. 
We are proud of the work we did to 
make sure the building fit within the 
guidelines of LEED certification, and 
that we could work on a project that 
will make such a positive impact in 
Denver’s affordable housing market.

Q: What key learnings can the 
industry garner from this current 

construction climate?
A: First, adapt as quickly as pos-

sible. We understand the dynamics 
of the market demand change. We 
best serve our project teams when 
we quickly come to terms with 
changing environments and work 
collaboratively to adapt with our 
developer clients and our design 
team partners.

Second, give our best assessment 
of true cost changes – as everyone 
knows they have been escalating 
and, at times, rapidly – even if it is 
not what our developer clients or 
our design team partners want to 
hear. Projects that seek to deliver on 
last year’s costs are the projects that 
find their way to a troubled budget 
and pro forma.

Third, maintain strong subcontrac-
tor and vendor relationships. Bring 
in additional expertise to assist 
subcontractors and vendors on how 
to deal with the challenges of the 
shortage of skilled labor.

Q: What do subcontractors need to 
bring to the table to compete in this 
market?

A: Our best subcontractors under-
stand everything mentioned above, 
and they work hard to train skilled 
labor, retain their best skilled labor, 
plan their work carefully, and keep a 
good balance between their available 
resources and the amount of work 
they want to take on. They are good 
planners and strategic project task 
masters.

Q: What do vendors need to offer 
to compete in this market?

A: Strong customer service skills. 
Our best vendors understand they 
are vital to the success of our 

subcontrac-
tors and, by 
extension, the 
project. They 
carefully plan, 
focus on qual-
ity control, 
provide good 
product infor-
mation and 
proactively 
provide insight 
to the project team relative to the 
best means and methods of delivery, 
storage, installation and mainte-
nance through the life cycle of the 
project.

Both subcontractors and vendors 
must garner expertise at global pro-
curement and have access to proj-
ects produced globally to be com-
petitive.

Q: Is Shaw Construction seeing 
similar trends across the Rocky 
Mountain region and, if so, what are 
they?

A: We are seeing similar trends 
across the country. Denver, and 
Colorado as a whole, is one of the 
fastest-growing markets, but these 
dynamics largely are true to varying 
degrees across the nation. Region-
ally the challenges may be bigger 
or smaller relative to supply and 
demand balance.

In conclusion, it is important for us 
to listen, learn, adapt, communicate 
and masterfully execute as a collec-
tive community from inception to 
completion for the multifamily resi-
dential construction environment to 
flourish in both for-sale and for-rent 
affordable product types.s

A
s the housing market revital-
izes in Denver and around 
the country, green initiatives 
are more readily recognized 
and celebrated. The U.S. Green 

Building Council suggests that in the 
next three years, residential green 
construction spending will nearly 
double.

Although some would assume this 
growth is isolated to single-family 
residential projects because of the 
increased initial investment and lon-
ger return schedule for multifamily 
properties, a SmartMarket Report by 
McGraw Hill Construction projects 
79 percent of multifamily properties 
will be built using green initiatives 
by the year 2018. That’s a 25 percent 
increase from the 54 percent reported 
in 2014.

We’ve seen this significant growth 
in green-building initiatives for mul-
tifamily properties firsthand. We 
were honored with the opportunity 
to work with some of Denver’s most 
forward-thinking developers to bring 
sustainable design to multifamily 
properties across the Denver metro-
politan area.

For example, AMLI Residential has 
built a brand on using sustainable 
design practices in its multifamily 
properties and consistently pursuing 
LEED certification.

“Pursuing LEED certification at all 
new AMLI projects is a central tenet 
of our company culture and devel-
opment thesis,” said Andrew Mutz, 
senior vice president of development. 
“We believe it provides for a healthier 
living environment for our employees 
and residents and, quite simply, is 

the right thing to 
do.”

AMLI’s most 
recent LEED cer-
tification came in 
partnership with 
Norris Design 
at AMLI River-
front Park, which 
achieved LEED Gold. 
This continued dis-
tinguished effort is 
a great success and 
“has helped the 
communities we 
develop outperform 
expectations while 
reducing the carbon 
footprint of both 
AMLI and all the 
residents living at 
our properties,” said 
Mutz.

The largest bar-
rier to more green 
initiatives in mul-
tifamily communi-
ties is the initial, 
higher develop-

ment cost due to specialized mate-
rials. This hasn’t stopped all local 
developers, however.

“Even though the first costs are 
significantly higher, the benefits 
obtained in tenant retention and 
overall occupancy affordability help 
to offset those costs,” said David Pret-
zler, president at C&A Cos.

“Building sustainable communities 
helps us maintain a healthy bot-
tom line through higher occupancy 
and rent levels in declining markets 
because a large part of our affordabil-

ity in comparison to our competitors 
is obtained through lower heating, 
cooling and water bills for our resi-
dents,” said Pretzler.

The trade-off Pretzler suggests 
between higher initial costs and 
increased tenant retention due to 
competitive utility costs is a major 
motivator for conscientious devel-
opers to uphold sustainable design 
practices in their builds.

C&A Cos. and Norris Design com-
pleted the Solaire development in 
Brighton, which is the largest geo-
thermal installation at a multifamily 
community in the nation. After the 
development’s success in reducing 
its carbon footprint and the utility 
obligation of its residents, C&A Cos. 

is continuing this effort in more of its 
upcoming properties.

Aside from the potential, long-term 
financial benefit, many developers, 
architects, engineers and construc-
tion professionals are recognizing 
and finding the use of sustainable 
design practices offers a sincere ful-
fillment of innate moral obligations 
to protect precious resources.

The Grove-Stapleton is one of those 
realizations. This property, developed 
by Zocalo Community Development, 
features a rain garden that filters 
water from building runoff before 
it’s deposited into the storm water 
system. Small steps such as this can 

Q&A about multifamily construction challenges

Developers see benefits to sustainability

Keo Frazier
Director of 

marketing, Shaw 
Construction, 

Denver

Jared Carlon, 
PLA

Principal, Norris 
Design, Denver

Brad Haigh, PLA
Principal, Norris 
Design, Denver

David Thorpe

Photo courtesy Norris Design 
The Grove-Stapleton features a rain garden that filters water from building runoff before 
it’s deposited into the storm water system. 
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A
concierge, pet spas, bowling 
alleys, rooftop pools, barre stu-
dios and drop-in workstations: 
Although these may sound 
like the features of a luxury 

resort, this is actually the new reality 
for many recently built multifam-
ily communities. Gone are the days 
when having a washer and dryer in 
your unit is considered a viable dif-
ferentiator to market to potential 
tenants. However, in the increasingly 
competitive apartment market, one 
of the most desirable amenities is 
more efficient to deliver than devel-
opers may think.

With the rise of rental demand 
over the last five years, the school 
of thought in many markets is cen-
tered on delivering a mega-product 
that creates a community within 
the complex laden with extravagant 
amenities. Although fun in theory, 
this requires larger infill sites and 
increased developer investment, and 
it swells already record-high rental 
rates. 

However, as we’ve experienced, 
there’s a second school of thought 
in which developers can be competi-
tive in this landscape without joining 
the so-called amenities war. There 
is a sweet spot for the development 
of smaller apartment buildings that 
add to the surrounding neighbor-
hood rather than create it.

In the past five years, we’ve deliv-
ered six projects centered on this 
philosophy. Each building was devel-
oped on a smaller urban infill site, 
close to mass transit and under 100 
units. The most important amenity 
for these tenants? Living in the heart 
of a flourishing downtown area.

With the ongoing 
investment munici-
palities are making 
in creating thriv-
ing urban areas 
rich with eat, shop 
and play options, 
there is a lessening 
need for multifam-
ily communities 
to deliver on all of 
these fronts. When 
you root a living 
experience in the 
midst of an estab-
lished and vibrant 
community, you 

decrease the necessity to create that 
community. Rather than tying ten-
ants to the offerings of their specific 
building, the tenants are given the 
opportunity to enjoy the surrounding 
amenities and culture of their city.

In following this approach, devel-
opers can make better use of urban 
land supplies and existing infra-
structure. This allows for strong infill 
redevelopment with less potential 
barriers on site size and parcel con-
figuration and more focus on func-
tional form. This philosophy sup-
ports the development of land that 
would otherwise be restrictive and, 
even more so, supports the business-
es and culture of these urban areas. 
When we provide the “live” element, 
businesses then get the advantage of 
residents stimulating the eat, shop 
and play options they are providing.

From 2011 to 2014, we worked 
closely with the city of Loveland 
and the Loveland Urban Renewal 
Authority to deliver The Gallery 
Flats, a 66,000-square-foot, 66-unit, 

100-bed apartment in the center of 
downtown Loveland. This project 
was the first catalyst of a larger plan 
to enhance the vitality of the down-
town culture while creating an urban 
living option for residents. With its 
completion, more citizens can live 
the downtown lifestyle and busi-
nesses received an automatic boost 
from the newfound customer base 
living at their doorstep.

“The city of Loveland had a vision 
to revitalize our downtown through 
the creation of a project that sup-
ported a walkable and vibrant 
lifestyle,” said Cecil Gutierrez, the 
mayor of Loveland. “To achieve this, 
we were committed to finding a 
high-quality developer to serve as 
a partner to bring this vision to life. 

Through the efforts of the city, Urban 
Renewal Authority and Brinkman 
Partners, the end product did just 
that. The Gallery Flats has created 
a high-density redevelopment that 
enhances the downtown culture 
through an active urbanism that 
stimulates the existing dining, shop-
ping and art economies.”

In today’s rental market, there is 
room for both schools of thought; it’s 
up to developers to decide in which 
arena they can be most successful. 
There’s still a healthy market of resi-
dents seeking larger, amenity-driven 
complexes. On the flipside, there also 
is a strong pool of renters who want 
to take advantage of the amenities 
that they can see right outside their 
window.s

Renters seek amenity right outside their window

Jay Hardy
Senior vice 
president of 

development, 
Brinkman Partners, 

Fort Collins

Developer Spotlight

The Gallery Flats is a 66,000-square-foot, 66-unit, 100-bed apartment in the center of 
downtown Loveland that was the first catalyst of a larger plan to enhance the vitality 
of the downtown culture while creating an urban living option for residents.

http://www.aamdhq.org
http://www.signatureflip.com/sf01/article.aspx/?i=7060


Page 28 — Multifamily Properties Quarterly — October 2015

W
ith the U.S. Census report-
ing homeownership at an 
historical low of 63 percent, 
more people are living 
in apartments than ever 

before. Colorado is no exception. 
Which begs the question, exactly 
who is living in these apartments? 

According to the APPA National 
Pet Owners Survey, 54 percent of 
households with pets own dogs, 
and Colorado is ranked 13th for 
states with pet ownership, accord-
ing to the American Veterinary 
Medical Association. With many 
renters considering their pet a true 
member of their family, the apart-
ment industry must embrace the 
need to cater to dog owners. 

We own and 
operate nearly 
2,000 apartments 
in Colorado and 
average a whop-
ping 63 percent of 
dog owners in the 
Denver metro area 
alone. 

To best serve res-
idents with dogs, 
many apartment 
communities have 
beefed up pet-
friendly amenities 
by installing “Bark 
Parks” that range 

from simple to the extravagant. 
Amenities may include pet waste 

stations, benches, washing stations 
and playful workout equipment 
coined as “agility equipment.” 

The pet-owner lifestyle must be 
embraced even for people living 
in an urban high-rise. Some Colo-
rado high-rise apartments offer 
play areas with specialized waste 
management systems for owners 
to exercise their dogs. Other apart-
ments offer walking, daycare and 
grooming services. Some properties 
offer a “Porch Potty” amenity that 
brings a patch of real grass to the 
patio, along with a fireplug and a 
miniature drainage system, which 
can be purchased online as well. 

To further embrace the trend, BSB 
Design of West Des Moines, Iowa, 
is designing floor plans with “Pet-
Pods,” an area specifically set to 
kennel or wash your dog within an 
apartment unit. And some commu-
nities are hiring a service to pick up 
those little deposits that pets leave 
when owners are not responsible 
for picking up after their dog. 

Other apartments are beginning 
to use services like Poo Prints, a 
DNA identifying service to track 
the dogs and their owners who are 
registered and forgot to pick up 
their deposits. Once identified, own-
ers are notified and, if persistently 
in violation of policies, may be in 
default of their lease terms and, in 
some cases, evicted. 

Of course, all these amenities 
have a price. Pet deposits range 
from $150 to $500 per pet. Monthly 
pet rent may range from $25 to $50 
per pet per month, which makes 
sense because pets do cause more 

wear and tear on apartments inte-
riors and throughout the commu-
nity. Building owners and managers 
must appreciate dog owners, not 
just for the joy our furry friends 
bring to the communities, but also 
because pet owners tend to stay 
longer than those without pets, 
according to a report from the 
Foundation for Interdisciplinary 
Research and Education Promoting 
Animal Welfare.s

Have your apartments gone to the dogs?

Michael Brown, 
CPM

Division vice 
president, Camden 

Property Trust, 
Denver

Amenities

Photo courtesy RockVue Apartments 
Amenities may include pet waste sta-
tions, benches, washing stations and play-
ful workout equipment coined as “agility 
equipment.”

Photo courtesy Camden Caley 
Catering to pet owners is becoming an increasingly important part of apartment amenities. 

http://www.iremdenver.com
http://www.signatureflip.com/sf01/article.aspx/?i=7061


October 2015 — Multifamily Properties Quarterly — Page 29

http://www.essexfg.com
mailto://jriggs@essexfg.com
mailto://perterk@essexfg.com
mailto://mjeffries@essexfg.com
mailto://eboxer@essexfg.com
mailto://cwilliams@essexfg.com
mailto://msalzman@essexfg.com
mailto://dkoecny@essexfg.com


Page 30 — Multifamily Properties Quarterly — October 2015

Y
ou might be surprised at the 
variety of answers you would 
receive if you asked a group 
of seasoned apartment own-
ers what was their favorite 

vintage of apartment buildings to 
own. It would be similar to the range 
of answers you might receive if you 
asked wine connoisseurs what kind 
of wine they would choose if they 
could only drink one for the rest of 
their lives. 

We set out to ask this very ques-
tion: What is your favorite apart-
ment building decade? Following, 
some of Denver’s own multifam-
ily investment gurus discuss their 
favorite type of vintage apartment 
community As expected, there is a 
plethora of compelling viewpoints. 

Josh Mullins, director of acquisi-
tions at the quickly growing Laramar 
Associates,  prefers properties built 
in the 1960s. These buildings offer 
efficient floorplans because, while 
small, they feel larger and can com-
mand premium rents, Mullins said. 
One of the other advantages of pur-
suing 1960s properties is that own-
ers don’t encounter as much alumi-
num wiring, he said.  

Bobby Hutchinson of Redpeak 
Properties, which has a large col-
lection of vintage apartment build-
ings in central Denver, likes how 
residents perceive living in an older, 
smaller property and the intimate 
community these buildings provide. 
His favorite decade of vintage build-
ings is from the 1950s. These build-
ings have better electrical systems, 
bigger units and unique masonry 
construction, he said.

Cornerstone 
Apartment Services 
manages more 
vintage apartment 
buildings in central 
Denver than any 
other company. The 
firm groups vintage 
properties into five 
classifications to 
make managing 
similar properties 
easier – steam heat 
buildings; 1940s 
and 1950s inte-
rior hallways; pre-
stressed concrete 
buildings; 1960s 
and 1970s interior 
hallways; and out-
side walkups. 

Jim Lorenzen, 
president and 
founder, enjoys the 
additional details 
that went into 
some of the older 
buildings found 
in Denver, such as 
the intricate win-
dow treatments, 

gargoyles, unique masonry work 
and additional windows. He named 
the Avon Apartments near East 13th 
Avenue and Detroit Street as his 
favorite vintage apartment building 
in Denver. He appreciates the classic 
architecture and quintessential two- 
and three-bedroom layouts that fea-
ture a formal dining room, he said. 

There was one thing all these 
experts, and most renters, agree 
could be improved about the vintage 

apartment supply in Denver – park-
ing. Nearly every vintage building 
could use more parking, they said. 
Other items to consider with vin-
tage properties include lead paint, 
asbestos and antiquated electrical 
systems.

Vintage apartment buildings are 
an investment class all their own, 
and it takes a seasoned expert to 
know which are solid and which 

are lemons. Most brokerage teams 
have decades of experience working 
with the best and brightest minds in 
the apartment industry. Multifamily 
investment brokers are skilled prob-
lem-solvers with access to a wealth 
of resources and best practices. 
Teaming up with knowledgeable 
advisers can open an entirely new 
investment avenue – and maybe a 
bottle of wine or two.s

What is your favorite apartment building vintage?

Tom Wanberg
Senior vice 
president, 

Transwestern, 
Denver

John Blackshire
Associate broker, 

Transwestern, 
Denver

Final Thoughts 

The Avon Apartments were designed in the Tudor style by F.W. Ireland Jr. and E.W. Parr 
and built by the Gruber Brothers in 1931. 
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Heights and Asbury Plaza, which set 
the record for a 1970s price per unit 
with an average price per unit of 
$105,545. 

• 2828 Zuni, in the desired Lower 
Highlands neighborhood, sold for 

over $300,000 per unit.
• The Stanley, a 43-unit renovated 

building in Capitol Hill, sold for $430.09 
per square foot, which is the highest 
price per sf for a renovated property 
in the Denver metro area and only $14 
less per sf than the record sales price 
for new construction.

• The Cherry Creek Value-Add 
Portfolio, a five-property portfolio 
including Four Mile Flats, Park Point, 
Vantage Point, Infinity Flats and The 
Birch, consists of 537 units and sold 
for $69.5 million.

• Hearthstone at City Center and 
Bella Terra at City Center sold for 

$37.6 million and $53.4 million, 
which is record pricing for 1980s 
product in Aurora.

• 1600 Ironhorse at Mill Village 
sold for $50 million as the first Class 
A+ multihousing sale in Longmont 
in 15 years.s

Hawks
Continued from Page 6

remain methodical as secondary 
and tertiary locations are more chal-
lenging to fund. 

A primary distinction in today’s 
market is that underwriting remains 
grounded and is focused on already-

achieved rents in the market rather 
than pro forma rents at delivery. 
This disciplined look at rent levels, 
combined with rapidly rising land 
and construction costs, likely will 
serve to moderate the multifamily 
construction pipeline beyond the 
current wave of development sched-

uled for delivery over the next 24 to 
36 months. 

Overall, Denver is experiencing tre-
mendous growth in nearly all facets 
of its apartment market but it is not 
an outlier. Major cities across the 
nation are experiencing similar cir-
cumstances. Forecasts are unilater-

ally positive for continued growth in 
population and employment in the 
coming years, and with significant 
changes to homeownership rates 
remaining unlikely, these projections 
will allow Denver to continue expe-
riencing strong demand and absorp-
tion in the coming years.s

Haag
Continued from Page 8

a secondary market, we received 15 
offers and nearly all were from new 
private capital buyers to the market. 
There used to be less competition for 
assets in smaller markets, but now 
often we have auction-like bidding 
for properties, which results in a sig-
nificant improvement in pricing for 
sellers.

n Optimistic outlook. While Denver 
may not be a top 10 metropolitan 
statistical area in the country in 
terms of population, it consistently 
ranks in the top five in regard to 
other metrics including employment 
and rent growth. These rankings are 
important as institutional investors 
seeking tier-one markets will look at 
these growth factors as insulation 
against risk. As some of the largest 

domestic institutional investors have 
already paved the way to Denver and 
Colorado, others will follow. While 
foreign capital typically invests in 
large coastal markets, we anticipate 
the next wave of investment in our 
market will be from overseas. 

There has never been a more 
robust apartment market for own-
ers and sellers. Interest rates remain 
low, rents are growing at record lev-

els and, at the same time, investor 
demand to buy apartments is at an 
all-time high. This is an interesting 
and exciting time to be in the Colo-
rado apartment market. While we 
might bemoan the fact that our daily 
commute takes longer and skiing on 
the weekend means we must leave 
earlier to beat the traffic, one inves-
tor remarked that these pains are the 
price of prosperity.s

Stack
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make a larger difference over time, 
even on a personal level for the resi-
dents of these communities.

“Based on Zocalo’s surveys of resi-
dents, sustainability can, if done well, 
create a level of differentiation more 
powerful than location or even price,” 
said David Zucker, principal at Zocalo.

“The broad concept of sustainabil-
ity or, more basically, ‘conservation,’ 

means different things to differ-
ent people based on powerful self-
descriptors like politics and environ-
mental interests,” he said. “Therefore, 
if we properly convey it, sustainability 
becomes a means to empower self-
actualization.”

In this way, Zocalo views sustainable 
design practice and “LEED certification 
as tactics, not goals – these are ways 
to ensure that the foundation of this 
self-actualization is rooted in third-

party review,” he said.
Ultimately, the process of incorpo-

rating sustainability into multifamily 
properties isn’t, nor will it ever be, 
concerned majorly with profit, but 
rather the building of communities 
that matter.

These communities directly benefit 
all stakeholders. Developers benefit 
from greater tenant retention and 
long-term, increased profit. Tenants 
benefit from a greater sense of self 

and preservation as well as low-
ered utility obligations. And, most 
importantly, our communities ben-
efit because we leave a substantially 
smaller carbon footprint as we con-
tinue to discover how to build truly 
sustainable communities.

Using sustainable design practices 
“is only one of the tactics that sup-
port the goal of making belonging to a 
sustainable community matter,” said 
Zucker.s

Sustainability
Continued from Page 26
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