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REAL ESTATE FINANCE
GRADUATE SCHOOL OF BANKING
UNIVERSITY OF WISCONSIN - MADISON
» AUGUST 16, 1983

BrkERS

"WHAT f%g)SHOULD KNOW ABOUT REAL ESTATE VALUES AND
PPRAISAL FOR MORTGAGE LENDING PURPOSES"

I. Traditional appraisal process--normalized assumptions
A. Date of appraisal--hold harmless clause

B. Definition of value--hold harmless clause
I. Five basic conditions--cash equivalency
2. '"Financing typical of the market'
3. YAs financed"
4., Limiting conditions

C. Highest and best use (most probable use)
1. Technically feasible
2. Legal and political feasibility
3. Effective demand
4. Financing viable

D. Legal property description

Land

Building and improvements

Tangible personal property

Intangible personal property

Public entitlement and their transferability
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ssence of collateral

Salvage value (exit value vs. finished value)
Going concern value

Profit centers for services

Commodity value

Franchise value

A set of assumptions about the future
Credibility of expertise
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F. Three approaches to value

1. Market comparison (suspect due to engineered prices)

2. Cost approach (invalid since collateral is a customer which
determines liquidity price of space-time inventory--just like
self-liquidating retail loans)

3. Income approach (NO!/OAR is infantile for commercial loans)

G. Appraisal reconciliation
1. Three approaches should not produce same number
2. Go with method with best data



H. Problems with traditional appraisal for commercial properties

1. Methods have no predictive power

2. Falr market value is normalized economies rather than behavioral

3. Lenders have corrupted process by using appraisal to vindicate a
decision rather than make a decision

4. Lenders have corrupted process by requiring borrower to pay
appraiser directly

5. Lawyers have corrupted process by confusing their advocacy
with appraisal objectivity

6. Appraisal organizations have been unable to Improve process
because of laws of defammation, American tradition of reciprocity,
economic weakness, inertia of courtroom precedence

1. Contemporary process of appraisal
A. What is the issue for which the appraisal Is required?
B. What is the definition of property to be appraised?

€C. What is the definition of value?
1. Fair market value
2. Most probable price
3. Liquidation value
4. Insurable value

D. What Is most probable use?
1. Physical attributes
2. Legal/political attributes
3. Llinkage attributes
4., Dynamic attributes
5. Environmental attributes
6. Matrix of alternatives

E. Who is most probable buyer?

1. Motives

2. Criteria

3. Limitations
F. Which method best predicts buyer/seller behavior?
' 1. Inference from past transactions

2. Simulation of decision method

3. Normative methods

G. Demonstration of value conclusion as compatible with buyer/financing
constraints

H. An appraisal is a fictitious feasibility study
1. Underscore assumptions
2. Business research problem



I1l. Trends in appraisal

A.

Cash flow modeling

1. Basic financial budgets
2. Cash flow projections
3. Sensitivity analysis

Intensive analysis of market position
1. Occupant market ’

2. Political market place

3. Next user market position

Use of letter of engagement for appraisal services

1. Advancing fiduciary law

2. National Counsel of Real Estate Investment Fiduciaries

3. Appraisers as consultants/separate letter from appraiser to
remain confidential

4, Merrill-Lynch approach definition of value

2. Appraiser/lawyer development of appraisal issues

. The appraisal team--engineer, lawyer, land planner, data manager,
and appraiser
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LOAN TO COST RATIO APPROACH

38 SR

SITE ACQUISTION COST .

ooy

INDIRECT CO3T AND

OEVELORPMENT FEES

x

1= LOAN TO CTOST RATIQ LOAN TO COST RATIO

REQUIRED PRE-TAX CASH CEBT SERVICE

CISTRIBUTION RATE CONSTANT

CASH THROW OFF CASH REQUIRED FOR

REQUIRED FOR EQUITY MORTGAGE LENDER

NET OPERATING INCOME

Y

oalatacis

VPERATING EXPENSES

N

EFFECTIVE GROSS REVENUE

REQWIRED

NET LEASABLE UNITS




Exhibit >

PASRSSTS

1= DEFAULT RATID

GROSS RENT POTENTIAL

DEFAULT RATIO ARPIODACH
RISK VARIAGLES AND

EQUITY CASH

REVENUE JUSTIFIEO CAPRPITAL BUDGET
x

CASH BUDGETY QUTLAYS
REAL ESTATE TAXES
CASH REPLACEMENTS
CASH AVAILABLE =
FOR INVESTORS CASH
*
REQUIRED PRE-TAX CASH
OISTRIBUTION RATE
JUSTIFIZED CASH
CEQUITY INVESTMENTS

AVAILARBLE FOR

DEBT ScRVICE

JUSTIFIED MORTGAGE

LOAN

.
0’00
IR

CRNY
SRS

0

-
-
o

PROCEEDS

EXISTING CLAIMS OR PLANNED

IMPROVEMERNT BUDGET

.

PROPERTY

AVAILABLE FCR

PURCHASE
2 it

g
el

" '
A8 IS




Exhibit b

REVENUE JUSTIFIED CAPRITAL BUDGET
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ABA NATIONAL SCHOOL OF REAL ESTATE FINANCE-COURSE 11-1985 SESSION

[ SUNDAY, JULY 14

MONDAY, JULY 15

TUESDAY, JULY 16

WEDNESDAY, JULY 17

THURSDAY, JULY 18

FRIDAY, JULY 19

Reception & Dinner

Valued Doilar & Banking
Deregulation
810 Commerce
Wilmeth

Financial Statement

8:00-9:15 8:00-10:30 8:00-10:45 8:00-9:15 8:00-9:15
Finance & Risk Financial Statement Financial Statement Economic Risks of the Lending Pitfalls
Management Analysis Analysis Dynamic Income and Opportunities
Concepts Property Market with Limited
Partnerships
Graaskamp Johannes Jarchow
9:30-10:30 9:30-10:30 9:30-10:30
Basic Financial Plan Trends in Public Lending Pitfalls and
Participation of Opportunities to
Construction Joint Ventures
Financing
Graaskamp Giovinazzo Giovinazzo George Jarchow
10:45-12:15 10:45-12:15 11:00-12:18 10:45-12:15 10:45-12:00
11:00-5:00 The Property Loan Letter of Commitment Organization & Hedging Construction Case Study of Mixed
it Proposal (Straight Permanent Compensation of Loan interest Costs Use Commercial
L Loan) Mortgage Lending 1) For the Borrower Development Utilizing
Registration Staft 2) For the Lender All Forms of
Graaskamp Brogeiman Thomas Marek Cammercial Finance
12:15-Class Picture LUNCH 12:15-1:00 Boisclair
1:15-2:45 1:15-2:45 1:15-3:00 1:15-2:45 12:00-1:00
Analysis of the Market Preparing for Closing Construction Lending: income Property Loan Examination
& the Individual Lease Administration, Case Study
Cost Analysis,
. Control and See Room Listings
Graaskamp Rieselbach Disbursement in Book
3:30-5:00 3:00-4:30 3:00-4:30 Buchanan 3:00-5:00
The Real Estate Process Analysis of Collateral Bankruptcy and Public/Private Financing
(The New Approach to Values Chapter 11 3:00-4:45 of a Commercial Mixed
Real Estate Systems) and the Income Construction Use Development
Property Loan Lending Case
B10 Commerce Graaskamp Merg George
4:45-5:30 4:45-5:30
Dratting Elements of Risk | Insurance Considerations
Control for the Property, for the Morigage Lender
the Borrower, and the
Package Proposal
Graaskamp Graaskamp Graaskamp Buchanan
DINNER 5:30-6:15
6:00 nt t6“:‘4.’)-8:30 o 6:45-8:30
nterest Rates, the Over Break-out Groups. . . COOK-OUT

* All classes will be held in 19 Commerce unless otherwise indicated




SUNDAY - July 14

3:30-5:00 PM

MONDAY - July 15

8:00-9:15 AM

9:30-10:30 AM

10:45-12:15 PM

1:15-2:45 PM

RESIDENTIAL PROPERTY MORTRAGE LENDING

Real Estate Finance - Course 1]

American Banking Association

July 14-19, 1985

University of Wisconsin-Madison

THE REAL ESTATE PROCESS
(Graaskamp)

A.
B.
C.

O MmMmo

The real estate enterprise system

Real estate decisions and the decision maker's cash flow

Consumer cash cycles as a basis for loans
1. Buyers and renters

2. Existing owners and tenants

3. Future users

Solvency, not value is the source of security

Cash surplus -- the source of credibility
Competitive pricing -- the source of profitability
Government policy and the cash flows of homeowners

HISTORICAL EVOLUTION OF RESIDENT!IAL LENDING
(Johannes)

A.
B.

C.

Pre-1930 practices

Post-1930 reforms of mortgage documents, institutions,
and secondary markets

Post-WWill reform of borrowers, secondary markets,

and forms of ownership

D. Economic policy and housing finance

COMPETITIVE BANKING UNDER CURRENT ECONOMIC CONDITIONS
(Johannes)

A. Mortgage lending and bank performance

B. Lending relative to the economic cycle

C. Anticipated economic conditions

D. Bank philosophy and guidelines for the '80's

SINGLE FAMILY HOME LOAN
(Ohmart, Wagasky, McCowan)

A.
B.
C.

Legal forms
Role in bank portfolio plan
Vital statistics and trends

SINGLE FAMILY HOME LOAN UNDERWRITING AND CLOSING
(Ohmart, Wagasky, McCowan)

A.
B.
C.

The package
The property (and its appraisal)
The people (and their financial statements)



D. The proposal
(Loan terms and features)

3:00-5:00 PM SINGLE FAMILY CASE STUDIES - APPRAISAL APPLICATION
(Ohmart, Wagasky, McCowan)

Appraisal process problems

Computer processing and automation of home lending
Delinquency and value

Analyzing the standard Freddie Mac appraisal form

OO W

EVENING JOINT SESSION

7:00 PM ECONOMIC DEVELOPMENT OF THE REGION TO STABIL{ZE HOME PRICES
AND COMMERC!AL REAL ESTATE VALUES
(Howell)

TUESDAY - July 16

8:00-9:15 AM THE USE OF MORTGAGE GUARANTY INSURANCE
(Graaskamp)

A. Delinquency and foreclosure costs

B. FHA and VA programs

C. The private mortgage guaranty program
D Changing programs and rate structures

9:30-10:30 AM COMPLICATIONS OF THE ALTERNATIVE RATE MORTGAGE
(villani)
A. Accepted patterns for the ARM

B. Modified delingquency and foreclosure rates
C. lIssues for guaranty insurance
D Economic policy and the ARM

10:45-12:15 PM SECONDARY MORTGAGE MARKETS
(Waugh)

A. Short history of development

B. Alternative secondary markets presently available
C. Significance of secondary markets to originators
D. Institutional trends and innovations

1:15-2:45 PM SECONDARY MORTGAGE MARKETS CONTINUED
(Waugh)

A. Advanced commitments
B. Sale of existing mortgage portfolios
C. Servicing commitments



3:00-5:00 PM SECONDARY MORTGAGE MARKET ARITHMETIC
(Waugh)

A. Pricing for yield
B. Pricing bids
C. Cost of funds

5:00-6:00 PM OPTIONAL SLIDE LECTURE ON RESIDENTIAL DESIGN AND ENERGY
EFFICIENCY
(Graaskamp)

7:00-8:30 PM CONCURRENT SESSIONS

A. Measuring profitability (Johannes and Kramer)
B. Alternative rate mortgages (Wagasky and Villani)
C. Secondary mortgage market (Ohmart and Waugh)

WEDNESDAY - July 17

8:00-9:30 AM COMPLIANCE WITH FEDERAL REGULATION OF SINGLE HOUSEHOLD
LOAN PROGRAMS
(Chamness)
A. Consumer Protection Act (Truth in Lending Law)
B. Real Estate Settlement and Procedures Act
C. Equal Credit Opportunity Act
D. Bankruptcy Act
E. Other
9:45-10:45 AM SINGLE FAMILY HOME LOAN SERVICING
(Swan)
A. Accounting controls
B. Float control
C. Delinquencies and workouts
D. Insurance and bonding
E. Costing of services
11:00-12:15 PM ORGANIZATION AND COMPENSATION OF MORTGAGE LENDING STAFF
(Joint Session)
(Thomas)
A. Job definition and structure of authority
B. Fee structure
C. Fixed base plus performance commissions
D. Bonuses based on performance
E. Standards of staff time to production
1:15-3:30 PM CONSTRUCTION LENDING FORMATS AND PITFALLS ON SINGLE FAMILY
LOAN FORMAT
(McCoy)

A. Analysis of plans, specs and bids
B. Mechanics liens and waivers
C. Project vs. custom building



D. Relationship with homeowner's builder
E. Site inspection alternatives
F. Draws and retainage issues

3:45-5:30 PM COMPLIANCE CASES
(Chamness, Wagasky, Ohmart)

WEDNESDAY EVENING COOK-QUT
THURSDAY - July 18

8:00-9:45 AM ANALYSIS OF HOUSING MARKETS
(Graaskamp)

A. Price deflation factors

B Beyond demographics: segmentation by lifestyle
C. Affordability issues and public finance

D Product change trends

10:00-12:15 PM ANALYS!S OF RESIDENTIAL LAND DEVELOPMENT FINANCING PROPOSAL
(Barrett)
A. Site selection and analysis
B. Consumer profile and product specification
C. Engineering and capital budgeting
D. Merchandising program and capital budgeting
E. Capital budgeting and financing sources
F. Case study of a tract loan and density zoning (GraaskampP

1:15-3:30 PM ANALYSIS OF MULTI-FAMILY RENTAL LOAN PROPOSAL
(Shepard and Graaskamp)

A. Principls of loan -- back door approach (firaaskamp)
B. Property analysis and project design (Shepard)

C. Rend structures and operating characteristics

D. Alternative loan formats

3:45-5:00 PM FINANCIAL ANALYSIS OF AN APARTMENT HOUSE INVESTMENT AND
MORTGAGE LOAN FOR ELDERLY HOUSING
(Graaskamp)

A. Pricing of rental units

B. Pricing of supportive services

C. Operating costs

D. Credit enhanced tax exempt financing

OPEN EVENING

FRIDAY - July 19

8:00-9:30 AM MANAGEMENT SK!LLS MODULE
(Healey)

9:45-12:15 PM MANAGEMENT SKILLS MODULE (Continued)
(Healey)

1:15-3:00 PM WRITTEN EXAM



SUNDAY - July 14

3:30-5:00 PM

MONDAY - July 15

8:00-9:15 AM

9:30-10:30 AM

10:45-12:15 PM

INCOME PROPERTY LENDING

Real Estate Finance - Course 1|1

American Banking Association

University of Wisconsin-Madison

THE REAL ESTATE PROCESS (Joint meeting with Residential
Property Section)

(Graaskamp)
A. The real estate enterprise system
B. Real estate decisions and the decision maker's cash flow
C. Cash cycles as a basis for loans
1. Investors and tenants
2. Municipal cash flows
3. Future users
D. Solvency, not value is the source of security
E. Cash surplus -- the source of credibility
F. Competitive pricing -- the source of profitability
G. Government policy and project cash flows

FINANCE AND RISK MANAGEMENT CONCEPTS

(Graaskamp)

A. Risk and risk management defined

B. Strategic elements of risk management for the lender
C. Strategic concerns of the borrower

D Risk management methods

E The synthesis -- pleasure, pain, and bail-out
BASIC FINANCIAL PLAN

(Graaskamp)

A. Front door - back door approach

B. Default point/debt cover ratio

C. Sensitivity analysis

THE PROPERTY LOAN PROPOSAL

(Graaskamp)

A. Income quality

B. Property proforma

C. Profile of the borrower

D. Profile of the lender

E. Cash flow model for negotiation



1:15-2:45 PM ANALYSIS OF THE MARKET AND THE INDIVIDUAL LEASE
(Graaskamp)

A. Market research of commercial space

B. Absorption vs. capture rates

C. Analysis of a commercial leasing strategy
D. Analysis of an individual lease

E. Pitfalls in proforma analysis

3:00-4:30 PM ANALYSIS OF COLLATERAL VALUES
(Graaskamp)

A. How to read an appraisal

B. How to select an appraiser

€. The relevance of resale price
D. Loan and lease guarantys

L4:45-5:30 PM DRAFTING ELEMENTS OF RISK CONTROL FOR THE PROPERTY,
THE BORROWER, AND THE PACKAGE PROPOSAL
(Graaskamp)

A. The implicit assumption
B. Negative incentives
C. Positive incentives
D. The case study
EVENING JOINT SESSION
7:00 PM ECONOMIC DEVELOPMENT OF THE REGION TO STABILI1ZE HOME PRICES
AND COMMERCIAL REAL ESTATE VALUES
(Howel1)

TUESDAY - July 16

8:00-9:15 AM FINANCIAL STATEMENT ANALYSIS
(Giovinazzo)
A.
B.
C.
9:30-10:30 AM FINANCIAL STATEMENT ANALYSIS (continued)
A.
B.
c
10:45-12:15 PM LETTER OF COMMITMENT
A. Specifications of financial terms
B. Specifications of collateral
C. General condition
D. Computing the fees



1:15-2:45 PM

3:00-4:30 PM

L4:45-5:30 PM

7:00-8:30 PM

WEDNESDAY July 17

8:00-9:15 AM

9:30-10:45 AM

11:00-12:15 PM

PREPARING FOR CLOSING

A. The checklest
B. Pushing for position
€C. Anticipating resistance to enforcement

BANKRUPTCY, CHAPTER 11 AND THE INCOME PROPERTY LOAN
(Merg)

Constraints imposed on secured creditors

Constraints imposed on landlord/tenant relationships
Recent court cases protecting borrowers

lecent and proposed legislation favoring lenders

Estoppel of the mortgage lender pursuing preferred claims

mooOwmD>

INSURANCE CONSIDERATIONS FOR THE MORTGAGE LENDER
(Formisano)

A. Named insured, mortgagee clause, and other primary methods
B Personal injury liability

C. Errors and omissions coverage

D Due diligence and the fiduciary

FINANCIAL STATEMENT WORKSHOP PROBLEMS
{Giovinazzo)

A.
B.
C.

FINANCIAL STATEMENT ANALYSIS
(Giovinazzo)

A.
B.
C.

FINANCIAL STATEMENT ANALYSIS
(Giovinazzo) '

A.
B.
C.

ORGANIZATION AND COMPENSATION OF MORTGAGE LENDING STAFF
(Joint Session)
(Thomas)

A. Job definition and structure of authority

Fee structure

Fixed base plus performance commissions
Bonuses based on performance

Standards of staff time to evaluate production

mooO®



1:15-2:45 PM CONSTRUCTION LENDING ON AN INCOME PROPERTY LOAN

Buchanan)

A. Rating the project

B. Rating the builder

C. Scheduling the draws

D. Pricing the points and the loading
3:00-4:30 PM TRI-PARTITE AGREEMENTS

(Buchanan)

A. Buy/sell agreements
B. Conditional letter of commitment
C.

L4:45-5:30 PM SERVICING CONSTRUCTION LOAN DISBURSEMENTS
(Buchanan)

A. Project inspections

B. The role of the project architect
C. Retainage

D Assessment of penalties

WEDNESDAY EVENING COOK-OUT
THURSDAY - July 18

8:00-9:15 AM ECONGMIC RISKS OF THE DYNAMIC INCOME PROPERTY MARKET

A. Changing S & L rules
B. Aggressive banking
C. New institutional sources

9:30-10:30 AM TRENDS IN PUBLIC PARTICIPATION OF CONSTRUCT!ION FINANCING
(George)

A. Sources and purposes
B. |IRS constraints
C. SEC constraints

10:45-12:15 PM HEDGING CONSTRUCTION LOAN [INTEREST COSTS
(Marrick)

A. Fungible mortgage futures
B. Hedging for the lender
C. Hedging for the borrower

1:15-2:45 PM INCOME PROPERTY LOAN CASE STUDY NO. 1
(Christianson, Graaskamp, Marrick)
A.
B.

c.



3:00-5:00 PM

OPEN EVENING
FRIDAY - July 19

8:00-9:15 AM

9:30-10:30 AM

10:45-12:15 PM

1:15-3:00 PM

PUBLIC/PRIVATE FINANCING OF A COMMERCIAL MIXED USE

DEVELOPMENT

(George)

A. Credit enhancements
B. HODAG and UDAG

C Blended funds

D Trends and forecasts

LENDING PITFALLS AND OPPORTUNITIES WITH LIMITED PARTNERSHIPS

(Jarchow)

A. IRS and SEC rules controlling debt

B. Marketing constraints on debt of limited partnerships
€. Financing limited partnership subscriptions

D. Assessment of limited partners for deficits
LENDING PITFALL AND OPPORTUNITIES TO JOINT VENTURES
(Jarchow)

A. Joint venture partners liabilities for debt

B. Joint venture sanctions for capital subscription

C Comparison of joint venture strengths and weaknesses

to those of limited partnerships

CASE STUDY OF MIXED USE COMMERCIAL DEVELOPMENT UTILIZING
ALL FORMS OF COMMERCIAL FINANCE

(Boiclair)
A. Structuring a joint venture with foreign capital
B. Design of a project for tax exemp {RB financing
C. Design of a project for tax incremental financing
to encourage economic development
D. Marketing a project to create collateral value

WRITTEN EXAM



Name

1985
ABA National School of Real Estate Finance

Final Exam ~ Course l: Residential Real Estate Finance

Prior to the Great Depression, most mortgages were:

a. 30 vyear, fixed rate fully amortized loans

b. Short term balloon mortgages with low loan/value ratio and
no amortization

c. Variable rate, fully amortized mortgages

d. 40 year, fixed rate, fully amortized loans

The Dual Banking System refers to:

The existence of large and small institutions

The existence of both banks and thrifts

The existence of both Federal and State charters

The existence of fixed rate and variable rate lending

a0 oo

Variable rate mortgage instruments:

a. Shift interest risk from the lender to the borrower
b. Shift interest risk from the borrower to the lender
c. Eliminate interest risk for both borrower and lender
d. Eliminate borrower default risk

Which statement is true?

a. S&lL's can now make unlimited consumer loans

b. S&L's can now make unlimited noncollateralized C&l loans

c. S&L's can now make umlimited C&! loans backed by commercial real
estate

d. Sé&L's can now offer NOW's and business demand deposits

Which agency insures mortgages?

a. FSLIiC
b. FHLBB
c. FDIC
d. FHA

Which act separated commercial from investment banking?

a. National Bank Act of 1863

b. Banking Act of 1933

c. Bank Holding Company Act of 1956

d. Depository Institutions Act of 1980

According to Kane, the development of the current financial system is
being dictated by:

Cost considerations and incorrectly priced guarantees/insurance
The free market

MSre restrictive government regulation

An expected long term decrease in interest rates

an O
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8. Prior to commencing a mortgage foreclosure proceeding when a mortgage
instrument approved for use by the FMNA/FHLMC is utilized, is a
preliminary notice of foreclosure required before publication is commenced
in accordance with state law? Yes or No

9. Banker X has received a telephone call from Borrower Y requesting
a 60 day extension to pay taxes owed on mortgaged property and
another 30 days to make a principal and interest payment. X agreed
orally to the extension and Y made the principal and interest payment,
but failed to pay the taxes, even though the next principal and
interest payment was also made. X commenced foreclosure proceedings
and Y sued X to enjoin the proceedings. Should Y succeed?
Yes or No

10. The FNMA morgage-backed security guarantees:
a. payment of both interest and principal, whether or not collected
b. payment of both interest and principal when collected
c. payment of interest only, whether or not collected
d. payment of interest only when collected

11. Which of the three approaches used in the appraisal process typically
receives the greatest emphasis and reliance for residential properties?
a. cost approach
b. market data or direct sales comparison approach
c. income capitalization approach

12. Which of the following aspects of comparable sales are generally not

permissable:

a. properties should be as comparable as possible in age, style, and
location as the property being appraised

b. any source of information may be used for obtaining the data on
comparable properties, including realtor's listings

¢. the adjusted comparable sales price should not vary by more than
15% from the actual sales price

13. If the lender charges the borrower for the expenses of the appraisal
and the borrower requests a copy of the completed report, the lender
should comply with the request. True or False

14. The major non-controllable cash flows for most banks are associated with:
a. deposits
B. loans
c. federal funds transactions
d. securities transactions

15. A negative rate-sensitivity gap is appropriate funds management strategy when:
a. the rate of inflation moderates
b. the interest rate outlook is uncertain
¢c. the bank is retail or consumer oriented
d. the rate of inflation accelerates

16. Among the following sources of bank funds, the most expensive is:
subordinated debt
adjustable-rate preferred stock

large certificates of deposit
retained earnings

a0 oo
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17.

18.

19.

20.

21.

22.

23.

24,

The Scioto National Bank has earned a return on its average total assets
of 1% in recent years. The bank's leverage multiplier is 15 times, and
it paid out 40% of its earnings in cash dividends. What is the
approximate rate of asset growth that can be supported by the internal
generation of equity capital?

a. 8 percent

b. 12 percent

¢. 9 percent

d. 6 percent

Bank net profit margins are relatively high because:
its equity capital is relatively low

its returns on assets are relatively low

its risk exposure is relatively low

its asset yields are relatively low

Qan oow
o o o

The ratio of a bank's earning assets to total assets is determined largely by:
a. the size of its loan portfolio

b. 1its investment in banking offices and other facilities

c. its skill in managing its cash position

d. its mix of deposits

The operation of the deposit insurance program in its present form:
a. reduces the need for restrictive bank laws and requlations

b. reduces the cost of bank funds

c. reduces the willingness of banks to take interest-rate risks

d. reduces bank earnings

A bank anticipates that interest rates will decline. In this situation,
the bank should:

a. increase the maturity of its assets

b. build up a net Federal funds sold position

c. come to market now with a common stock issue

d. increaseits asset sensitivity

A growing equity mortgage (GEM) results in negative amortization in the
early years of the loan. True or False

For national banks, adjustable rate mortgage payments must be sufficient
to amortize the entire loan without a substantial balloon payment by the
end of the thirtieth year. True or False

In deciding on alternative mortgage programs, a lender must consider:
a. cost and ability to service

b. borrower acceptance

c. source and cost of funds

d. asset and Tiability management

e. government agency programs

(a) ¢ is not correct
() a, d, e are correct
(c) d only is correct
(d) all are correct
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25.

26.

27.

28.

29.

30.

31.

Life styles can best be described as the way people:
a. take part in leisure time activities

b. dress and invest their money

c. spend their time and money

d. decorate their homes

Analysis of the housing market requires segmentation of demographic data

a. to determine annual absorption rate

b. to estimate size of market as a basis for judging an acceptable
capture rate

¢c. to determine house style and size

d. to estimate growth in markets over time

Housing investments will not have rapid increases in value for the next

ten years as experienced in the 1970s because

a. family formation and demographics are unfavorable

b. family-size and lifestyle are changing

c. monthly cost of 1970 style home will favor alternative residential
lifestyles

d. cost to borrow, cost to operate, lifestyle, and demographics favor
smaller, attached units at the expense of larger detached suburban homes

Elderly congregate housing must compromise between:

a. size of private apartments and amount of community space

b. percentage of monthly payment for traditional rent and percentage
allocated for services

c. collateral value of real estate and commercial value of services
provided

d. all of the above

The graduated payment mortgage expects to improve its payment and collateral
risk due to:

a. the rate of inflation

b. the principle of tilt

3. the principle of equity build-up
4, seasoning

The adjustable rate mortgage shifts traditional risk responsibilities

among the parties depending on:

a. the ability of the borrower's income to rise with inflation

b. the relationship of the interest rate index chosen to the long-term
nature of the mortgage

c. the claim settliement policies of the private mortgage guarantor

d. the tmpact of rising mortgage rates on price levels and liquidity
of residential mortgage market

e. all of the above

Residential land development financing should be based on

a. different loan formats for different functions such as infrastructure
construction, land control, upfront soft costs, and retail sales contracts

b. existence of a final takeout guarantee at a future point in time

c. existence of a careful study of market absorption and capture rates for
the immediate neighborhood

d. all of the above
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32. The private mortgage guarantee rate plan is
a. always selected to minimize monthly payments for the borrower
b. usually selected to minimize monthly payments for the borrower
c. usually selected to minimize monthly payments for the borrower
with longest term available for lender
d. occasionally chosen to minimize bookkeeping for the servicer

33. Collateralized mortage obligations (CMO) differ from past due securities
because
a. principal payments are reinvested until maturity
b. all principal payments are concentrated on repayment of a subset of
bonds issued to create short, medium, and long-term maturities
c. repayment on time is not guaranteed by GNMA or private guarantor

34. Most originators of residential mortgages plan to raise the money in the

secondary market and

a. make their money in servicing fees

b. make their money in arbitraging between capital markets

c. break even on the mortgages, but profit from related businesses such as
building, brokerage, insurance, and services

d. protect the originator against risks of delinquency and default due to
aggressive underwriting

35. The most serious gaps in insurance programs related to residential mortgage
lending are
a. earthquake and flood insurance for the homeowner
b. earthquake and mortgage impairment coverage for the lender/investor
c. fidelity and liability insurance for the condominium project
d. errors and omissions coverage for the appraiser
e. contingent construction construction liability insurance

36. Architectural planners require definition of a program and apartment building
design requires very detailed
a. merchandising research studies
b. specific tenant target profiles
c. promotional strategies prior to design and construction
d. a rent study for average rents in the neighborhood
e. a full financial analysis and sensitivity study for solvency at
different rent levels

37. Which of the following ratios or trends exhibit stable long-term norms
in the U.S. economy?
(Indicate all correct answers)

a. The rate of growth of nominal GNP.

b. The ratio of growth of the narrow money supply (M1) to GNP

c. The overall capital-output ratio (the ratio of physical capital
to GNP)

d. The rate of gowth of real GNP

e. The ratio of non-financial debt to GNP
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38.

Which of the following statements concerning ordinary business cycles are
correct? (Indicate all correct answers)

a. The annual rate of debt expansion is a leading indicator of cyclical
change

b. Excessive inventories are a principal cause of the termination of
cyclical expansions :

c. Building permits for private housing starts are an important lending
indicator

d. The ratio of debt to GNP typically increases in the latter part of
cyclical expansions

e. Inflation trends in the current cyclical expansion are similar to
prior YWorld War Il expansions
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1. In most instances, interest rate risk can successfully be exchanged for
credit risk.

T or F
2. Mortgage securities can:

A. Result in yield pickup

B Marketing gain upon sale

C. Provide liquidity

D. Be generated with any alternative mortgage instrument
E. Be used as collateral

(a) All are correct

(b) A, B, C are correct

(¢) D is not correct

(d) B and E are not correct

3. In today's market, it is not necessary for banks to make open end
construction loans to be an active lender.

T or F
L. Name four major risks to be underwritten in making a construction loan:

credit, contractor, legal, market
credit, economic, construction, people
credit, construction, market, people
none of the above

P~~~

a
b
c
d

5. On both variable and fixed rate mortgages, Villani argues the two key
predictors of default are:

(a) monthly payment/income; loan/value
(b) maturity; loan/value

(c) interest rate level; maturity

(d) neighborhood; downpayment

6. Which Federal Reserve policy is not procyclical?

interest rate targeting
free reserves targeting
monetary aggregate targeting
all the above are procyclical

— e’ S

a
b
c
d
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7. In response to increased interest risk, banks and thrifts have:

(a) concentrated more on matching the maturity and duration of
their assets to that of their liabilities

(b) tried to rely more on noninterest sources of income and
expenses such as fee income

(c) tried to diversify risk across product and geographic lines

(d) all the above

8. Which of the following are good banking practices to protect a potential
lender-creditor's interest in regard to a loan, should the borrower-debtor
file a Chapter 11 proceeding?

a. File a foreclosure action against the borrower-debtor whose loan
is in default.

b. Maintain secured collateral confortably in excess of the loan
balance.

c. Provide a sixty (60) day grace period for default.

d. Perfect security interests in collateral in regard to a loan
within ten (10) days of the execution of the loan documents.

e. Include default provisions in loan documents that state filing
a bankruptcy petition constitutes a default under the promissory
note and mortgage.

f. Provide for an absolute assignment of rent and/or accounts
receivable upon the occurence of any mortgage default.

g. Pursue an active controlling role in the management and/or
operation of borrower/debtor's business.

9. Which of the following prepetition payments and/or transfers of interests
in properties from a borrower-debtor might be subject to recovery by a
trustee or a debtor in possession for the bankruptcy estate?

a. Payments on an under secured loan within ninety (90) days before
the filing of the petition.

b. Regular monthly loan payments pursuant to a well established
amortization schedule.

c. Property recovered pursuant to a strict foreclosure.

d. Lump sum payments of outstanding loan principal in regard to a
loan that is not in default.

10. Filing of a bankruptcy petition stays which of the following collection
procedures:

a. Enforcement of a judgment against a debtor.

b. Setoff against a prepetition debt.

¢. Proceeding to collect alimony, maintenance, or support payments
pursuant to a divorce action.

d. Garnishment of borrower-debtor's wages.

Actions to evict.

Continuation of a criminal action against borrower-debtor.

~H
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The cash breakeven ratio is more important than the debt cover ratio
test because:

a. It combines business risk and financial risk

b. It combines static and dynamic risks

c. It establishes gross revenue as a common point of reference for
financial analysis

c. It represents all cash demands on the enterprise

Cash revenues for income property are more significant than base rent
because:

They are sensitive to lag in collecting passthroughs

It is difficult to distinguish rents from repayment of tenant
improvement loans

c. Management profits are concealed in tenant assessments

d. Percentage rents are important to loan security

O W

Gross rent multipliers are misleading indicators of value because:

Potential gross rent conceals concessions

Rents are no longer comparable per unit of area

Rents are no longer comparable in terms of additional passthroughs
Appraisers are careless about services and furnishings which may
be included in gross rents

Q.0 O

The four C's of real estate finance are:

a. Character, credit, capacity, and connections
b. Cash downpayment, credit, and credibility
c. Customer control, credit, and cash up front

For large commercial buildings the banker needs his own architect and
engineering consultant because:

a. Big name architects from out-of-town may not have experience with
local conditions

b. Local architects may be influenced by owner to favor short term
economy rather than long term life cycle operating characteristics

c. Special uses such as elderly housing require special background

d. Technical details make large differences in economic value and cash
flows in the long run

Marketing research should stress:

Absorption rate statistics for type of space in question
. Capture rate statistics for project

Market segments intended to be served by a project
Capture rate achievable due to degree of monopoly in serving certain
segments

Q.0 T o
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17. Debt service coverage ratios are the same for all income property.
T or F
18. A debt service coverage ratio of 1.20 means:

a. The loan is 80% loan to value

b. The project is preleased at an adequate level

c. You have $1.20 of net income (before debt service) for every
$1.00 of debt service required

d. Your expense ratios need to be adjusted

e. None of the above

19. The financial feasibility of real estate developments should always
be judged by the projects ability to meet operating expenses and debt
service upon full lease-up.

T or F

20. Interest rates on mortgage loans can be thought of as a composite of
the real rate of interest, a premium for risk and a premium for
expected inflation.

T or F

21. When inflationary pressures increase, greater weight must be given hy
the lender to the future appreciation of a property as opposed to the
current value.

T or F

22. Real estate collateral value which depends on tax shelter benefits to
borrower would justify parital endorsement of mortgage note.

T or F

23. The maximum real estate mortgage justified on an income property
should be determined by:

Space rents, debt cover ratio, and real loan constant

Space rents, debt cover ratio, and cash constant

Loan to value ratio

Estimated resale price less costs of sale

Estimated resale price less costs of sale plus escrowed collateral

QO T

2h. The self interest of the bank is to earn market rate returns on capital
and recover loan principal on schedule so that if collateral is super
adequate, the loan officer should not:

Question design

Question fiscal impact on community

Cost effectiveness of design solution

Remind borrower of social and economic implications of that type of capital
. Provide unsolicited comment or ethical observations

o Q0 oo
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25. Several different profitability measures are interrelated, revealing
several ways that rates of return can be improved. The rate of return

on assets is determined by which one of the following relationships:
a. ROR owners X Asset Turnover
equity
b. ROR owners X ROR
equity sales
c. ROR X Asset Turnover
sales
d. ROR X Leverage Factor
sales
26. In addition to an ageing analysis, the two major ratios used to

evaluate the quality of accounts receivable are which of the following:

a.

b.

d.

Current Ratio and Accounts Receivable Turnover

Accounts Receivable Turnover and Number of Days
Sales in Accounts Receivable

Quick Ratio and Mumber of Days Sales in Accounts
Receivable

Accounts Receivable Turnover and the Rate of Return
on Accounts Receivable.

27. The approach to cash flow analysis described in our seminars divided
the sources and uses of cash into three major categories: operations,
discretionary decisions and financing. Which of the following activities
would be included in the operations category:

a.

b.

Gains on the sale of fixed assets (as a deduction) and
charges in accounts receivable and accrued expenses.

The charge in the short-term construction in progress
account and the payment of dividends.

The charge in the accounts payable account, losses on
the sale of a truck (as an addition) and the sale of
common stock.

An increase in accounts payable and notes payable
and a charge in the deferred taxes balance.
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28. A company has the following balance sheet:
Cash $ 10,000
Accounts Receivable 40,000
Inventory 50,000
Fixed Assets (Net) 100,000
Total $200,000
Accounts Payable $ 20,000
Accrued Expenses 20,000
Notes Payable - ST 10,000
Notes Payable =~ LT 70,000
Owners Equity 80,000
Total $200,000
Net sales for the year were $1,000,000 and net income for the year
was $80,000. Which set of values are the correct figures for the
specified ratios:
Quick Asset ROR Leverage RCR
Ratio Turnover Assets Factor owners
equity
a. 1.0 1 Ly 1.50 10%
b. 1.25 5 8% 2.50 20%
c. 1.0 5 Loy 2.50 100%
d. 2.0 12.5 16% 1.25 20%
29. For national banks, adjustable rate mortgage payments must be sufficient
to amortize the entire loan without a substantial balloon payment by
the end of the thirtieth year. T or F
30. The coverage factor when analyzing an income property refers to:
a. The ratio of gross tenant income to tenant expenses.
b. The ratio of the first year estimated net operating income to
the proposed annual debt.
¢. The ratio of the average estimated income to the proposed debt.
d. The ratio of credit tenant net income to proposed annual debt.
31, The capitalization rate refers to:
a. The ratio of gross income to value.
b. The ratio of the first year net operating income to value.
c. The net worth of the borrower.
d. The discounted cash flow of the property's net income stream.
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32.

33.

34,

35.

36.

37.
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Value appreciation in the long term for an income property is the
result of:

a. Increasing net income

b. Falling interest rates

c. Decline in expected returns to equity dollars

d. All of the above

Fair market value appraisals must distinguish between the value
attributable to land and buildings and price increments attributable
to special financing terms.

T or F

Project feasibility refers to compatability with physical, market,
and political constraints while ""economic feasibility' suggests the
numbers may work under a specific set of conditions.

T or F

Which of the following appraisal methods can be used to subtly
overstate value:

a. The Ellwood approach to capitalization

b. Cost to reproduce

c. Failure to adjust market comparable for financing term and
personal property

d. Projection of rental increases without cost of leasing or related
changes in refinancing costs

e. All of the above

The most serious risk for income property construction loans lenders are:

a. The competence of the borrower

b. The financial solvency of the builder

c. An interest rate based on a loading plus prime

d. An overrun in construction costs

e. Failure to rent-up at the expected rate of absorption

An appraisal of an income property is suspect:

a. If all three approaches to value conclude at nearly identical values

b. If the appraiser has eliminated the cost approach or market approach
as inappropriate

c. |If the appraiser has failed to identify the supply of competitive
space and documents rate of absorption of this space

d. |If the appraiser failed to document computations of expenses
for income statement
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Lease analysis for to be built real estate pledged as construction loan
collateral should stess:

-

.

Qa0 oo

Conditions permitting cancellations by landlord

Conditions permitting cancellation before occupancy by the tenant
Conditions before occupancy providing remedies to the tenant
Definition of specific space to be leased and services to be provided

Type of escalator clause in each lease is critical to determine:

Time lag for cash collection from tenant

Proration based on total space or occupied space

Thoroughness of appraiser in estimating revenues for discounted
cash flow

Reasonableness of cash estimated available for debt service
Relative bargaining power of landlord

The preferred method for appraising fair market value of an income
property today is:

a.

b.

C.

d.

Market comparison approach based on normalized net income multipliers
or price per unit of net leaseable area

Ten year discounted cash flow on pretax basis encumbered by existing
leases

Ten year discounted cash flow as in (b.) assuming specific financing
terms assumable with purchase of project

Ten year discounted cash flow as in (b.) with financing at the
current market rate on an after tax basis

Which of the following occurrences would cause the most difficulty in
remarketing a low floater tax exempt bond issue;

a.
b.
c.
d.

Interest rate fluctuations

implementation of the proposed flat tax

A change in the credit worthiness of the borrower

A change in the credit worthiness of the letter of credit issuer

Which of the following characterizes Japanese investment in the
United States?

o0 oo

-t ®

Strong focus on tax shelters

Long investment horizon

Uwilling to write long term letters of credit

Primary importance placed on credit worthiness of borrower.
Secondary importance placed on underwriting characteristics of
the real estate.

b. and d. above

a. and c. above
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43. Which of the following ratios or trends exhibit stable long-term norms
in the U.S. economy? (lIndicate all correct answers)

a. The rate of growth of nominal GNP

b. The ratio of growth of the narrow money supply (M1) to GNP

c. The overall capital-output ratio (the ratio of physical capital
to GNP).

d. The ratio of non-financial debt to GNP

b4, Vhich of the following statements concerning ordinary business cycles
are correct? (Indicate all correct answers)

a. The annual rate of debt expansion is a leading indicator of cyclical
change

b. Excessive inventories are a principal cause of the termination of
cyclical expansions

¢c. Building permits for private housing starts are an important lending
indicator

d. The ratio of debt to GNP typically increases in the latter part of
cyclical expansions .

e. Inflation trends in the current cyclical expansion are similar to
prior World War 1! expansions

45, From a limited partner's perspective, syndicatable debt generally has
the following characteristics:

A term of not more than 10. years, a fixed rate of interest, nonrecourse
A term of 10 years, an adjustable rate of interest, partially recourse
A term of at least 10 years, a fixed rate of interest, nonrecourse

A term of at least 10 years, an adjustable rate of interest, recourse

Q0 O

k6. FNMA will purchase tax exempt mortgage bonds to provide credit enhancement
but it does not provide credit support during construction.

T or F
47. Which of the following is not an advantage of HUD enhancement?

High mortgage ratio

No personal liability

Mortgage assumable on sale

Low out-of-pocket fees not included in mortgage
1% prepayment penalty

® o0 oW

L8, A Standard & Poors rating on a credit enhanced tax exempt bond represents
a judgment as to the likelihood of timely payment of the bonds accoridng
to their term but does not address the likelihood of redemptions or other
payments of bonds prior to maturity.
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I. BASIC CONCEPTS AND DEFINITIONS

A,

Real estate is a tangible product - defined as
artificially delineated space with a fourth
dimensicn of time referenced to a fixed point on
the face of the earth.

1.

Real estate is a space-time unit, room per
night, apartment per month, square foot per
year, tennis court hours, or a condominium for
two weeks in January at a ski slope.

To the space-time abstraction can be added
special attributes to house and contribute
some form of activity. Contribution is
efficiency, security, comfort, or well-being.

Improvements from survey market to city layouts
to structures define space.

Legal contracts and precedents define time,.

Rights of use are defined by public values,
court opinions.

Private rights to use are those which remain
after the public has exercised its rights to
control, to tax, or to condemn.

A_real_estate project is a cash cycle business
enterprise which combines a space-time product with
certain types of management services to meet the
needs of a specific user. It is the process of
converting space-time needs to money-time
dimensions in a cash economy.

S-2



An_epterprise is an organized undertaking whose
form and behavior at any point in time is a
concensus or synthesis of forces outside the
enterprise attempting to determine its form and
behavior and focus within the organization
which can affect form, behavior, and sustaining
energy over time.

A_real_estate business is any business which
provides expertise necessary to relate space-

time need to money-time requirements and
includes architects, brokers, city planners,
mortgage bankers, and all other special skills.

The true profift_cenfiers in real estate are in
the delivery of services and cash capital.

Equity _ownersbip is the degree to which one
enterprise controls or diverts cash from
another real estate enterprise.

Public ownership exists to the degree real
estate taxes, user fees, and other charges take
a percentage of gross revenue in excess of
service cost.

A consumer must view space as one part of a
total consumption system involving direct cost,
surface cost, transportation cost and negative
income of risk.

The_real estate process is the dynamic interaction
of three groups, space users (consumers), space
producers, and the various public agencies
(infrastructures) which provide services and
capital to support the consumer needs. (See
Exhibit 1.)

1.

Each of these three decision groups represent
an enterprise, an organized undertaking. All
are cash cycle enterprises constrained by a
need for cash solvency, both short and long
term.
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2. A desirable real estate solution occurs when
the process permits maximum satisfaction to the
consumer at a price that he can afford within
the environmental limits of land while
permitting the consumer, producer, and the
government cash cycle to achieve solvency -
cash breakeven at a minimum, after full payment
for services rendered.

3. Solvency of the total process, not value, is
the c¢critical issue.

4, Land is an environmental constraint and not a
profit cener.

5. Land provides access to a real estate business
opportunity and is not the opportunity itself,
Real estate business wants to control land to
create a captive market for services.

The consumer group requires three levels of
marketing sensitivity.

1. Ibe_gollective consumer operating through the
political process must be convinced that it
should provide permits, zoning, or other
approvals which franchise project.

2. Ihe ipdividual consumer who rents or buys must
be convinced he will improve the activity

housed in terms of convenience, efficiency,
security, and well-being at a periodic cash
cost which is affordable.

3. Future users consist of undefined future
tenants representing a change in use which
requires flexibility of site, structure, or
services to maintain market edge, and therefore
presumed resale liquidity.

Recognition of the fact that profit maximization
must be limited by concerns for physical
environment and community priorities for land use
has resulted in redefinition of the most basic
concept in appraisal; i.e. highest and best use, in
the authorized terminology handbook sponsored by
the American Insitute of Real Estate Appraisers and

S-5



the Society of Real Estate Appraisers. Compare the
1971 definition with that for 1975:

Highest and best use concept - '

A valuation concept that can be applied to either
the land or improvements. It normally is used to
mean that use of a parcel of land (without regard
to any improvements upon it) that will maximize the
owner's wealth by being the most profitable use of
the land. The concept of highest and best use can
also be applied to a property which has some
improvements upon it that have a remaining economic
life. In this context, highest and best use can
refer to that use of the existing improvements
which is not profitable to the owner. It is
possible to have two different highest and best
uses for the same property: one for the land
ignoring the improvements; and another that
recognizes the presence of the improvements.

p. 57, Real Estate Appraisal Principles and
Terminology, Second Edition, Society of Real Estate

"Highest and best use: That reasonable and
probable use that will support the highest present
value, as defined, as of the effective date of the
appraisal. Alternatively, that use, from among
reasonably probable and legal alternative uses,
found to be physically possible, appropriately
supported, financially feasible, and which results
in highest land value, The definition immediately
above applies specifically to the highest and best
use of land. It is to be recognhized that in cases
where a site has existing improvements on it, the
highest and best use may very well be determined to
be different from the existing use. The existing
use will continue, however, unless and until land
value in its highest and best use exceeds the total
value of the property in its existing use. JIpplied
witbin_these definitions is recognition of fhe
coptribution of that specific use to commupity
epvironment_or to compmunity development goals in
addition to wealtibh maximization of individual
property owpers. Also implied is that the
determination of highest and best use results from
the appraiser's judgment and analytical skill,
i.e., that the use determined from analysis
represents an opinion, not a fact to be found. In
appraisal practice, the concept of highest and best
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use represents the premise upon which value is
based. In the context of most probable selling price
(market value) another appropriate term to reflect
highest and best use would be most probable use. In
the context of investment value an alternative term
would be most profitable use.

Real Estate Appraisal Terminology, Edited by Byrl
N. Boyce, Ph.D., SRPA, Ballinger Publishing Co.,
Cambridge, Mass., 1975. (Emphasis added.)

The purchase of a piece of real estate today
involves the acceptance of a great many assumptions
about the future. Those who take care to validate
these assumptions in a period of transition as to
public land use control tend to have the most
successful investment.

1. Business decisions today make explicit
recognition of their assumptions and the need
to act under conditions of uncertainty.

2. Business risk is the difference between
assumptions about the future and realizations,
and the proforma budget and the end of the year
income statement.

3. Risk management is the control of variance
between key assumptions and realizations.

4, An appraisal is a set of assumptions about the
future productivity of a property under
selected conditions of certainty.

5. A feasibility study is a test of a particular
proposal under alternative sets of assumptions
about the future and its tolerance for
variance or priority for certainty.

The concept of highest and best use of land was a
commodity concept which did not consider
externalities adequately. It is being replaced by
concepts of most fitting use and the concept of
most_probable use.

1. The most _fitfing use is that use which is the
optimal reconciliation of effective consumer

demand, the cost of production, and the fiscal
and environmental impact on third parties.
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Reconciliation involves financial impact
analysis on "who pays" and "who benefits"--
thus the rash of debate on how to do impact
studies.

The most_probable use will be something less
than the most fitting use depending upon topical
constraints imposed by current political
factors, the state of real estate technology,
and short-term solvency pressures on consumer,
producer, or public agency.

Mosi_probable_use means that an appraisal is

first a feasibility study of alternative uses
for a site in search of a user, an investor,

and in need of public consent.

In seeking the most fitting and most probable use,
the inner city planner and private property
appraiser must interact to determine how community
objectives and consumer and production sector
solvency can be achieved simultaneously.

1.

A real estate decision has only two basic
forms, Either a site is in search of a use and
consumer with the ability to pay, or a
consumer, need or use with a defined ability to
pay 1is seeking some combination of space-time
attributes he can afford.

The individual consumer with needs and a budget
is the drive wheel.

The public sector represents the community
owned consumer service delivery system, seeking
to minimize marginal cost to the consumer and
average cost to the community at large.

The production sector responds to a derivative
demand for engineering and management
expertise,

Real estate is a collective decision and a
product of the political process.
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Critiquing the form and adequacy of a real estate
solution is analogous to the artistic concept of
judging the success of an art object by relating
form of the solution to the context to which it was
created.

1.

Context includes those elements which are
fixed, given, or objective and to which any
solution must adapt.

Form-giving elements are those variables within
the artist's control, i.e. options or
alternatives at a particular time.

A solution is judged for its correctness or
success in terms of the degree of fit of the
form proposed to the context.

Feasibility analysis is concerned with the
degree of fit or the extent of misfit between a
proposed course of action and the context
within which it must operate or fit.

Success therefore depends on how appropriately
the problem is defined; testing feasibility
depends primarily upon accurate and
comprehensive definition of the context.

Ultimately there are only three major decision
formats for real estate and land economics.

1.

2.

3.

A location (and related improvements) in search
of a justified use,

A justified use in search of the best fitting
location (and related improvements).

Money in search of an investment in location

and related improvements--the conversion of
space-~-time needs to money invested over time,
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"Analysis Process: In Search of a Use(s) For a Site

8uiiding Envelope and Orienta-Jum

tion of Technical Alternatives

Workable Alternative Uses

Possibie Alternative Use
Scenarios

Financially Solvent Most
Fiting Use

EXHIBIT 3

—

Physical Attributes:
e Physical

* Legal

e Linkage

e Environmantal

'

Solvency Tests:
Justified private capita!

+ Public capital subsidy
= Net private capital
exposurs

- Required capital investment

p g

Y

Market Attributes:

© General market patterns

e Micro markets

o Coligctive consumar
sxpectations

o Future market potential

p

Y

intrastructure Tests:

o Fisca!l impact

e Public service capacity

o Environmental tolerance

@ Public pricrities and
subsidy

'

Investment Tests:

® {nvestor limitations
and objectives

o Acceptible risk sens:-
tivity parameters

Y

[ Most Probabie Use of Site

-

Physica! protile

Alternative revenue
justifiea capitai
budgets and sources
ang appiication
financing structure

Consumer profiles,
pnce range. and
product description

Preliminary environ-
mental, political,
and fiscal
constraints

After-tax cash fiows,
financial ratios,

and quatitative

test



EXHIBIT 4

Analysis Process: The Search For a Site For a Use(s)

-
K Profiie Attnbutes.
@ Linkages
1. To markets
2. Toempicyses Use location
3. To supplies protite
4. To anciliary services
©® Legai-political imnations
1. Onuse
2. Onsite
3. Onnvestors
o Site functrons and size
¢ Ne:ghdorhood and community requirements
¢ improvement funchons and size
o Environment impact of actvities
ODefinition of site —
ssarch psrameters
Preliminary Screening of Alternatives
With Use Profile Criterta: Preliminary
¢ Quaiitative cntena rejection of
o Quantitative cntens (nonfinancial) majonty of
o Subjective prefarences siternatives
Acceptadbie physical Jme-
sites
Moanciel tmpect Forecasts:
Revenve Capita! invesment
* Sales revenus « Net land investment Preiiminary
o Opersting costs © Net tenant improvements financ:al impact
© Lador costs ¢ Net building investmaent of acceptadle
o Occupancy cost * Reiocation cost ailternatives
¢ Management coet ¢ Less: '
® Net income Govermmaent grant
® Lees: Sudsiized loan
Debxt service New ceb!
Taxes New capital
Net cash returmn Nat capital exposure
Financially viable  Jw=-
NG workadie sites )
Usaor Trade-Off Values:
© Capitsi efficiency vs. empioyee sacurrty
® Market:ing edge vs. raw matena! sources Decision matrix,
& Commun:ty obligations vs company efficiency $TONNgG systems. or
© {.ocanon capital vs. future advertising expense game plans applied
® Current dusiness practice vs. long-term changes in to hinal selection
msechnique
e Lte.
Ranking of alternatives
for acquisition P

Z

Setection of Most Prabable Sites




EXHIBIT 5

Process for Investor Selection of Real Estate

Proflio Attnbytes:

® Lagii constraints on 3CCeptanie investments
© Tax law Consirg:nts on 2CCE0adie nvestiments
o §state planning onjechves

® Oweraification requirements

@ Pagaive active management

o Reguiar iIncome 331 8DDrECILON

o Satety of principarpotent:al ying

of invesiments

investor profile

-
Limitations on search for
res! esiate opponunity

Praperty Type: Property Praductivity Phase: Form of Owneeship:
® Degree of pohtical nsk ¢ Raw land specuiation 10 antig:s @ Soie omership :n few
® Degree o! Jolitical exposure pate future need ® Joint ventyre (nteres! .
1. zoning ana putlaing con- ® Packaging of master plan. gow- ® Mortgage ‘ender with contin-
tross emment 2pprOvais and mar. gent partic:pation
2 potenhal governmaent sub- ket research to crests feas- o Limiteg D3 tners™:p interest
»gi12¢0 comoettion bie develooment of raw iang ® Subcnapter S corporation
3. gecencence on subswdized * $uddiweon and instaiaton of ® Controlied corporate shell
semang mirastructure enncat 1 © Raai estate trust interests
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1 loched-in rent roil ceis gled fung
2 oegree of monopoly © Subdiviuon into iots and con- ® Minority :nterest :n publicty
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4 edge trom market re- or sale
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1. tyDes ot managemaent feNta Structures Oy acquis-
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1 cost of acquisition prodertes
2 sources of capital
3 revenue forecast
4. expense forecast
§ resdle Once forecast
& income tax torecast
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& measures of yield
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negotiatlion imits 4 Paydack ratros

Seivency Test Campaneens of Site
Matches to Use
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ABA--HOUSING MARKET RESEARCH

Every real estate project is a cash cycle enterprise which depends
on customers willing to spend dollars in their own self-interest.
Not only is each real estate project an individual enterprise, it
is also a subsystem within a network of collective interdependent
enterprises, each of which must be persuaded that their own needs
and goals are furthered by interfacing with certain real estate.

A. In the broadest sense, market research investigates any factor
influencing communication, persuasion, or recognition of needs
and motivations in the transactional interface of enterprises
in the real estate network. This includes local political
controls on entitlement to new entrants, the bargaining
power of customers and suppliers, and changing land use patterns
and technologies affecting land use.

B. In the narrower sense, market research is concerned with securing
a customer's commitment to the enterprise with a high degree
of predictability to control the variance in cash flows,
growth in values, and other financial performance derivative
of a customer.

C. To paraphrase Peter Drucker, once business has created a
customer, everything else it does may be redundant.

0. In a market system, free enterprise is the art of creating one's
own monopoly, at least for a moment, in the mind of the customer
for partial protection against price competition and the
necessity of sharing a limited market.

1. For products, monopoly requires at least one element
of control in terms of raw material, location, and political
entitlement, relevant design, unique design, unique
service, control of distribution channels, or good timing.

2. For services, monopoly requires control of the customer
through behavioral conditioning, or consumer inertia toward
an opportunity to change habits.

3. Real estate is a combination of product and service, and
therefore real estate monopoly has the greatest number
of options to exploit when shaping marketing efforts of
the firm.

L. The long lead time required to change supply to meet
demand creates unique opportunity for developing a
monopoly by decision-making finesse relative to politics
of location, timing of financing, and delivery and forecasting
of demographic shifts and changing consumer preference.

Repayment of a loan according to its terms presumes the real estate
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ABA--HOUS ING MARKET RESEARCH Page Two.

enterprise revenue and net income is generated on schedule as
anticipated in the pro forms. Revenue and net presume a customer
so that the ultimate risk management control is the ability to
identify and benefit from customer behavior and commitment. The
housing customer must be motivated to invest money in his self-
interest.

A.

Traditional market research depended on the demographics of
age, family status, income, education, and locational
patterns.

Market supply was defined in terms of structural category
(single family detached, attached, multi-family) and further
sithdivided bv tenure--ownership. rental. coop. or condo.
1. Absorbtion rates indicate the ratio of a defined

supply of existing units sold, rented, AND OCCUPIED

in a given vyear.

2. CAPTURE RATES are the critical product of market

research--the sahre of market required to sell or

rent the proposed project.
The housing industry has moved beyond demographics to sophisticated
analysis of family values and life-styles.

1. Psychographics use multi-dimensional demographic subsets
as a proxy for preferences in style.

2. More recetnly, it is recognized that within age, income,
education, there are significant subgroups, such as the
VALs system developed by the Stanford Research institute
sociologists.

3. The American housing consumer is highly programmable and
far more segmented than the banking market. Bankers have
discovered upscale, private, personal, family, and mass
submarkets. The upscale housing market may have fifteen
subcategories in a town the size of Madison.

The developer must also research the collective consumer who
sets the political attitude relative to political entitlements
and must complete that research before any project plans are
announced.

1. Contiguous land ownerships

2. Neighborhood associations

3. Alderperson and City Council attitude

4. Decision patterns of commissions with jurisdiction

5. Legislative trends toward new regulations during time
cycle of development



ABA--HOUS ING MARKET RESEARCH Page Three.

1.

E. There are four significant areas of specialization in
customer research for housing.

1. Market Research is defined as research of secondary
date sources to define trends, patterns of geographic
fragmentation and clusters of market segmentation which
scale the size of any enterprise opportunity and provide
a link between site and marketplace. Shifts in the demand/
supply equilibrium of space/time units will be derivative
of changes in: demographic trends; psycho/social value
trends; available investment capital allocations and
interest cost trends; technological trends; environmental
trends; energy cost impact trends; locational preferences;
income redistribution through federal fiscal budget
and tax policy.

2. Merchandising research is defined as primary research
of specified subsets of customers and competitive supplies
in order to confirm appropriate ratios for the
disaggregation of aggregate data to identify location,
space and amenity needs, and to specify levels of
effective demand. (According to a Chicago builder, the
market for two-bedroom townhouses may be subdivided
among 13 different family status groups.)

3. Political research is defined as primary research of
specified subsets of political decision makers and their
constituents in order to anticipate and influence legislative
decisions, commission rulings and attitudes of specific
political persons and blocs. Projects must be marketed to
collective consumers to minimize the generation of political
resistance to the project by inadvertently providing features
or marketing themes that stimulate negative political
action.

L. Promotional research is defined as investigation of media
channels, messages and subliminal codes that communicate and
motivate the customer. In the case of real estate, the
product is so big it envelops the customer as a
primary media using forms, colors, textures as well as
spatial layouts to communicate sensitivity to the needs
of the prospect.

The developer/borrower will build anything he can finance, and
whatever he buids will have an impact on the community, for good or
bad, for 100 years. The banker has an ethical responsibility to
understand market needs, capacity, taste, and sensitivity. He

must also recognize the limitations of market research models.

A. An example of disaggretation of demographic data
B. An example of housing ownership population segments

C. An example of housing segmentation and behavioral preference
combined to scale a market
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V.

D. An example of product research by the trade to define common
housing feature preferences

The marketing of existing homes must also be sensitive to the need
for the product to relate to the center of the market rather than
the edge of the market. It is well-known that in the Midwest

an outdoor swimming pool may not add value to a house, while a
nostalgic piece of architectural bric-a-brac such as a stained
glass window or fireplace may add a significant premium to the
rental of an apartment.

A. Merrill Lynch Relocation Realty requires the appraiser
to value a home by deducting the cost of repainting the
interior in beige, recarpeting where necessary, or repainting
the exterior.

B. Buyers are conditioned to prejudge a housing product by the
approach zone--the route through the immediate neighborhood,
the road into the project, the path to the door, and the
entry porch. These must be consistent with community standards
(example of New York Housing Authority contemporary in
Deerfield, NY).



Page Five.

GENERALIZED ALLOCATION OF MARKET RESEARCH METHODS

FOR REAL ESTATE ASSET MANAGEMENT

TRUTH- BEAUTY CHANCE-
NORMATIVE (INTUITIVE) STATISTICAL
Market Gravitational Subjective Dynamic time
models forecasts series model for

Input-output

Shift-share

Census data and
planning counts

Social prototypes
(hierarchy of
needs)

Delphi studies

forecasting
Regression
analysis
Cluster analysis

Merchandise

Non-systematic
survey/research

Competitive
property
inventories

Standard plan
selection

Focus groups
Personal interview
Experience logs
Marketing diaries

Factor analysis
Conjoing analysis
Random telephone
survey

AID analysis

Multi-dimentional
scaling

Political Flow chart of Focus groups . Random telephone
political process Personal interview survey
Expert opinion Precinct voting
profiles
Legislative voting
records
Promotion Standard advertising Focus groups Factor analysis

channels for
distribution and
established
building forms
and textures

Architectural
models, testing
of visual and
tactile codes

Conjoint analysis
Random telephone
survey



EXHIBIT 2
DEMAND FOR ELDERLY RESIDENTIAL CARE UNITS

Parsens in County age 65 and over in 1370 21,914

Adjustment 1970-1976 to reflect the number of persons
moving lnto the 65+ bracket and the application of

mortallty rates by ige and sex 245
Estimated persons In County age 85 and cver In 1974 22,159
Less persons 65+ presently In nursing and residential

care facilities In Cdunzy 1,792
Less persons 65+ presantly in government subsidizad

housing for tha elderly 638

2,&30
Persons age 55+ in the conventional housing market in
County In 1374 19,729
« Estimated numbar of persons financially qualiflied for and

serfously intarested In moving into the proposed resi-

dentfai care davelopment 4,270
Household equivalent (+ 1.519 persons per household) 2,811

« Lass estimated number who will not convert sericus interest

Into any form of action (50%) : 1,406

~{ass the percantage who, while seriously Interested, said

(before they heard the hypothesis) that their next home
would probably be cutside County (13.33% from survey
_ questlonnaire) 187

~Lass those disquallfled because their current health

status necess!tates care bayond the scope of services

to be provided in the residential care units (5.4%

(from survey) 18

263
Elderly households ia County qualifled for and serifously
{nterestad in moving into the proposed deveiopment 1,142
«Plus an allowanca for those elderly households coming

from outside County %o enter the propcsed development(10%) 127
Elderly househalds qualified for and seriocusly Intarasted

In moving Inta the proposed development 1,269

~ Share of market opportunity ar=a who stated in survey
that for their next dwelling unit their first preference

would be an apartment, in a highrise, midrise, or garden
building:

Highrise or midrise 28.02
Garden 4.1
,’0‘0 378
Less estimated numbers of households who might move into
competitive developments available supply of units 270

Households that can be considered candidates for the
proposed development 708
That share of households who sald they would be willing to move:
Vithia | year from now 15.6% = 110 househoids

Within 2 years 3!.§§ - 223 "
Within 5 years §3.43 - 37 "

A project of 100 units requires a capture rate of:
912 for a | - year absorption rate
902 for a 2 year " "
143 for a § year " "



EXHIBIT ‘3

ILLUSTRATION No. 7

Petsonnsl

Numbes of
Sundsy
Sightsesre This tes of logic bated n suslisbikity of dats ea aumber of Sundey
In County “aigh biles in each Wisconsia county snd the premise that
om»donu ot similss Histosic Soclety projects h mm different couqlhu
Numberof wauld pravide s ratio of ettend 0 Sundey sig s Historic Society
Slohtosers did not sxpect 10 recepiure copitel but wished 10 genaate sn snnuel s
% of County plus equal (o sversge interest on its sndowment funds.
by SOURCE: unpublithed MS degree paper by Robert W. Aichardson, Univer-
Thiety Mite sty of Wiconsin School of Rusnas, 1969,
Redius Numbes of
Visltors |
Notle of
Vils Loule
Stonelisld }_.‘mﬁ““,J ,
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Froo Por Vieltos
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« for Retwin o po "y
6 on Coplted Thousand AEVENLE
ESTVIMATE
>
o
. |
(18

OF HISTORICAL SITE FEASIBILITY

Source:

Costs

Administrative
Supplies

Cowte
Malntensnce Enponses ~
| Othee

James A; .Graaskamp. A Guide to FeaslbiVity Analysls, (Soclety of Real Estate Appraisers,
1972), p.ho.
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SCREENS USED TO SUBSET MOST PROBABLE USERS
OF PROPOSED RETIREMENT CENTER

Respondents

65 Years +
N=326

Age
65 - 7h

N=209

N=179

Income

>$12,500

Eo

N=120

High degree of interest in project is def

These respondents are interpre
in Appendix for exact wording o

response.
or so.

See questionnaire

Income
$15,000

Secondary M=l
Focus Group

High inter
est level

N=1

Age
75+

N=117

N=10!

Income
12,500

Primary
Focus Group

fighinter
est level

f the question.

ined as those who answered Question Ku7 with a
ted as having serious interest now or interest

1, 2, or 3
in a year

£ L118IHX3

(penuiiuol)



II.

III.

VI.

VII.

VIII.

POTENTIAL MARKET SEGMENTS

Singles —— Unmarried, active, mobile, many interests, entertain

.informally, few financial burdens, recreation oriented. Buy

basic furniture, basic kitchen equipment, cars, stereos, and
vacations. :

Young Marrieds, #1 — Young couple, working wife, entertain

dinformally, amateur gardeners, planning on family. Better off

financially than they will be in the "family formation" future.
Buy durables — cars, kitchen equipment, furniture, and
vacations, Rate housing as a need for-more living space.

Young Marrieds, #2 —— Discretionary income available, deferring
family, active, entertain informally and often, some formal
entertaining, independent, dual-person working household, do-it-
yourself buffs, sports car. Rate housing as an investment.

Compact Family/Move Down —— Discretionary income available,
interested in no maintenance, informal living, some formal

" entertainment. Away from home often, occasional visits from

family or guests, focus on both active and passive recreation.

Divorcees/With Children — Family oriented activity, limited

entertainment, informal lifestyle, limited maintenance.

Full Nest, #1 —- Home purchasing at its peak, even though liquid
assets are low. Dissatisfied with financial position, and amount
of money saved. Conscious of monthly payments; family activities.
Unemployed female with numerous interests, mostly child oriented.
Lifestyle is casual and informal. "Interested in new products,
buy washers, dryers, T.V.'s, baby food, dolls, wagons, etc.

Full Nest, #2 -~ Family move-up harket, as financial position
gets better, some wives work. Interested in larger sized
packages. The most price/size sensitive group.

Established Family -- Making monthly payment comfortably, some
discretionary income as more wives work, approaching peak of
economic and social lifestyle curve, some formal entertaining,
older children and teenagers, many interests.

Luxury Families —— Have arrived, tremendous discretionary income,
very formal house, don't entertain often, but when they do, it's
formal, dine out often, no maintenance, privacy mandatory,



X,

XI.

XII.

Empty Nester = Home ownership at its peak, more satisfied with
financial position. Small or no debt, Family is often away
from home, occasional visits from family. Mobile in attitude,
but permanent in residence, near grandchildren, many hobbies,

one child in college, one or two children married, self-
sufficient couple. :

Active Retired -- Still working two or three days per week,
-active either socially or politically in community or church
affairs, self-sufficient, many hours away from home, do not
entertain often, but when they do, it's semi-formal. Winter/

..gummer residences. Likely to sell home before retirement.

Retired — Drastic cut in ‘income, dependent, limited activities
outside community. Winter/summer residences.
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HOUSING MARKETS by Michael Sumichrest and Maury Seldin,
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SEGMENTED
DEMAND BY
INCOME

For-sale
housing

Segmented analyses

As a follow-up to the two preceding chapters, this chapter breaks down
the housing market into site and product analysis. It is designed as a
practical application of a market analysis to a specific problem and is illus-
trated with examples. This chapter contains little theoretical discussion;
it is designed to provide step-by-step tools for the market analyst.

The chapter is divided into several sections. The first discusses how to
segment demand by income and the second considers supply/demand
balance by products and price comparison. Other sections look at product
design, absorption, and special studies such as selection of best sites (or
cities), specialized markets, and foreign markets. 7 he final section pro-
vides further practical suggestions on how to analyze markets.

We have noted that housing needs are not synonymous with housing
demand. A poor area may have great needs but little demand for the
housing which can be supplied. Much demand for new housing is caused .
by upgrading and mobility. '

Incomes determine the price level of units which can be absorbed. We
do not recommend that an analyst spend time working out estimates of
family (or household) income. The use of FHA tables (as indicated in
Chapter 12) should be left to federal government employees, who have
the time and resources to reconstruct data from decennial benchmarks to
the present. The data so obtainable by an analyst are not any better and
possibly are worse than what is obtainable from county or state govern-
ments or what can be found in most libraries or Sales Management maga-
zine. However, such information should be supplemented with other
income estimates such as those from the Bureau of the Census and other
national sources. Care should be taken to be sure of the definition used for
“income,” and the unit should be carefully identified as to household.
family, or per capita income.

Combining data on incomes with price ranges of new homes being



built and homes being sold should give sufficient detail as to potential
price ranges of houses likely to be in demand. The nine steps below
illustrate how this can be done.

Step 1. Get the income distribution of families or households for the
area under investigation. This can be in the form presented in Table 14-1
or another similar form. Table 14-~1 shows the distribution of incomes by
families for Prince George’s County, Maryland, with changes between

periods. -
‘ple 14=1. Distribution of family income, Prince George's County, Md., 1960, 1970, 1974
- Average cnnual Average annual
1360 1970 1974 change, 1960-1970  change, 1370-1974
Number Percent Number Percent Number Percent Number Percent Number® Percent
rd amilies ..oocveeiiinninniiiiniinnans 87,453 100.0% 163,400 100.0% 166,700 100.0% 7,595 8.7% 700 0.4%
.-:ly income
~Jer 4,000 ......... ceaees .. 10848 124 9,820 5.0 4,700 2.8 -103 -1.0 -1,100 -11.2
$4,000-4,999.. . 7.276 8.3 4,108 2.5 3,400 2 -317 —4.4 —~200 —4.9
$3.000=-7,999 ...oeenirnneenninnnnes 30,921 35.4 21,224 13.0 3,900 59 -970 -3.2 -2,500 -11.8
$000-9,999 ...oiniriraencannas 15,962 183 20,122 123 12,600 76 416 2.6 -1,700 -8.5
$:0.000=-11,989 . .o.orrnianinee 21,925 13.4 16,800 10.1 -1,100 -5.0
1.2000-14.:999 T irasa 204 30028 184 24,400 146 {3,410 19.1 1300 -4.3
1:5.000-24,999 | cceeeveiicninennes 3,918 4.5 46,285 28.3 53,600 4,237 108.1 1,600 3.5
. Bl
e | e 0 fam {ss | T30 {1 wes | femo| foa
9,000 and over| ........cceveenenn 718 0.4 1,000 . 60 8.4
Vit reported...ceieneeeeenennennnans - - - - 18,900 113 - - - -
t~han INCOME..coeiaiarannncearenaanas $ 7.344 $12,450 $15,400

\uwte: Family income not adjusted for inflation.
Data in boxes are used in Table 14-3. : .
* Rounded to the t 100. Figures under 100 ded to the t 10.
»mrce: Department of Commerce. Bureau of the Census, 1960, 1970, Census of the Population; Washington Center for Metropolitan Studies; Metro Metrics, Inc.

How to interpret the data:

1. There is a signiticant drop in the number of families with incomes
under $9,999. This income group changed from 55,274 in 1970 to
30,600 in 1974 —a drop of 45 percent.

2. The major growth has been in the income categories of over $25,000,
from 9,888 families in 1970 to 22,400 families in 1974 —an increase
of 126 percent.

3. The largest single income category remains between $15,000 and
$24,999, 32.1 percent in 1974 with 53,600 families. But even this
category increased 16 percent since 1970.

4. Overall there has been a significant improvement in incomes, sug-
gesting a better support for housing purchases in the future.!

Step 2. Get a reading on what is being built, by price ranges. This is
shown in the first two columns of Table 14-2.

! See July issues of Sales Management for surveys of buying power.
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Table 14-2. Completed new single-family units, Washington SMSA and Prince George's
County, Md. (percentage by price range)

Washington Prince George's Prince Ceorge’s Co.

-Price ranges SMSA Co., Md. unsold units Interpretation
$25,000-27,499 ........... 1.1% '
$27,500-29,999 ........... 5.6
$30,000-34.999 ........... 7.9 30.8% 72% Very slow sales
$35,000-39,999 ........... 111 -7 63 Slow sales
$40,000-44,999 ........... 14.5 417 55 Slow sales
845,000-49,999 ........... 9.9 : 67 Very slow sales
$50,000-59,999 ........... 19.9 275 s3 Slow sales
$60,000-69,999 ........... 17.0 i 45 Mediocre sales
$70,000 and over......... 13.0 40 Reasonably good sales

Total..cccoeveraneenes 100.0% 60% (average) Bad sale situation in

all categories
Source: FHA, Washington, D.C. Insuring Office, Form 2398S. 1975.

Step 3. Get a reading on how well the price ranges of new homes are
selling, by price range. This is illustrated in the last two columns of Table
14-2.

How to interpret Steps 2 and 3 for Prince George’s County:

1. Over 40 percent of all new single-family units built are in the middle
price range, between 340,000 and $50,000.

About 30 percent of all units built are priced under $40,000.

27.5 percent of the units are over $50,000.

The cheapest units do not sell as well as the most expensive units.
No single pice range is selling well. This is a strong indication of a
bad market.

Gk

Step 4. . Recap the changes in families from income groups (extract the
data from the boxes in Table 14-1), as shown in Table 14-3.

How to Interpret the data: The income distribution indicates that the
lower end of the single-family detached housing market is by far the strong-
est. At $20,000 income, the midpoint of the $15,000-$24,999 range, with
a 2.5 price/income ratio, the $50,000 sales-price market has the greatest
potential. The strong market ranges down to $40,000, if it can be built,
and up to $60,000, which is thinning out and approaching the next category.

Step 5. Match incomes to loans (using either a two or two and one half
times the family income ratio). This is shown in Table 14-4.

Table 14~3. Number of families with income over $15,000, Prince George's County, Md.,
1974

i Acerage annual
Familles change in families.
Income bracket Number % 1970-197+4

$15,000-24,999 ....ieiiniiinininnnens 53,600 32.1% +1,600
$25,000-34,999 ....ccciriiinnnniinnes 17,200 10.3 +2.700
$35,000-49,999 ...ccuinninianiniinnnnne 4.200 2.5
$50,000 and over.......cccoeennrienene 1,000 0.6 + 60

Total cooveeeiiciiiciiciniienaans 76,000 45.5% +4,360

Source: U.S. Bureau of the Census, 1960, 1970 Census of the Population; Washington Center for Metropolitaa
Studies; Metro Metrics, Inc.



Table 14—4. Conventional mortgage loan ranges, Prince George's
County, Md., 1974

Debt-free Debt-free
{oan range @ loan range @
Income bracket 2 times income 2.5 times income
$15,000-24,599 ...ccueeeieeeraene $30,000-50,000 $37,500-62,500
$25.000-34,.999 ....ceveereernennn $50,000-70,000 ' $62,500-87.500
$35.000-49,999 ....cccorvemmennn $70,000-100,000 $87.500-125,000
$50,000 and over................ $100,000+ $125,000+

How to Interpret the data: Family incomes in the ranges shown in Table
14-4 are considered viable for potential new home purchasers. Most lend-
ers operate within the following guidelines in accepting mortgage loan
applicants:

1. Conventional loans are made at two times gross income or, put another
way, principal, interest, real property taxes, and insurance (PITI)
should not be over 25 percent of the family’s gross income.

2. FNMA and FHLMC set the guidelines in their underwriting, and 80
to 90 percent of the lenders use these guidelines so they can package
and sell loans to these two agencies.

3. Another measure used for conventional loans is that 33 percent of gross
family income can be used for PITI and outstanding debts that have
more than six months of payments remaining to be made.

4. FHA and VA loans are handled under more liberal terms. Loans can
be made at two and one half to three times gross income. Up to 35 per-
cent of gross income can be spent on housing in this instance. Since
new laws have been enacted, the wife’s income is counted fully, pro-
viding she has a work record extending over two years or more.

At a $15,400 median family income, a family without debts could

“qualify for a $31,000 conventional mortgage loan or a $46,000 VA mort-
gage. The difference is substantial, especially in the Prince George’s
County market, where housing is expensive.

U

Step 6. Blow up the 45.5 percent total of income groups considered in
Table 14-3 to 100 percent. Table 14~3 shows that 32.1 percent of all fami-
lies in Prince George’s County had incomes of between $15,000 and $24,-
999. All together, about 45.5% of all families in the county have income
high enough to be potential home buyers. Thus, more than one half of all
families do not have income high enough to be considered potential home
buyers. Using a universe of families with incomes over $15,000, or 76,-
000 families (Table 14-3), the 453.5 percent income group is increased to
100 percent as shown in Table 14-5.

Step 7. Using Sales Management data or a finer breakdown of incomes
from a county office (or an update from the decennial census), a more de-
tailed breakdown of each income group is derived. The income-graup and
home-price (or loan) ranges have been identified in Table 14-4 for either
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Table 14-3. Conversion of percentages of four categories of
incomes to 100 percent

Percent of Converted to
Income all families 100%
$15.000-24,999 ............. eeesensannnes 32.1% - 70%
$25.000-34,999 ....cooccrnienonncrennnas 10.3 = 22
$35,000-49,999 ...ccvuiiviicrennannanns 2.5 - 6
850,000 and OVer..ceeeeeecierisccrennnns 0.6 = 2
Total..euerieieeenrerirecinoceesennnnecnnnas 45.5% - 100.0%

Source: Authors.

two or two and one-half times the family income. When the largest group,
people making between $15,000 and $24,999 annual income, is broken
down, it is found that the 70 percent of families in this price range have
the potential to qualify for the price range of homes shown in Table 14-86.

Table 14-6. Breakdown of $15,000-$24,999 income group (using
two times income ratio) to qualify families for certain price ranges

of homes

Price range Percent of families in group who

of homes could qualify for these homes

$30,000-34,999 .....ceeieiceiererreninieriieneensoreserenessecssnane 23%
$35,000-39,999 .....cccerrrtcrirencenrernireniseerenannesensenressnns 20
S40,000-44,999 .....euiiiceirnrecreenieieeerisrerensssrsnnseessnns 15
845,000-49,999 .......ceeiimintinneiiaieneenaiaiiessererensiensranenes 12

Tl cceecereeieeecierinrrcneenneceennssecrerssssssrrsssseseassossene 70%

Source: Authorz.

Step. 8. Break down the remaining income groups. into various price
ranges of homes. For the balance of the income groups the distribution of
price ranges of homes they could qualify for is indicated in Table 14-7.

Table 14-7. Percentage of families who could qualify for homes
in price ranges over $50,000 (using 2 times income ratio)

Price range Families who could
Income bracket of homes qualify for homes
$25,000-34,999................ $50,000-59,999 12%
$35,000-49,999................ $60,000-69,399 10
$50,000 and over ............ $70,000 and over 8
TOLAL oevnemeeeetireceiereetneasanncrensereensessestecsersssrassssssases 30%
Grand total, Tables 14-6 and 14-7 totals .............. 100%

Source: Authors,

Step 9. Recap average annual demand and price ranges. Total annual
demand for Prince George’s County between 1976 and 1980 was esti-
mated at 5,860, or a total of 29,300 for the period. Of this total, demand for
single-family homes was estimated at 19,000, or 3,800 annually. Demand
for single-family homes by price ranges as shown in Table 14-8.



Table 14~8. Projected demand for single-family homes
by price ranges, Prince George's County, Md., 1976-19580

Price range Percent Number
$30,000-34,999......0n0eemrrecnennne 23% 870
$35,000-39,999......c0c00rereuererenn 20 760
$40,000-44,999.......cuuerreerennene 15 570
345,000-49,999......c.eeenemenerennne 12 460
$50,000-59,999....0ccucevenenenerens 12 460
$60,000-69,999......cc00000v000000n0s 10 380
$70,000 and over.....eeeercerencenes 8 300

Total 100% 3,800

Source: Authors.

Demand by age For specialized demand determination, age groups are a good tool to

groups work with. For instance, demand for nursing homes requires a distribution
of income of people over 55 years of age. One such breakdown is shown
in Table 14--9.

Table 14-9. Number of households by household income and age of head, 55 and older, Montgomery County,
\d., 1973 (excludes group quarters)

Household income

Age of head
of household Under $10,000 $10,000-15,999 $16,000~21,999 322,000-24.999 $25,000+
No. % No. % No. % No. % No. %
55-84...cc00ennee 2,653 8.7% 4,867 16% 4,867 16% 2,944 9.6% 14,598 47.9%
B84+ ceerreenennnnn 9,131 42% 4,608 21% 2,619 12% 1,150 5.3% 4,149 19.2%

Source: Montgomery County Planning Board. Montgomery County Cenzus Update S«-vey, Population and Housing Profiles, No. 6, Third
Report. March 1975, p. 18.

New rental units Several steps are needed to estimate demand of new rental units. These
are as follows:

1. Break down income groups into monthly rental ranges.

2. Distribute potential households (or families) by bedroom sizes.

3. Determine the features and amenities that are important to prospective
tenants.

. Determine type of unit to be built and get cost estimate.

From cost analysis, determine the front-end equity requirement,

operating cost, and net return on investment.

P

After this has been done, it may be found that a project to fit the poten-
tial consumers may not be feasible at all. But for the first step —the determi-
nation of the market demand~—data on vacancies, incomes, and number
of potential demanders is essential.

Income/rent distribution. Table 14-1 showed that in 1974, in Prince
George’s County, 43 percent of all families had an income under $15,000.
These families, unless they already owned a home, could not purchase
a new one under normal circumstances. Renters generally have lower in-
comes than homeowners. For instance, the 1974 Annual Housing Survey
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by the Bureau of the Census shows a median income for renters of $8,200
and for homeowners of $14,100 (Table 14-10); 81.6 percent of all renters
nationwide had incomes below $15,000 in 1974, nearly double the share of
families with these incomes in Prince George's County.

Table 14-10. Percentage distribution of income for families in owner- and renter-occupied
units, 1974

Income Owners Renters
2.4% 6.7%
3.2 8.3%
3.4 8.6%
9.0% 23.6%
3.7 68.3%
3.8 8.7%
35 6.2%
109 17.8%
217 37.0
23.7 20.8%
29.8 13.9%
15.8 4.8%
69.3 39.4
100.0% 100.0%
Median income....oooiirieeiriieiiiniiiiceeireeanee 314,100 38,200

Source: Department of Commerce, Bureau of the Census, Annual Housing Survey: 1974, Table B-1, p. 28.

In 1974 over one half of all renters paid up to 25 percent of their incomes
in rent. An additional 17 percent paid between 25 and 34 percent of their
incomes for rent, and 27 percent paid over 35 percent. Still, their median
rent was only 3155 per month nationwide in 1974, with nearly 20 percent
paying less than $100 per month and only 5.2 percent paying over $300
per month.

If only 25 percent of gross income is allotted to payment of rent, what
income groups would there be in each rental bracket? How much would
renters be able to pay each month for new apartments? Table 14-11 shows
such an income/rent distribution.

In the 1974-1976 period, nobody could build new conventionally fi-
nanced rental units renting for under $150 per month in the Washington
area. Therefore, for purposes of market analysis, it is just as well to ignore

Table 14-11. Income versus ability to pay rent (25% of family income allotted to rent)

Percent of families

Annual Monthly United Prince George's

Income group rent: rent States Co.

$ 2,000-2,999 ..rcerciiiiiniiannnnn. $ 675 $ 52 - -

8 3,000-3,999 ... . 875 73 - -

$ 4,000-4,999 1,125 94 - -

$ 5,000-5,999 ... w.. 1,375 114 - -

$ 6,000-6,999 ...ceimirennnirrinnne 1,625 135

$ 7,000-9.999 ...ccuvieiiiinnincnnn. 2,000 166 17.8 26.0
$10,000-14,999......cccvennrnnnns 3,125 260 20.8 3838

Sources: Preceding tables.



income groups making less than $7,000; these families will not, as a rule,
be demanding new rental units. For practical purposes, only income groups
with incomes over $7,000 should be considered. Table 14-11 shows (col-
umns 3 and 4) that nationally 20.8 percent of all families are able to pay
rents of $260 per month; in Prince George’s County, the percentage is 38.8.

A similar comparison can be made locally. Table 14-12 reports a survey
of major rental projects in Fairfax County, Virginia, in which the cheapest
rent paid was found to be 8176 per month for an eficiency apartment, with
four-bedroom units going at $381 per month in 1974. By January 1975 the
cheapest rent found was $192 per month, with the bulk of the units renting
at $239 (two-bedroom units).

Table 14-12. Average rents for apartments in major rental projects, Fairfax &:ounty,
Va., 1974-1975

January 1974 January 1975
Percent rent
Size of unit Average Units Average Units change,
(no. of bedrooms) rent surveyed rent surveyed 1974-1973

Efficiency 3176 1,021 $192 1,040 9.1%
1-bedroom ...cceiriinennccenanannaaas 180 12,208 210 13,119 10.5
I-bedroom and den..... 214 1,981 235 2,103 9.3
2-bedroom ................ 217 16,180 239 16,369 10.1
2-bedroom and den.... 246 1,536 273 1,800 11.0
3-bedroom ..........ue... 281 2,512 299 2,635 6.4
3-bedroom and den.... 286 166 323 163 129
4-bedroom ....cueeeseremmarernneens 381 18 380 23 (0.3)

Ovemll county average.. $213 35,3552 $233 37,252 9.4%

S Urban Develop t Information System; authors.

What can be built in one city in that area is shown in an estimate made
by Collins and Kronstadt, Architects and Engineers (see Tables 14-13 and
14—14). This estimate showed that a new efficiency could be built for $12,-
600 a unit and could.require a monthly rent of $190. The difference of 8 per-
cent for a new apartment unit over average rents ($176) being paid in the

Table 14~-13. Economic determination of apartment size for proposed project,
Woodbridge, Va.

Step Efficiency | bedroom 2 bedroom 3 bedroom
1. Rent per month, including utilities ............. $ 190 $ 225 $ 265 $ 300
2. Rent per veur, including utilities ................ 2,280 2,7 3,180 3,600
3. Rent multiplier. 4.8 4.8 4.8 4.8
4. Loan amount $11.000 $13,000 315,300 817,000
S. Operating expenses and taxes, 42% ...... vesree 960 1,130 1,330 1,510
6. Debt service, 9.5%... 1,050 1,240 1,450 1,630
7. Total, Steps 5and 6 ..ccevveeerineiinccreeranecisanens 2,010 2,370 2,780 3,160
8. 5% vacancy 110 130 160 180
9. Gross income less vacuney ..ceeeenieincenernnanns 2,171 2,570 3.020 3,420
10. Cuash flow per year....cccovvivieerennnnrnnincenneens 160 200 240 260
11. Required return on equity capital, 10%
12. Maximum equity capital investment............ 1,600 2,000 2,400 2,600
13. Maximum total project cost
(land and building) ..c..oeveeeerenncrrnnsnnennnonans $12,600 315,000 $17,700 $19.500

Source: Collins. Kronstadt, Leahy, Hogan: Architects, Planners, Engineers, Silver Spring, Md., 1976.
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SUPPLY/DEMAND

Table 14-14. Cost breakdown of proposed rental project, Woodbridge, Va.

Step Efficiency 1 bedroom 2 bedroum 3 bedraom
L. Raw [and cOste..iceiierrcirimiinicrninivaeninenienes $1,800 $ 1,800 $ 1,800 $ 1,800
2. Land development costs:
Clearing and grading....c.ccceeevunrirnernnnncnnes 200 200 200 200
Sewer surcharge ..coceeeevernnnenne 250 250 250 250
Sewer and water tap charges........ 300 300 320 340
Storm Arainage ....co.ccvevvmeesrioeserenciens 100 100 100 100
S&W laterals.....ccciveeencencsnasncsneicaans 50 50 50 50
Roads, parking, walks...cceeereienccnas . 360 380 400 420
Engineering....coocceinvcceiviicnnennenne 100 100 100 100
TOR] oevvvveiniiceermrnaenssnisscnreretasessssneresans 83,160 $ 3,180 $ 3,220 $ 3,260
3. Financing costs:
Points, 2% ....ccceverecnraninirennes $ 220 $ 260 $ 310 $ 3%
Interest, 3% ..ccceouee . 660 780 930 1,050
TO cevvveireirnirercuneeenssentenesiessssonensennnes $ 880 $ 1,040 $ 1,240 8 1,400
4. Community facilities costs:
Landscaping.....cccorverecnrerierirsensesssosarransans $ 100 $ 100 $ 100 $ 100
Pool and recreation.......cceeeereeviecernnnonianees 300 340 380 420
Total ........... - cee 3400 $ 4 S 480 8 520
5. Rent-up COStS ...ccovuvirirrarnaacncrnaes 190 230 270 300
6. Total all costs, Steps 1 through S......cccenneenee 84,630 $ 4,890 $ 5,210 $ 5480
*7. Allowable building cost....c.ccovvivirrarinannnnnes $7.970 810,110 $12,490 814,420
8. Projected building cost per sq.ft. ...ccooeennnene. $13.50 $ 13.00 § 12.50 $ 1250
8. Gross apartment unit area, sq.ft. ..ccceeveerennnnn 590 778 999 1,154
10. Building efficiency (%) ..ccccvrerunenrcnccacsanccnes 90% 90% 90% 90%%
11. Estimated apartment unit area, sq.ft............. 531 700 899 1,039

* Includes builder’s fee and overhead, legal, architect costs.
Source: Collins, Kronstadt, Leahy, Hogan; Architects, Planners, Engineers, Silver Spring, Md.

Table 14-15. Go or no-go, based on rents now paid and suggested
in new project

Type of unit " Rent now paid New rent Go~No-Go
Efciency......coceeereereennana $176 3190 Go

1 bedroom......coeereniniannnnae 202 . 225 Go

2 bedroom.....cceeeieninnirinnne 231 265 No-go

3 bedroom......cccerveeieunnnee 283 300 Go

Source: Authors.

spring of 1976 in the area is not unreasonable. The average being paid for
one-bedroom units was $202, and the cheapest a new unit could be built
for was $225. This was an 11.3 percent difference, still fairly reasonable.
The three-bedroom average rent being paid was $283; the average new-
unit cost was $300, or a 6 percent difference, also quite reasonable. The
two-bedroom unit was a problem, as the cost of it was too high in relation
to what the current rents were. The go-no-go computation is shown in
Table 14-15. :

Gross rents are determined in a different fashion by the Federal Hous-
ing Administration. Their form is shown in Exhibits 14-1 and 14~2.

Chapter 12 demonstrated several ways of determining whether the

BALANCE market is in balance, overbuilt, or underbuilt (see Tables 12-16 throush
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Exhibit 14-1.

FHA method of estimating demand
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Exhibit 14-2. FHA work sheet
WORX SHEET FOR ESTIMATING THE QUALITATIVE DEMAND FOR NEW MULTIFAMILY HKOUSING

LOCALITY POPULATION GROUP
ANNUAL QUANTITATIVE DEMANO M F HOUSING OAtTE
L]
EXHIBIT A
OERIVATION OF THE CISTRIBUTION OF MULTIFAMILY ~OUSING DEMAND BY UMIT SIiZE P
TRIBUT
CCEUPIED UNITS DISTRIBUTION CF PERSONS aY UMIT SIZE
PERSONS 0 -8R 1-8R 2-am 3-9R
% PER- PER- ren- pen- |
TOTAL renToR| RENTER | cppr | NUMSER CENT | MUNBER | ol | NumBER mf; NUMBER
Al ] ) 10) 3] (£} G | (1) [ O
1 22 as | 10 |
2 64 37 !
]
3 34 67 |
1
4 13 69 19 |
5 " 2 |
|
T
6¢ 18 2 |
T0TaL !
%OIST. !
" h
EXHIBIT B EXHIBIT C
ND FOR
CUMULATIVE OEMAND FACTORS FOR Gmoss QUALITATIVE DEMA
NEW MULTIFAMILY HOUSING vt NEW MULTIFAMILY HOUSING
$ ASOVE 0-nm t-an 2-8R 3-6m
MiNIMUM
acriEvane| O 84 i- o z-e8 s-mn (a) (8 (c) (01 (€1
RENT $100 8 OVER
$ 0 1.000 1.000 1.00Q 1.000 1o
10 .$00 .6%0 750 850 120 °
20 .360 423 263 728 130~
3o 218 273 a22 sia 140 *°
40 .130 479 N6 .822 150 " -
0 "
3 078 ne 237 444
170 ©
© 087 .07% TS 377 -
190
10 028 [-2%) 134 324 oo ©
[T} o7 .032 .100 273 200 °
%0 010 021 .07% 232 210 *
100 .Ote 0%¢ 87 220 ©
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130 .024 21 2%0 °
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300 " ——n
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| si0 e e
190 046 320 © _
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, 210 033 340 " —_—
v 220 oz2e 4 3s0 ° J—

Source: Department of Housing and Urban Development, “FHA Techniques of Housing Market Analvus
(mimeographed), 1970, p. 277.



12-24). Here we want to apply this type of analysis to the immediate site.
The metropolitan areas and counties dealt with in Chapter 12 are most
‘certainly a good indication of the overall market strength, but they are not
detailed enough for a site location analysis.

To clarify, consider the following example. In mid-1976, an investor
was interested in acquiring a site at Arlington, Virginia. He had read that
the Washington market was doing quite well, but with little production due .
to sewer moratoriums and no-growth policies. Should he purchase land
and build high-rise condominiums?

Without going into a great deal of detail, the following is the response
to his question an analyst might have suggested:

Yes the Washington market is doing quite well, but some parts are doing
better than others. For instance, there are practically no condominiums avail-
able in the District of Columbia. Units in Montgomery County are selling
quite well, as little is being built. Fairfax County, Virginia, is another matter;
there a great deal of inventory is available. As far as Arlington is concemned,
no investor would buy land there at this time, since that area has been heavily
overbuilt. Sewer maratoriums forced investors to move there; they overbuilt,
and there were many foreclosures. On July 3, 1976, one project, apparently
worth $18 million, was sold back to the lender, Chase Manhattan Bank, for
$12 million. This was done after the builder, Arlington Ridge Road Associates
—one of whose partners is former Northern Virginia Representative Joel T.
Broyhill--defaulted on more than $12 million in loans that were due in
March. There is stiil a heavy concentration of condominium units in that area,
called “condo canyon.”

This, of course, is only a general satement, and it must be supported
by a detailed local analysis. This is the finding of such an analysis:

Since the market for apartment units is just beginning to recover, economic
events portraying current land transactions are sparse. Contact with builders
and developers has revealed that the aftershock of the recession has sig-
nificantly altered their willingness and ability to pay premium prices. Con-
dominium development has virtually ceased, and developers are not in-
terested in this market at all. The condominium land market may be 18
months to two years away, while the rental market is now beginning to re-
cover.

A format can be designed to suit any particular research project. The
example used here is for a fictitious metropolitan SMSA and considers data
for 26 subdivisions in a suburban township. In the for-sale market the
following steps are appropriate:

Step 1. Determine whether or not the market is in balance in the gen-
eral area construction will take place. This can be done by using the ap-
proach suggested in Chapter 12. Using the unsold inventory as a bench-
mark against which to measure annual production, units under construc-
tion, and presold units will provide sufficient information in any area on
the balance of the market (see Tables 12-17 through 12-21).

Table 14-16 shows that markets are entirely different when considered
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Table 14-16. Completed units and unsold new units, Metropolis SMSA, suburban
township, and proposed development

Completed No. Percent

- Type o units unsold unsold Remarks
SMSA

Single family . .ceeeerreeneneanas .. 3,756 164 4.4% Excellent

Attached ..cccoevviiieiiieniennneecreeneaenns 2,627 474 18.1 Good

Attached Condominiam.....cceesveene 788 236 31.3 Satisfactory

(071, 7. L. R 3,686 . 1,689 45.8 Unsatisfactory
Suburban township

Single family 697 39 5.6 Excellent

Attached 125 0 0.0 Excellent

Attached Condominium................ 233 31 13.3 Good

Condo 43 8 18.6 Satisfactory
Development site .

Single family ..ccccenerireionrecrraonnncens 435 ‘482 - Excellent

Attached 25 31 - Excellent

Attached Condominium................ No new ones available

Condo No new ones available

Source: Federsl Housing Administration; Metro Metrics, Inc.

in segments. In this example, single-family units were selling very well,
but condos were in real trouble in the SMSA. In the suburban township
the situation was similar, but the condo market was not glutted simply
because there was very little new on the market. As far as the proposed
development site was concerned, there were more sales than units com-
pleted in both singles-family units and townhouses. But there were no
newly built condo units in that area at all. '

Step 2. Determine what types of units are being built and are selling.

~ This is summarized in Table 14-17. The table clearly shows that the two-

story and split foyer were.the best selling types, with monthly sales above
average. The poorest showing was made by ranch types, with rates well’
below the others.

Table 14-17. Type of units built and monthly sales rates, 26
subdivisions, suburban township, January 1976

Percentage
breakdown of Cost Monthly sales rates
Type of unit units built per 3q.ft. per subdivision
TWO StOrY...ceuvenennenn 28% $31.64 4.55
Split foyer..ccccevennan 44% $37.36 3.50
Split level.............. 18% $38.59 2.80
Ranch......ccceeuveennee. 14% $39.78 1.80
Total .....cue.... 100% 836.36 3.16

{average) (average)
Source: Metro Metrics, Inc.

Step 3. Identify the price range selling. See Table 14-18.

Step 4. Identify what is ahead. Such information as completed unsold
units, units under construction, permits issued and outstanding, approved
plans, plans under review, and recently rezoned land helps determine
future market conditions. Since we are dealing with a limited area in the



Table 14-18. Identification of price range selling, 26 subdivisions, suburban township,
January 1976

Cost per Monthly rate of sales
Average price Sq.fR. in unit 5q.ft. per subdivision Interpretation
$46,933.....cc00000e 1,000-1,300 $39.95 4.90 Excellent
$52,200.......... .« 1,300-1,600 38.58 3.30 Very good
$60,728..cccccvennee 1,600-2,000 34.52 4.20 Excellent
$67,740.......... . 2,000-2,%00 30.48 1.78 Satisfactory
$97,900.......... v 2,500 and over 35.92 1.32 Slow

example, the analysis of what is ahead or in the pipeline must be more
specific. As an example of the necessary information, Table 14-19 gives
data provided by the Chesapeake and Potomac Telephone Company
showing Washington metro area units under construction, projects re-
maining active, and project demand.

Two dates shown (the year has been deleted because this form should
serve as an illustration rather than pinpointing an exact date) refer to two
periods, June 15 and September 15. Total residential units under construc-
tion increased in the three-month period to 37,526 from 32,494, or a 5,032
unit change. The remaining units in active projects declined 2,678 units,
and units planned increased by 10,739 units (indicated by boxes in Table
14-19).

The total area information means little to an investor or builder however,
they must know what is happening in the immediate area.

Table 14-20 (from the same source) shows detailed information on each
project in the District of Columbia. For the first project, identified as
Benning Park Terrace, a location is shown, and it is indicated that 281
apartment units were completed as of September 15 of that particular year.
Another 230 apartment units called Eastgate had footings poured, and
so on.

Planned construction is indicated at 2921 Knox Place, S.E., for example,
for 62 apartments units, planned to start in the fourth quarter of the same
year (status is indicated in the last column; plans 4 means starting in the
4th quarter).

From this detailed information a map should be constructed to show
locations of each project so as to get a reading on what is underway and
what is planned ahead, and when. Or a simple tabulation will show the
information, as in Table 14-21. The conclusion in this instance would be
that there are too many projects ahead of the planned one. Unless there are
some special circumstances (such as units for the elderly or subsidized
units), the project should not be built.

A conclusion of findings in a competitive survey of single-family homes
could read as follows:

There is a considerable amount of units in the pipeline. There are 33,150
approved subdivision lots in the township, with another 31,000 pending ap-
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Table 14-19. Chesapeake and Potomac Telephone Co., Washington Administrative Arca,
major construction projects

D.C. Maryland Virginia Total
Under construction.
Housing units
6-15..ciieniinanens eeeetasstrnsaneossenn - 2.330 776 3.106
9-15 - 3.687 390 . 4077
Apartment units
B-18 . eerineenccrnereceressnncnsensananes 6,696 12,874 9,818 29,388
9-15....... . . 1727 16,410 9,312 33,449
Total residential units
6-15 6,696 15,204 10,594 32,494
9-15 7,727 20,097 9,702 37.526
Change +1,031 +4,893 -~892 +5,032
Office space, floors
6-15 164 71 114 349
9-15 128 50 135 311
Change ......ccuuee.. creeesaresecsas —-38 -21 +21 -38
Remaining in active projects
Housing units
(533 > OO - 13.549 492 14,041
(23 £ JOU RPN - 13,810 1,683 15,493
Apartment units
6-15...... 1,534 30,723 8,657 40914
<25 1 JUU OO RO RPN 2,267 29,422 3,095 36,784
Total residential units
6-15 1,534 44,272 9,149 54,955
9-15. 2,267 43,232 6,778 52,277
Change ...ccccvearccierccenreamense +733 —-1,040 -2,371 —2,678 »
Projects planned
Housing units
6-15 - 3,755 - 3.755
9-15 - 6,784 - 6,784
Apartment units
6-15..... 7.106 20,909 16,178 44,193
23 . JUR ORI 6,257 24,834 20,812 51,903
Total residential units . .
6-13 7,106 24,664 16,178 - 47,948
9-15 6,257 31,618 20,812 %8,687
Change —849 +6,954 +4,634 +10,733 »
Office space, floors
6-15 76 99 161 336
9-15..... 38 38 39 135
Change ...cceeeeeeeeeeeneenneennnnns -38 —-61 -102 —-201

Source: Chesapeske and Potomac Telephone Co.

proval. Sewer taps authorized and remaining to be used number 20,500.
Approximately 7,500 of these are for single-family units that can be built in
1976 and 1977. There is a great deal of competition from other subdivisions,
which are located primarily in the Northern drainage basin and in the South-
ern drainage basin where your site is located. There is an abundance of
undeveloped residential acreage being brought into production. The 1970-75
period averaged 4,800 acres annually for low-density residential units, about
65 percent higher than the rate of the sixties. The project will encounter a
highly competitive and risky period for development. Great caution must be
exercised so that the project does not get caught overextended in what is
going to be a notably overbuilt market. In addition, the township’s housing
situation is complicated by a substantial number of new housing units in the



g:ble 14-20. Chesapeake and Potomac Telephone Co., District of Columbia construction
ta

Name of project Location Project Status
A. ANACOSTIA CENTER
Construction started —Residential

® Benning Park Temace......ccceuuenenns 33rd & C St 281A Completed

® Eastgate (N.C.H.) cccceeereccreccencenes Benning Rd. bet. F & G Sts,, S.E. 230A Footings

® Garr (Owner) 1701 Gainsville St., S.E. 82A Interiors
H. L & E. Weiiman. .eeeeceeeeeeeannees 50th & A Sts., S.E. 1234 352 col::xgleted.

71p

® Hilltop Apartments......eeeeceeceecacaree Suitland Pkwy. & Ala. Ave. 224A Footings
Martin & Xavier.......... .. 2900 Nash Pl, S.E. 48A U.C.

® Smith Apts. 4911 thru 4919 C St,, S.E. 63A Completed

¢ Sttomp Carden AptS. ......ceeeceenncnee 2337 Green St., S.E. 98A Completed

Construction planned — Residential
Collier & Vogell (owner)...oaeeeeee... 2921 Knox PL, S.E. 62A Plans 4
Corby ApPtS. ..eeeieiirmneccanscncensoncassee Hartford St., S.E. 100A Plans 4

$ Goldsten ADtS. ....cccueeeeeeeeneenenensans 3401 Call St., S.E. 108A  Plans 4
Naylor Rd. Garden Apts............... 28th St. Nr. Naylor Rd., S.E. 92A Plans 4
Reinsch (oWner) . cieeucceeancrenecnenanane 333 Anacostia Rd,, S.E. S1A Plans 4

$ Smith ApPtS.c..cciieccenecanarcorcananconcas 2300 Good Hope Rd., S.E. 869A Plans 2

o B. BENNING CENTER
Construction started — Residential

Deanwood Cardens...........cccae.e... S4th & Blaine St 86A Rehabltn.
Elder Michaux (owner)......cceeeueeee Keniiworth Ave. & Hayes St., N.E. 680A 680 U.C. ~
f James ApPLS. coceeeeeeencccrceenncennssenns 916 Eastern Ave., N.E. 106A Facing

C. BROOKLAND CENTER
Coustruction planned —Residential
N.CHA, Montana Ave. at Bryant St., N.E. 155A Plans 4

* Change since last report.
$ New itemn.
Source: The Chesapeske and Potomac Telephone Co.

Table 14-21. Summary of current activity in Area A, within one mile of
proposed project

Item (multiples) Number of units Remarks
Proposed project ...ceeceeeeennnanes 420 Annual absorption rate estimated at 600
Units under construction.......... 2,010 3.2 years of supply
Planned unitS...ccccceceeensenccsnconss 6.452 15.4 years of potential supply
Source: Authors.

pipeline. This happened because of the enormous growth the township
experienced during the 1960-69 period, when 108,734 new housing units
were built. This compares to 43,239 for the ten-year period before that and
to 25,406 for the five-year period between 1970 and 1975. With that growth
during the 1960s, everybody expected substantial future activity in the
township. As a result, people purchased land, and this ended up in a large
amount of units now in the pipeline.

Step 5. Product-type comparison. There are many forms of product
comparisons, but the most popular way to do this is with a “shopping com-
parison” of projects, several examples of which have been given above.
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Exhibit 14-3. Survey of townhouse development profiles, Washington, D.C. metropolitan
area, February 1972 (excerpts) ’

8EST OATE  TOTAL (NITS waly
OEVELOPMENT Yere oF St~ PRICE  SALES UNITS SOLD  SAES
MAP  OEYELOPER OEVELOP- NG #ODEL  BO.RNS,/ SQUARE  SALES SI2E START- PLANN- TO AvER. CLOSING
CXEY OMEA o NENT NODEL MOOEL _SHOWN_ BATHS FEEY_ PRICE MII0 D £0___ PATE AL _ cosTy

1 ATUW Lk Conde- A, Winter b3 L S TH N 1,918 129,990 $26.90 W2 X 1 $1,600
Yare Constr. Co.. mintm 8. Spring Tes w2, 1,172 430,990 $26.44 2 4
nc. C. Summar Tes U 947 526,99 $28.98 pou) 2
Stiver Spring b g ki | T
Mentgomery County

2 WMANYWING STATION  Fee A, Calvert Yes 2 1,600  $2%.990 118.56 4770 1ng luge
Setse Cascade Simple b, Jomes Yeos pVI1N 1,260 $24,300 519.44 P
Usper Maribore "o C. Patunent Yes pLTVE LN 1,400 $2%.500 SN
Prince Georg(s 3. Delamsre Tes 3-4/2 1,560 $26,500 $16.99
County €. Severn N 2-372 1,200 $23,9%0  $19.99

G SR 2 OnR T mE o
. r las L) -4/ . . of
N W T

3 PIAND fee R, Archmes X Yes ¥, 1.070 $27,100 $23.33 &/ 88 InC Huge
{Lake Rrasdoct) Sinple 8. Slantan 4 Yeas vy 1.070 $27,100 $28.33 E ]
Yeenas o C. Deven Yes U 970 $26,800 $27.83 a
Annenda le 0. Casten 1 Yos P72 1.07% $27,100 $28.33 ﬁ
Farrfax County m T

€ QRKE (ANE fee A. Hasgton ves Uy, 1,653 $31,7%0 $23.44 272 s $1,200°
(Lake Braddock) Simple 0. Abingtom x Yes My 1,482 $33,7% $).07 n L} 31,500
Yeonas PO €. Radford Yes yw, 1,682 433,750 $2.07 ” ?

Annendale D. Bedford Yoy pIEEY 1.682 $3¢4,7%¢  $21.66 2 ?
Fatrfax County . Covington Yes 2% 1,778 $%6,7%  320.67 .;.g _ﬁ. r

s CROFTON TOWNE fee A Yes 72 1,278 328,990 $22.74 469 $
Levitt & Soms Sinple 3. Enfleld Tes i 1,838 $28.990 $18.39 $
Croftom Mo C. Canteroury Yes N 1,40 $26,5%00 S19.78
Ana Aryadel Cownty 0. Derset Yes n 1,400 328,990 $28.71

£, Jomestan 1 Yes 27! " $24,9%0 $28.72 o =5 v .

[ 0IsCOvERY Fee A. 8eecon Yes Wy 1,064 321,896 $20.67 /72 28 $ 300 .
Jomes Cafritz Simple 8. Challenge 2 Yes yr, 1,264 322,990 $18.19 2% $1,108
Fredrick "o c. Yes vy, 1,228 $25.99%0 $21.18 [

Fredrick Cowaty 14 w L

7 MERITAGE COURT Garden A, 1R [ 1 348 g N wn 2 9 {ncivde
Carl freemin Condo- 3.2 Mo 242 1,220 $26.9% $22.12 %7 bt ) L]
Annands le ar1um c.Im 1 Yos 372 1,478 $30,490 $20.67 7% “

~Farrfax County O D. &R Yes 42 1,760 $13,990  $19.31 " 3 -

3 KIMAERLY PLACE Conda~ A, Anders Yes bed "5 £25.9%0 $27.38 W0/71 [ ] 1,00
Artery Mintum B, Xisserly Yes Nr, 1,2% 429,990 $23.99 7 % 33,99
Stleer Sortng no C. Intrem Tes g/;", . :.g 8;.::: :{:s :: ‘:

t Count, 0. Bancer X Yes /12 . . B
fontaeeery Comty €. Peitard T 42, 1520 $35.9%0 52368 17

. mw BT
Source: Bill Elliot and Associates, A Marketing Feusibility and Design Criteria Study of New Housing Types for

Lake Ridge, a Planned Community, Prince William County, Va, Table 20, pp. 86-87.

(Exhibit 12-27 is a detailed version.) There is no easy way to do such a
study; it involves much legwork, patient observation, and the careful
recording of all details. Some guidelines for doing a comparative study are:

1
2.
3.

Get brochures of all models, with floor plans.

Get information on prices and financing.

If you cannot get accurate information from personnel in the sales

office: ’

a. Read the map on the wall to determine the units sold and available.

b. Go to the construction site. Construction people are generally
more friendly to people looking for information than sales per-
sonnel are.

Prepare an outline of what you want to find out. Concentrate on main
features and items.
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5. Get a feeling of the product, talk to people who already have pur-
chased or who have just gone through the model. Listen to people
talking in the model homes.

6. Make sure you get information on all the features offered and whether
they are part of the standard pricing or are optional.

Step 6. Recommendations. There is no prescribed form a recom-
mendation must follow. Its main features should include a go or no-go
recommendation; suggestions on when to start, how many and what type
of units to build, features to be included, and price. One such recommenda-
tion is shown in Exhibit 14-4. Details on other types of recommendations
are given below.

Financing and marketing recommendations. An analyst should make
recommendations as to the type of financing best suited for the proposed
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Patricia P. Rosenzweig

It the dismal economy of the past few years has had
any genuine benefit, it may be that the building industry
is becoming increasingly aware that success is depend-

.t upon meeting market requirements. Nc longer can
rarket stucdies be commissioned only to pleass the
tender. Real questions are being asked. What must |
produce to assure the saleability of my product? Who
will buy? What, specifically, does that market require?
How price sensitive is that buyer? What does’a unit look
like when priced this way? What distinguishes it flom
lower and higher price levels?

The reasens for the increased inquiry are probably quite
simple:
® The housing market appears to be more discrimi-
nating. Even an “inexpensive’ house costs a great
deal of money. For any given amount, the buyer
probably can only meet some of his preferences
and, therefcre, must cecide what the minimum
requirements are.
* The recovery in the housing industry is uneven.
Not all geographic, price, and design segments of
the market have regained significant vitality. Thus,

builders are being very careful to avoid “avoidabie”

mistakes and not to miss that which is available.

* The length of the recession has caused the builder
to sense he has lost touch with the market. Those
who have been buying in the past few years have
been largely “‘forced moves—mainly job reloca-
tions. The "‘nermal mover,” those upgrading, have
not been in the housing market, except at the
highest income levels, for over two years. The
builder is duly wary of changes in attitudes and
expectations since the last time he faced a
“normal’’ situation.
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The result is that more design and marketing oriented
research is needed, more is being done, and more is
being encouraged. However, the nature of the research
——conducted to resolve specific problems at a specific
location—and the nature of the client—sometimes
relatively small ar.z generally very cash conscious—nas
caused researchers to use cost-effective, highly focused
techniques. Thus, the researchers have also benefited
from this traumatic period in that they are facing chal-
lenges of finding new creative tools to assist in real-
world, nontheoretical problems.

Some of the techniques our firm has used are described
on the following pages. Not all of them are applicable to
every situation. Constraints of budget, time and man-
power, market complexily and familiarity with the market
are among the factors which dictate the combination of
appropriate techniques.

Comparables

Housing market studies have typically relied heavily
upon examination of “‘comparables,’ a technigue in-
herited from the appraiser. Rent or sales structure,
vacancy rates, sales or rental pace (absorption rate),
unit and site amenities, and bedroom mix are arrayed
for all projects seeking an equivalent market to that
which is proposed. That technique is probably quite
reliable when the market is active. However, today it is
necessary to go beyond the ordinary matrix—or at least
expand upon it.



Sales Staff Interviews. Interviews with sales personnel
must supplement raw data. Such questions as the
following can be fielded easily and willingly on the
phone. If the raw data is not readily available, more
familiar forms will often get even more meaningful
results:

* What is your total mix of size by price? Which
ones do you have left? . .. or, which of your
units are selling best?

In one recent case, management would not
release the total mix of units available, but did

" say that all of the lowest priced units had been
presold. This fact was important in confirming
the degree of price sensitivity of the market—
one where the lowest price unit was $75,000
and, in the building in question, the lowest price
had been $125,000.

¢ What site amenities do you have? . .. and what
is the most important sales (rental) feature?

In the group of buildings sampled, relatively
standard amenities existed. Only through the
subjective question was the importanc of
"view' identified as a feature cistinguishing units
and, thus, among the more impartant decision
factors.

In another case, typical of the past few months,
the importance of landlord assumption of heating
costs was initially brought to light through this
question.

* What is your market area? Who typically pur-
chases a unit?. .. or, what is your competition?
This last “form” serves several purposes. First,
it enables you to limit your universe realistically
—particularly in a new market. Secondly, it
enables judgments on hierarchies—a building
generally will not be considered competition by
management unless they consider it equal to or
better than their own. Thus, you can evaluate
the ‘‘ideal" by charting by whom and how
frequently a given project is mentioned and then
characterizing the "ideal.” In the accompanying
chart 1, "B" was selected as “‘Competition” by
three of six buildings in the market; when "'B"
was contacted, the response was, “We have no
competition; we are unique.” “E’ and “F" were
identified as potential only if “‘people didn’t care
about customizing or about the quality of the
kitchen or location." But without probing, “B"
stood alone.

CHART !

Identification of Competition
in a Market

A

F it

S

B

LR -2 D

Perhaps the most important tenefit from sales per-
sonnel interviev/s which go beyond straight fact
gathering is the sense of the market. Parenthatical
phrases are important: “lIt's not had—we've sold five
units a month."” In cther words, the owners were
satisfied with five units a month. Why? They shouldn't
be. The perception of this dissonance led to a very
important finding: all buildings in this market were
owned by contractors. Further exploration of project
economics showed that to keep the sales price at
marketable levels, the only profit available was in the
construction process itself.

Historical Tracing. Particularly where there is no
housing shertage, and with large developments,
tracing the prices or characteristics of comparables
over time have proven useful. On the theory of
market elasticity, in one study directed at determining
the acceptability of small lot detached and attached
housing in an exurban market, the sales price of units
was traced over a two-year period. Only develop-
ments which were essentially complete for the two-
year period were selected in order to avoid, as much
as possible, price increases necessitated by increased
development costs.

urban fand/april 76 13



Sales price increases ware categorized by density,
site amenities, and total cost. An examination of the
median changes by group showed an inverse relation-
ship between density and rate of price increase, i.e.,
the lower the density, the greater the rate of increase.
The average increase in higher density developments
was 6.4 percent, moderate density (townhouses)
increased 9.9 percent, and detached homes, 11 per-
cent. The average absolute price also was progres-
sively higher, so that the rate of increase was not
distorted by a lower basis on the lower density units.
Higher densily increased $2,143; mid-density in-
creased $3,687; lower density increased $5,375

(see chart 2).

Examination within each group indicated that the
market was seeking the "‘beatter'’ or more luxurious
developments. In high density, only developments
with on-site recreation showed price increases at all;

CHART 2

Rate of Change in Sales Price*
by Development Density

Rate of Price Change
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CHART 3

Rent Changes in Market Area Towns

Interstate

A -0.5 to 5% change
2% median

State
Road

5% to 8.5%
6% medion

in moderate density developments, those without
recreation uniformly fell below the median; those with
recreation and an amenity fee were above the
median. In lower density, the greatest percent in-
creases were in the units with the highest original
price. However, in this case, there was no variation
associated with recreation.

In another situation, the market area was defined as
a two-township area orienled around a state north-
south road bounded by an interstate at the north and
at the south (see chart 3). Three communities formed
a chain along the north-south axis. Rent changes
which were achievable over the past two years, in
each of the three towns, were compared with vacan-
cies. It was found that, where vacancy data was
available, the higher the vacancies, the lower the
rent increase. This “‘correlation” is important since
valid historical tracing is normally more easily avail-
able than vacancies (which management does not
like to discuss).

A parallel technique, only available where comparables
include a supply of phased developments, is based

on the theory that the experienced developer knows
his market best. This technique involves the system-
atic comparison of sequential stages of the same
development. If the price increase has been at or
below the rate of infiation, look for what has been
eliminated, made smaller, or what material has
changed. Similarly, where a significant price increase
has occurred, look for what has been added.



Several years ago this technique was used in the
Boston suburbs where unit sizes were quite large,
apparently due to the influence of the design stand-
ards of the Massachusetts Housing Finance Agency.
With cost increases and no significant rent increases,
it was necessary to see what changes had been made
to make the economics work, to see what the de-
veloper felt he could cut back on without jeopardizing
his market. It is important to do this within the same
development rather than comparing units in different
developments, because within the same develop-
ment, a developer is conscious af the competition
which turnover in earlier phases creates with new
units. He designs the second phase to compete
effectively with himself on earlier phases. Without
dramatic changes clearly designed to reach different
markets, he must make changes which are either
indiscernible and not decisive to the prospect or he
must exchange something important which has been
taken away for something visible and less costly.

In one of the Boston area developments first and
second phases were compared with the following
changes observed:

* Metal room and closet doors changed to wood,
with no visible change (indiscernible cost re-
duction);

* Removal of second window in living/dining area
(unimportant cost-reducing design feature);

¢ Mclded plastic shower stall in second bath,
instead of conventional materials (potentially
risky design change);

® Supplementary small tube T.V. set in each kitchen
hooked up to existing security system (highly
positive, visible, low-cost addition);

¢ Use of unimproved, but partitioned basement
space for craft rooms—exposed cinder-block
walls and wallboard partitions, cement floors
equipped with potters wheel, kiln, a few power
tools, and storage lockers (visible, low-cost
addition not available elsewhere in the market,
generating sufficient income to amortize cost
and cover maintenance).

Interviews With Off-Site Sales Personnel .

Frequently the only “‘comparable’ is sold out so that
on-site. staff is not available. Alternatively, the builder
has a range of markets and wants to select the one with
the broadest potential. in these cases, it is frequently ap-
propriate to interview the major realtors selling on a
unit-by-unit, scattered-site basis. Questions can be
similar to on-site, but even greater care is needed to

get behind the advertising jargon.

“Wooded"” Natural or maybe landscaped? In one market,
the preference was for landscéped because of rodent
and bug control and, apparently, as a status symbol as
it required a gardener.

“A Good Neighborhood” One marke: defined a separation
between “‘Executive’ ($50,000-$75.000 homes) and
“Luxury” ($75,000+).

Specific questions which have been useful in gaining
specific responses are:

+ What three home leatures are absolutely essential
to this market? You may miss something that “'goes
without saying™ if you rely solely on this question,
but you pick up those features you may otherwise
miss. For example, four-bedroom units with 22
baths "‘went without saying," but this question
picked up the importance of natural materials,
wood or metail cabinets, not formica; siate foyer,
not tile; the importance of a family room, and of a
full basement.

* |f you could build the perfect unit for the. XYZ
market, and it was located in (a particular) part of
town, how many would you build at one time and
how fast would you sell out? While their judgment
in specific numbers should not necessarily be relied
upon, the relative strength of the market segment
becomes very clear. In a recent case, six interviews
were conducted with the top sales people from the
top six real estate companies in the target price
range. All questions prior to this one met with
enthusiastic responses on the strength of the
market. How many would they build? Two to five
at one time (8-15 per year), and two said they
would not build at all, speculatively (not even
models), at that price range.

In general terms, these interviews provide a sound
orientation to a market, geographically and socially.
They are useful preceding analyses of comparables and
survey research in markets with which you have limited
prior experienca.
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Survey Research

Field Survey. The tricks in dealing with cost-conscious
survey research are limiting the universe and limiting
the length and complexity of the instrument as to
reduce the training required. Most importantly, how-
ever, is the necessity to avoid "'preferences’ and get
to “requirements.” A number of methods have been
used by our office.

Language: Very strong and specific language is
used. One survey instrument used such phrases as:
® How.many bedrooms and baths would you
require?
e What living areas would you require?
¢ |f the washer/dryer connections were in the
garage, would this be acceptable?
® Which of these features is an absolute require-
ment? . ’
® Would it be mandatory for you to sell your
current home first?

Paired Choices: On several occasions we have
used pairs of features, sometimes similar, some-
times not; sometimes both “desirable’’, sometimes
both relatively insignificant. Interesting findings can

CHART 4

Direction of Choices

Enclosed One-story House
Pocking / \

Cothedral Firepl Vet Bor Separate
Ceiling freplace ‘e Dining Room

Private

Outdoor Spoce

Communiity Comanumity
Paal Tenais

be reached, particularly when used to compare
different types of developments.

In one survey among a homogeneous income group
currently living throughout the target metropolitan
area, each time the choice involved something
nearer or further from the structural characteristics
of the unit itself, the feature closer to the structure
was chosen; more indoor space preferred over
more patio or outdoor space; larger private outdoor
space preferred over tennis courts; separate dining
room preferred over larger private outdoor space
(the larger dining room was preferred in this in-
stance, even though a one-story house and
enclosed parking were both preferred over the
dining rocm).

The accompanying chart is ordered in tiers—
structural, interior design, private outdoor space,
and community space. The direction of the arrows
indicates the direction of the preferences. Notice
that in no case does the direction of the arrows go
down or away from the basic unit structure.
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in another survey, findings were se'gmented by
whether the respondent’s current place of residence
in the market area was in an attached or detached
unit:

* A separate dining room is extremely important
to the honie dweller and less so to the town-
house dweller. For example, 71 percent of
home occupants would choose a separate
dining room and a smaller kitchen, rather than
a larger kitchen and a ‘“dining area”’; this is
true of only 57 percent of townhouse occu-
pants.

e A “family room” is more important te the town-
house market than to this single-family de-
tached market. Among townhouse dwellers,
43 percent prefer a family room to a basement,
whereas this is true of 29 percent of home-
owners.

Presumably, this greater emphasis is for two
reasons: first, the townhouse occupant has

already given up a bedroom (mean size 2.5
bedrooms vs. 3.2), a separate dining room, and
a "big backyard.” This household needs room
to breatne. From the detached occupant's
point of view, he has given up no trad:tional
space and is not committed to convenience.



So long as he has a basement to convert to
a family room if he really wants one, he is
satistied, even if he has to do it himself.

* Both townhouse and single-family detached
dwellers would trade unit size for a two-car
garage.

¢ Traditional architecture is very important to the
single-family home market but not to the
townhouse market. Oniy 18 percent of the
single-family detached market preferred
“modern’’ to “traditional’ architecture. The
townhouse market divided 49-51 percent.

® A "patio-size yard with a tot-lot nearby" is an
unacceptable alternative to a “‘big backyard™ to
the detached homeowner, but more acceptable
to the townhouse market. Eighty-two percent
of homeowners versus 69 percent of town-
house owners prefer a big yard and no tot-lot
to a small yard and a tot-lot.

o Proximity to a park is not an acceptable
alternative to a detached house for a detached
home occupant, but it is an incentive to those
now living in townhcuses: 53 percent of town-
house occupants prefar “'a townhouse with a
view of a park” to a “‘conventional house
driving distance from a park.” No homeowners
had that preference. '

» Active recreation is important to the town-
house dweller but not to the detached dweller.
For example, 71 percent of townhouse dwellers
prefer “nearby pool and tennis' to a ‘‘neigh-
borhood grocery store.”” The precise opposite
choices were made by homeowners.

“What Three Things . .."”: At the conclusion of
field surveys, when cues are available and when
the respondent is fully oriented to giving specific
answers, our office asks two or three final ques-
tions:
¢ Of all the things we've talked about, or any
others for that matter, what three things would
you never give up?
¢ What three would you readily do without, or
give up first? '
¢ |s there anything missing from this house (unit)
or area that you, in the future, would insist on?

In one particular case, the findings were illumi-
nating and critical. The markct was very expensive
single-family detached homes in a medium-sized
midwestern city with a iarge and active market for
new housing priced over $75,000. Through a faulty
assumption in the design of the survey instrument,
no mention whatsoever was made of air-condition-
ing. it was simply assumed that any new unit at
that price wouid somehow provide air-conditioning
in that climate.

Notwithstanding that the respondent had not been
congditioned, air-conditioning was the single most

frequently mentioned response. Rather than being
“standard equipment,'’ it was identified as being a
sales opportunity (or a cost savings).

On a more theoretical basis, this series of questions
was illuminating in respect to the buyers’ orienta-
tion. The clue to the finding was that more re-
spondents who had bought an existing, new
(“'spec”) house identified things they did not need
than those who had built their own home. This
suggested that when going into an existing unit,
they buy more than they need in order to get what
they want. The thing they generally get more of is
space. Of those who indicated they could do with-
out something, 88 pércent mentioned a room or
“size." In other words, of all units sampled, nearly
one-third (32 percent) are bigger than the buyer
necessarily needed. Finished and unfinished base-
ments, bedrooms, dining room, living room, third
bath, and patio were all things they could do with-
out. In the lower priced market, the buyer trades
away an exira room for his ability to buy at ail.

In a high-priced market, one buys an extra rcom
to get the equipment or location he requires.

Listings and Records. Raw data at the project or
market level is frequently useful. In any geographic
or product market, it is important to know what income
group can be attracted and, more importantly, what
the relationship is between income and willingness to
pay. In this latter factor, markets differ widely, not
only as a matter of supply and demand, but as a
matter of attitude. On several occasions, there was
the opportunity to examine initial applications to early
stages of the subject development or of directly com-
parable developments. Ratios of income to rent or
income to sales price can be calculated. Primary data
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collection is obviously superior to rules of thumb

(25 percent of income available for rent or 2.5 times
income available to purchase) in determining the
income level to be attracted at a given market price
or in determining the market price by knowing the
income level. Within Metropolitan Chicago's 201
communities with populations of 2,500 or more, home
value/income varies from 1.2 to 2.8. Within the 10
highest income areas, it varies from 1.7 to 2.8 and
among the 10 lowest, from 1.2 to 2.2. '

In one case, a golf-course townhouse development,
this technique virtually eliminated income as a factor
in market identification beyond a threshold level of
about $20,000. Regardless of how much was earned
above that amount, the purchasing power was the
same because age of the household head and house-
hold size were the determinants. Since, in this market,
older “empty nesters" were able to liquidate a home
with significant net proceeds permitting very large
downpayments on new units, this market was, in {act,
purchasing at four times income.

Weekly listings of units on the market through a

multiple listing service proved extremely useful in one’

instance where the distribution of price and size of
units actually on the market was necded. Elapsed
time from the Census, differences between value of
all homes, contrasted to value of homes for sale,
value by number of bedrooms and bathrooms, and
specific values over $50,000 alf required data other
than the most recent Census of Housing.

Finally, records of the prior place of residence in first
phase or the current occupants of comparable de-
velopments can prove extremely helpful in defining
market area and developing a marketing program.

In one instance, it was found that over half the market
came from out-of-town—they were transfers by major
companies. The marketing program for a directly
comparabie development therefore relied heavily on
“educating™ the personnel-transfer departments of
the community’s major employers.
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In the case described earlier, where there were three
linear towns, analysis of immediate prior place of
residence of housing occupants in the southern town
indicated that nearly three-quarters would have used
the expressway to the north to get to the site. Since
the northernmost community had half the units, was
the “softest” market (see chart 3), and had to be
bypassed to reach the southern community, a market-
ing strategy was developed, emphasizing heavy
signage along the access route to “‘notify’” the market
that it was worth their while to keep going.

During the period when builders are finding it necessary
to fine-tune their product to suit the available market,
they are simultaneously requiring research to be per-
formed in a market where traditional techniques no
longer suffice. Expanded exploration of “‘comparables,”
field research, and selected original data each assist in
overcoming the gap in experience caused by two years
of market inactivity. In almost all cases, the techniques
described are designed to obta!n behavioral information
or strong attitudes, not preferences. The market is now
facing the need to choose among alternatives and
trade-off between housing elements previously attain-
able. Research, thus, must be directed at understanding
the market's framework for decision making, its willing-
ness and ability to pay, and the features it is willing to
give up and those which are, at this time, immutable.

Patricia P. Rosenzweig is vice president for the Planning
Group, Perkins & Will, Architects, Engineers, and Planners,
Chicago.
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With 5,000 Americans turning 65 each
day, the market for refirement housing is
rapidly coming of age. Opportunities -
exist, and they're certain to increase.

ove over, baby boomers. Make way for your
elders, who will constitute housing’s hottest
market for the rest of the century. The market
looks good for two reasons. The number of
Americans 65 and older is growing at an unprecedented rate,
and their houses no longer suit their lifestyles. Consider
these facts:

a Every day another 5,000 Americans turn 65, joining the
fastest-growing segment of the population, the elderly.

® The 65-plus population grew by an estimated 6 percent
between 1980 and 1983, compared to a 3-percent increase in
the under-65 age group.

® There are aimost 30 million elderly Americans; or put
another way, about 1 of every 8 Americans is 65 or oider.

The growth in this sector will continue, too, so that by
2030 one in every five Americans will be over 65. And not
only are the old increasing in numbers, they’re getting older:
At 2.2 million, the 85 and older age group was 20 times
larger in 1980 than in 1900 and it's predicted to grow to 3.5
million by 1990.

Although poverty still plagues many elderly, this seg-
ment as a whole is surprisingly afluent. In 1983, 39 percent
of elderly households had incomes of at least $20,000. The
elderly also are equity-rich, with 72 percent of elderly cou-
ples owning a home and 84 percent of that group owning
them free and clear.

In many cases, though, the homes they own no longer
are suitable. They're big and expensive to maintain. (Nearly
half of the houses owned by older people were built before
1940.) Often they impose physical and social barriers to a full
and comfortable life.

Many elderly live in deteriorated urban neighborhoods
that are losing services, shops and long-time residents. The
elderly who remain feel isolated and become easy targets for
. crime. Elderly living in the suburbs fare somewhat better,
but in many towns they're tying up affordable housing that
would be more suitable for young families.

Even if their houses are well-located, older houses are
often too much house for older owners. They tend to be
expinsive to heat, require many repairs and lots of yard
work.

Yet many hang on to them, not simply out of sentiment
but because there are neither affordable nor appropriate
alternatives. “There isn't enough housing designed specifi-
cally for older people and what housing there is often isn't in
the right location,” says Leo Baldwin, coordinator of the
American Association of Retired Persons’s special projects.
As a result, most elderly prefer to stay in their homes rather
than move to a new town or even a new neighborhood.

All these facts and figures have stirred up the home
building industry. Many predict housing for the eiderly will
boom in the late 1980s and 1990s the way housing for singles
boomed in the 1970s and early 80s. Before too much ground
is broken, however, it's time to look closely at this market. Is
it as deep as it looks? Where are the opportunities for home
builders and what are the pitfalls? And, most importantly, can
home builders deliver the housing this market needs?




retirees in the country. It has 11 golf courses, 7 swimming
pools and 17 tennis courts for its 46,000 residents. And
there’s plenty more, from boccie courts to concert halls in
the 8,900-acre project.

That represents a staggering investment unlikely to be
repeated in the future, even by Sun City’s developer, Del E.
Webb Development Co. Although its second community, Sun
City West, is on a scale comparable to Sun City, expensive
land and money will force the company to hcld future devel-
opments to about 15,000 residents, according to president
Paul Tatz. “But we’ll continue to put in the infrastructure
and the amenities up front,” he adds. “You can’t sell homes
in this market without them.”

That’s true even on a smaller scale. J. S. Hovnanian &
Sons, Mount Laurel, NJ., isn’t putting a golf course in its
717-unit Holiday Village, a community for those 52 and
older. But it does have a ballroom in the clubhouse. Hovnan-
ian's research showed that its buyers rated dancing their
number-one recreational activity.

At Holiday Village, which draws from the Philadelphia
metropolitan area, buyers are like the vast majority of the
nation’s retirees. They don’t want to leave their roots. “Our
buyers won’t go more than an hour from where they lived,”
says Stephen J. Hovnanian, vice president of marketing and
operations. “And they prefer to be within a half hour of
family and old friends.”

Sun City, on the other hand, draws mobile retirees, but
it still must make the move as trouble (and trauma-) free as
possible. Prospective buyers can spend a week or two va-
cationing at Sun City West or they can rent an apartment
there for a year before buying a house. Both programs are
designed to let people “test drive” the community before
committing themselves to it.

The typical product for active retirees is a downsize,
single-story, single-family house or duplex unit. Downsizing
is a relative term, however. At Sun City, the average house
has grown from 1,000 square feet when the project opened
25 years ago to about 2,000 square feet today. Tatz says the
increase reflects the general increase in house size and an
increase in the number of bathrooms people expect. Sun City
also attracts affluent buyers, whose average net worth is
more than $200,000.

Pricing is tied to the value of the buyer’s previous home,
so a builder should know exactly where his buyers are likely
to come from. “Builders should know the value of the homes
their prospective buyers are selling and understand that a
major portion of their equity, but not all of it, will be rein-
vested in housing. This market wants something left over to
invest for future income,” advises Stephen J. Hovnanian.

Projects such as Holiday Village and Sun City are mar-
keted to and attract younger retirees. But the fastest-grow-
ing sector of the elderly population is older and needs a
different kind of housing. Most people between 75 and 85
lead independent lives but need help with meals or house-
keeping as they slow down. This can be a time of loneliness
for people, too, as spouses and old friends die.

Congregate housing can be their lifeline, providing

PROJECT TYPES

Active retirement communities

These communities span a range of projects from entire
new towns to modest subdivisions, but in all of them peo-
ple must be of a certain age, usually about 50, before
they can move in. Most offer a rich range of recreational
opportunities, either as part of the project, such as a golf
course community, or by virtue of its location, in a resort
town, for instance. These projects attract active retirees
(65 to 74 years old) and pre-retirees (55 to 64 years old)
and don’t provide health care facilities. But as these
projects age, so do their residents, creating a demand for
health care and other support services.

Congregate living

This is an updated version of the boarding house. Resi-
dents have their own apartments, complete with at least
one bedroom and a kitchen. But one or more meals a day
are served in a common dining room. This relieves older
people from daily cooking chores and offers residents a
chance for social interaction. Weekly maid service, trans-
portation and organized activities usually are included in
the rent, but most congregate projects don’t provide
health care services. Congregate housing allows ambula-
tory persons to live independently of their families. Resi-
dents usually are between 75 and 85 years old.

Life care communities

Usually campus-type projects, life care communities pro-
vide for nearly every contingency in an older person’s
life. Housing usually ranges from independent, detached
cottages to skilled nursing facilities, with several levels of
assisted living in between. Most of these projects require
residents to pay a substantial entry fee as well as monthly
rent in exchange for housing and care for the rest of their
lives. But some life care developers now are abandoning
entry fees in favor of a pay-as-you-go approach to health
and support services. Life care residents usually are 85
years or older.

MARKET BREAKDOWN

The elderly market is not monolithic. Instead, it has

three major segments, each with specific characteris-
tics—defined by age and general fitness—and needs in
shelter. Here’s how most experts on elderly housing break
down the market:

® The go-go’s. These are the “young” retirees, 65 to 74
years old. They are active, independent and want to enjoy
their newly acquired leisure.

8 The slow-go’s. People between 75 and 85 years old
who are starting to slow down but aren’t ready for the
rocking chair yet. They may, for example, enjoy a putting
green instead of a full-fledged golf course. They may

want a little help with meals and housekeeping. This is
the prime market for congregate housing.

m The no-go’s. Yes, there are exceptions, but after 85
most folks have slowed down. They need help beyond
meals and housekeeping. Services from personal care
with dressing, bathing and other daily functions to skilled
nursing care often are required.
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Mention retirement housing and most people think of
the Sunbelt. Contrary to popular belief, however, most el-
derly don’t yearn for a condo on the Gulf or a cottage in the
desert. They almost always stick close to home, where farh-
ily, friends and a lifetime of associations are. Only 4 percent
of the elderly population moved to a different state in 1979.

In fact, of the seven states that account for half the
country’s elderly population, four—New York, Illinois, Ohio
and Pennsylvania—are in the North. The others are Florida,
California and Texas. “Builders thinking of entering this mar-
ket should look for opportunities in their own backyards,”
says market consultant William Smolkin of the New Orleans-
based firm, Hebert/Smolkin Associates.

The seniors market may be ubiquitous, but as Smolkin’s
analysis of the U.S. Census data shows (see charts on page
74), it’s not necessarily deep. This is a pretty stationary
population. While 23 percent of the general population
changed address in 1980, only 9 percent of households 65 to
74 years old moved and 5 percent of those between 70 and
84 moved. Eliminate those whose incomes fall below
$18,500 and that’s an annual market of less than 170,000
elderly buyers and renters spread across the entire country.

The market doesn’t tie up into one neat bundle, either.
It's comprised of at least three segments, which break down
as follows:
® ages 65 to 74, the young retirees;
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m ages 75 to 85, still independent but slowing down; and

8 ages 85-plus, the frail old.

Each segment has distinct housing needs. ‘“Market research
is critical in housing for the elderly because as the market
gets older its housing needs become less and less like housing
or the general population,” says John Hebert of Hebert/
Smolkin. Building for this market often means offering more
than shelter; projects can resemble the hotel business or the
health-care business more than the housing business.

Housing for retirees falls into three categories, with
plenty of variations within each type. They are:
= age-segregated communities for active retirees;
® congregate housing; and
= life care communities.

Age-segregated communities are the most familiar ter-
ritory for many home builders. These projects limit buyers to
people older than 45 or 50, though in fact the actual age of
buyers usually is over 60. The lower entry age gives the
project a youthful image that is in sync with the way active
retirees see themselves.

Active is the operating word here. Golf, tennis, jogging,
cycling and swimming are some of the many activities that
the newly retired throw themselves into, and many commu-
nities offer lavish facilities that cater to these enthusiasms.

Sun City near Phoenix is perhaps the most well-known
and certainly the oldest and largest community for active
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INCOME-QUALIFIED MOVER MARKET, AGE 65 TO 74

(i thousonds)
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physical support and a built-in social life. Usually rental
projects, such facilities offer a small but complete apartment
and one or more meals a day served in a common dining
room. Usually maid service, transportation and organized
social activities are included in the rent.

Smolkin believes congregate housing is a good opportu-
nity for builders as long as services stop short of health care.
As it is, the daily management of a facility that offers meals,
housekeeping, transportation and social programs will be
enough to discourage most builders from entering the field.

But home builders have some skills that give them an
edge over the not-for-profit developers who have tradition-
ally dominated this market. Builders can deliver the housing
itself more efficiently and, therefore, more inexpensively. M.

Stroud Curran, manager of Laventhol and Horwath Health
Care Division, Philadelphia, believes that if builders can de-
liver lower-cost congregate housing, the market will expand
dramatically. “Until recently, hard costs for these projects
were $60 or $70 a square foot, but now we're seeing [build-
ing] companies that can put them up for $30-a square foot or
less,” Curran says.

Pacific Scene Inc., San Diego, is a good example of a
home builder that is entering the retiree market. This year
the company will open 14 projects in California, Arizona,
Texas and New Mexico. Pacific Scene believes its residential
expertise will enable it to deliver better-designed, higher-
quality housing than many of the nonprofit sponsored and
HUD-subsidized projects already on the market. And it will
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be able to deliver that housing efficiently and on budget, so
that it will be within the reach of moderate-income elderly.

“Sheer demographics” convinced Pacific Scene to ex-
pand into the retirement market. “We saw a growing market
that was not being adequately addressed,” says Phil Rush,
vice president. But Alan Scott, vice president of develop-
ment, Wallick Company, Columbus, Ohio, views the numbers
with skepticism born of 15 years in the elderly housing mar-
ket. “Never overestimate the market,” he cautions. Loca-
tion, as usual, is the cornerstone of success.

The best places to build congregate housing are in areas
that have significant numbers of elderly residents living in
their own homes. Leon Ruderman, partner in T & R Devel-
opment, a Los Angeles-based builder of congregate facilities,

offers this rule of thumb: “Count the number of seniors

within a 20-minute drive of a particular site; 3 percent of that

rsxaufmt’),er will be your market but build for 1.5 percent to be
e.

The site itself should be within walking distance of shop-
ping and in a good residential neighborhood. Ideal locations,
though, can have one big drawback. ““Adjacent property own-
ers usually aren’t thrilled to have this type of project next-
door,” says Judith Hamburger, project manager at CEH
Partnership, Washington, D.C. Younger people especially ob-
ject to the scale of these projects and the image an “old folks
home" brings to the neighborhood, Hamburger notes.

Pacific Scene, for its part, has encountered little or no
resistance to its congregate projects. The key to neighbor-
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hood acceptance may be building height. The California de-
veloper’s projects are only three or four stories high, while
CEH must build more densely in order to pencil out.

Congregate housing can be a tough sell to the buyer as
well, It’s the last move a person is likely to make and is
fraught with emotion. *“You not only have to sell the concept
to the buyer, you have to sell it to his or her trust officer,
accountant and kids,” says Maria Dwight, president of Ger-
ontological Services Inc., a marketing research firm in Santa
Monica, Calif. It can take six to 10 visits to a project before a
person decides to move in. Sales people must be especially
patient. And, because congregate housing is a new concept,
education plays a big part in marketing. Ruderman has a
high-powered video presentation he shows to prospective
buyers, groups of retirees and civic organizations. Ham-
burger believes that, at the very least, a builder must have a
model unit.

The biggest hurdle for would-be developers of congre-
gate housing, however, may be the day-to-day operation. “Be
prepared to be both a hotel operator and a social service
agency,” says Alan Scott. Food service, housekeeping, jani-
tornal services, transportation services and social activities
take congregate housing beyond the scope of normal multi-
family rental management. And the management can make
or break a project. “When we see a lot of people moving out,
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we know we have a bad manager,” says Ruderman.

He looks for hands-on people to manage T & R’s prop-
erties. ““We want someone who doesn’t balk at pitching in
when, say, the dishwasher doesn’t show up,” he says. The
manager has to be sympathetic, too, often acting as a coun-
selor and friend to the residents, yet all the while keeping an
eye on the bottom line. Many in the field shy away from
nursing home administrators who tend to treat residents like
patients, creating a deadly institutional atmosphere,

Lease up time for congregate housing can take up to
two years for a 120-unit facility. An absorption rate of about
four units a month seems to be the norm. But the developer
has to deliver services from day one. ““You build up a signifi-
cant operating deficit for the first couple of years,” Wallick
Company'’s Scott says. That can turn off lenders, especially
because very few of them have financed congregate housing.

Rents for congregate apartments naturally depend on
location and on the extent of services offered. Pacific Scene
estimates that rents at its 14 projects wiil range from $950
to $1,400 monthly for a one-bedroom unit to $1,250 to
$1,800 for two-bedroom units. Included in that will be two
meals a day, weekly maid service, social activities, scheduled
transportation and all utilities but the phone.

Congregate housing is undoubtedly a complex business,
but life care developments—projects that provide housing,



meals, services and medical care—are even more complex.
“Life care is really four businesses in one: housing, social
services, nursing home and insurance. The insurance is the
most complex,” says M. Stroud Curran.

In at least 10 states life care communities are regulated
by state government, That’s because these communities re-
quire buyers to put up large sums of money, called an endow-
ment, in return for the guarantee that they will be taken care
of for the rest of their lives. States can require financial
disclosure, cash reserves and escrow accounts from life care
developers.

There have been enough bankruptcy stories in this field,
too, to discourage all but the most intrepid builder. One such
story is Fiddler’'s Wood near Philadelphia, a $33-million
project in the wrong location. There weren’t enough retired
people living in its vicinity, so few units were sold. The
project never opened and subsequently was sold for $11
million, Curran reports. In bankruptcy cases, courts have
favored the tenants, holding developers to their obligations
despite financial straits. “So far no old people have suffered
in a bankruptcy case, and that scares lenders,” Curran adds.

Life care is obviously not a business for every home
builder. But it’s become a logical progression for Dunn
Wright, an Englewood, Colo., developer of congregate apart-
ments. “Many of our tenants no longer could care for them-
selves,” says partner William Wright. That led the builder
to add catered living (daily assistance with dressing, house-
keeping and meals) and nursing home care to two of its
facilities. But the builder had to hire an experienced health

care management-company before its lender would give the’

go-ahead.

The field is attracting some of the country’s biggest
operators, too. Oxford Development Company, a Bethesda,
Md.-based developer of rental housing, sees life care as a
logical extension of its businesses.

Oxford plans to have 2,000 units on line this year. The
first project will open in Orlando, Fla. It will offer a range of
for-rent housing, from patio homes for those who want com-
pletely independent living to congregate apartments with
catered living services. There will be a nurse on duty 24
hours a day and Oxford will build a nursing home as soon as
the state issues a certificate of need.

Residents won’t pay an endowment but rents at the
Orlando project will start at $1,000 a month for a one-bed-
room unit, with one meal a day, weekly maid service, laundry
and medical alert system included. Residents will be able to
buy more services (for example, two meals a day or extra
housekeeping) if they wish. Medical services, personal care
ts;:::lryices and nursing home care will be on a pay-as-you-go

sis,

The developer also is planning more moderately priced
communities in which more services will be optional. Oxford
plans to apply the expertise it's developed in building and
managing 25,000 apartments to providing and managing the
shelter aspects of the communities. But it will hire third-
party managers for areas such as food service in which it has
as yet no expertise.

THE 65+ POPULATION BY STATE

{1983 data)
Percent
Nomber of all
State {in thousands) ages
Alaboma 469 11.9
Alaska 14 3.0
Arizona 356 12.0
Arkansas 329 14.1
Colformia 2,615 10.4
Colorodo 270 8.6
Connecticut 398 12.7
Delaware 65 10.8
District of Cosmbia 74 11.8
Forda 1,867 17.5
Georgia 563 ?.8
Howaii 89 8.7
Idoho 105 10.6
Mincis 1,331 11.6
Indiana 624 11.4
lowa 404 13.9
Kansas 319 13.2
Kentucky 431 1.6
Louisiana 426 9.6
Maine 149 13.0
Marylond 434 10.1
Massochusetts 763 13.2
Michigan 983 10.8
Minnesota 508 12.3
Mississippr 303 1.7
Missoun 674 13.6
Montono - 93 11.4
Nebraska 213 13.3
Nevada 81 9.1
New Hompshire 1R} 11.6
New Jersay 922 12.3
New Mexico 130 9.3
New York 2,223 12.6
North Carolina 667 11.0
North Dakota 85 12.5
Ohio 1,250 11.6
Oklohoma 393 .e
Oregon 333 12.5
Pennsylvania 1,639 13.8
Rhode Island 135 14.1
South Corolina 32) 9.8
South Dakota 95 13.6
TO! w 554 ] 1 .8
Texas 1,470 9.4
Utch 123 7.6
Vermont 62 1.7z
Virginia 554 10.0
Washington 475 11.0
West Virginia 251 12.8
Wisconsin 600 12.6
Wyoming 40 79
U.S., total 27,383 1.4

Sowrce US Bureau of Census
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FIVE-YEAR

LOCAL FOI

PENELOPE LEMOYV, BUSINESS EDITOR

Most home builders follow national housing starts, but those
aren’t the figures that help them plan their business year.
When national starts are booming, their local markets may
be busts. On the other hand, during downturns, their mar-
kets may fly high. For example, while national starts are
forecast to average a modest 1.5 million annually in the five
years ahead, Charleston, S.C., is forecast to have 59 percent
more starts on average in the next five years than it did in the
previous five-year period. But starts in St. Louis are forecast
to drop 15 percent during the next five years.

Because no one market controls the industry or its
future, this five-year forecast, prepared by the NAHB eco-
nomics division in conjunction with the association's long-
range planning efforts, keys in on 94 major local markets.
The forecast gives a projected average of annual starts over
the five-year period of 1985-89, and compares that with
three previous five-year periods (1970-84). It compares
what has happened with what NAHB economists believe will
happen in the next five years in such big markets as New
York City (building 7.1 percent less units in 1985-89 than in
1980-84), Dallas (building 29 percent less), Detroit (steady
at 1.9 percent more than in 1980-84) and Phoenix (also
steady at 1.7 percent growth) as well as in such smaller
markets as New Haven, Conn. (building 34.9 percent more),
Gainesville, Fla. (building 11.7 percent less), Akron (steady
at 0.4 percent decline) and Bakersfield, Calif. (booming
ahead at 50.2 percent more starts).

In making their predictions for percentage of change in
a particular market, NAHB’s economists relied on both the
hard facts of permits, population change and household
formation and on other information gleaned through discus-
sions with builders and marketing experts in particular
markets.

Some of the trends that emerge from a study of the local
five-year forecast are:
®m Regionally, the Northeast will be strongest with 29 per-
cent more starts forecast in the next five years than in the
previous five years, but the big 'local market winners will
continue to come from the Sunbelt and the West.
® Several cities that had seen boom times—Denver, Hous-
ton, San Antonio, Miami—will not sustain their high-flying
paces. However, several second-tier Sunbelt cities—cities
that had been ignored in the first flood of attention to the
Sunbelt-—will take up the slack. This would include cities
such as Mempbhis, Charleston, S.C., Daytona Beach, Fla., El
Paso, Tex., Albuquerque and Tallahassee, Fla. Among the
major markets, the highest flyers will be San Diego (up 63
percent), Anaheim, Calif. (up 25.3 percent), Fort Lauderdale,
Fla. (up 30.8 percent), Philadelphia (up 22.7 percent) and
Atlanta (up 23.6 percent).
® Most of the big losers will be concentrated, as they were in
the first half of the 80s, in the Midwest *“‘rust belt.” As a
region, Midwest will be down 1.8 percent, the only
region expected to decline in the next five years. Unemploy-
ment problems continue to drain the vitality of many cities
like Flint, Mich. (down 38.8 percent) and Toldeo (down 30.9
percent). ‘

For those who keep a wary eye on national starts,
NAHB's economic forecasters have modified good news: For
the five-year period 1984-88 (the most current haif-decade
available) housing starts should average 1.5 million a year as
compared with 1.4 in the previous five-year period (which
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included the recession years from 1980 to 1982.) As the
forecasters see it, 1985 should clock in with 1.5 miilion
but a recession in 1986 and 1987 will mean 1.2 and 1.3
million starts, respectively. The light at the end of this
tunnel is 1988 bursting with 1.8 million starts.

AVERAGE ANNUAL HOUSING STARTS PRODUCTION
{units in millons}
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In compiling predictions for the national five-year fore-
cast, NAHB’s economists projected a generally more robust
and inflation-free economy. They based their forecast on the
following assumptions:

m GNP will average 2.4 percent annual growth, up from 1.1
percent during the previous five-year period;

m Real per capita disposal income will increase an average
2.6 percent annually, a significant improvement over de-
clines in the previous five years;

= Inflation wall stay under control and the Consumer Price
Index (CPI), which averaged 8.5 percent annual increases
during the previous five-year period will average 5.1 per-
cent between now and 1988;

8 Unemployment will be close to what it has been, averaging
about 8.1 percent; and

m Interest rates will continue to remain high by historical
standards, but they will be lower than they were during the
previous period. Long-term rates (represented by bond
yields) should be about the same as the previous period—
about 12.2 to 12.3 percent,—but short-term r