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7 Changed To 705 «~ 1975 

Business 550 and 706-- Urban Land Economics 

information Sheet 

Fall Semester 1974 Prof. J.A. Graaskamp 

}. Course Materials 

Textbook: James R. Cooper and Kar! L. Guntermann Real Estate and 

. Urban Land Analysis, Heath-Lexington Press, 1974. 

The textbook plus a complete set of mimeographed readings are | 
available from the U.W. Real Estate Club in Room 9I Bascom Hall for 

$29.00. Book only $24.50 (vs. $27.50 at bookstore; mimeos only $4.50). 

Z. Projects - 

. Two problems are assigned. The first problem is concerned with after- 

tax cash flow analysis of an apartment investment. The second problem 

is concerned with the feasibility of a particular land-use for a given 

site for an assumed investor. " 

All progects are due at the Monday lecture, not your quiz section, 

according to the following schedule. 

| Project | Assigned Week 2 
Due October 7 - Exam Day 

Project Ii Assigned Week 7 
Due November 18 

3. Grading : 

Grade Components: 

Six weeks exam 100 points 

Final exam 200 points 

Project | 75 points 
Project II 150 points 

Evaluation by T.A. 25 points 

Grades will be established by the modes of the above cummulative 

point distribution. Examinations will include questions submitted 

. by the teaching assistants. 

‘ 4. Quiz Sections 

Quiz sections are used to teach technical computations and procedures 

and to provide guidance towards completion of the required projects. 

Quiz sections further provide the opportunity to clarify points of fact or 
meaning and to explore topics not presented in lecture. Quiz section 

matertal does appear on exams.



5. Teaching Assistants 

Office - Room 91 Bascom Hall 
Telephone - 263-2043 
Office Hours as tisted below and by appointment | 

Mike Robbins, Senior T.A. 
6314 Hammersley Road 
274-3970 

Lynn Woodward 
640 N. Henry 
255-9783 

Adena Spohn “ 

Administrative problems or questions should be addressed to Mike Robbins.



BUSINESS 550 and 706-- URBAN LAND ECONOMICS 
SYLLABUS 

Fall Semester 1974 Prof. J.A. Graaskamp 

Monday INTRODUCTION TO THE REAL ESTATE PROCESS 
August 26 

A. Textbook introduction by Prof. James R. Cooper Text 

Wednesday 
August 28 HISTORY OF CITY DEVELOPMENT AS A REFLECTION OF CULTURAL 

VALUES, TECHNOLOGY, AND POLITICAL STRUCTURE 

A. ''The Dawn of Urbanization,'’ Chap. 1, The Urban Mimeo 
Pattern, by Arthur B. Gallion and Simon Eisner . 

B. ‘Descriptions of Real Estate,'' Chap. 7, Wisconsin Mimeo 
Real Estate Brokers Manual (1972) 

Quiz Section | Introduction and Legal Survey Techniques 

Wednesday SPATIAL AND LOCATIONAL CONCEPTS OF URBAN LAND ECONOMICS 

Sept. 4 : 
A. ''Land Use Prospectives,'' F. Stuart Chapin, Jr.; Text 

Part ti, Chap. 3. 
B. ‘The Evolving Form and Organization of the Metro- Text 

polis,'' Edgar M. Hoover, Part II, Chap 5 
C. "The Location of Economic Activity in Cities," Text 

L. Moses €H.F. Williamson, Part Il, Chap 6 

Monday ECONOMIC BASE OF URBAN DEVELOPMENT 
sept. 9 

A. ‘Internal and External Factors in the Development of . Text 
Urban Economy,'' Wilbur R. Thompson, Part 1, Chap | 

Quiz Section 2 Introduction to Project | 

Wednesday EQUITY INVESTMENT AND LEVERAGE 

Sept. 1] 

A. "Equity Investment,'' Real Estate Analysis, by Richard U. 
| Ratcliff, pp. 103-14] Mimeo 

B. "Valuation and Investment Analysis,'' James R. Cooper Text 
& Kar! L. Guntermann, Part VII 

Monday “INTRODUCTION TO REAL ESTATE CASH FLOW CONCEPTS 
Sept. 16 

A. Role of Investment Real Estate in Portfolio Management, Handout 
J. Graaskamp, pp. 1-18, 24-35 

Quiz Section 3 Present Value Concepts
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Wednesday [INVESTMENT YIELD AND RISK IN REAL ESTATE 
Sept. 18 

A. "An Introduction to Appraisal and Yield Analysis,'' Text 
By Cooper, Farrell, & Guntermann, Part VII, Chap. 38 - 

B. Demonstration Appraisal Report, David Cunningham, Text 
Part Vill, Chap. 4) 

C. "Using Computer Simulation to Minimize Risk in Urban Text 
Housing Development,'' Cooper & Morrison, Part VII, 

. Chap. 39 . 

Monday INTRODUCTION TO REAL ESTATE FINANCE (THE MORTGAGE) 
Sept. 23 

A. ''Mortgages and Other Lending Institutions,'' by Text 
Frederic E.: Case, Part IV, Chap. 18 

B. ''Non-Possessory R.E. Interests,''by Frederic E. Text 
Case, Part IV, Chan. 19 

Quiz Section 4 Present Value Concepts Continued | 

Wednesday INTRODUCTION TO REAL ESTATE FINANCE (THE INSTITUTUION) 

Sept. 25 : 
A. ‘Financing Real Estate," by Smith, Tschappat and Mimeo 

Racster, Real Estate and Urban Development, Chap. 14 
pp. 295~329 

B. ''The Federal Government & the Mortgage Lender,"' Mimeo 
by Frederick W. Deming, Real Estate Review, Summer 1971 

Monday 
Sept. 30 THE REAL ESTATE TAX 

A. "An Appraisal of the Property Tax,'' by Dick Netzer, text 
Part ltl, Chap. 13 

B. ‘Property Tax: Review Boards, Trends,'' Wisconsin Handout 

Taxpayer, June 1973 
C. ''Do Single Family Homes Pay Their Way?''’ Urban Land, Mimeo 

Sept. 1968 

Quiz Section 5 Assistance on Project | 

Wednesday “THE INCOME TAX INFLUENCE ON REAL ESTATE INVESTMENT 
Oct. 2 

A. Role of Investment Real Estate in Portfolio Management, Handout 
J. Graaskamp, pp. 19-24 

/ 

Quiz Section 6 Review for Six Week Exam 

Monday ONE HOUR SIX WEEK EXAM 
Oct. 7 

Wednesday INTRODUCTION TO REAL ESTATE LAW 

Oct. 9 
A. ''The Legal Environment of Urban Space Use,'' by James Text 

R. Cooper, Part IV
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Wednesday INTRODUCTION TO REAL ESTATE LAW CONTINUED 
Oct. 9 B. ‘Property Rights,'' by Frederic E. Case, Part IV, Text 

Chap. 17 
C. ‘The Property Interface,'' Chap. 19, Pollution Mimeo 

Property, and Prices, by J.H. Dales 

onc ay GOVERNMENT REGULATION OF REAL ESTATE AT THE LOCAL LEVEL 

Oct. | 
_ A. "Zoning, Subdivision Approval, Restrictive Covenants, Mimeo 

. and Other Land Use Controls,'' Wisconsin Real Estate 
Law, Chap. 12 

B. "Ruth Golden et al. vs. Planning Board of the Town of _ Text 
Ramapo et al.,'' Part IV, Chap. 22 

C. ‘Gautreaux v. Chicago Housing Authority," Part IV, Text 
Chap. 20 

D. Legal Notes -~ ''The No Growth Explosion and Petaluma,'"' Mimeo 
. Urban Land, June, 1974 - | 

Quiz Section 7 Introduction to Project II 

Wednesday GOVERNMENT REGULATION OF REAL ESTATE AT THE STATE LEVEL 
Oct. 16 

A. ‘Federal, State, and Local Finance in a Metropolitan Mimeo 
Context,’ by Dick Netzer 

B. ''Saving Valued Spaces and Places Through Development Mimeo 
Rights Transfer,'' by Ellis Gans 

C. "A Proposal for the Separation and Marketability of Mimeo 
Development Rights...,'' by Jerome G. Rose, Real Estate 
Law Journal, Winter 1974 

Monday THE HISTORY OF HUD | 
Oct. 21 

A. “Every Man's HUD," by Charles L. Edson, Real Estate Mimeo 
Review, Winter 1972 

B. "Federal Housing Administration Programs Relating to Text 
Avartmene Property Financing,’ Federal Housing 
Administration, Part VI, Chap. 37 

C. ‘Unlearned Lessons In the History of Federal Housing Mimeo 
Aid,'' by M. Carter McFarland, City, Winter 1972 

D. ''The Proposed Better Communities Act,'' Challenge, Mimeo 
July 1973 

Quiz Section 8 Dane County Courthouse 

Wednesday “PUBLIC URBAN RENEWAL 
Oct. 23 

: A. ''The Concept and Causes of Urban Blight,'' G.E. Breger, Mimeo 
Land Economics, November 1967 

B. "The Shape of the Nations's Housing Problems,'' The Text 
President's Committee on Urban Housing, Part Vi, 
Chap. 32 

C. ‘'The Nature of Redevelopment Benefits,'' by Jerome Text 
Rothenberg, Part VI, Chap 33
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Wednesday PUBLIC URBAN RENEWAL CONTINUED 
Oct. 23 D. ‘The Economics of Urban Renewal,'' by Otto A. Davis Text 

and Andrew B. Whinston, Part VI, Chap. 34 
E. ‘Urban Renewal: A Strategy for tnformation and Text 

Analysis,'' by Lowden Wingo, Jr., Part IV, Chap. 36 

Monday HOUSING AND THE LOW INCOME FAMILY 
Oct. 28 . 

'. A. ‘Low Income Housing: Goals, Actors and Economics," Mimeo 
by O'Block 

B. ''An Economic Analysis of the Housing and Urban Develop- Mimeo 
ment Act of 1968,'' Urban Analysis, by Kilbridge, 
O'Block, and Teplitz, Chap. 9 pp. 64-82 

Quiz Section 9 Minimod and Project II | 
aft e* 

Wednesday CITY BUILDING - PUBLIC VIEWPOINT — 
Oct. 30 

A. "The Future of the Cities,'' National Advisory Commis- Text 
sien on Civil Disorders, Part lil, Chap. 16 

B. '‘'Where Do We Grow From Here?,'' by Robert Cahn, Mimeo 
Forum, December 1973 

Monday REAL ESTATE AND TRANSPORTATION POLICY 
Nov. 4 

A. "Transportation and the City,'' Architectural Forum, Mimeo 
Oct. 1963 

B. "The Journey to Work in our Metropolitan Areas," by Text 
| James R. Cooper, Part If, Chap. 10 

C. 'Traffic Congestion: Price Rationing and Capital Text 
Planning,'' by Wilbur R. Thompson, Part IIl, Chap. 14 

Quiz Section 10 Assistance on Project II, and Transportation Policy 

Wednesday REAL ESRATE AND URBAN POLLUTION 
Nov. 6 

A. Solid Waste, League of Women Voters Handout 
B. "Land, Water, and Ownership," by J.H. Dales, Mimeo 

Economics of the Environment 
c. Cost-Benefit Analysis and the Economics of Air Text 

Pollution,'' Karl L. Guntermann, Part t!!, Chap. I] 

Monday REAL ESTATE AND ENVIRONMENTAL IMPACT 
Nov. 11 

A. Environmental Impact Statements: A Current Over- Mimeo 
. view,'' by Gladstone and Witherspoon, Environmental 

Comment, June 1974 

Quiz Section !1 Assistance on Project !!
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Wednesday RATIONAL LAND USE PLANNING AND CASH FLOW 
Nov. 13 

A. ''The Land-Use Crisis,'' House & Home, August 1972, Mimeo 

pp. 5/-73. 
B. '§ Density Impact Zoning Model,'' Lenard L. Wolffe, Mimeo 

Density: Five Perspectives, pp. 26-31 
C. "Here's a New System for Figuring Project Feasibility,'' Mimeo 

House & Home, October 1973 

Monday REAL ESTATE AND SOCIAL DISORGANIZATION 7 
Nov. 18 

A. "“Abandoned,'' Glenn A. Clayton, Journal of Housing, Mimeo 
June 1974 

B. "Alternatives to Fear,'' Progressive Architecture, Mimeo 
October 1972 | 

Quiz Section 12 Rational Land Use _ 

Wednesday CITY BUILDING - PRIVATE VIEWPOINT 
Nov. 20 

A. ''The Current Investment Climate and Strategies in Mimeo 
Real Estate,'' by Anthony Downs & M. Leanne Lachman, 
Real Estate Review, Summer 1972 

B. "Great Cities for the Great Society,'' James R. Rouse Mimeo 

Monday THE CONSUMER VIEWPOINT 
Nov. 25 

A. ‘Real Estate Markets, Demand and Supply Analysis,'' by Text 
Frederic E. Case, Part V, Chap. 24 

B. Chart on Housing Trade-Offs (Lecture Handout) Mimeo 
| C. ‘The Tenant Point of View,'' Owens Corning Fiberglas Mimeo 

Company, Urban Land Institute, February 1970 

Quiz Section 13 Consumer and Marketing Viewpoint 

Wednesday THE DEVELOPMENT - MARKETING VIEWPOINT 
Nov. 27 

A. ‘Development of Shopping Centers,'' by Willard G. Text 
Rouse, Part VIII, Chap. 44 

B. "Caveat Emptor in Real Estate Equities,'' by Samuel L. Mimeo 
Hayes II! and Leonard M. Harlan, Real Estate 
Appraiser, July-August, 1972 

/ THURSDAY QUIZ SECTIONS SHOULD REPORT TO MONDAY, 

| TUESDAY SECTIONS 

Quiz.Section 14 Return and Discuss Project I! 

Monday THE BUSINESS OF BUILDING NEW TOWNS 

Dec. 2 
A. "Columbia: The $50 Million Gamble," Gurney Brecken- Mimeo 

feld, Columbia and the New Cities, Chapter 10 
B. ''New Business from New Towns?,'' by Mahlon Apgar IV, Mimeo 

Appraisal Journal, January 1973 

C. "The First (and Last?) Meeting of the Regional New Mimeo 
Towns Committee,'' by James A. Clapp, City, Winter
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Wednesday THE BUSINESS OF RECYCLING OLD TOWNS 
Dec. | 

A. "Philadelphia Is Turning Old Town [Into New Town," Mimeo 
by Jack Bryan, Journal of Housing, May 1972 , | 

B. "Applying New City Principles to Old Cities,’ by Text 
Wilfred Qven, Part VI, Chap. 35 

C. 'The Costs of Preservation,'' by John J. Costonis, Mimeo 
Architectural Forum, Jan.-Februay 1974, 

. section 1, pp. o1-67. 

Quiz Section 15 Review for Final Exam 

TWO HOUR FINAL EXAM AS PER TIMETABLE



a. Sous 

Business 550 and 705 -- Urban Land Economics 

Information Sheet 

Fall Semester 1975 Prof. James A. Graaskamp 

1. Course Materials 

No textbook; course mimeo material available in Room 91 for 
$25. Make check payable to UW Real Estate Club. 

Ce Projects 

Two projects are assigned. The first project is concerned with 
after-tax cash flow analysis of an apartment investment. The 
second project is concerned with the feasibility of a particular 
land-use for a given site for an assumed investor. The second 

project is to be completed by teams of two students. 

All projects are due at the Monday lecture, not your quiz section, 
according to the following schedule. 

Project I Assigned Week 2 

Due Monday, October 6 

Project iT Assigned Week 7 
Due Monday, December 1 

3. Grading 

Grading components: 

Six weeks exam 100 points - 20% | 
Final exam 150 points - 30% 
Project I 50 points - 1% 
Project II 200 points - Loe 

Total 500 points 

Grades will be established by the modes of the above cumulative 
point distribution. Examinations will include questions submitted 
by the teaching assistants. 

4h. = §=©6©Quiz Sections | 

Quiz sections are used to teach technical computations and procedures 
and to provide guadance towards completion of the required projects. 
Quiz sections further provide the opportunity to clarify points of 
fact or meaning and to explore topics not presented in lecture. 
Rach quiz section is 75 minutes long because students felt 50 minutes 

was inadequate. Quiz section material does appear'on exems. 

5. Faculty 

Prof, James A. Graaskamp Room 118 Conmerce 262-6378 
" James C, Canestaro Room 264A Bascom Mall 262-8912 
" Craig Stanley Room 210B Commerce 262-1625
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6. Teaching Assistants 

Office - Room 91 Bascom Mall 

Telephone - 263-2043 
Office hours as listed below and by appointment. 

Mike Robbins, Senior TA 6314 Mammersley Road 274-3970 
James R. DeLisle Rt. 1, Cross Plains 798-2943 

Administrative problems or questions should be addressed to 
Jim DeLisle.



BUSINESS 550 and 705 -- URBAN LAND ECONOMICS 

SYLLABUS 

Fall. Semester 1975 Prof. James A. Graaskamp 

nw 

Wednesday / INTRODUCTION TO THE REAL ESTATE PROCESS 
Sept. 3 

Quiz Section 1 Does not meet first week. 

Monday oD) HISTORY OF CITY DEVELOPMENT AS A REFLECTION OF 
Sept. 8 “CULTURAL VALUES, TECNNOLOGY, AND POLITICAL SCIENCE 

A. “The Dawn of Urbanization,”.Chap.°l, The Mimeo 
Urban Pattern,” by Arthur B. Gallion and 
Simon Eisner. 

Wednesday [% ‘ SPATIAL AND LOCATIONAL CONCEPTS OF URBAN LAND ECOWOMICS 

Sept. 10 
‘A, “Land Use Perspectives," ¥F. Stuart Chapin, Jr. Mimeo 

3B,——“A-fheory..of the Urban Land Market," Wm:-Alonso __--_---Mimee 

,C. "The Evolving Form and Organization of the Mimeo 
Metropolis,” Edgar M. Noover Zz 

a D. “Nelson's Principles of Store Location," = . -- Mimeo 
. William Applebaum, Guide to Store Location y LAR 
~. Research, pp. 25-28 we S57 > 

Quiz Section 2 Present Value Theory ‘ 

A. "Descriptions of Real Estate," Chap. 7, Mimeo 
Wisconsin Real Estate Brokers Manual (1972) 

B. “Equity Investment,” Real Estate Analysis, Mimeo 
Richard U. Ratcliff, po. 103-141 

Monday ‘ ECONOMIC BASE OF URBAN DEVELOPMENT 
Sept. 15 

-A, "Internal and External Factors in the Development Mimeo 
of Urban Economy,” Wilbur R. Thompson 

B. "Economic Base Studies,” Riehard B. Andrews Mimeo 

Wednesday > SEGMENTATION OF REAL ESTATE MARKETS BY LOCATION AND 
Sept. 17 USER PROFILE 

A, "City and Neighborhood Analysis,” The Appraisal Mimeo 
Journal, April 1967 

Quiz Section 3 Present Value and Cash Flow Concepts 

Monday 9 INTRODUCTION TO REAL ESTATE CASH FLOW CONCEPTS 
Sept. 22 

A. Role of Investment Real Estate in Portfolio Handout 
Management, J. Graaskamp, pp. 1-18, 2h-35



~2- 

Wednesday { INVESTMENT YIELD AND RISK IN REAL ESTATE 
Sept. 2b . 

. A. “An Introduction to Appraisal and Yield Mimeo 
Analysis," Cooper, Farrell, & Guntermann 

Be. “Using Computer Simulation to Minimize Risk Mimeo 
in Urban Housing Development,” Cooper & Morrison 

Quiz Section 4 Cash Flow and Depreciation 

Monday 4 INTRODUCTION TO REAL ESTATE FINANCE (THE MORTGAGE) 
Sept. 29 

A. The Role of Investment Real Estate in Portfolio Mandout 

Management, J. Graaskamp, pp. T=10 

AC 
Wednesday | ° | INTRODUCTION TO REAL ESTATE FINANCE (THE INSTITUTION) 
Oct. 1 

A. "Financing Real Estate,” Smith, Tschapvat and Mimeo 
Racster, Real Estate and Urban Development, 
Chap. 14 pp. 296-329 

Quiz Section 5 Cash Flow and Reversion " 

Monday J THE REAL ESTATE TAX - Problem I due 
Oct. 6 oO 

- A. "An Appraisal of the Property Tax,” Dick Netzer Mimeo 

B. "Property Tax: Assessments, Appeals, and Yandout 
Trends," Wisconsin Taxpayer, June 1974 

Wednesday \\ “THE INCOME TAX INFLUENCE ON REAL ESTATE INVESTMENT 
Oct. 

A. The Role of Investment Real Estate in Portfolio Kan dout 
Management, J. Graaskamp, DD. 19-24 

Quiz Section G6 Review for Six-week exam 

Monday ONE HOUR SIX WEEKS EXAM - Introduce Problem 2 
Oct. 13 

Wednesday INTRODUCTION TO REAL ESTATE LAW 
Oct. 15 : 

A. "Property Rights,” Frederic E. Case Mimeo 

B. “The Property Interface," Chap. 19, Pollution Mimeo 
Property and Prices, J.H. Dales 

C. “Interests in Realty,” - Flow Chart Outline Mimeo 

Quiz Section 7 Introduction to Problem 2; Overview, Youndation 

Monday GOVERNMENT REGULATIONS OF REAL ESTATE AT THE LOCAL LEVEL 

Oct. 20 | 

A. "Zoning, Subdivision Approval, Restrictive — Mimeo 
Covenants, and Other Land Use Controls,” 
Wisconsin Real Estate Law, Chap. 12 

B. "The City of Petaluma Residential Development ULI Mimeo 

Control," Frank Gray Management & Control of Growth
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Oct. 20 (cont.} C. Legal Notes - "The No Growth Explosion and Mimeo 
Petaluma,” Urban Land, June 1974 _ . 

_ db. Ths. Mount lL&eurex DEcision - Wish Thin kina? Jtron&- Lose_ - fiimec 

Wednesday § ~.- TNE NISTORY OF MUD Reed state. Lee Tournay 
Oct. 22 OO aaa 

So A. "Every Man's HUD,” Charles L. Edson, Real Mimeo 
coil Estate Review, Winter 1972 

© Be. "“"Unlearned Lessons in the History of Federal Mimeo 
.» Housing Aid," M. Carter McFarland, City , 
C Winter 1972 

Quiz Section 8 Legal Survey Technique and Return Six-week exam 

Monday THE EMERGING ROLE OF FEDERAL & STATE LAND USE PROGRAMS 
Oct. 27 | 

A. Readings to be assigned 

Wednesday PUBLIC URBAN RENEWAL 
Oct. 29 

A. "The Concept and Causes of Urban Blight," Mimeo 
G.E, Breger. Land Economics, November 1967 

B. "The Nature of Redevelopment Benefits," Mimeo 
Jerome Rothenberg 

Quiz Section 9 Site and Building Envelop 

Monday MOUSING AND THE LOW INCOME FAMILY 

Nov. 3 
A. "An Economic Analysis of the Nousing and Mimeo 

Urban Development Act of 1968," Urban Analysis, 
Kilbridge, O'’Block and Teplitz. 

B. "Shopping for a Home” Handout 

Cc. "The Tenant Point of View,” Owens Corning Mimeo 
. Fiberglass Co., Urban Land Institute, Feb. 1970 

D. Sau Good og. zo me Greet Dnerear bree" € Sauines (Loz NewS 
Wednesday CITY BUILDING - PUBLIC VIEWPOINT Seti tvs 

Nov. 5 
A. "The Future of the Cities,” National Advisory Mimeo 

Commission on Civil Disorders. 

B. "Where Do We Grow From Here?," Robert Cahn, Mimeo 
Forum, December 1973 

Quiz Section 10 Alternative Use Analysis 

Monday PUBLIC PRICRITIES - PRIVATE WINDFALL AND WIPEOUT 

Nov. 10 
A. "The Transfer of Development Rights: A Preview Mimeo 

of an Evolving Concept,” Jerome G. Rose 
Real Estate Law Journal, Spring 1975 

B. "The Costs of Preservation,” John J. Costonis, Mimeo 
Architectural Forum, Jan-7eb 1974, Section I, 
prs. 61-67
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Wednesday THE CITIES AS A SET OF SERVICE ENTERPRISE DELIVERY SYSTEMS 

Nov. 12 
A. Readings to be assigned 

Quiz Seetion 11 Relationship of User to Community Economics 

Monday REAT, ESTATE AND TRANSPORTATION POLICY 

Nov. 17 
A. “Transportation and the City,” Architectural Forum, Mimeo 

October 1963 

B. “Attacking the Mass Transit Mess," Business Week, Mimeo 
June 3, 197e 

Cc. “Traffic Congestion: Price Rationing and Capital Mimeo 
Planning,” Wilbur R. Thompson 

Wednesday REAL ESTATE AND ENVIRONMENTAL IMPACT 
Nov. 19 

A. "“Envirommental Impact Statements: A Current Mimeo 
Overview, ™ Gladstone and Witherspoon, 
Envirommental Comments, June 197 

B. "ERTS Puts the Whole Earth Under a Microscope,” Mimeo 
Gene Bylinski, Fortune, Feb. 1975 

Quiz Section 12 Minimod Analysis for Project 2 

Monday RATIONAL LAND USE PLANNING AND CASH FLOW 

Nov. 24 
A. "The Land-Use Crisis,” House and Home, Aug. 1972, Mimeo 

PP. 57-73 

B. “Density, Impact Zoning Model,” Leonard L. Wolffe, Mimeo 
Density: Five Perspectives, pp. 26-31 

C. "Here's a New System for Figuring Project Mimeo 
Feasibility," House and Home, October 1973 

Wednesday REAL ESTATE AND SOCIAL DISORGANIZATION 
Nov. 26 

A. "Abandoned," Glenn A. Clayton, Journal of Housing, Mimeo 
June 1974 

B. “Alternatives to Fear," Progressive Architecture, Mimeo 
October 1972 

Quiz Section 13 Special Help Project 2 (Note - Tuesday only) 

Monday PERCEPTION OF CITY STRUCTURE AS SOCIAL ORGANIZATION 

Dec. L Problem 2 due 

A. Readings to be assigned
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Dec. 3 
A. "Columbia: The $50 Million Gamble,” Gurney Mimeo 

Breckenfeld, Columbia and the New Cities, May 197e 

B. "The First (and Last?) Meeting of the Regional Mimeo 
New Towns Committee," James A. Clapp, City, 
Winter 1970 

Quiz Section 14 Conference with Professor Graaskamp in each quiz section 

Monday FAILURE OF GOVERNMENT SPONSORED NEW TOWNS 
Dec. 8 

A. Title VIT 

B. New Towns in Town - Why a Federal Program Failed Mimeo 
Martha Derthick 

Wednesday THE BUSINESS OF RECYCLING OLD TOWNS 
Dec. 10 

A. "Philadelphia is Turning Old Town into New Town,” Mimeo 
Jack Bryan, Journal of Mousing, May 1972 

B. “Applying New City Principles to Old Cities,” Mimeo 
Wilfred Owen 

Quiz Section 15 Hand back Project 2 and discuss; Final Review 

Monday URBAN ENTERPRISE CAREERS AND TNE SCMOOL OF BUSINESS 
Dec. 15 

A. "Entrepreneurs and Urban Renewal," Jewell Bellush Mimeo 
and Murray Hausknecht



Business 550 and 705 -- Urban Land Economics 
Information Sheet 

Spring Semester 1975 Prof. James Graaskamp 
Prof. James Canestaro 

1. Course Materials 

Textbook: James R. Cooper and Karl L. Guntermann Real Estate and 
Urban Land Analysis, Heath-Lexington Press, 1974. 

The textbook plus a complete set of mimeographed readings are 
available from the U.W. Real Estate Club in Room 91 Bascom Hall for 
$30.00. Book only $24.50 (vs. $27.50 at bookstore; mimeos only$5.50). 

2. Projects 

Two problems are assigned. The first problem is concerned with after- 
tax cash flow analysts of an apartment investment. The second problem 
{s concerned with the feasibility of a particular land-use for a given 
Site for an assumed investor. 

All projects are due at the Monday lecture, not your quiz section, 
according to the following schedule. 

Project | Assigned Week 2 
Due Monday, February 17 

Project {1 Assigned Week 7 
Due Monday, April 14 

3. Grading | 

Grade Components: 

Six weeks exam 100 points 
Final exam 200 points 
Project | 75 points 
Project Il 150 points 

| Evaluation by T.A. 25 points 

Grades will be established by the modes of the above cummulative 
point distrubution. Examinations will Include questions submitted 
by the teaching assistants. 

4, Quiz Sections 

Quiz sections are used to teach technical computations and procedures 

and to provide guidance towards completion of the required projects. 
Quiz sections further provide the opportunity to clarify points of fact or



meaning and to explore topics not presented in lecture. Quiz section 
material does appear on exams. 

5. Faculty 

Prof. James A. Graaskamp School of Business, Room 118 262-6378 
Prof. James Canestaro Bascom Hall, Room 264A 262-8912 

6. Teaching Assistants 

Office - Room 91 Bascom Hal] 
Telephone - 263-2043 
Office Hours as listed below and by appointment 

Mike Robbins, Senior T.A. 6314 Hammersley Road 274-3970 
James DeLisle 202B Breese Terrace 238-3518 

Administrative problems or questions should be addressed to Mike Robbins.



BUSINESS 550 and 705 -- WRBAN LAND ECONOMICS 
SYLLABUS 

Spring Semester 1975 Prof. James Graaskamp 
Prof. James Canestaro 

Monday INTRODUCTION TO THE REAL ESTATE PROCESS 
Jan. 13 

A. Textbook introduction by Prof. James R. Cooper Fext 

Wednesday HISTORY OF CITY DEVELOPMENT AS A REFLECTION OF CULTURAL 
Jan. 15 VALUES, TECHNOLOGY, AND POLITICAL STRUCTURE 

A. ''The Dawn of Urbanization,'' Chap. 1, The Urban Mimeo 
Pattern,'' by Arthur B. Gallfon and Simon Eisner 

B. “Descriptions of Real Estate,'' Chap. 7, Wisconsin Mimeo 
Real Estate Brokers Manual (1972) 

Quiz Section | Projects {| and !! handouts 

Monday SPATIAL AND LOCATIONAL CONCEPTS OF URBAN LAND ECONOMICS 
Jan. 20 

A. ‘'Land Use Prospectives,'' F. Stuart Chapin,Jr.; Text 
Part li, Chap. 3 

B. "The Evolving Form and Organization of the Metro- Text 
polis,'' Edgar M. Hoower, Part 11, Chap. 5 

C. ''The Location of Economic Activity tn Citties,'' Text 
L. Moses & H.F. Williamson, Part I1, Chap. 6 

Wednesday ECONOMIC BASE OF URBAN DEVELOPMENT 
Jan. 22 

A. "Internal and External Factors In the Development of Text 
Urban Economy,'' Wilbur R. Thompson, Part I, Chap. | 

B. “Economic Base Studies,'' Richard B. Andrews Mimeo 

Quiz Section 2 Present Value Theory 

A. "Equity Investment ,'' Real Estate Analysis, Richard U. Mimeo 
Ratcliff, pp. 103-14] 

Monday REAL ESTATE MARKETS WITHIN URBAN AREAS 
Jan. 27 

A. "'Real Estate Markets, Demand and Supply Analysis,'' Text 
: Frederic E. Case, Chap. 24 

B. "City and Neighborhood Analysis,'' The Appraisal Mimeo 
Journal, April 1967 

Wednesday tNTRODUCTION TO REAL ESTATE CASH FLOW CONCEPTS | 
Jan. 29 

A. Role of Investment Real Estate [in Portfolio Management, Handout 
J. Graaskamp, pp. 1-18, 24-35 

Quiz Section 3 Present Value and Cash Flow Concepts
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Monday INVESTMENT YIELD AND RISK IN REAL ESTATE 
Feb. 3 

A. "An Introduction to Appraisal and Yield Analysis,'! Text 
Cooper, Farrell, & Guntermann, Part VII, Chap. 38 

B. Demonstration Appraisal Report, David Cunningham, 
Part VII, Chap. ir 

C. "Ustng Computer Simulation to Minimize Risk In Urban Text 
Housing Development ,'' Cooper & Morrison, Part VII, 
Chap. 39 

Wednesday, INTRODUCTION TO REAL ESTATE FINANCE (THE MORTGAGE) 
Feb. 5 

A. ''Mortgages and Other Lending Institutions,'! Text 
Frederic —£. Case, Part IV, Chap. 18 

B. '‘'Non-Possessory Real Estate Interests,'' Frederic E. Text 
Case, Part IV, Chap. 19 

Quiz Section 4 Cash Flow and Depreciation 

Monday INTRODUCTION TO REAL ESTATE FINANCE (THE INSTITUTION) 
Feb. 10 

A. '"'Financing Real Estate,'' Smith, Tschappat and M imeo 
Racster, Real Estate and Urban Development, Chap. 14 
pp. 296-329 

B. | 

Wednesday THE REAL ESTATE TAX 
Feb. 12 

A. "An Appraisal of the Property Tax,'' Dick Netzer, Text 
Part Itt, Chap. 13 

B. ''Property Tax: Assessments, Appeals, and Trends,'' 
Wisconsin Taxpayer, June 1974 

Quiz Section 5 Cash Flow and Reversion 

Monday FHE INCOME TAX INFLUENCE ON REAL ESTATE INVESTMENT 
Feb. 17 

A. Role of Investment Real Estate in Portfolfo Management, Handout 
J. Graaskamp, pp. 19-24 

Quiz Section 6 Review for Six Weeks Exam held Monday night February 17 at 
7:15 p.m. Discussion sections for balance of week are 
cancelled. 

Wednesday QNE HOUR SIX WEEKS EXAM | 
Feb. 19 

Monday, INTRODUCTION TO REAL ESTATE LAW 
Feb. 24 

A. ''The Legal Environment of Urban Space Use,'' James Text 
R. Cooper, Part IV
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Monday, INTRODUCTION TO REAL ESTATE LAW CONTINUED 
Feb. 24 

B. ''Property Rights,'' Frederic E. Case, Part IV, Text 
Chap. 17 

C. "The Property Interface,'' Chap. 19, Pollution Mimeo 
Property, and Prices, J.H. Dales 

D. Interests [n Realty,'' - Flow Chart Outline ; Mimeo 

Wednesday, GOVERNEMENT REGULATION OF REAL ESTATE AT THE LOCAL LEVEL 
Feb. 26 

A. ''Zoning, Subdivision Approval, Restrictive Covenants, Mimeo 
and Other Land Use Controls," Wisconsin Real Estate 
Law, Chap. 12 

B. "Ruth Golden et al. vs. Planning Board of the Town of Text 
Ramapo et al.,'' Part IV, Chap. 22, p. 327 

C. "Gautreaux Vs. Chicago Housing Authority," Part IV, Text 

Chap. 20, p. 305 
D. Legal Notes - ''The No Growth Explosion and Petaluma," Mimeo 

Urban Land, June 1974 

Quiz Section 7 Legal Survey Technique and Introduction to Profect I! 

Monday THE HISTORY OF HUD 
Mar. 3 

A. "Every Man's HUD,''’ Charles L. Edson, Real Estate Mimeo 
Review, Winter 1972 

B. ''Federal Housing Administration Programs Relating to Text 
Apartment Property Financing,'' Federal Housing 
Administration, Part Vi, Chap. 37 

G. ''Unlearned Lessons in the History of Federal Housing Mimeo 
Aid,'' M. Carter McFarland, City, Winter 1972 

D. ''The Proposed Better Communities Act,'' Challenge, Mimeo 

July, 1973 

Quiz Section 8 Mini-Mod and Project Site Analysis Approach 

Wednesday PUBLIC URBAN RENEWAL 
Mar. 5 

A. ''The Concept and Causes of Urban Blight,'' G.E. Breger, Mimeo 
Land Economics, November 1967 

B. "The Shape of the Nation's Housing Problems,'' The Text 
President's Committee on Urban Housing, Part VI, 
Chap. 32 

C. ''The Nature of Redevelopment Benefits,'' Jerome Text 
Rothenberg, Part V!, Chap. 33 

D. 'The Economics of Urban Renewal,'' Otto A. Davis & Text 
Andrew B. Whinston, Part VI, Chap. 34 

E. "Urban Renewal: A Strategy for Information and Text 
Analysis,'' Lowden Wingo, Jr., Part IV, Chap. 36 

Quiz Section 9 Dane County Courthouse
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Monday HOUSING AND THE LOW INCOME FAMILY 
Mar. 10 

A. "An Economic Analysis of the Housing and Urban Develop- Mimeo 
ment Act of 1968,'' Urban Analysts, Kilbridge, 
O'Block, and Teplitz, Chap. 9, pp. 64-82 

Wednesday, CITY BUILDING - PUBLIC VIEWPOINT 
Mar. 12 

A. ''The Future of the Cities,'' National Advisory Commis- Text 
sion on Civil Disorders, Part I1!, Chap. 16, p. 245 

B. 'Where Do We Grow From Here?,'' Robert Cahn, Mimeo 
Forum, December 1973 

Monday, PUBLIC PRIORITIES - PRIVATE WINDFALL AND WIPEOUT 
Mar. 17 

A. “A Proposal for the Separation and Marketability Mimeo 
of Development Rights. . .'', Jerome G. Rose, Real 
Estate Law Journal, Winter 1974 

B. "The Costs of Preservation,'' John J. Costonis, Mimeo 
Architectural Forum, Jan.-Feb., 1974, Section 1, 
pps. 61-67 

Wednesday, REAL ESTATE AND TRANSPORTATION POLICY 
Mar. 19 

A. "Transportation and the City,'' Architectural Forum, M imeo 
October 1963 

B. ''The Journey to Work in our Metropolitan Areas,'' Text 
James R. Cooper, Part If!, Chap. 10 

C. ‘Traffic Congestion: Price Rationing and Capital Text 
Planning,'' Wilbur R. Thompson, Part !t!, Chap. 14 

Quiz Section 10 Assistance on Project I!, Neighborhood and Site Analysis 

Monday, REAL ESTATE AND URBAN POLLUTION 

Mar. 24 
A. "Land, Water, and Ownership,'' J.H. Dales, Mimeo 

Economics of the Environment 
B. ‘Cost-Benefit Analysis and the Economics of Air Text 

Pollution,’ Karl L. Guntermann, Part [11, Chap. 11 

Wednesday, REAL ESTATE AND ENVIRONMENTAL IMPACT 
Mar. 26 | 

A. "Environmental Impact Statements: A Current Over- Mimeo 
view,'' Gladstone and Witherspoon, Environmental 

Comment, June 1974 

Quiz Section 11 Land Development impact Model 

Spring Recess Friday, March 28 - Sunday, April 6 

Monday, RATIONAL LAND USE PLANNING AND CASH FLOW 
'  Aprtl 7 

A. '‘'The Land-Use Crisis,'' House & Home, August 1972, Mimeo 

pp. 57-73
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Monday, RATIONAL LAND USE PLANNING AND CASH FLOW CONTINUED 

April 7 
B. ‘Density tmpact Zoning Model,'' Lenard L. Wolffe, Mimeo 

Density: Five Perspectives, pp. 26-31 , . 
C. ‘Here's a New System for Figuring Project Feasibility,'' Mimeo 

House & Home, October 1973 

Wednesday, REAL ESTATE AND SOCIAL DISORGANIZATION 
April 9 

A. '‘Abandoned,'! Glenn A. Clayton, Journal of Housing, Mimeo 
June 1974 

B. “Alternatives to Fear," Progressive Architecture, Mimeo 
October 1972 

Quiz Section 12 Mini-Mod Analysis for Project !1 

Monday, PERCEPTION OF CITY STRUCTURE AS SOCIAL ORGANIZATION 
April 14 

Wednesday, THE USER VIEWPOINT : 
April 16 

A. "Nelson's Principles of Store Location," Mimeo 
William Applebaum, Guide to Store Location Research, 
pp. 25-28 

B. "Industrial Land Development ,'' Stuart P. Walsh, Text 
Chap. 45, pp. 717-732 

C. Shopping for a Home Handout 
D. "The Tenant Point of View,'’ Owens Corning Fiberglas Mimeod 

Company, Urban Land Institute, February, 1970 
+ Ine (P= Sa | YR Ay 0 L., f i > M. av} Re oe 8 > a € & In 

Quiz Section 13 Cash Flow Problem “ ee exh a KERN cr 

Monday, THE DEVELOPMENT - MARKETING VIEWPOINT | 
April 2) 

A. ‘'The Current Investment Climate for Real Estate Mimeo 
Investment and Development ,'' Anthony Downs & M. 
Leanne Lachman, Real Estate Review, Spring 1974 

B. ''Development of Shopping Centers,'’ Willard G. Text 
Rouse, Part VIII, Chap. 44 

Quiz Section 14 Conference with Prof. Graaskamp in each quiz section 

Wednesday, THE BUSINESS OF BUILDING NEW TOWNS 

April 23 
A. ‘Columbia: The $50 Million Gamble," Gurney Brecken- Mimeo 

feld, Columbia and the New Cities, Chap. 10 
B. New Bustness from New Towns?,'' Mahlon Apgar IV, Mimeo 

Appraisal Journal, January 1973 
C. "The First (and Last?) Meeting of the Regional New Mimeo 

Towns Committee,’ James A. Clapp, City, Winter, 1970
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Monday, THE BUSINESS OF RECYCLING OLD TOWNS 
April 28 

A. "Philadelphia is Turning Old Town into New Town,'' Mimeo 
Jack Bryan, Journal of Housing, May 1972 

B. ‘Applying New City Principles to Old Cities," Text 
Wilfred Owen, Part Vi, Chap. 35 

Wednesday, THE CITY AS A SET OF SERVICE ENTERPRISE DELIVERY 
April 30 SYSTEMS 

Quiz Section 15 Hand Back Project || and Discuss 

TWO HOUR FINAL EXAM AS PER TIMETABLE



Lecture Schedule -- 550 and 705 

Spring Semester 1975 

Jan. 13 - Monday Introduction to the Real Estate Process -- G. 
Jan. 15 - Wednesday History of City Development as a Reflection of Cultural 

Values, Technology, and Polictical Structure (New Graphics) -~ G. 

Quiz Section |] Projects ! and !! handouts 

Jan. 20 - Monday Spatial and Locational Concepts of Urban Land Economics -- G. 
Jan. 22 - Wednesday Economic Base of Urban Development -- G. 

Quiz Section 2 Present Value Theory 

Jan. 27 - Monday Real Estate Markets Within Urban Areas (New Graphics) -- G. 
Jan. 29 - Wednesday Introduction to Real Estate Cash Flow Concepts -- G. 

Quiz Section 3 Present Value and Cash Flow Concepts 

Feb. 3 - Monday Investment Yield and Risk in Real Estate -- G. 
Feb. 5 - Wednesday Introduction to Real Estate Finance (The Mortgage) -- Canestaro 

Quiz Sectton 4 Cash Flow and Depreciation 

Feb. 10 - Monday Introduction to Real Estate Finance (The Institution) -- G. 
Feb. 12 - Wednesday The Real Estate Tax -- G. 

Quiz Section 5 Cash Flow and Reversion 

Feb. 17 - Monday The Income Tax Influence on Real Estate Investment -- G. 
Feb. 19 ~- Wednesday One Hour Six Weeks Exam 

Quiz Section 6 Review for Six Weeks Exam held Monday night February 17 at 
7:15 p.m. Discussion sections for balance of week are 
cancel led. 

Feb. 24 - Monday Introduction to Real Estate Law -- G. 
Feb. 26 - Wadnesday Government Regulation of Real Estate at the Local Level -- G. 

Quiz Section 7 Legal Survey Technique and Introduction to Project Il 

Mar. 3 - Monday The History of HUD -- G. 
Mar. 5 Wednesday Public Urban Renewal -- G. 

Quiz Section 8 Mini-MOd and Project Site Analysis Approach
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Lecture Schedule -- 550 and 705 
Spring Semester 1975 

Mar. 10 - Moénday Housing and the Low Income Family -- Canestaro 
Mar. 12 - Wednesday City Bullding - Public Viewpoint -- G. 

Quiz Section 9 Dane Couhty Courthouse 

Mar. 17 - Monday Public Priorities - Private Windfall and Wipeout -~ G. 
Mar. 19 - Wednesday Real Estate and Transportation Policy -- Canestaro 

Quiz Section 10 Assistance on Project II, Neighborhood and Site Analysis 

Mar. 24 - Monday Real Estate and Urban Pollution -- Canestaro 
Mar. 26 - Wednesday Real Estate and Environmental Impact -- Robbins 

Quiz Section |] Land Development [mpact Mode] 

Spring Recess Friday, March 28 - Sunday, April 6 

Apr. 7 - Monday Rational Land Use Planning and Cash Flow -- G. 
Apr. 9 - Wednesday Real Estate and Social Disorganization -- G. 

Quiz Section 12 Mint-Mod Analysis for Project I! 

Apr. 14 - Monday Perception of City Structure as Social Organization -- Canestaro 
Apr. 16 - Wednesday The User Viewpoint 

Quiz Section 13 Cash Flow Problem 

Apr. 21 - Monday The Development - Marketing Viewpoint -- G. 
Apr. 23 - Wednesday The Business of Building New Towns -~ G. 

Quiz Section 14 Conference with Prof. Graaskamp in each quiz section 

Apr. 28 - Monday The Business of Recycling Old Towns -- Canestaro 
Apr. 30 - Wednesday The City as a Set of Service Enterprise Delivery Systems -- G. 

Quiz Section 15 Hand Back Project Ii and Discuss



Business 550 and 705 

THE REAL ESTATE PROCESS 

Information Sheet 

Fall Semester 1977 

l. Course Materials 

No textbook; course mineo material available in 118 Commerce 

for $15.00. Make check payable to UW Real Estate Club. 

2. Projects 

Two projects are assigned. The first, in two parts, is concerned 

with cash flow analysis of an apartment investment. The second, 

in six parts, is concerned with the feasibility of a particular 

land use for a given site for an assumed investor. The second 

project is to be completed by teams of two students. 

3. Grading 

Grading components: Six week exam 100 points 

Final exam 200 points 

Project 1 75 points 

Project 2 225 points 

Total 600 points 

Grades will be established by the modes of the above cumulative 

point distribution. Examinations will include questions sub- 

mitted by the teaching assistant. 

4. Quiz Sections 

Quiz sections are used to teach technical computations and 

procedures and to provide guidance towards completion of the 

required projects. Quiz sections further provide the oppor- 

tunity to clarify points of fact or meaning and to explore 

topics not presented in lecture. Each quiz section is 75 

minutes long because students felt 50 minutes was inadequate. 

Quiz section material does appear on exams. 

9. Faculty 

Lect. Michael L. Robbins Room 118 Commerce 262-0787 . 

Prof. Craig Stanley Room 210B Commerce 262-1625 

6. Teaching Assistant 

Terry Grissom



Business 550 and 705 

THE REAL ESTATE PROCESS 

Syllabus 

Michael L. Robbins, Instructor 

1. INTRODUCTION TO THE REAL ESTATE PROCESS 

A. Role of Investment Real Estate in Portfolio Management, 

J. A. Graaskamp, pp. 1-18. 

2. A FRAMEWORK FOR IMPACT ANALYSIS (JAG) 

A. "The Down of Urbanization", Chap. 1, The Urban Pattern, 

A. B. Gallion and S. Hisner. 

B. “The Property Interface", Chap. 19, Pollution Property oO 

and Prices, J. H. Dales. 

3. THE SOCIAL IMPACT OF REAL ESTATE 

A. “Internal and External Factors in the Development of 

Urban Economy", W. R. Thompson. 

B. This Scene of Man, James E. Vance, Jr., 1977, pp. 324-339. 

4. AGGREGATE SPATIAL AND LOCATIONAL PATTERNS OF URBAN LAND 

DEVELOPMENT 

A. “Land Use Perspectives", F. S. Chapin, Jr. 

5. ECONOMIC BASE CONCEPTS 

A. "Economic and Fiscal Impacts of a New Autonomous Enterprise 

in an Area", excerpted from Industrial Location as a Factor 

in Regional Economic Development, Economic Development 

Administration, U.S. Dept. of Commerce. 

6. ECONOMIC BASE DEMO 

7. CONCEPTS OF SITUS AND LINKAGE 

A. "The Locational Basis of Real Estate Value", Chap. 4, 

" Real Estate Analysis, Richard U. Ratcliff.
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8. THE NATURE OF PROPERTY RIGHTS 

A. "Property Rights", F. E. Case. 

B. "Descriptions of Real Estate", Chap. 7, Wisconsin Real 

Estate Brokers Manual, 1976. 

9. THE REAL ESTATE TAX AND ASSESSMENT 

A. "Property Tax: Trends, Assessment, and Appeals", The 

Wisconsin Taxpayer, June 1977. 

10. THE REAL ESTATE TAX AND LAND USE ISSUES (JAG) 

11. 6 WEEK EXAM . | 

12. REAL ESTATE FINANCE--THE MORTGAGE | 

A. "Financing Real Estate", Smith, Tschappat and Racster, 

Real Estate and Urban Development, Chap. 13, pp. 315-351. 

13. THE MORTGAGE=-VOCABULARY 

A. "Real Estate Financing", Messner, Schreiber and Lyon, 

Marketing Investment Real Estate, Chap. 6, pp. 62-79. 

14. THE MORTGAGE--METHODS OF REPAYMENT 

15. HISTORICAL DEVELOPMENT OF THE MORTGAGE 

16. REAL ESTATE AND THE FEDERAL INCOME TAX 

A. The Role of Investment Real Estate in Portfolio Management, 

J. A. Graaskamp, pp. 19-24. 

17. TAX PLOY'S IN REAL ESTATE 

18. CASH FLOW AND HOUSING LOCATION CHOICE 

A. “Housing Is Now Beyond Reach of Average Family", Journal 

of Housing, March 1977, pp. 130-131. 

=8B. “What Has Happened to the American Family's Ability to 

Buy New Homes?", Urban Land, June 1976. 

C. "High Price of Government in Housing", Professional Builder, 

May 1977, pp. 136-143. 

D. "Cash Assistance Housing Program is Nation's Largest Social 

Study", State and County Administrator, June 1977, pp. 19-20.
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19. SITE TO REGION ANALYSIS 

A. "Development Strategy", Chap. 5, Industrial Development 

Handbook, ULI, 1975, pp. 159-169. 

20. RETAIL ANALYSIS--PART I 

A. “Nelson's Principles of Store Location", W. Applebaum, 

Guide to Store Location Research, pp. 25-28. 

21. RETAIL ANALYSIS--PART IIL 

22. OPERATING INCOME--EXPENSE DETERMINATION 

23. RISK AND YIELD ANALYSIS 

A. MRCAP User Manual, Michael L. Robbins, pp. 90-101. 

24. LIMITATIONS ON LOCAL LAND USE CONTROL 

A. "Zoning, Subdivision Approval, Restrictive Covenants, 

and Other Land Use Controls", Wisconsin Real Estate Law, 

Chap. 12. 

25. REAL ESTATE AND SOCIAL IMPACT 

A. "Abandoned", G. A. Clayton, Journal of Housing, June 1974. 

B. "Alternatives to Fear", Progressive Architecture, October 

1972. 

26. REGIONAL LAND USE PLANNING AND CASH FLOW 

| A. "The Land-Use Crisis", House and Home, August 1972, pp. 57-73. 

B. "Density, Impact Zoning Model", Leonard L. Wolffe, 

Density's Five Perspectives, pp. 26-31. 

Cc. "Here's a New System for Figuring Project Feasibility", 

House and Home, October 1973. 

27. EVALUATION OF FEDERAL AND STATE LAND USE CONTROLS (JAG) 

A. "Who Pays for Transfer of Development Rights", J. B. Shlaes. 

B. “Impressions on the Marketability of TDR's, or Toward the 

Science of Cubernetics in the Space Age", James A. Graaskamp, 

The Appraisal Journal, July 1977, pp. 435-444,
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Cc. "Five Land-Use Reforms", Arthur P. Solomon, Journal of 

Housing, June 1977, pp. 275-281. 

28. THE BUSINESS OF REBUILDING OLD TOWNS 

A. "Entrepreneurs and Urban Renewal", J. Bellush and 

M. Hausknecht. 

B. "The Concept and Causes of Urban Blight", G. E. Breger, 

Land Economics, November 1967. 

Cc. "The Devil Theory of Redlining", Pierre de Vise, Real 

Estate Issues, Summer 1977, pp. l-12. 

29. REAL ESTATE AND AESTHETIC IMPACT 

A. "The City Image and Its Elements", Chap. III, Image of 

the City, Kevin Lynch. 

30. THE BUSINESS OF BUILDING NEW TOWNS (JAG) 

A. "Columbia: The $50 Million Gamble", G. Breckenfeld, 

Columbia and the New Cities, May 1972. 

B. "The First (and Last?) Meeting of the Regional New Towns 
Committee", J. A. Ciapp, City, Winter i970. 

31. LESSONS LEARNED FROM NEW TOWNS (JAG)



Business 550 & 705 
THE REAL ESTATE PROCESS 

Fall Semester 1981 Instructor: Prof. J. Graaskamp 

|. Course Materials: 

Textbook: MODERN REAL ESTATE, Arnold, Wurtzebach, & Miles; Warren, 

Gorham & Lamont, New York., 1979. Available at the University Book Store. 

Mimeo materials packet. Available at 

A. Reading packet > 
B. Feasibility packet & Problem book 

C. Lecture outline 

2. Problem Sets: 

Six problem.sets are assigned to replace the field project which ° 

formerly dominated this course. The first two problems are application 
of the building codes and land use ordinances; the next two problems_ 
are a review of money present value concepts; problem #5 fs an after 

tax cash flow exercise; and problem #6 is a feasibility matrix to 
determine most probable use. Each exercise must be handed in by each 
Student. Late papers will be penalized 50%; papers more than a week 
late will be forfeited. ; 

3. Grading: | 

Grading components: Six weeks exam 100 points 

Twelve weeks exam 100 " 

Final exam 200 " 

Problems 1-6 (50 points ea) 300 ' 
700 points 

Grades will be established to reflect the modes of the distribution of 
cumulative point totals for each student. Each exam will have four parts 
to emphasize textbook, mimeo readings, problem exercises and questions 

submitted by teaching assistants. 

4. Quiz Sections: 

Each quiz section will be 75 minutes long and will be used to teach 

technical computations and procedures and to clarify definitions or 

implications of text and lectures. Each teaching assistant will have 
complete responsibility for receiving assignments and maintaining records 

for student grades, attendance, etc. and will be consulted on border- 

dine grade determinations. Office hours will be posted outside of 

Room 118 and 203. | 

Prof. James A. Graaskamp Teaching Assistants: 
Room 118, Commerce 262-6378 Jill Sommer 

Peter Tedesco



THE REAL ESTATE PROCESS 

Business 550 & 705 
Topic Schedule - Fall 1981 

Aug. 31, Mon. INTRODUCTION TO THE REAL ESTATE PROCESS 

Sept. 2, Wed. A FRAMEWORK FOR LAND USE DECISIONS 

Quiz Section No. | INTRODUCTION 

Sept. 9, Wed. HISTORIGAL FORM AND FUNCTION OF THE CITY 

Quiz Section No. 2 LEGAL DESCRIPTION AND RECORDING OF DATA 

Sept. 14, Mon. STATIC ATTRIBUTES OF A REAL ESTATE PARCEL 

Sept. 16, Wed. LEGAL ATTRIBUTES OF A REAL ESTATE PARCEL 

Quiz Section No. 3 PROBLEM NO. I+ DEFINITION OF BUILDING ENVELOPE 

Sept. 21, Mon. LINKAGE ATTRIBUTES OF A REAL ESTATE PARCEL | 

Sept. 23, Wed. DYNAMIC ATTRIBUTES OF A REAL ESTATE PARCEL 

Quiz Section No. 4 PROBLEM NO. 2: DEFINITION OF ENVELOPE MODIFIED 

Sept. 28, Mon. ECONOMIC BASE ANALYSIS 

| Sept. 30, Wed. REAL ESTATE MARKET SEGMENTATION 

Quiz Section No. 5 INTRODUCTION TO PRESENT VALUE CONCEPTS 

Oct. 5, Mon. THE CONSUMER CASH FLOW CONSTRAINT 

Oct. 7, Wed. THE PUBLIC INFRASTRUCTURE AND THE REAL ESTATE TAX 

Quiz Section No. 6 PROBLEM NO. 3: PRESENT VALUE EXERCISES 

REVIEW FOR SIX WEEKS EXAM 

Oct. 12, Mon. LAND USE PATTERNS AND PUBLIC SOLVENCY 

Oct. 14, Wed. SIX WEEKS EXAM 

Quiz Section No. 7 FRONT DOOR BACK DOOR WORKSHEETS . 

Oct. 19, Mon. ENVIRONMENTAL ATTRIBUTES OF A REAL ESTATE PARCEL 

Oct. 21, Wed. REAL ESTATE FINANCE - THE MORTGAGE 

Quiz Section No. 8 PROBLEM NO. 4: CALCULATION OF MORTGAGE PAYMENTS 

Oct. 26, Mon. REAL ESTATE FINANCE - THE INSTITUTIONS 

Oct. 28, Wed. SOURCES OF REAL ESTATE CAPITAL IN THE FUTURE



Quiz Section No. 9 INTRODUCTION TO CASH FLOW PROBLEM NO. 5 

Nov. 2, Mon. REAL ESTATE AND THE FEDERAL INCOME TAX 

Nov. 4, Wed. REAL ESTATE AND THE FEDERAL INCOME TAX CONT'D 

Quiz Section No. 10 CALCULATION OF DEPRECIATION AND TAX ON RESALE 

Nov. 9, Mon. PRINCIPLES OF REAL ESTATE RISK MANAGEMENT 

Nov. It, Wed. TWELVE WEEKS EXAM 

Quiz Section No. |] PROBLEM NO. 5 DUE 

REVIEW OF CASH FLOW COMPUTATIONS 

Nov. 16, Mon. LIMITATIONS OF LOCAL LAND USE CONTROLS 

Nov. 18, Wed. EVALUATION OF FEDERAL AND STATE LAND USE CONTROL 

Quiz Section No. 12 SAMPLE FEASIBILITY - MOST FITTING USE 

Nov. 23, Mon. CASH FLOW AND HOUSING CHOICE 

Nov. 25, Wed. FLEXIBLE ZONING, LAND PLANNING, AND CASH FLOW 

Thanksgiving NO QUIZ SECTIONS , 

Nov. 30, Mon. THE COMMERCIAL DEVELOPMENT PROCESS 

Dec. 2, Wed. VALUES IN CONPLECT: “WHO PAYS’ AND WHO BENEFITS? 

Quiz Section No. 13 PROBLEM NO. 6: FEASIBILITY MATRIX 

Dec. 7, Mon. THE BUSINESS OF BUILDING NEW TOWNS 

Dec. 9, Wed. THE BUSINESS OF REBUILDING OLD TOWNS 

Quiz Section No. 14 REVIEW FOR FINAL EXAM | 

Dec. 11, Mon. THE CITIZEN CRITIC OF THE REAL ESTATE ART FORM



THE REAL ESTATE PROCESS - BUS 550 & 705 
Reading Assignments 

Fall Semester 1981 Prof. James A. Graaskamp 

Ciass Period Readings Source 

Aug. 31, Mon. INTRODUCTION TO THE REAL ESTATE PROCESS . 

A. Chap. 1 & 2, MODERN REAL ESTATE Text 

Sept. 2, Wed. A FRAMEWORK FOR LAND USE DECISIONS 

A. FUNDAMENTALS OF REAL ESTATE DEVELOPMENT, 
J. A. Graaskamp, ULI, 1981, pp. I-ll. Monograph 

Sept. 7, Mon. *x * * LABOR DAY * * * 

Sept. 9, Wed. HISTORICAL FORM AND FUNCTION OF THE CITY 

A. Chap. 3 & 9, COMMUNITY AND PRIVACY, 1963, 
S. Chermayeff:& C. Alexander, pp. 54-61, 
124-138. Mimeo 

B. ''Dawn of Urbanization,'' History of the 

City Mimeo 

Quiz Sec. #2 LEGAL DESCRIPTION AND RECORDING OF DATA 

A. Chap. 12, "Zoning, Subdivision Approval, Restrictive 
Covenants, and Other Land Use Controls," 

; pp. 12-1 - 12-8. Mimeo 
B. Chap. 7, ‘Descriptions of Real Estate,'’ pp. 7-1 - 7-16 Mimec 

Sept. 14, Mon. STATIC ATTRIBUTES OF A REAL ESTATE PARCEL 

A. Il, pp. 1-13, Feasibility Handbook. Handout 

Sept. 16, Wed. LEGAL ATTRIBUTES OF A REAL ESTATE PARCEL 

A. Chap. 4 & 5, MODERN REAL ESTATE Text 

Quiz Sec. #3 PROBLEM NO. 1: DEFINITION OF BUILDING ENVELOPE 

Sept. 21, Mon. LINKAGE ATTRIBUTES OF A REAL ESTATE PARCEL 

A. ''The Locational Basis of Real Estate Value,"' 

Chap. 4, REAL ESTATE ANALYSIS, R. U. Ratcliff. Mimeo
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Bus. 550, Fall 198] 

Sept. 23, Wed. DYNAMIC ATTRIBUTES OF A REAL ESTATE PARCEL 

A. "Alternatives to Fear,'' PROGRESSIVE ARCHITECTURE, 

October 1972. Mimeo 

Quiz Sec. #4 PROBLEM NO. 2: DEFINITION OF ENVELOPE MODIFIED 

Sept. 28, Mon. ECONOMIC BASE ANALYSIS 

A. Chap. 3, MODERN REAL ESTATE Text 

B. "Another Perspective on Growth Management,'' 
R. Ellson, URBAN LAND, Jan. 1979, pp. 3-8. Mimeo 

Sept. 30, Wed. REAL ESTATE MARKET SEGMENTATION 

A. Chap. 9, MODERN REAL ESTATE Text 

B. Chap. 7, ''Residential Land Uses,'' PROPERTY 

DEVELOPMENT, J. McMahan, 1976, pp. 131-151. Mimeo 

Quiz Sec. #5 INTRODUCTION TO PRESENT VALUE CONEPTS 

Oct. 5, Mon. THE CONSUMER CASH FLOW CONSTRAINT 

A. Review Exhibits 2 and 3 in FUNDAMENTALS OF 

REAL ESTATE DEVELOPMENT, J. A. Graaskamp. Monograph 

B. FUNDAMENTALS OF REAL ESTATE DEVELOPMENT, 
PP. 23-30. Monograph 

Oct. 7, Wed. THE PUBLIC INFRASTRUCTURE AND THE REAL ESTATE TAX 

A. Chap. 15, pp. 319-329, MODERN REAL ESTATE Text 

Quiz Sec. #6 PROBLEM SET NO. 3 DUE: REVIEW FOR SIX WEEKS EXAM 

Oct. 12, Mon. LAND USE PATTERNS AND PUBLIC SOLVENCY 

A. "Explicit Property Tax Policies & the 
Promotion of Specific Land-Use & Economic 
Development Objectives: A Review,'' Robert 
Denne, ASSESSORS JOURNAL, March 1976 Mimeo 

Oct. 14, Wed. * * * SIX WEEKS EXAM * * * 

Quiz Sec. No. 7 FRONT DOOR-BACK DOOR WORKSHEETS 

Oc.t 19, Mon. ENVERONMENTAL ATTRIBUTES OF A REAL ESTATE PARCEL 

A. Chap. 23, MODERN REAL ESTATE Text 

B. Chap. 5, ‘World Trade Center !mpacts,'' THE 

WORLD TRADE CENTER, L. Ruchelman, 1977, 

pp. 113-140. Mimeo
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Oct. 21, Wed. REAL ESTATE FINANCE - THE MORTGAGE 

A. Chaps. 13 6 14, MODERN REAL ESTATE Text 

Quiz Sec. #8 PROBLEM NO. 4: CALCULATION OF MORTGAGE PAYMENTS 

Oct. 26, Mon. REAL ESTATE FINANCE - THE INSTITUTIONS 

A. Chap. 12, MODERN REAL ESTATE Text 

Oct. 28, Wed. SOURCES OF REAL ESTATE CAPITAL IN THE FUTURE 

A. Chap. 19, MODERN REAL ESTATE Text 

B. "Lenders Rush Into Ownership," Business 
Week, April 13, 1981 Mimeo 

Quiz Sec. #9 INTRODUCTION TO CASH FLOW PROBLEM NO. 5 

Nov. 2, Mon. REAL ESTATE AND THE FEDERAL INCOME TAX 

A. pp. 229-334, and Chap. 16, MODERN REAL 
ESTATE Text 

Nov. 4, Wed. REAL ESTATE AND THE FEDERAL INCOME TAX CONT'D 

A. Chaps. 17 & 18, MODERN REAL ESTATE Text 

Quiz Sec. #10 CALCULATION OF DEPRECIATION AND TAX ON RESALE 

Nov. 9, Mon. PRINCIPLES OF REAL ESTATE RISK MANAGEMENT 

A. pp. 11-23, FUNDAMENTALS OF REAL ESTATE 

DEVELOPMENT, J. A. Graaskamp. Monograpt 

Nov. 1l1l, Wed. *x * *® TWELVE WEEKS EXAM * * * 

Quiz Sec. No. 1] PROBLEM NO. 5 DUE: REVIEW OF CASH FLOW COMPUTATIONS , 

Nov. 16, Mon. LIMITATIONS OF LOCAL LAND USE CONTROLS 

A. Chap. 22, MODERN REAL ESTATE Text 

B. '‘'Developing in a Cooperative Environment," 

J. E. Vitt, URBAN LAND, Nov. 1978, pp. 
3-6, Mimeo 

C. ‘Developing in a Hostile Environment,'"' 
R. C. Nahas & N. Eskind, URBAN LAND, 

Nov. 1978, pp. 7-10. Mimeo 

D. ‘What's the Hidden Factor in Land Use Regula- 
tion?’ F. J. Popper, URBAN Land, Dec. 1978, 
pp. 4-6. Mimeo
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Nov. 18, Wed. EVALUATION OF FEDERAL AND STATE LAND USE CONTROL 

A. ''The Supreme Court and Land Use: Some New Twists," 

| Banta, Duerksen, & Jordan, ENVIRONMENTAL COMMENT, 

July 1979, pp. 6-9. Mimeo 

B. ‘''The States: Trends in Environmental Management 

b!,'' ENVIRONMENTAL COMMENT, Oct. 1977, pp. 3-/. Mimeo 

C. ‘Impact of Federal Programs on State Land-Use 
, Planning,'' M. Miles & R. Mann. Mimeo 

D. "Who Pays for the Wild Rivers?'' M. Rosner & R. 
Barrows, January 1976. Mimeo 

Quiz Sec. #12 SAMPLE FEASIBILITY ~- MOST FITTING USE 

A. Chap. 20 & 21, Appendix 21A, MODERN REAL ESTATE Text 

Nov. 23, Mon. CASH FLOW AND HOUSING CHOICE 

A. ''New Rental Housing: Confronting the ‘Investment 
Gap,''' T. J. Cain & M. W. Scott, URBAN LAND, 
May 1981, pp. 3-7. Mimeo 

B. 'Inclusfonary Zoning: A Workable Option for 
Affordable Housing?'' B. Taylor, URBAN LAND, 
March 1981, pp. 6-12. Mimeo 

7 C. ''Say Goodbye to the Great American Dream,'' U.S. 
SAVINGS §& LOAN LEAGUE NEWS. Mimeo 

Nov. 25, Wed. FLEXIBLE ZONING, LAND PLANNING, AND CASH FLOW 

A. "A Lot More Than Just an Ordinance: The Brecken- 
ridge Development Code,'' K. Wickersham, Jr., 

URBAN LAND, Jan. 1979, pp. 9-13. Mimeo 

B. "Density, Impact Zoning Model,'' L. L. Wolffe, 
DENSITY'S FIVE PERSPECTIVES, pp. 26-31. Mimeo 

C. "Here's a New System for Figuring Project 
Feasibility,'' HOUSE AND HOME, October 1973. Mimeo 

Thanksgiving NO QUIZ SECTIONS 

Nov. 30, Mon. THE COMMERCIAL DEVELOPMENT PROCESS 

A. ''Richmond, California: A Case Study in Economic 
Development,'' L. Burris, URBAN LAND, May 1980, 
pp. 9-1/7. Mimeo 

B. Chap. 3, ‘Financial Obstacles to Energy 

Conservation." Mimeo 

C. ''Economics of Building Design,'' Rosalie Ruegg, 
& Harold Marshall, SOLAR AGE, July 1981. Mimeo
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Dec. 2, Wed. “VALUES IN CONFLICT: WHO PAYS AND WHO BENEFITS? 

A. Chap .4 and 6, THE ENVIRONMENTAL HUSTLER, 

pp. 52-59, 71-93. Mimeo 

B. ''The Economics of Petaluma,'' C. Gruen; ''Legal 

Notes,'' R. Scott; ''The City of Petaluma,'’ F. Gray. Mimeo 

C. "The Costs of Preservation, J. Costonis, FORUM, 
Jan/Feb 1974, pp. 61-67. Mimeo 

Quiz Sec. #13 PROBLEM NO. 6: FEASIBILITY MATRIX 

Dec. 7, Mon. THE BUSINESS OF BUILDING NEW TOWNS 

A. ‘The First (and Last?) Meeting of the Regional 
New Towns Committee,'' J. A. Clapp, CITY, 

Winter 1971, pp. 42-27. Mimeo 

B. Chap. 10, ''Columbia: The $50-Million Gamble,'' 
COLUMBIA AND THE NEW CITIES, pp. 224-276. Mimeo 

Dec. 9, Wed. THE BUSINESS OF REBUILDING OLD TOWNS 

A. "Philadelphia {s Turning Old Town into New Town,'' 
J. Bryan, JOURNAL OF HOUSING, 1972, pp. 231-235. Mimeo 

B. ''New Towns In-Town: Why a Federal Program 

Failed,'' M. Derthick, Washington, D.C. The 

Urban Institute, 1972, Chaps. 1 and 6. Mimeo 

Quiz Section #14 REVIEW FOR FINAL EXAM 

Dec. I], Mon. THE CITIZEN CRITIC OF THE REAL ESTATE ART FORM 

A. ''Five Land-Use Reforms,'' A. P. Solomon, 
JOURNAL OF HOUSING, 1977, pp. 276-281. Mimeo



Business 550 & 705 
THE REAL ESTATE PROCESS 

~ Fall Semester 1982 Instructer: Prof. J. Graaskamp 

1. Course Materials: 

Textbook: MODERN REAL ESTATE, Arnold Wurtzebach, & Miles: Warren, 
Gorham & Lamont, New York., 1979. Available at the University Book Store. 

Mimeo materials packet. Available fin Room 118 Conmerca. 

Be Feasibility packet & problem book 

C. Lectura outline 

2. Problem Sets: } 

Six problem sets are assigned to replace the field project which formerly 
dominated this course. The first two problems are application of the 
buiiding codes and land use ordinances; the next two problems are a 
review of money present value concepts; problem #5 is an aftar tax cash 
flow exercise; and problem #6 is a feasibility matrix to determine most 
probable use. Each exercise must be handed in by each student. Late 
papers will be penalized 50%; papers more than a week late will be 
forfeited. _ 

3. Grading: 

Grading components: Six weeks exam 100 points 

Twelve weeks exam 100.—Ct‘C‘’ 
Final Exam 200. =Cé"” 
Problems 1-6 (50 pts. ea.) 300 " 

700 points 

Grades will be established to reflect the modes of the distribution of 

cumulative point totals for each student, Each exam will have four parts 
to emphasize textbook, mimeo readings, problem exercises and questions 

submitted by teaching assistants. 

4. Quiz Sections: 

Each quiz section will be 75 minutes long and will be used to teach 
technical computations and procedures and to clarify definitions 
or implications of text and lectures. Each teaching assistant will 
have complete responsibility for receiving assignments and maintaining 

records for student grades, attendance, etc., and will be consulted on 
berder-line grade se oe ae Office hours will be posed outside 

of Room 118 and Bascom 5%G.. 4_~ | 

Professor James A. Graaskamp Teaching Assistants: 
Room 118, Commerce, 262-6378



THE REAL ESTATE PROCESS 
Business 550 & 705 

, Topic Schedule - Fall 1982 

Aug. 30, M INTRODUCTION TO THE REAL ESTATE PROCESS 

Sept. 1, W A FRAMEWORK FOR LAND USE DECISIONS 

Quiz Section No. 1 INTRODUCTION 

Sept. 6, M * %* HOLIDAY * * 

Sept. 8, W HISTORICAL FORM AND FUNCTION OF THE CITY 

Quiz Section No. 2 LEGAL DESCRIPTION AND RECORDING OF DATA 

Sept. 13, M | STATIS ATTRIBUTES OF A REAL ESTATE PARCEL 

Sept. 15, W LEGAL ATTRIBUTES OF A REAL ESTATE PARCEL 

Quiz Section No. 3 PROBLEM NO. 1: DEFINITION OF BUILDING ENVELOPE 

Sept. 20, M LINKAGE ATTRIBUTES OF A REAL ESTATE PARCEL 

Sept. 22, W DYNAMIC ATTRIBUTES OF A REAL ESTATE PARCEL 

Quiz Section No. 4 PROBLEM NO. 2: FRONT DOOR BACK DOOR WORK SHEETS 

Sept. 27, M ECONOMIC BASE ANALYSTS 

Sept. 29, W REAL ESTATE MARKET SEGMENTATION 

Quiz Section No. 5 INTRODUCTION TO PRESENT VALUE CONCEPTS 

Oct. 4, M THE CONSUMER CASH FLOW CONSTRAINT 

Oct. 6, W THE PUBLIC INFRASTRUCTURE AND THE REAL ESTATE TAX 

Quiz Section No. 6 PROBLEM NO. 3: PRESENT VALUE EXERCISES 
REVIEW FOR SIX WEEKS EXAM 

Oct. 11, M LAND USE PATTERNS AND PUBLIC SOLVENCY 

Oct. 13, W SIX WEEKS EXAM 

Quiz Section No. 7 PROBLEM NO. 4: CALCULATION OF MORTGAGE PAYMENTS 

Oct. 18, M ENVIRONMENTAL ATTRIBUTES OF A REAL ESTATE PARCEL | 

Oct. 20, W REAL ESTATE FINANCE - THE MORTGAGE 

Quiz Section No. 83 INTRODUCTION TO CASH FLOW PROBLEMS NO.5 

Oct. 25, M REAL ESTATE FINANCE - THE INSTITUTIONS 

Oct. 27, W SOURCES OF REAL ESTATE CAPITAL IN THE FUTURE



Quiz Section No. 9 INCOME TAX CALCULATIONS: DEPRECIATION AND DISPOSITION 

Nov. 1, M REAL ESTATE AND THE FEDERAL INCOME TAX 

Nov. 3, W | REAL ESTATE AND THE FEDERAL INCOME TAX CONT'D 

Quiz Section No. 10 CALCULATION OF DEPRECIATION AND TAX OW RESALE 

Nov. 8, PRINCIPLES OF REAL ESTATE RISK MANAGEMENT 

Now. 10, W TWELVE WEEKS EXAM 

Quiz Section Ne. 11 PROBLEM NO. 5 DUE 
REVIEW OF CASH FLOW COMPUTATIONS 

Nov. 15, LIMITATIONS OF LOCAL LAND USE CONTROLS . 

Nov. 17, W EVALUATION OF FEDERAL AND STATE LAND USE CONTROL 

Quiz Section No. 12 SAMPLE FEASIBILITY - MOST FITTING USE 

Nov. 22, | VLAUES IN CONFLICT: WHO PAYS AND WHO BENEFITS? 

Nov. 24, W FLEXIBLE ZONING, LAND PLANNING, AND CASH FLOW 

quiz Section No. 13 PROBIEM NO. 6: FEASIBILITY MATRIX 

Nov. 29, PUBLIC MANIPULATION OF CASH FLOW: 
THE COMMERCIAL PROCESS 

Dec. 1, 7 PUBLIC MANIPULATION OF CASH FLOW: THE EMPLOYMENT PROCESS 

Quiz Section No. 146 ASSISTANCE WITH FEASIBILITY RATIOS 

Dec. 6, THE BUSINESS OF BUILDING NEW TOWNS 

Dec. 8, W THE BUSINESS OF REBUILDING OLD TOWNS 

Quiz Section No. 15 REVIEW FOR FINAL EXaM 

FINAL EXAM |



THE REAL ESTATE PROCESS = BUS 550 & 705 
Reading Assignments 

Fall Semester 1982 Prof. James A. Graaskamp 

Class Period Readings Source _ 

Aug. 30, M INTRODUCTION TO THE REAL ESTATE PROCESS 

A. Chap. 1 & 2, MODERN REAL ESTATE Text 

Sept. 1, W A FRAMEWORK FOR LAND USE DECISIONS 

A. FUNDAMENTAL OF REAL ESTATE DEVELOPMENT 

J. A. Graaskamp, ULI, 1981, pp. lll. Monograph 

Sept. 6, M * * HOLIDAY * * 

Sept. 8, W HISTORICAL FORM AND FUNCTION OF TRE CITY 

A. Chap. 3 & 9, COMMUNITY AND PRIVACY, 1963, 
S. Chermayeff & C. Alexander, pp. 54-61, 
124-138, Mimao 

B. “Dawn of Urbanization," Bfistorv of the Citv Mimeo 

Quiz Sec. #2 LEGAL DESCRIPTION AND RECORDING OF DATA 

A. Chap. 12, "Zoning, Subdivision Approval, Restrictive 
Covenants and Other Land Use Controls," 

pp. 12-1 = 12-8. Mimeo 

Be. Chap. 7, “Descriptions of Real Estate," 

pp. 7-1 = 7-16 Mimeo 

Sept. 13, M STATIC ATTRIBUTES OF A REAL ESTATE PARCEL 

Ae 111, pp. 1-13, Feasibility Handbook, Handout 

B. “Determining a Building's Site Size 
Requirements," R. Stern, URBAN LAND, 
May 1981, pp. 12-15 Mimeo 

Sept. 15, W LEGAL ATTRIBUTES OF A REAL ESTATE PARCEL 

Quiz Sec. #3 PROBLEM NO. 1: DEFINITION OF BUILDING ENVELOPE 

Sept. 20, M LINKAGE ATTRIBUTES OF A REAL ESTATE PARCEL 

A. "The Locational Basis of Real Estate Value," 
Chap. 4, REAL ESTATE ANALYSIS, R. U. Ratcliff. Mimeo
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Bus. 550, Fall, 1982 | 

Sept. 22, W DYNAMIC ATTRIBUTES OF A REAL ESTATE PARCEL 

A. “Alternatives to Pear," PROGRESSIVE ARCHITECTURE 
| Oct. 1972. Mimeo 

Quiz Sec. #4 PROBLEM NO. 2: FRONT DOOR BACK DOOR WORK SHEETS 

Sept. 27, M ECONOMIC BASE ANALYSIS 

A. Chap. 3, MODERN REAL ESTATE Text 

B. “Another Perspective on Growth Management,” 
Re Ellson, URBAN LAND, Jan. 1979, pp. 3<8 Mimeo 

Sept. 29, W REAL ESTATE MARKET SEGMENTATION 

A. Chap. 9, MODERN REAL ESTATE Text 

Be Chap. 7, "Residential Land Uses,'' PROPERTY 
DEVELOPMENT, J. McMahan 1976, pp. 131-151. Mimeo 

Quiz Sec. #5 INTRODUCTION TO PRESENT VALUE CONCEPTS 

Oct. 4, M THE CONSUMER CASH FLOW CONSTRAINT 

A. Review Exhibits 2 and 3 in FUNDAMENTALS OF 

REAL ESTATE DEVELOPMENT, J. A. Graaskamp Monograph 

B. FUNDAMENTALS OF REAL ESTATE DEVELOPMENT, 
pp. 23-30 Monograph 

Oct. 6, W THE PUBLIC INFRASTRUCTURE AND THE REAL ESTATE TAX 

A. Chap. 15, pp. 319-329, MODERN REAL ESTATE Text 

Quiz Sec. #6 PROBLEM SET NO. 3 DUE: REVIEW FOR SIX WEEKS EXAM 

Oct. Ll, M LAND USE PATTERNS AND PUBLIC SOLVENCY 

A. “Explicit Property Tax Policies & the Promotion 
of Specific Land-Use & Economic Development 
Objectives: A Review," Robert Denne, ASSESSORS 
JOURNAL, March 1976 Mimeo 

Oct. 13, W ve % STIX WEEKS EXAM * * 

Quiz Sec. No. 7 PROBLEM NO. 4: CALCULATION OF MORTGAGE PAYMENTS 

Oct. 18, M ENVIRONMENTAL ATTRIBUTES OF A REAL ESTATE PARCEL 

A. Chap. 23, MODERN REAL ESTATE Text 

B. Cap. 5, "World Trade Canter Impacts," THE WORLD 
TRADE CENTER, L. Ruchelman, 1977, pp. 113-140. Mimeo
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Oct. 20, W REAL ESTATE FINANCE - THE MORTGAGZ 

A. Chape. 13 & 14, MODERN REAL ESTATE Text 

quiz Sec. 338 INTRODUCTION TO CASH FLOW PROBLEM NO. 5 

Oct. 25, M REAL ESTATE FINANCE - THE INSTITUTIONS 

| A. Chap. 12, MODERN REAL ESTATE Text 

Gct. 27, ® SOURCES OF REAL ESTATE CAPTTAL IN THE FUTURE 

Ae Chap. 19, MODERN REAL ESTATE Text 

Be. “Lenders Rush into Ownership,’ Business _ 
Week, April 13, 1981 _— Mimeo 

Quiz Sec. #9 INCOME TAX CALCULATIONS: DEPRECIATION AND DISPOSITION 

Nov. 1, M REAL ESTATE AND THE FEDERAL INCOME TAX 

A. pp. 229-334, and Chap. 16, MODERN REAL ESTATE Text 

Nov. 3, W REAL ESTATE AND THE FEDERAL INCOME TAX CONT'D 

A. Chaps. 17 & 18, MODERN REAL ESTATES Text 

Quiz Sec. #10 CALCULATION OF DEPRECIATION AND TAX ON RESALE 

Nov. 3, M PRINCIPLES OF REAL ESTATE RISK MANAGEMENT 

A. pp. 11-23, PUNDAMENTALS OF REAL ESTATE DEVELOPMENT, 
Je A. Graaskamp Monograph 

Nov. 10, W.: = © ® TWELVE WEEKS EXAM * * . 

| quiz Sec. No. 11 PROBLEM NO. 5 DUE: REVIEW OF CASH FLOW COMPUTATIONS 

Nov. 15, M LIMTTATIONS OF LOCAL LAND USE CONTROLS 

A. Chap. 22, MODERN REAL ZSTATE Text 

B. "Developing in a Cooperative Enviroment,” 
| J. &. Vitt, URBAN LAND, Nov. 1973, sp. 3-6 Mimeo 

G. “Developing in 2 Hostile Environment,” 
R. C. Nahas & N. Eskind, URBAN LAND, 
Now. 1978, pp. 7-10. Mimeo 

De. What's the Eidden Factor in Land Use Regulation?" 
FP. J. Popper, URBAN LAND, Dec. 1978, pp. 46. Mimeo .
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Nov. 17, W EVALUATION OF FEDERAL AND STATE LAND USE CONTROL 

A. "The Supreme Court and Land Use: Some New Twists," 
Banta, Duerksen, & Jordan, ENVIRONMENTAL COMMENT, 
July 1979, pp. 6-9. Mimeo 

B. "The States: Trends in Environmental Management 
11," ENVIRONMENTAL COMMENT, Oct. 1977, pp. 3-7 Mimeo 

C. ‘Impact of Federal Programs on State Land-Use 
Planning," M. Miles & R. Mann. Mimeo 

, D. ‘Who Pays for the Wild Rivers?" M. Rosner & 
R. Burrows, January 1976. Mimeo 

E. "Structuring the Implementation of Transferable 

Development Rights,” G. Raymond, URBAN LAND, 
August 1981, pp. 19=25. 

Quiz Sec. #12 SAMPLE FEASIBILITY - MOST FITTING USE 

A. Chap. 20 & 21, Appendix 214, MODERN REAL ESTATE Text 

Nov. 22, M VALUES IN CONFLICT: WHO PAYS AND WHO BENEFITS? 

A. Chap. 4 & 4, THE ENVIRONMENTAL HUSTLER, 
pp. 52-59, 71-93 Mimeo 

B. 'Yhe Economics of Petaluma," C. Gruen; "Legal 
Notes," R. Scott; "The City of Petaluma," 
F. Gray Mimeo 

C. "The Costs of Praservation," J. Costonis, 
FORUM, Jan/Feb 1974, pp. 61-67. . .- Mimeo 

D. “New Rental Housing: Confronting the ‘Investment 

Gap,'" T, J, Cain & M, W, Scott, URBAN LAND, 
May 1981, pp. 3-7. 

BE. "Say Goodbye to the Great American Dream,” U.S. 
SAVINGS & LOAN LEAGUE NEWS Mimeo 

Nove 24, W FLEXIBLE ZONING, LAND PLANNING, AND CASH FLOW 

A. "A Lot More Than Just an Ordinance: The __ 
Breckenridge Development Code," K. Wickersham, | 
Jv.e, URBAN LAND, Jan. 1979, pp. 9-13. Mimeo 

B. “Density, Impact Zoning Model," L. L. Wolffe, 
DENSITY'S FIVE PERSPECTIVES, pp. 26-31. Mimeo 

C. "Inclusionary Zoning: A Workable Option for 
Affordable Housing?"* B. Taylor, URBAN LAND, 
March 1981, pp. 6-12. Mimeo
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D. “Here's a New Systam for Figuring Project 
Feasibility,” HOUSE AND HOME, Oct. 1973. Mimeo 

Z. “Computers in Land Use Planning," URBAN LAND - Mimeo 

| Quiz Sec. #13 PROBLEM NO. 6: FEASIBILITY MATRIX 

Now. 29, M PUBLIC MANIPULATION OF CASH FLOW: THE COMMERCIAL PROCESS 

A. Chap. 3, "Financial Obstacles to Energy Conservation” Mimeo 

B. "feonoewmiecs of Building Design,” Resaliea Ruegg, 
& Harold Marshall, SOLAR AGE, July 1981 Mimeo 

C.. Chap. 6, "Coping with the Risks of Commercial 
| Development," Helprin, WONDERFUL WORLD OF REAL 

ESTATE | Mimeo 

D. "Developing an Office Building” Mimeo 

Dec. 1, W PUBLIC MANIPULATION OF CASH FLOW: THE EMPLOYMENT PROCESS 

A. "Richmond, California: <A Case Study in Economic 
Development,” L. Burris, URBAN LAND, May 1980, 
PP. J-17 Mimeo 

Be "A Developer's Guida to Urban Development Action 
Grants," E. Stevenson, REAL ESTATE REVIEW, 
Winter, 1981, pp. 80-86. | Mimeo 

C. Tax Incremental Financing in Wisconsiz: 
A History and Analysis,” 3. Paul, June, 1980. Mimeo 

Quiz Sec. #14 ASSTSTANCE WITH PEASTSILITY RATIOS 

Dec. S, M THE BUSINESS OF BUILDING NEW TCWNS 

A. "The First (and Last?) Meeting of the Regional 
New Towns Committee," J, A. Clapp, CITY, Winter 
1971, pp. 42-27 Mimeo 

B. Chap. 10, "Columbia: The $50-Million Gamble,” 
| COLUMBIA AND THE NEW CITIES, pp. 224-276. Mimeo 

Dec. 3, THE BUSINESS OF REBUILDING OLD TOWNS 

Ae “Philadelphia is Turning Old Town into New Town," 
Je Bryan, JOURNAL OF HOUSING, 1972, pp. 231-235. Mimeo 

B. ‘New Towns In-Town: Why a Fedaral Program 
Failed," M. Derthick, Washington, D.C. The 

Urban Institute, 1972, Chaps. 1 & &. Mineo 

Quiz Sec. #15 REVIEW FOR FINAL EXAM 

FINAL EXAM |



THE REAL ESTATE PROCESS 
Business 550/705 

Spring Semester, 1987 Professor J. Graaskamp 

I. Course Materials: 

A. Textbook: Modern Real Estate, 2nd Ed., Mike Miles and Charles 
Wurtzebach, John Wiley & Sons, New York, 1984, 677 pp. Available at : 
the University Book Store and Brown's Book Store. 

B. Mimeo materials packet: Available at Bob's Copy Shop, 1314 W. Johnson 
(in the Randall Tower across from Union South). 

C. Lecture outlines and handouts: Will be distributed throughout the 
semester -- a course fee will be charged to cover xeroxing costs. 

II. Problem Sets: 

Six problem sets are assigned to simulate sequential financial feasibility 
analysis. The first two problems sets are applications of land use 
ordinances and the building codes; the next two problem sets provide a 
review of present value concepts and an introduction to thefr use in real 
estate analysis; problem set #5 is an after-tax cash flow exercise; and 
problem set #6 involves financial ratio analysis using MRCAP, the Real 
Estate Department's computerized after-tax cash flow model. 

III. Grading: 

Grading components: Midterm Exam I 100 points 
Midterm Exam II 100 points 

| Final Exam 200 points 
Problems 1-6 (50 pts. ea.) 300 points 

700 points 

Grades will be established to reflect the modes of the distribution of 
. cumulative point totals at the end of the course. Each exam will have four 

or five parts to emphasize lectures, textbook, mimeo readings, problem set 
exercises and questions submitted by teaching assistants. 

IV. Discussion Sections: 

Each discussion section session will be 75 minutes long and will be used to 
teach technical computations and procedures and to clarify definitions or 
implications of assigned readings and lectures. Each teaching assistant 
will have complete responsibility for receiving assignments and maintaining 
records for student grades, attendance, etc., and will be consulted for 
borderline grade determinations. Office hours will be announced in class.



-2- 

THE REAL ESTATE PROCESS 
Business 550/705 

Lecture Topic Schedule -- Spring 1987 

Date Topic 

INTRODUCTION 
Jan. 21, W Introduction to the Real Estate Process: A Framework for Land 

Use Decisions 
Jan. 26, M Introduction (continued) 

SITE ANALYSIS 
Jan. 28, W Physical and Legal-Political Attributes 
Feb. 2, M Linkage, Dynamic, and Environmental Attributes 

URBAN ANALYSIS 
Feb. 4, W Historical City Forms and Functions 
Feb. 9, M Spatial and Locational Concepts of Urbanization 
Feb. ll, W Fconomic Base Analysis 
Feb. 16, M Real Estate and Social Disorganization 

Feb. 18, W ***k MIDTERM EXAM I *** 

SPACE CONSUMER GROUP | 
Feb. 23, M Real Estate Market Segmentation 
Feb. 25, W The Consumer Cash Flow Constraint 

PUBLIC INFRASTRUCTURE GROUP 
March 2, M The Public Infrastructure and the Real Estate Tax 
March 4, W Land Use Patterns and Public Infrastructure Solvency 

SPACE FINANCE GROUP 
March 9, M Real Estate Finance: The Mortgage 
March 11, W Real Estate Finance: The Institutions 
March 23, M Real Estate and the Federal Income Tax 
March 25, W Real Estate and the Federal Income Tax (continued) 
March 30, M Principles of Real Estate Risk Management 

April 1, W «kk MIDTERM EXAM II *** 

PUBLIC POLICY ISSUES 
April 6, M Limitations of Local Land Use Controls 
April 8, W Evaluation of Federal and State Land Use Controls 
April 13, M Consumer Protection and Land Use 
April 15, W Fiscal Impact of New Development 
April 20, M Public Sector Reallocation of Cash Flows 

CASE STUDIES 
April 22, W The Business of Building New Towns 
April 27, M The Business of Building New Towns (continued) 
April 29, W The Business of Rebuilding Old Towns I 
May 4, M The Business of Rebuilding Old Towns II 
May 6, W Review 

*** FINAL EXAM as scheduled during Final Exams Week ***
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THE REAL ESTATE PROCESS 
Business 550/705 

Discussion Section Schedule -- Spring 1987 

Week Topic 

Jan. 20 - 23 Orientation 

Jan. 26 - 30 Legal Description and the Recording of Data 

Feb. 2 - 6 Introduction to Land Use Controls and Site Size Requirements 

Feb. 9 - 13 Definition of Building Envelopes 

Feb. 16 - 20 Six Functions of a Dollar 

Feb. 23 ~ 27 Present Value Equations 

March 2 - 6 Real Estate Mathematics 

March 9 - 13 Frontdoor/Backdoor Analysis 

March 23 - 27 Calculation of Depreciation and Taxes Due on Sale 

March 30-April 3  After-Tax Discounted Cash Flow Analysis 

April 6 - 10 Financial Ratio Analysis 

April 13 - 17 Computerized Real Estate Analysis 

April 20 - 24 Profit Centers in Real Estate Development 

April 27 - May 1 Public Sector Financing Mechanisms 

May 4 - 8 Review Session
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THE REAL ESTATE PROCESS 
Business 550/705 

Reading Assignments 

Date Readings Source 

Jan. 21, W INTRODUCTION TO THE REAL ESTATE PROCESS: A 
FRAMEWORK FOR LAND USE DECISIONS 
A. Chap. 1, Modern Real Estate. Text 

Jan. 26, M INTRODUCTION (continued) 
A. Graaskamp, J. Fundamentals of Real Estate Mimeo 

Development, ULI, 1981, pp. I-IT. 
B. Chap. 25, Modern Real Estate Text 

Jan. 28, W PHYSICAL ATTRIBUTES 
A. Lynch, K. "Analyzing a Locality," Chap. 2 of Mimeo 

Site Planning, 2nd Ed., 1971, pp. 9-24. 

LEGAL-POLITICAL ATTRIBUTES 
A. Chaps. 4 and 5, Modern Real Estate Text 
B. Jaffe, A. and C. Sirmans. "The Evolving Mimeo 

Economics of Property Rights," Chap. 7 of 
Real Estate Investment Decision-Making, 
1982, pp. 134-163. 

Feb. 2, M LINKAGE, DYNAMIC, AND ENVIRONMENTAL ATTRIBUTES 

_ A. Ratcliff, R. "The Locational Basis of Real Mimeo 
“.. - Estate Value," Chap. 4 of Real Estate Analysis, 

1961, pp. 62-80. 
B. Ruchelman, L. "World Trade Center Impacts,” Mimeo 

Chap. 5 of World Trade Center, 1977, pp. 113-140. 
C. Henry, D. "Novel Idea for Trade Center," Mimeo 

New York Times, July 13, 1983, p. 37. 

Feb. 4, W HISTORICAL CITY FORMS AND FUNCTIONS 
A. Gideon, A. "The Dawn of Urbanization,” Mimeo 
Chap. 1 of The Urban Pattern, pp. 3-11. 

B. Gideon, A. “The Classical City," Chap. 2 Mimeo 
~ of The Urban Pattern, pp. 12-32. 
C. Chermayeff, S. and C. Alexander. "The Dissolving Mimeo 

City,” Chap. 3 of Community and Privacy, 1963, 
pp. 54-61. 

D. Hurtt, Steven. “The American Continental Grid: Mimeo 
Form and Meaning," Threshold, Fall 1983, 
pp. 32-40. 

Feb. 9, M SPATIAL AND LOCATIONAL CONCEPTS OF URBANIZATION 
A. Chap. 3, Modern Real Estate Text 
B. Ellson, R. "Another Perspective on Growth _ Mimeo 

Management," Urban Land, Jan. 1979, pp. 3-8.
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Date Readings | Source 

Feb. ll, W ECONOMIC BASE ANALYSIS 
A. Chap. 2, Modern Real Estate Text 
B. Peterson, E. “Interview with San Antonio's Mimeo 

Mayor Henry Cisneros," Business Facilities, 
July/August 1983, pp. 21-23, 71. 

C. Rice, J. and J. Roet. “Spotlight on San Mimeo 
Antonio," Urban Land, March 1984, pp. 2-7. 

Feb. 16, M REAL ESTATE AND SOCIAL DISORGANI ZATION 
A. Chermayeff, S. and C. Alexander. "Anatomy of Mimeo 

Urbanism," Chap. 9 of Community and Privacy, 
1963, pp. 124-138. 

B. Batterman, L. “Alternatives to Fear," Mimeo 
Progressive Architecture, October 1972. 

Feb. 18, W *kk MIDTERM EXAM I *** 

Feb. 23, M REAL ESTATE MARKET SEGMENTATION 
A. Graaskamp, J. Fundamentals of Real Estate Mimeo 

Development ULI, 1981, pp. 23-30. | 
B. McMahan, J. "Residential Land Uses," Chap. 7 Mimeo 

of Property Development, 1976, pp. 131-151. 

Feb. 25, W THE CONSUMER CASH FLOW CONSTRAINT 
A. Review Exhibits 2 and 3 in Graaskamp's Mimeo 

Fundamentals of Real Estate Development 

March 2, M THE PUBLIC INFRASTRUCTURE & THE REAL ESTATE TAX 
A. "The Property Tax: What's Wrong with [t?" Mimeo 

Part II of State and Local Tax Revolt: New 
Directions for the '80s, pp. 16-33. 

B. pp. 376-379 of Chap. 16, Modern Real Estate Text 

March 4, W LAND USE PATTERNS AND PUBLIC INFRASTRUCTURE SOLVENCY 
A. "Taxes and Land Use,“ Part V of State and Local Mimeo 

Tax Revolt: New Directions for the '80s, 
pp. 146-170. 

B. Rosner, M. and R. Barrows. “Who Pays for the Mimeo 
Wild Rivers?", January 1976, 7 pp. 

March 9, M REAL ESTATE FINANCE: THE MORTGAGE 
A. Chap. 13, Modern Real Estate Text 

March ll, W REAL ESTATE FINANCE: THE INSTITUTIONS . 
A. Chaps. 15 and 22, Modern Real Estate Text 

March 23, M REAL ESTATE AND THE FEDERAL INCOME TAX 
A. Chap. 16, Modern Real Estate Text 

March 25, W REAL ESTATE AND THE FEDERAL INCOME TAX (continued) 
A. Chaps. 17 and 18, Modern Real Estate | Text
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Date Readings Source 

March 30, M PRINCIPLES OF REAL ESTATE RISK MANAGEMENT 
A. Graaskamp, J. Fundamentals of Real Estate Mimeo 

Development, ULI, 1981, pp. I1-23. 

April 1, W wkek MIDTERM EXAM II *** 

April 6, M LIMITATIONS OF LOCAL LAND USE CONTROLS 
A. Shirvani, Hamid. “Implementation: Legal Mimeo 

Mechanisms,"Chap. 9 of The Urban Design 
Process, 1985, pp. 167-184. 

B. Popper, F. “What's the Hidden Factor in Land Mimeo 
Use Regulation," Urban Land, December 1978, 
pp. 4-6. 

C. Vitt, J. "Developing in a Cooperative Environ- Mimeo 
ment," Urban Land, November 1978, pp. 3-6. 

D. Nahas, R. and N. Eskind. "Developing in a Hos- Mimeo 
tile Environment," Urban Land, November 1978, 
pp. 7-10. : 

F. CEEED. “Zoning: The Anachronism," 14 pp. Mimeo 

April 8, W EVALUATION OF FEDERAL AND STATE LAND USE CONTROLS 
A. Porter, 0D. “Government Policies, Programs, Mimeo 

and Regulations Affecting Development," 
Chap. 27 of ... 

B. Chap. 26, Modern Real Estate Text 
C. Basile, R. “The States: Trends in Environ- Mimeo 

mental Management II," Environmental Comment, 
October 1977, pp. 3-7. 

D. Miles, M. and R. Mann. “Impact of Federal Pro- Mimeo 
grams on State Land Use Planning," pp. 33-43. 

Apri? 13, M CONSUMER PROTECTION AND LAND USE 
A. “Raising Housing Costs by Environmental Politics," Mimeo 

Chap. 4 of The Environmental Hustler, pp. 52-59. 
B. “Environmental Merit Doesn't Win Votes," Chap. 6 Mimeo 

of The Environmental Hustler, pp. 71-93. 
C. Taylor, B. “Inclusionary Zoning: A Workable Mimeo 

Option for Affordable Housing?", Urban Land, 
March 1981, pp. 6-12. 

0. Wolfe, L. “A Density Impact Zoning Model," Mimeo 
in Density's Five Perspectives, pp. 26, 28-31. . 

E. Raymond, G. "Structuring the Implementation Mimeo 
of Transferable Development Rights," Urban 
Land, August 1981, pp. 19-25. 

F. Castonis, J. "The Costs of Production," Mimeo 
Forum, Jan./Feb. 1974, pp. 61-67.
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Date Readings Source 

April 15, W FISCAL IMPACT OF NEW DEVELOPMENT 
| A. Helprin. "Coping with the Risks of Commercial Mimeo 

Development," Chap. 6 of Wonderful World of 
Real Estate, pp. 51-61. 

B. "Characteristics of Private Development Mimeo 
Projects," Chap. II of ..., pp. 9-21. 

C. "The Development Process," Chap. III of Mimeo 
aeegs pp. 23-30. 

D. Three articles on the use of computers in land Mimeo 
use planning, Environmental Comment, October 
1981, pp. 4-14. 

E. "Financial Obstacles to Energy Conservation," Mimeo 
Chap. 3 of ..., pp. 25-34. 

B. “Energy-conscious Architectural Design," Mimeo 
Chap.4 of . . ., pp. 35-45. 

C. Ruegg, R. and H. Marshall. “Economics of Mimeo 
Building Design," Solar Age, July 1981, 
pp. 22-25. 

April 20, M PUBLIC SECTOR REALLOCATION OF CASH FLOWS 
A. Shirvani, Hamid. “Implementation: Financial Mimeo 

Mechanisms,” Chap. 10 of The Urban Design 
Process, 1985, pp. 185-202. 

B. Paul, R. “Tax Incremental Financing in Wis- Mimeo 
consin: A History and Analysis," June 1980, 

22 pp. . 
C. Stevenson, E. "A Developer's Guide to Urban Mimeo 

Development Action Grants," Real Estate Review, 
Winter 1981, pp. 80-86. 

D. Witherspoon, R. "“Codevetopment: City Mimeo 
Rebuilding by Business and Government," ULI, 
1982, pp. 5-48. 

April 22, W THE BUSINESS OF BUILDING NEW TOWNS 
A. "Columbia: The $50-Million Gamble," in Mimeo 

Columbia and the New Cities, pp. 224-276. 

April 27, M THE BUSINESS OF BUILDING NEW TOWNS (continued) 

April 29, W THE BUSINESS OF REBUILDING OLD TOWNS I 
A. Stellar, dr., J. D. “A MXD Fakes Off: Balti- Mimeo 

more's Inner Harbor," Urban Land, March 1982, 
pp. 10-19. 

May 4, M THE BUSINESS OF REBUILDING OLD TOWNS II 

May 6, W Review 

wkk FINAL EXAM -- as scheduled during Final Exams Week ***
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DISCUSSION SECTION READING ASSIGNMENTS 

Date Readings Source 

Jan. 20 - 23 ORIENTATION 
A. Graaskamp, J. Fundamentals of Real Estate Mimeo 

Development, ULI, 1981, pp. I-I1. 

Jan. 26 - 30 LEGAL DESCRIPTIONS AND RECORDING OF DATA 
A. Greer, G. and M. Farrell. "Real Estate Mimeo 

Descriptions and Property Records," Chap. 8 
of Contemporary Real Estate: Theory and 
Practice, 1983, pp. 131-145. 

Feb. 2 - 6 INTRODUCTION TO LAND USE CONTROLS AND SITE SIZE 
REQUIREMENTS 
A. "Zoning, Subdivision Approval, Restrictive Mimeo 

Covenants, and Other Land Use Controls," 
Chap. 12 of ... 

B. Stern, R. “Determining a Building's Site Mimeo 
Size Requirement," Urban Land, May 1981, 
pp. 12-15. *** BRING TO CLASS *** 

Problem set #1 will be distributed and will be due at the 
beginning of lecture on Monday, February 9. 

Feb. 9 - 13 DEFINITION OF BUILDING ENVELOPES 
A. Madison Zoning Code Excerpts Mimeo 

kek BRING TO CLASS *** | : 
Problem set #2 will be distributed and will be due at the 
beginning of lecture on Monday, February 23. 

Feb. 16 - 20 SIX FUNCTIONS OF A DOLLAR 
A. Mimeo on present value concepts. Mimeo 

**kk BRING TO CLASS** 
B. Chap. 14, Modern Real Estate Text 

Feb. 23 - 27 PRESENT VALUE EQUATIONS 
A. Mimeo on present value concepts (continued) Mimeo 

**k BRING TO CLASS *** 

March 2 - 6 REAL ESTATE MATHEMATICS 
A. Review mimeo on prsent value concepts Mimeo 

*kk BRING TO CLASS *** , 
Problem set #3 will be distributed and will be due at the 
beginning of lecture on Monday, March 23. 

March 9 - 13 FRONTDOOR/BACKDOOR ANALYSIS 
A. Robbins, M. "“Frontdoor/Backdoor: A Preliminary Mimeo 

Risk Analysis Methodology," (read first 11 pages) 
Problem set #4 will be distributed and will be due at the 
beginning of lecture on Monday, March 30.
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Date Readings Source 

March 23 - 27 CALCULATION OF DEPRECIATION AND TAXES DUE ON SALE 
A. Chaps. 19 and 20, Modern Real Estate Text 
b. Review Chap. 17, Modern Real Estate Text 

March 30 - AFTER-TAX DISCOUNTED CASH FLOW ANALYSIS 
April 3 A. Review Chaps. 19 and 20, Modern Real Estate. Text 

Problem set #5 will be distributed and will be due at the 
beginning of lecture on Monday, April! 13. 

April 6 - 10 FINANCIAL RATIO ANALYSIS 

April 13 - 17 COMPUTERIZED REAL ESTATE ANALYSIS 
Problem set #6 will be distributed and will be due at the 
beginning of lecture on Monday, April 27. 

April 20 - 24 PROFIT CENTERS IN REAL ESTATE DEVELOPMENT 
A. Chaps. 23 and 24, Modern Real Estate. Text 
B. Davidson-Powers, C. "One Magnificent Mile," Mimeo 

Inland Architect, May-June 1984, pp. 25-29. 
***k BRING TO CLASS *** 

April 27 - PUBLIC SECTOR FINANCING MECHANISMS 
May l A. Review articles assigned for April 20. Mimeo 

B. Dowall, D. “Applying Real Estate Financial 
Analysis to Planning and Development Control," 

| APA Journal, Winter 1985, pp. 84-94. 
*** BRING TO CLASS *** 

May 4 - 8 REVIEW SESSION



THE REAL ESTATE PROCESS 

" Business 350/705 

Fall Semester, 1987 Professor J. Graaskamp 

I. COURSE MATERIALS 

A. Textbook: Modern Real Estate, Srd Edition, Charles H. 

Wurtzebach and Mike E. Miles. New York: John Wiley & 

Sons, 1987. 

B. Reading Packets: Available at Bob’s Copy Shop, 1314 W. Johnson 

(in the Randall Tower across from Union South). 

C., Class handouts will be distributed throughout the semester 

and a course fee will be charged to cover copying costs. 

II. PROBLEM SETS 

A. Six problem sets will be assigned during the semester. 

The problem sets are designed to increase each student’s 

awareness and understanding of real estate analysis and 

decision-making. 

B. Problem sets are due at the beginning of class on the 

assigned due dates. Late problem sets will forfeit 10 points 

automatically and will only be accepted during the next 24 

hours. 

C. Most of the potential points that can be earned on each 

problem set are awarded for a clear, organized presentation 

of all of the steps taken to arrive at the correct solution. 

It is essential that all work is shown -- each student is 

attempting to convince the instructor that he or she has 

mastered the material covered by the problem set and can 

explain the process clearly to someone less knowledgeable. 

ITI. GRADING 

Grading Components: | 

Midterm Exam I 100 points 

Midterm Exam Il 100 points 

Final Exam 200 points 

Problem Sets 1-6 (350 points each) 300 points 

Total Course 700 points



Lecture Topic Schedule -- Fall 1987 

Date Topic 

INTRODUCTION 

Sept. ce; W Introduction to the Real Estate Process: A 

Framework for Land Use Decisions 

Sept. 9, W Introduction (continued) 

SITE ANALYSIS 

Sept. 14, M Physical and Legal-Political Attributes 

Sept. 165 W Linkage, Dynamic, and Environmental Attributes 

URBAN ANALYSIS 

Sept. el, M Historical City Forms and Functions 

Sept. 23, WwW Spatial and Locational Concepts of Urbanization 

Sept. 28, M Economic Base Analysis 

Sept. 30, WwW Real Estate and Social Disorganization 

SPACE CONSUMER GROUP 

Oct. Os M Real Estate Market Segmentation 

Oct. 73 W The Consumer Cash Flow Constraint 

Oct. 12, M K##¥#*#* MIDTERM EXAM IT xR 

Oct. 14, W The Public Infrastructure and the Real Estate Tax 

PUBLIC INFRASTRUCTURE GROUP 

Oct. i9, M Real Estate Tax (cont.) 

Oct. 21, W Land Use and Public Infrastructure Solvency 

SPACE FINANCE GROUP 

Oct. 2&6, M Real Estate Finance: The Mortgage 

Oct. 28, W Real Estate Finance: The Institutions 

Nov. Cc, M Real Estate and the Federal Income Tax 

Nov. G4, W Real Estate and the Federal Income Tax (coant.) 

Nov. 9, M Principles of Real Estate Risk Management 

Nov. ll, W Principles of Real Estate Risk Management (cont.) 

Nov. 16, M *##*¥%* MIDTERM EXAM ITI **x** 

PUBLIC POLICY ISSUES 

Nov. i8, W Limitations of Local Land Use Control 

Nov. @3, M Evaluation of Federal and State Land Use Controls 

Nov. 2355 W Consumer Protection and Land Use 

Nov. 30, M Fiscal Impact of New Development 

Dec. Cy W Public Sector Reallocation of Cash Flows 

CASE STUDIES 

Dec. 7s M The Business of Building New Towns 

Dec. 9; W The Business of Building New Towns (cont.) 

Dec. i4, M The Business of Rebuilding Old Towns 

*#ee% FINAL EXAM as scheduled during Final Exams Week «%***



READING ASSIGNMENTS 

Date Readings Source 

Sept. @; W INTRODUCTION TO THE REAL ESTATE PROCESS: A 

FRAMEWORK FOR LAND USE DECISIONS 

A. Chapter 1 Text 

Sept. 9, W INTRODUCTION (cont.) 

A. Graaskamp,s J. Eundamentals of Real Estate 

Development, ULI, 1981, pp. 1 - 11. Mimeo 
B. Chapter 235 Text 

C. Boykin; James H. "Why Real Estate Projects 

Fail," Real Estate Reviews Spring 1985; 

pp. 88 - 91. Mimeo 

Sept. 14, M PHYSICAL ATTRIBUTES 

A. Lynchs K. "Analyzing a Locality,” Chapter e of 

Site Planning, end Ed., 1971, pp. 9 - 24. Mimeo 

B. Brogden, Felicity. "The Spatial Environment: 

Natural Elements;" part of "Site Planning and 

Design,” Chapter 6 of Introduction to 

Architecture, James C. Synder and Anthony J. 

Catanese, eds. New York: McGraw-Hill Company 

1979; pp. 131 - 139. Mimeo 

| EGAL-POLITICAL ATTRIBUTES 

A. Chapters 4 and 53 Text 

B. Gallion, Arthur B. and Simon Eisner. "The Basis 

of Planning," Chapter 17 of The Urban Pattern: 

City Pianning and Design, Sth Ed. New York: 

Van Nostrand Reinhold Company, 1986; 

pp. efi - e43. Mimeo 

Sept. 16, W LINKAGE, DYNAMIC, AND ENVIRONMENTAL ATTRIBUTES 
A. Ratcliff, R. "The Locational Basis of Real 

Estate Values," Chapter 4 of Real Estate 

Analysis, 1961, pp. 6e - BO. Mimeo 

B. Healys Kevin J. "Developing the Right Approaach 

to Environmental Review Problems," 

Real Estate Review, Spring 1986, pp. 75 - 78. Mimeo 

Sept. 21, M HISTORICAL CITY FORMS AND FUNCTIONS 

A. Gallion, Arthur B. and Simon Eisner. "Colonial 

Expansion: America," Chapter 6 of The Urban 

Pattern: City Planning and Design, Sth Ed.;, 

New York: Van Nostrand Reinhold Company; 

1986, pp. 530 - 5G. Mimeo 

B. Bender, Thomas. "The American City: What 

Shaped Its Development?" Cities: The Forces 

That Shape Them, Lisa Taylor Ed., New York: 

Rizzoli International Publications, Inc. 

1982, pp. SO - Se. Mimeo 

Sept. 23, W SPATIAL AND LOCATIONAL CONCEPTS OF URBANIZATION 

&. Chapters 2 and 3 Text



Sept. 2B, M ECONOMIC BASE ANALYSIS 

A. Chapter e2 Text 

B. Peterson, E. “Interview with San Antonio’s 
Mayor Henry Cisneros," Business Facilities, 

July/August 1983, pp. 21 - e3;s Vil. Mimeo 

C. Rice, J. and J. Roef. "Spotlight on San 

Antonio," Urban Land, March 19°84, pp. 2 - 7. Mimeo 

Sept. 30, W REAL ESTATE AND SOCIAL DISORGANIZATION 

A. Chermayeff, S. and C. Alexander. “Anatomy 

of Urbanism," Chapter 9 of Community and 

Privacy, 1963, pp. 1e4 —- 138. Mimeo 

B. Batterman, L. "Alternatives to Fear," 

Progressive Architecture, October 197e. Mimeo 

Oct. 5> M REAL ESTATE MARKET SEGMENTATION 

A. Graaskamp, J. Fundamentals of Real Estate 

Development, ULI, 1981; pp. 2&3 - 30. Mimeo 

B. McMahans J. "Residential Land Uses," Chap. 7 

of Property Development, 1976; pp. 131-151. Mimeo 

Oct. 75 W THE CONSUMER CASH FLOW CONSTRAINT 

A. Review Exhibits e@ and 3 in Graaskamp’s 

Fundamentals of Real Estate Development Mimeo 

Oct. le, M EXAM ] 

Oct. 14, W THE PUBLIC INFRASTRUCTURE AND THE REAL ESTATE TAX 

Oct. 19, M PUBLIC INFRASTRUCTURE AND THE REAL ESTATE TAX (caont.) 

A. Pp. 439 - 443 of Chapter 16 Text 

B. Part II of State and Local Tax Revolt: New 

Directions for the 80’s; pp. 16 - 33. Mimeo 

Oct. 21, W LAND USE AND PUBLIC INFRASTRUCTURE SOLVENCY 

A. Part V of State and Local Tax Revolt: New 

Directions for the 80’s;s pp. 146 - 148. Mimeo 

B. Odell, Rice. "Can We Afford To Maintain Our 

Urban Infrastructure?" Urban Land, January 

i982, pp. 3 - 8. Mimeo 

C. Development Trends 1987, the Urban Land 

Institute, 1987, pp. 20 -~- 2s. Mimeo 

Oct. 26, M REAL ESTATE FINANCE: THE MORTGAGE 

A. Chapter 13 Text 

Oct. 28, W REAL ESTATE FINANCE: THE INSTITUTIONS 

A. Chapters ie, 15, and ee Text 

B. Flick, Frederick. "Real Estate Finance Blazes 

New Trails," Real Estate Today, April 1987, 

pp. ee - e6é. Mimeo



Nov. eC, M REAL ESTATE AND THE FEDERAL INCOME TAX 

A. Chapters 16, 17, and 18 Text 

Nov. 4, W REAL ESTATE AND THE FEDERAL INCOME TAX (cont.) 

&. Schwartz, Sheldon. "Real Estate and the 

Tax Reform Act of 1986," Real Estate Review, 

Winter 1987, pp. @e8 - 3é&. Mimeo 

Nov. 9, M PRINCIPLES OF REAL ESTATE RISK MANAGEMENT 

A. Graaskamp,s J. Eundamentals of Real Estate 

Development, ULI, 1981, pp. 11 - 23. Mimeo 

B. Chapter el Text 

C. Hornick, Peter. "Applications of Portfolio 

Theory to Real Estate,” Real Estate Review, 

Summer 1983, pp. 88 - 9e. Mimeo 

D. Development Trends 1987, the Urban Land 

Institute, 1987, pp. 8 and 9. Mimeo 

Nov. 11, W PRINCIPLES OF REAL ESTATE RISK MANAGEMENT (cont.) 

A. Switzer, Michael H. "Using Due Diligence 

in Shopping Center Purchases," Real 

Estate Review, Fall 1986, pp. 88 ~ Qe. Mimeo 

B. Van Lieshout; John M. "Breaking the Bank: 

Liability Under Superfund," Real Estate 

Reviews Fall 1986, pp. Si - 535. Mimeo 

C. Forte, Joseph. "A Lender’s Guide to 

Environmental Liability Risk Management," 

Mortgage Bankings May 1987, pp. 33, 35 - 56, 

09 ~ 60. Mimeo 

Nov. 164, M EXAM TI 

Nov. 18, W LIMITATIONS OF LOCAL LAND USE CONTROLS 

A. Chapter 26 Text 

B. Shirvani, Hamid. “Implementation: Legal 

Mechanisms," Chapter 9 of The Urban Design 

Process, 1985, pp. 167 - 184. Mimeo 

C. Poppers Frank J. "What’s the Hidden Factor 

in Land Use Regulations?" Urban Land, 

December 1978, pp. 4 - 6. Mimeo 

D. Vitt, Joseph E. “Developing in a Cooperative 

Environment," Urban Land, November 1978; 

pp. 3 - 6. Mimeo 

E. Nahas; Ronald C. and Neil Eskind. "Developing 

in a Hostile Environment," Urban Land, 

November 1978, pp. 7 - 10. Mimeo 

Nov. 23; M EVALUATION OF FEDERAL AND STATE LAND USE CONTROLS 

A. Miless M. and R. Mann. "Impact of Federal Programs 

on State Land Use Planning," pp. 33 - 43. Mimeo 

B. Development Trends 1987, the Urban Land 

Institute, 1987, pp. 13 - 19. Mimeo



Nov. 25, W CONSUMER PROTECTION AND LAND USE 

A. “Environmental Merit Doesn’t Win Votes," 

Chapter & of The Environmental Hustler, 

pp. Se - 39. Mimeo 

B. Wolfe, L. "A Density Impact Zoning Model," in 

Density’s Five Perspectives, pp. 26, 28 - 31. Mimeo 

C. Raymond, G. "Structuring the Implementation of 

Transferable Development Rights," Urban Land, 

August 1981, pp. 19 - ed. Mimeo 

Nov. 30; M FISCAL IMPACT OF NEW DEVELOPMENT 

A. "Characteristics of Private Development Projects," 

Chapter 11 of ...-s pp. 9 - @l1. Mimeo 

B. Rahenkamp, J. and R. Goodwin, "Computer-Based 

Project Feasibility Analysis," EC, October, 

1981, pp. 8 - 11. Mimec 

C. “Financial Obstacles to Energy Conservation," 

Chapter 3 of ...5 pp. 35 - 4S. Mimeo 

D. Rueggs R. and H. Marshall. "Economics of 

Building Design," Solar Ages July 1981; 

pp. ee - 2d. Mimeo 

Dec. C2, W PUBLIC SECTOR REALLOCATION OF CASH FLOWS 

A. Carmack, Paulas "Joint Public/Private 

Ventures," Real Estate Review, Fall 1985, 

pp. 62 - 6&5. Mimeo 

B. Portnoy, lan and Bradford Perkins. "Developing 

With a Public Agency Partner." Real Estate 

Reviews Spring 1985, pp. 75S - 79. Mimeo 

C. Witherspoon,s R. "Codevelopment: City 

Rebuilding by Business and Government,” ULI, 

19B8e, pp. 3-48. Mimeo 

D. Development Trends 1987, the Urban Land 

Institute, 1987, pp. 10 and 11 Mimeo 

Dec. 75 M THE BUSINESS OF BUILDING NEW TOWNS 

A. “Columbia: The $350-Million Gamble," 

in Columbia and the New Cities, 

pp. £24 - 2&76. Mimeo 

B. Grubisisch, T. and McCandless, FP. Reston 

The First Twenty Years, Reston Publishing 

Companys, Inc. Reston Virginia, 1985. Mimeo 

Dec. GS, W THE BUSINESS OF BUILDING NEW TOWNS (cont.) 

Dec. 14, M THE BUSINESS OF REBUILDING OLD TOWNS 

A. Stellar, Jr. "A MXD Takes Off: Baltimore’s 

Inner Harbor," Urban Land, March 1982e, 

pp. 10 - 19. Mimeo 

B. Kirschbraun,s Thomas C. and Peter J. Denitz. 

“Back to the Future Retail Redevelopment in 

Older Neighborhoods," Urban Lands March 1986, 

pp. 2 - 3. Mimeo 

C. Barness W. Anderson. "Ghirardelli Square 

Keeping a First First," Urban Land, May i986, 

pp. 6 - 10. Mimeo 

HHH KEK FINAL EXAM as scheduled during Final Exams Week **#%*#**



THE REAL ESTATE PROCESS 
Business 550/705 

Discussion Section Schedule -- Fall 1987 

Week Topic 

Sept. 7 - 11 Drientation and Legal Descriptions 

Sept. 14 - 18 The Recording of Data 

Sept. 21 - 2&5 Introduction to Land Use Controls and 

Site Size Requirements 

Sept. 28 - Oct. @ Definition of Building Envelopes 

Oct. S- F Six Functions of a Dollar 

Oct. ie - 16 Time Value of Money Equations 

Oct. 19 - 23 Time Value of Money Cont. 

Oct. 26 - 3d Frontdoor / Backdoor Analysis 

Nov. 2 - 6 Frontdoor / Backdcor Analysis Cont. 

Nov. 9 - 13 After-Tax Discounted Cash Flow Analysis 

Nov. 16 - 2&0 After-Tax Discounted Cash Flow Analysis Cont. 

Nov. 23 - 2&7 Financial Ratio Analysis 

Nov. 30 - Dec. 4 Computerized Real Estate Analysis 

Dec. 7 - 11 Review



DISCUSSION SECTION READING ASSIGNMENTS 

Date Readings Source 

Sept. 7 -~- 11 ORIENTATION AND LEGAL DESCRIPTIONS 

A. Graaskamp, J. Fundamentals of Real Estate 

Development, ULI, 1981, pp. 1 - 11. Mimeo 
B. Chapters 4 and 5 Text 

Sept. 14 ~ 18 THE RECORDING OF DATA 

A. Continue readings from previous week 

PS #1 will be distributed and will be due 

at the beginning of lecture on Sept. 28 

Sept. 21 - 25 INTRODUCTION TQ LAND USE CONTROLS AND 

SITE SIZE REQUIREMENTS 

A. Stern, R. "Determining a Building’s 

Site Size Requirement,” Urban Land, 

May 1981; pp. ie - 15. Mimeo 

B. Carlini, James. "Measuring a Building’s 

IQ," Real Estate Review, Fall 1985, 

pp. 87 - 90. Mimeo 

Sept. 28 ~- Oct. ec DEFINITIONS OF BUILDING ENVELOPES 

A. Madison Zoning Code Excerpts Mimeo 

PS #2 will be distributed and will be due 

at the beginning of lecture on Qct. 7 

Oct. S- 9 SIX FUNCTIONS OF A DOLLAR 

A. Mimeo in the reading packet Mimeo 

B. Chapter 14 Text 

Oct. le - 16 TIME VALUE OF MONEY (TVM) EQUATIONS 

A. Mimeo on TVM concepts cont. Mimeo 

PS #3 will be distributed and will be due 

at the beginning of lecture on Oct. 2&6 

Oct. 19 - 23 TYVM CONTINUED 

A. Mimeo on TVM concepts cont. Mimeo 

Oct. 2&6 - 30 FRONTDOQOR/BACKDOOR ANALYSIS 

A. Robbins, M. "Frontdoor/Backdoor: @A 

Preliminary Risk Analysis Methodology." Mimeo 

PS #4 will be distributed and will be due 

at the beginning of lecture on Nov. 11 

Nov. @2@- 6 FRONTDOOR/BACKDDOGR ANALYSIS CONTINUED 

Nov. 9 - 183 AFTER-TAX DISCOUNTED CASH FLOW ANALYSIS 

A. Chapters 19 and 20 Text 

PS #5 will be distributed and will be due 

at the beginning of lecture on Dec. 2 

Nov. 16 - 20 ATCF CONTINUED 

Nov. 23 - 27 FINANCIAL RATIO ANALYSIS 

Nov. 30 - Dec. 4 COMPUTERIZED REAL ESTATE ANALYSIS 

PS #64 will be distributed and will be due 

at the beginning of lecture on Dec. 14 

Dec. P27 - 11 REVIEW



THE REAL ESTATE PROCESS 
Business 550/705 | 

Spring Semester, 1988 Professor J. Graaskamp 

I. COURSE MATERIALS 

A. Textbook: Modern Real Estate, 3rd Edition, Charles H. 

Wurtzebach and Mike E. Miles. New York: John Wiley & : 
Sons, 1987. 

B. Reading Packet: Available at Bob's Copy Shop, 1314 W. Johnson 

(in the Randall Tower across from Union South). 

C. Class handouts will be distributed throughout the semester 
and a course fee (not to exceed $7) will be charged to cover 
copying costs. 

II. PROBLEM SETS 

A. Six problem sets will be assigned during the semester. 

The problem sets are designed to increase each student's 

awareness and understanding of real estate analysis and 
decision-making. 

B. Problem sets are due at the beginning of class on the 

assigned due dates. Late problem sets will forfeit 10 points 

automatically and will only be accepted during the next 24 
hours. 

C. Most of the potential points that can be earned on each 

problem set are awarded for a clear, organized presentation 

of all of the steps taken to arrive at the correct solution. 

Tt is essential that all work is shown -- each student is 
attempting to convince the instructor that he or she has 
mastered the material covered by the problem set and can 

explain the process clearly to someone less knowledgeable. 

IIIT. GRADING 

Grading Components: 

Midterm Exam I 100 points 
Midterm Exam II 100 points 
Final Exam 200 points 
Problem Sets 1-6 (50 points each) 300 points 

Total Course 700 points



Lecture Topic Schedule -- Spring 1988 

Date Topic 

INTRODUCTION 

Jan. 20, W Introduction to the Real Estate Process: A 
Framework for Land Use Decisions 

Jan. 25, M Introduction (continued) 

SITE ANALYSIS | 
Jan. 27, W Physical and Legal-Political Attributes 
Feb. 1, M Linkage, Dynamic, and Environmental Attributes 

URBAN ANALYSIS 
Feb. 3, W Historical City Forms and Functions 
Feb. 8, M Spatial and Locational Concepts of Urbanization 
Feb. 10, W Economic Base Analysis 
Feb. 15, M Real Estate and Social Disorganization 

SPACE CONSUMER GROUP 
Feb. 17, W Real Estate Market Segmentation 

Feb. 22, M The Consumer Cash Flow Constraint 

Feb. 24, W *xx*kkK MIDTERM EXAM I **x* 

Feb. 29, M The Public Infrastructure and the Real Estate Tax 

PUBLIC INFRASTRUCTURE GROUP 

March 2, W Real Estate Tax (cont.) 

March 7, M Land Use and Public Infrastructure Solvency 

SPACE FINANCE GROUP 
March 9, W Real Estate Finance: The Mortgage 

Spring Break March 14 to March 18 

March 21, M Real Estate Finance: The Institutions 
March 23, W Real Estate and the Federal Income Tax 

March 28, M Real Estate and the Federal Income Tax {cont.) 
March 30, W Principles of Real Estate Risk Management 

April 4, M Principles of Real Estate Risk Management (cont.) 

April 6, W x*xkk*K MIDTERM EXAM IIT **** 

PUBLIC POLICY ISSUES 

April 11, M Limitations of Local Land Use Control 
April 13, W Evaluation of Federal and State Land Use Controls 

April 18, M Consumer Protection and Land Use 
April 20, W Fiscal Impact of New Development 
April 25, M Public Sector Reallocation of Cash Flows 

CASE STUDIES 
April 27, W The Business of Building New Towns 
May 2, M The Business of Building New Towns (cont.) 
May 5, W The Business of Rebuilding Old Towns 

**k*x* FINAL EXAM as scheduled during Final Exams Week ***x



READING ASSIGNMENTS 

Date Readings Source 

Jan. 20, W INTRODUCTION TO THE REAL ESTATE PROCESS: A 

FRAMEWORK FOR LAND USE DECISIONS 

A. Chapter 1 Text 

Jan. 25, M INTRODUCTION (cont.) 

A. Graaskamp, J. Fundamentals of Real Estate 

Development, ULI, 1981, pp. 1 - 11. Mimeo 
B. Chapter 25 Text 
C. Boykin, James H. "Why Real Estate Projects 

Fail," Real Estate Review, Spring 1985, 
pp. 88 - 91. Mimeo 

Jan. 27, W PHYSICAL ATTRIBUTES 

A. Lynch, K. “Analyzing a Locality," Chapter 2 of 
Site Planning, 2nd Ed., 1971, pp. 9 - 24. Mimeo 

B. Brogden, Felicity. "The Spatial Environment: 
Natural Elements," part of "Site Planning and 

Design," Chapter 6 of Introduction to 

Architecture, James C. Synder and Anthony Jd. 

Catanese, eds. New York: McGraw-Hill Company 
1979, pp. 131 - 139. Mimeo 

LEGAL-POLITICAL ATTRIBUTES 

A. Chapters 4 and 5 Text 

B. Gallion, Arthur B. and Simon Eisner. "The Basis 

of Planning," Chapter 17 of The Urban Pattern: 

City Planning and Design, 5th Ed. New York: 
Van Nostrand Reinhold Company, 1986, 

pp. 221 - 243. Mimeo 

Feb. 1, M LINKAGE, DYNAMIC, AND ENVIRONMENTAL ATTRIBUTES 

A. Ratcliff, R. "The Locational Basis of Real 
Estate Values," Chapter 4 of Real Estate 

Analysis, 1961, pp. 62 - 80. Mimeo 

B. Healy, Kevin J. "Developing the Right Approach 
to Environmental Review Problems,” 
Real Estate Review, Spring 1986, pp. 75 - 78. Mimeo 

Feb. 3, W HISTORICAL CITY FORMS AND FUNCTIONS 

A. Gallion, Arthur B. and Simon Eisner. "Colonial 
Expansion: America,”™ Chapter 6 of The Urban 
Pattern: City Planning and Design, 5th Ed., 
New York: Van Nostrand Reinhold Company, 
1986, pp. 50 - 59. Mimeo 

B. Bender, Thomas. "The American City: What 

Shaped Its Development?" Cities: The Forces 
That Shape Them, Lisa Taylor Ed., New York: 

Rizzoli International Publications, Inc. 
1982, pp. 50 - 52. Mimeo



Feb. 8, M SPATIAL AND LOCATIONAL CONCEPTS OF URBANIZATION 
A. Chapters 2 and 3 Text 

B. Strenlieb, George. The Central City, Chapters 
5, 6 and 7. pp. 87 - 121. Mimeo 

Feb. 10, W ECONOMIC BASE ANALYSIS 
A. Chapter 2 Text 

B. Peterson, E. "Interview with San Antonio's 
Mayor Henry Cisneros," Business Facilities, 
July/August 1983, pp. 21 - 23, 71. Mimeo 

C. Rice, J. and J. Roef. "Spotlight on San 
Antonio," Urban Land, March 1984, pp. 2 - 7. Mimeo 

Feb. 15, M REAL ESTATE AND SOCIAL DISORGANIZATION 
A. Chermayeff, S. and C. Alexander. “Anatomy 

of Urbanism," Chapter 9 of Community and 
Privacy, 1963, pp. 124 - 138. Mimeo 

B. Batterman, L. "Alternatives to Fear," 

Progressive Architecture, October 1972. Mimeo 

Feb. 17, W REAL ESTATE MARKET SEGMENTATION 

A. Graaskamp, J. Fundamentals of Real Estate 

Development, ULI, 1981, pp. 23 - 30. Mimeo 

B. McMahan, J. “Residential Land Uses," Chap. 7 
of Property Development, 1976, pp. 131-151. Mimeo 

Feb. 22, M THE CONSUMER CASH FLOW CONSTRAINT 

A. Review Exhibits 2 and 3 in Graaskamp's 

Fundamentals of Real Estate Development Mimeo 

Feb. 24, W EXAM I 

Feb. 29, M THE PUBLIC INFRASTRUCTURE AND THE REAL ESTATE TAX 

March 2, W PUBLIC INFRASTRUCTURE AND THE REAL ESTATE TAX (cont.) 
A. Pp. 439 -~- 443 of Chapter 16 | Text 

B. Part II of State and Local Tax Revolt: New 

Directions for the 80's, pp. 16 - 33. Mimeo 

March 7, M LAND USE AND PUBLIC INFRASTRUCTURE SOLVENCY 
A. Part V of State and Local Tax Revolt: New 

Directions for the 80's, pp. 146 - 148. Mimeo 
B. Odell, Rice. "Can We Afford To Maintain Our 

Urban Infrastructure?" Urban Land, January 

1982, pp. 3 - 8. Mimeo 
C. Development Trends 1987, the Urban Land 

Institute, 1987, pp. 20 - 25. Mimeo 

March 9, W REAL ESTATE FINANCE: THE MORTGAGE 

A. Chapter 13 Text



March 21, M REAL ESTATE FINANCE: THE INSTITUTIONS 

A. Chapters 12, 15, and 22 Text 

B. Flick, Frederick. “Real Estate Finance Blazes 

New Trails," Real Estate Today, April 1987, 

pp. 22 - 26. Mimeo 

March 23, W REAL ESTATE AND THE FEDERAL INCOME TAX 

A. Chapters 16, 17, and 18 Text 

March 28, M REAL ESTATE AND THE FEDERAL INCOME TAX (cont.) 

A. Schwartz, Sheldon. "Real Estate and the 

Tax Reform Act of 1986," Real Estate Review, 

Winter 1987, pp. 28 - 38. Mimeo 

March 30, W PRINCIPLES OF REAL ESTATE RISK MANAGEMENT 

A. Graaskamp, J. Fundamentals of Real Estate 

Development, ULI, 1981, pp. 11 - 23. Mimeo 

B. Chapter 21 Text 

C. Hornick, Peter. "Applications of Portfolio 

Theory to Real Estate," Real Estate Review, 

Summer 1983, pp. 88 - 92. Mimeo 

D. Development Trends 1987, the Urban Land 

Institute, 1987, pp. 8 and 9. Mimeo 

April 4, M PRINCIPLES OF REAL ESTATE RISK MANAGEMENT (cont.) 

A. Switzer, Michael H. "Using Due Diligence 

in Shopping Center Purchases," Real 

Estate Review, Fall 1986, pp. 88 - 92. Mimeo 

B. Van Lieshout, John M. "Breaking the Bank: 

Liability Under Superfund," Real Estate 

Review, Fall 1986, pp. 51 - 55. Mimeo 

C. Forte, Joseph. "A Lender's Guide to 

Environmental Liability Risk Management," 

Mortgage Banking, May 1987, pp. 53, 55 - 36, 

59 - 60. Mimeo 

April 6, W EXAM II 

April 11, M LIMITATIONS OF LOCAL LAND USE CONTROLS 

A. Chapter 26 Text 

B. Shirvani, Hamid. "Implementation: Legal 

Mechanisms," Chapter 9 of The Urban Design 

Process, 1985, pp. 167 - 184. Mimeo 

C. Popper, Frank J. "What's the Hidden Factor 

in Land Use Regulations?" Urban Land, 

December 1978, pp. 4 - 6. Mimeo 

D. Vitt, Joseph E. "Developing in a Cooperative 

Environment," Urban Land, November 1978, 

pp. 3 - 6. Mimeo 

E. Nahas, Ronald C. and Neil Eskind. "Developing 

in a Hostile Environment," Urban Land, 

November 1978, pp. 7 - 10. Mimeo



April 13, W EVALUATION OF FEDERAL AND STATE LAND USE CONTROLS 

A. Development Trends 1987, the Urban Land 

Institute, 1987, pp. 13 - 19. Mimeo 

B. Miles, M. and R. Mann. “Impact of Federal Programs 

on State Land Use Planning," pp. 33 - 43. Mimeo 

C. Marsh, Lindell L. and Deborah M. Rosenthal. , 

"At Long Last, The Supreme Court Speaks Out on 

the Taking Issue," Urban Land, October 1987, 

pp. 23 - 27. Mimeo 

D. Delaney, John J. "Exactions After Nollan," 

Urban Land, October 1987, pp. 34 - 35. Mimeo 

April 18, M CONSUMER PROTECTION AND LAND USE 

A. “Environmental Merit Doesn't Win Votes," 

Chapter 6 of The Environmental Hustler, 

pp. 52 - 59. Mimeo 

B. Wolfe, L. "A Density Impact Zoning Model," in 

Density's Five Perspectives, pp. 26, 28 — 31. Mimeo 

C. Raymond, G. "Structuring the Implementation of 

Transferable Development Rights," Urban Land, . 

August 1981, pp. 19 - 25. Mimeo 

April 20, W FISCAL IMPACT OF NEW DEVELOPMENT 

A. "Characteristics of Private Development Projects," 

Chapter 11 of ..., pp. 9 - 21. Mimeo 

B. Rahenkamp, J. and R. Goodwin, "Computer-Based 

Project Feasibility Analysis," EC, October, 

1981, pp. 8 - 11. Mimeo 

C. "Binancial Obstacles to Energy Conservation," 

Chapter 3 of ..., pp. 35 - 45. Mimeo 

D. Ruegg, R. and H. Marshall. "Economics of 

Building Design,” Solar Age, July 1981, 

pp. 22 - 25. Mimeo 

April 25, M PUBLIC SECTOR REALLOCATION OF CASH FLOWS 

A. Carmack, Paula, "Joint Public/Private 

Ventures," Real Estate Review, Fall 1985, 

pp. 62 - 65. Mimeo 

B. Portnoy, Ian and Bradford Perkins. "Developing 

With a Public Agency Partner." Real Estate 

Review, Spring 1985, pp. 75 - 79. Mimeo 

C, Witherspoon, R. "Codevelopment: City 

Rebuilding by Business and Government," ULI, 

1982, pp. 5-48. Mimeo | 

D. Development Trends 1987, the Urban Land 

Institute, 1987, pp. 10 and ll Mimeo 

E. Shirvani, Hamid. "Implementation: Financial 

Mechanisms," Chapter 9 of The Urban Design 

Process, 1985, pp. 185 - 202. Mimeo 

F. Stevenson, Eric, "A Developer's Guide to Urban 

Development Action Grants," Real Estate Review



April 27, W THE BUSINESS OF BUILDING NEW TOWNS 

A. "Columbia: The $50-Million Gamble," 

in Columbia and the New Cities, 

pp. 224 - 276. Mimeo 

B. Davis, Phillip. "Columbia, Maryland: Zero to 

68,0000 in 20 Years," Urban Land, November 1987 

pp. 2- 7. Mimeo 

C. Grubisisch, T. and McCandless, P. Reston 

The First Twenty Years, Reston Publishing 

Company, Inc. Reston Virginia, 1985. Mimeo 

May 2, M THE BUSINESS OF BUILDING NEW TOWNS (cont.) 

May 4, W THE BUSINESS OF REBUILDING OLD TOWNS 

A. Stellar, Jr. "A MXD Takes Off: Baltimore's 

Inner Harbor," Urban Land, March 1982, 

pp. 10 - 19. Mimeo 

B. Kirschbraun, Thomas C. and Peter J. Denitz. 

"Back to the Future Retail Redevelopment in 

Older Neighborhoods," Urban Land, March 1986, 

pp. 2- 5. Mimeo 

C. Barnes, W. Anderson. "Ghirardelli Square 

Keeping a First First," Urban Land, May 1986, 

pp. 6 - 10. Mimeo 

KKK KK FINAL EXAM as scheduled during Final Exams Week ******



THE REAL ESTATE PROCESS 

Business 550/705 
Discussion Section Schedule -- Spring 1988 

Week Topic 

Jan. 25 - 28 Orientation and Legal Descriptions 

Feb. 1 - 4 The Recording of Data 

Feb. 8 - 11 Introduction to Land Use Controls and 

Site Size Requirements 

Feb. 15 - 18 Definition of Building Envelopes 

Feb. 22 - 25 Six Functions of a Dollar 

Feb. 29 - March 3 Time Value of Money Equations 

March 7 - 10 Time Value of Money Cont. 

March 21 - 24 Frontdoor / Backdoor Analysis | 

March 28 - 31 Frontdoor / Backdoor Analysis Cont. 

April 4- 7 After-Tax Discounted Cash Flow Analysis 

April 11 - 14 After-Tax Discounted Cash Flow Analysis Cont. 

April 18 - 21 Financial Ratio Analysis 

April 25 - 28 Computerized Real Estate Analysis 

May 2- 5 Review |



DISCUSSION SECTION READING ASSIGNMENTS | 

Date Readings Source 

Jan. 25 - 28 ORIENTATION AND LEGAL DESCRIPTIONS 

A. Graaskamp, J. Fundamentals of Real Estate 

Development, ULI, 1981, pp. 1 - 11. Mimeo 
B. Chapters 4 and 5 Text 

Feb. 1 - 4 THE RECORDING OF DATA 

A. Continue readings from previous week 
PS #1 will be distributed and will be due 
at the beginning of lecture on Feb. 15 

Feb. 8 - 11 INTRODUCTION TO LAND USE CONTROLS AND 

SITE SIZE REQUIREMENTS 

A. Stern, R. "Determining a Building's 
Site Size Requirement," Urban Land, 
May 1981, pp. 12 ~- 15. Mimeo 

B. Carlini, James. “Measuring a Building's 
IQ," Real Estate Review, Fall 1985, 

pp. 87 - 90. Mimeo 

Feb. 15 - 18 DEFINITIONS OF BUILDING ENVELOPES 

A. Madison Zoning Code Excerpts Mimeo 
PS #2 will be distributed and will be due 
at the beginning of lecture on Feb. 24 

Feb. 22 - 25 oIX FUNCTIONS OF A DOLLAR 

A. Mimeo in the reading packet Mimeo 
B. Chapter 14 Text 

Feb. 29 - March 3 TIME VALUE OF MONEY (TVM) EQUATIONS 

A. Mimeo on TVM concepts cont. Mimeo 
PS #3 will be distributed and will be due 
at the beginning of lecture on March 21 

March 7 - 10 TVM CONTINUED 

A. Mimeo on TVM concepts cont. Mimeo 

March 21 - 24 FRONTDOOR/BACKDOOR ANALYSIS 

A. Robbins, M. "Frontdoor/Backdoor: A 
Preliminary Risk Analysis Methodology." Mimeo 

PS #4 will be distributed and will be due 
at the beginning of lecture on April 6 

March 28 - 31 FRONTDOOR/BACKDOOR ANALYSIS CONTINUED 

April 4- 7 AFTER-TAX DISCOUNTED CASH FLOW ANALYSIS 

A. Chapters 19 and 20 Text 

PS #5 will be distributed and will be due 
at the beginning of lecture on April 25 

April 11 - 14 ATCF CONTINUED 

April 18 - 21 FINANCIAL RATIO ANALYSIS 

April 25 - 28 COMPUTERIZED REAL ESTATE ANALYSIS 

PS #6 will be distributed and will be due 

at the beginning of lecture on May 4 

May 2- 5 REVIEW
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GENERAL GUIDELINES: Be brief, clear and concise. Write legibly. Effective 

| use of the English language is part of your grade. Errors 
in arithmetic will result in a loss of points. You 

may ‘round’ from the third to the second decimal for 

hand calculation. 

Be careful to show your calculations in a well organized, 

adequately—labeled format. 

Be careful to allocate your time in accordance 
. with the weight assigned to the question. There are 100 

points on this examination. 

tre ngt ‘False! Indicate your answer by circling the "T" or "F". 

ruc OF anse if the question is false correct it by changing the 

appropriate word(s) or phrase(s). Reductio ad absurdums 
are unacceptable. Each question is worth 2 (two) points. 
This section is worth 20 points. 

T F 1. The FHA (Federal Housing Administration) is best known for its 

programs for the financing of owner-occupied sales housing and 

multifamily rental housing programs. 

T F 2. The efficient output of public services might be maximized under a 

system in which there is: (1) a high degree of local responsibility 

for allocation of branch services of labor intensive public functions; 

(2) a significant equalizing state aid formula to enable the poorer 

political communities to provide such services; (3) an acceptance 

by the state of (and/or federal) responsibility for redistributive 

services (e.g., welfare assistance); (4) an assignment of capital 

intensive municipal functions to wide-area (metropolitan) service 

districts to obtain economics of scale in physical plant facilities 

(e.g., sanitary sewage districts) and fairer apportionment of costs 

and benefits.
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T F 3. The President's Committee on Urban Housing indicated that in 1968 

about one of eight (7.5 million) American families could not afford 

to pay market price for standard housing if it were to cost no more 

than 20% of their total income. Assuming no marked changes in 

economics or policies the same committee concluded that by 1978 

about 15 million families would be unable to afford standard 

housing, a significant increase (ignore possible effects of 

national housing goals.) 

T F 4. Urban blight designates a critical stage in the functional 

or social depreciation of real property beyond which its existing 

condition or use is unacceptable to the community. 

T F 5. Functional depreciation of real property (loss of productivity) 

may result from a diminishing capacity to render a service or 

a decline in demand for the service rendered. 

T F 6. The Sec. 236 and Sec. 235 interest subsidy programs were designed 

and implemented to provide new housing for poor families in areas 

where the combined supply of public housing and standard housing 

from the existing stock at rents the poor could afford was inadequate. 

T F 7. Generally, when we say there is a low-income housing problem, we 

do not mean the market is malfunctioning per se, we mean the 

housing market provides for the low-income sector housing which is 

unacceptable for social, political, and other ideological reasons.
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T F 8. If all energy involved in manufacturing, cleaning, transporting, 

remelting, and remanufacturing of various beverage containers 

is considered, it would cut the energy use of the beer and soft | 

drink industry one-half (50%) if they would go back-to using 

returnable bottles. 

T F 9. Industrial solid wastes generated by manufacturing facilities 

far exceed (more than double:) the solid wastes generated by 

other urban uses (i.e., residential, commercial, institutional, 

and municipal uses). 

T F 10. According to Michael Robbins, Leonard Wolffe and others. interested 

in “impact zoning computer models," we should strive to obtain 

an optimum land use based upon as many relevant factors as possible. 

For example, we should consider erosion, permeability, water tables, 

soil types, slopes, climatic conditions, vegetation, and other | 

natural and physical determinants. Further, we should consider 

schools, police, power, sewage, transportation, and the use and 

| capacity of these and other man-made systems. By assigning numerical 

values to all of these factors, one could measure the impact of 

any development. Thus, we could ascertain in advance the probable 

impact of a development on the public and private sector.
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PART ITI 

Multiple Choice Questions and Fill-ins. 

Read each question carefully and completely before attempting 

to answer. Several alternative answers may be partially correct 
or correct only in unique situations. SELECT THE ONE ANSWER 

WHICH IS MOST RESPONSIVE TO THE QUESTION OR STATEMENT MADE | 
(i.e., the best available answer). Indicate your choice by 

making an "X" in the space ( ) indicated. This section is 
worth thirty points. Each question is worth 3 (three) points. 

1. The proposed Better Communities Act, a revenue~sharing concept for community 

development put forward by the current administration, would: 

() a. provide funds for the development of Skinnerian enclosures 

in which behaviorists would be the elite who would govern the 

| citizens trained by modern techniques to be happy. The 

first built will be Walden IT 

( ) b. provide funds to test on humans the Cunningham hypothesis that 

rats required to live in high densities suffer undue emotional 

stress. It is believed humans may react in a similar fashion 

() ec. replace existing HUD categorical programs with a special revenue 

sharing system which enables local leaders to use the Federal 

funds for community development in accordance with local objectives 

() d. provide long-term financing and grants to establish new satellite 
communities on the fringes of our SMSA under needs formulae 
which would allocate the funds to those SMSA's which by level 
of population, extent of overcrowding, and number of persons | 

below the poverty threshold; have the greater need for better 
communities. 

2. Unlearned ‘lessons: of the history of federal housing aid are: 

( ) a. The provision of decent, safe, and sanitary housing can not 
solve the problems of poverty and ease the conditions which 

cause slums 

( ) b. excessive emphasts on volume production of housing under the 

FHA programs will lead to either lax review of applicants and 

poor quality projects, or, on the other hand, a too strict 

bureaucratic application of the rules to avoid controversy 

() ec. the belief that homeownership builds character, responsibility, 
thrift, and stability among poor families is an inadequate 
basis for federally subsidized ownership for poor families 

without providing counseling on household budgeting, employment, 
and family organization
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( ) d. administrative reorganization of HUD-FHA has been too frequent 
and too pervasive given the overriding objectives of the national 

housing policies 

() e. all of the above 

3. The causes of urban blight are: 

( ) a. reduction in the productive capacity of the housing unit by: 

aging, technological obsolescence and sheer capital consumption 

(i.e., deferred maintenance) 

( ) b. landlord motivation for excessive profits which drives out 
tenants andcauses abandonment of structurally sound housing 

units 

() c. the negative effects of changing land use, spillover effects 
of deteriorating nearby and adjacent uses, changes in the 
quality of municipal services (social overhead), changes in 

accessibility to necessary inputs and markets, and rising social 

standards affecting demand for realty fixed as to location 

( ) d. lack of pride, and a sense of responsibility for property 
on the part of certain ethnic and racial types of overcrowd 

and abuse urban housing units. 

( ) e. both (a) and (b) 

( ) £. both (b) and (d) 

( ) eg. none of the above 

4. Americans allocate about: (a generality applied to SMSA) 

() a. 51% of their urban land to public rights of way including 
parking areas; 10% to commercial uses; 2 to 4% to industrial 
and transportation facilities use; 30% to residential uses; 
and the balance to open space, recreational and institutional uses 

() b. 51% of their urban land to residential uses; 10% to industrial 

and transportation facilities; 2 to 4% to commercial uses; 
about 30% to public rights of way and parking; and the balance 
to open space and recreational and institutional uses 

() ec. 51% of their urban land open space, recreational, institutional 

and other such public and semi-public uses; 10%.to public rights 
of way including parking areas; 2 to 4% to industrial transportation 

facilities; 30% to residential uses; and the balance to 

commercial uses
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5. If we were to internalize all currently external costs in such a way 
as to personally burden the driver (and/or his family) with all externalities 
produced by the operation of the automobile (measured by dollar costs) 

fit would probably result in: 

( ) a. a trade-off by the motorist to public transit : 

( ) b. continued use by the motorist in spite of higher personal costs 

(c) c. a mass migration to the smaller SMSA's to shorten journeys 
to.work thereby enabling the motorist to continue to use the 

car by reducing miles traveled 

( ) d. reactivation of the commuter railroad lines 

6. Housing Allowances are a way of providing a subsidy to poor families to 
enable them to purchase the shelter they need on the open market. Some 
of the problems fereseen with this program are: 

() a. At will probably cause an "unwelcome" fine grain in dispersion 
| of the urban poor, spreading them to the suburbs 

() b. there is no assurance that the tenant will obtain standard 
housing unless there is inspection by public officials 

(.) c. it will increase the number of bidders in the market place 

for standard housing without necessarily increasing the 

supply of such housing which may simply result in an increase 

' in rents 

() d. it may result in stepping up housing code compliance activity 

everywhere causing a political backlash which would lobby to 

end the program 

() e. all of the above 

7. A study by the San Francisco firm - Livingston & Blaney, made in Palo 
Alto, California and supported by another study in Charlottesville, 
Va., and another in Moon Bay, California indicate that county-local 
governments will: 

( ) a. realize greater revenue from new taxes on the levied develapment 
than costs imposed by the necessary expenditures to supply additional 

county,municipal and school services to the development and 

its occupants 

() b. realize greater costs from necessary expenditures to supply 

additional county, council, municipal, and school services 

than the revenues received from the increased taxes levied 

on the said developments
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( ) ec. be required by state and federal law (including the constitution) 
to provide school and municipal services for new developers 

regardless of the effect on the local cost versus tax revenue 
relationships. 

8. In Where do we Grow from Here, the author details the elements of the 

Ramapo plan, generally established by ordinance in early 1972. These 
elements of the growth limiting and controls plan are: | 

() a. it prohibits new construction unless the builder provides 

adequate sewage, parks, roads and other services 

() b. the creation of a public housing authority calling for 300 
public housing units 

( ) c¢. adoption of "stop-gap" zoning.to freeze developments of uses 
inconsistent with the new plan to prevent continuance of a 

history of spot zoning 

() d. the zoning "out" of all pre-existing nonconforming uses by 
requiring that the use be terminated after 10 years 

(.) e. the development of a 18-20 year capital improvement program 
with development easement acquisitions by purchase coupled 

with a reduction in assessment to the landowner~seller after 
recording of the easement 

(f) £. the adoption of a Development Timing Point System designed 

to evolve a private system of development coupled with a 
public commitment to provide public facilities 

( ) g. all of the above 

() h. all of the above except (d) 

: 9. According to Apgar the New Towns concept embodies four principles which 

differentiate it from other forms of urban development: They are: 

1. 

%. 

3. 

4, 

10. In a discussion on the current climate and strategies in Real Estate, 

Downs and Lachman attempt to dispel certain myths which have been the basis 

of erroneous claims and beliefs about real estate investment trends. One 
myth concerns the expansion of our physical plant which will result from 

population growth by the year 2000. A second concerns the costs benefits 

to be realized from industrialization of housing production. The third
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myth concerns the alleged very high rate of return in real estate 

investment. Set forth below your understanding of why Downs and Lachman 
say these beliefs are myths: 

1& 2 & 3
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PART III - 25 points 

Do one of the essay questions set forth below. They are alternatives. 

DO NOT SPEND TOO MUCH TIME ON THESE QUESTIONS. THE ESSAY YOU WRITE 
IS ONLY WORTH 1/4 OF THE GRADE. 

Essay Question One: . 

Given your understanding of class discussions, readings, and your own 

ideas: How would you design and develop a housing project in which families 
and individuals of low-income (poverty) class would be occupants? You are 

expected to discuss both on-site and off-site problems as well as other 
problems necessary to consider and resolve in the development of such a feasible 

time-space product. It would be useful to compare the advantages or your 

projected development scheme over the disadvantages of previously constructed 
inadequate or inappropriate projects such as Pruitt-Igoe, etc. Keep in 

mind ~- the range of problems you should solve. Draw upon such readings as 

Alternatives to Fear and The Tenant's Points of View, among others. 

Essay Question Two: 

Discuss private costs, and social costs resulting from our use of 

present large metropolitan areas. What are the externalities (positive and 
negative) resulting from the way transportation and public services are 

organized. Consider the relationship of poverty to: fiscal zoning, industrial 

dispersal, and the present form and structure of our metropolis. Your discussion 

should show an awareness of scale efficiencies and diseconomics which 

apparently exist. 

Write your answer (after organizing it) on this page, back of the page and | 
the next blank page attached.
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PART IV —- 25 points 

Demonstrate your understanding of cash flow analysis and the 
methodology for discounting cash flows back to present. 
value in order to provide information to facilitate a real 

estate investment decision. 

Assume you are a real estate counselor and Mr. Wouldbuy, a real 
estate investor is seeking financial advice. It is understood you are not 

expected to analyze the reasonableness of his market analysis and/or his 
assumptions. | 

A builder—developer is offering a 36-unit apartment project for sale 
during the early phase of construction. Therefore, Mr. Wouldbuy would be 
eligible for the accelerated forms of depreciation according to IRS regulations. 
The builder-developer has an excellent reputation as a contractor, therefore, 

it is reasonable to expect the project's physical characteristics will be 
all they are purported to be. 

The builder-developer has provided Mr. Wouldbuy with a copy of a computer 
Simulation of a three-year investment in the 36-unit project. You have been 

provided with a copy. 

As can be seen the total investment required is $831,600. Mr. Wouldbuy 
would borrow $696,600. and make an equity contribution of $207,900. 

The builder-developer represents this computer simulation analysis 

as true and correct. He further states that IGNORING TAX SAVINGS RESULTING 
FROM THE SHELTERING OF OTHER INCOME, this project will generate cash flows 
in the first three years, through operations of between $15,000 - $18,000. 

(See Column G of output page 7. This excludes cash benefits resulting from 

a sale at the anticipated selling price at the end of three years). 

In addition, the builder has stated that Mr. Wouldbuy may, under these 

assumptions, expect a true yield on equity of at least 11.0% for the three- 
year holding period with a sale at the end of the period. The true yield is a 

discounted cash flow rate ‘of return (IRR-PV) allowing for the time value 

of money. 

Mr. Wouldbuy states he will buy, under these assumptions, if your 

financial analysis demonstrates: 

(1) the accuracy of the annual operational cash flow generated by 
the model for each of the three years 

(2) the accuracy of the after-tax equity reversion assuming a sale 
at the price indicated for year three 

(3) a proof that the true yield on equity by internal rate of return 

“methods is at least 11.02% 

(4) He would also like to do a quick study ‘check’ on the internal rate 
of return he should expect assuming that maximum tax benefits are 

realized by sheltering his other income 

DO NOT START TO WORK READ ON - IT WILL MAKE YOUR TASK EASTER!
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PART IV (cont.) 

First Question: 

Set forth a hand calculation which demonstrates the accuracy (or 

inaccuracy?) of the "after-tax Cash Flow" set forth in column G of page 7 
of the output. 

YOU MAY ASSUME THAT ALL NUMBERS ON PREVIOUS PAGES ARE TRUE AND 
CORRECT 

IMPORTANT NOTE: This model (and Mr. Wouldbuy at this point in your 
analysis) does ignore any external tax benefits (savings) resulting from 

sheltering other income on the IRS 1040. You are to do the same in your 
proof. 

Second Question: 

Assume a sale in year three at the selling price indicated and set 

forth a hand calculation of the “after-tax equity reversion". Does the 
model accurately approximate the after-tax equity reversion? 

Helpful Hint: You should use the “capital gain tax rate" of 63% 
throughout this calculation. 

ANSWER NO. 1 . 

Set forth here your hand calculation of the three annual after tax 

cash flows: (To facilitate grading) 

S$ $$ 

S 

| $ 

ANSWER NO.2 

Set forth here your hand calculation of the third 
year tax equity reversion 

So 

Set forth work to prove answers here and on the back of the page:
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PART IV (cont.) 

FOR THIS PART OF THE QUESTION, to facilitate grading, ASSUME THE CASH 
FLOWS GENERATED ON THE COMPUTER PRINTOUT ARE ACCURATE. 

As stated, Mr. Wouldbuy, will buy if it appears that the cash flows 

are received and when received do, under these assumptions, generate a 

yield of-11.0% internal rate of return on his stated equity contribution. 

This is a test of the basic underlying productivity of the project. 
It disregards alleged cash flows which could be generated from the tax 
shelter of other income. Tax policies do change, as you know. 

Third Question: 

Set forth below a hand calculated proof which demonstrates whether 

or not the cash flows indicated on the computer printouts would yield an 
internal rate of return of 11.0% for the three year hold period. You have 
provided a compound interest table (annual) to enable you to make this determination. 

You may wish to round from the third place to the second, Jf so round-up 

please. 

IMPORTANT NOTE: Be sure to set forth your work in an orderly manner and 

carefully lable it. 

ANSWER TO QUESTION 3 - The Present value of the equity cash flows at an 
11.0% rate of return for the period indicated is $ 

Mr. Wouldbuy should go ahead with his purchase Yes No 

Mr. Wouldbuy should expect to pay no more than §$ to obtain 

the 11.0% minimum acceptable rate of return.
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PART IV (cont.) 

Question 4. 

Mr. Wouldbuy as a prudent investor does not consider the benefits 

of tax shelter as a part of his primary real estate investment selection 
criteria. However, he does want to know the magnitude of the possible 
cash flows he might expect from such tax savings. 

(a) Mr. Wouldbuy wants you to do a calculation which adjusts the 
previously calculated cash flows for the tax benefits or disbenefits 
resulting from current tax rates as set forth in the computer 
simulation printout. 

(b) Mr. Wouldbuy wants you to make a ‘quick check' test of whether 
or not his internal rate of return after taking such tax benefits 
into consideration will exceed at least 15.0%. Make such a 
determination and set forth your proof. You have been provided 
with a 15% Annual Compound interest rate for your conventence. 

SET FORTH YOUR ANSWERS TO QUESTION 4 BELOW:



THE REAL ESTATE PROCESS 
Business 550/795 

TAKE-HOME QUIZ #1 

Due at the beginning of lecture Name 
on February if, 1988 

Part I Answer the following questions using the tract index for 
Block 4 of the Central Home Addition to the City of Madison that is 

attached. 

1. Who was the owner(s) of each lot on 1-1-49. Be complete. 

Lot i Lot 10 

Lot 2 — Lot 12 | 

Lot 3 Lot 12 

Lot 4 Lot 13 

Lot 5 Lot 14 

Lot 6 Lot 15 

Lot 7 Lot 16 

Lot 8 Lot 17 

Lot 9 Lot 18 

2. Trace and explain all recorded entries concerning Lot 12 by 

filling in the following chart. Do not use any abbreviations.



PART If Fill in all of the following blanks regarding the 

rectangular (government) survey systen. 

cm 

T4N 

Raw 

+++ ~~ 

Ss Township @) , Range (e) 

Ty a 

| | 
| Section @) 

This is the 

|? | hyo 
of the above section and 

it contains acres.
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THE REAL ESTATE PROCESS 

BUSINESS 550/705 

Final Exam -- 200 Points 

Professor James A. Graaskamp Name ( GMs L Now 

Fall Semester 1987 
Section~©| 

USE THE BLUE BOOK FOR ANSWERS TO QUESTIONS 1 - 63! 

Make sure your name and discussion section is on both this exam and “dae 

your blue book. ~~?! 
Lidy. env. 
neler 

. Describe the five components or steps in the real estate process vib 

as presented in Discussion Section. ( 25 points) (ish Fou 

LC 

@) Compare and contrast exactions and the taking issue as used in 

and use policy making. { 25 points) 

Z Given the following information discuss the implications of the 

feasibility of the project. {( 18 points) \ 

Results of Frontdoor analysis: UF 
ee ape a i~ ‘ 

, que bate or 
Construction Cost per SF $45.29 {* 
Commercial Rent per SF S$ 8.98 

Results of Backdoor analysis: et 71 ws 

Commercial Rent per SF S$ 9.67 Groen 7st PY 

Construction Cost per SF $47.13 

4. What is meant by the statement, "If you can't buy the assumptions 

don't buy the real estate." How does this statement fit into real 

estate decision making? ( 20 points) 

| “DStVo2 

ar a developer you are interested in a project, but financially 

as a "private" project it is not feasible. Discuss at least four | 

alternatives that might make the project feasible if the project wore [yshil) 

a joint public/private venture. ( 30 points) pause 

CF purr — 

, oe RD & 
6. Discuss the development of Columbia, Maryland, with specific Lad: 

attention to Rouse's three main principles, the reasons for the vy ben 50 he 

location chosen, the synergistic elements in the plan, the "software" uw baviddl 

services provided, and the success or failure in achieving the three 

principles. ( 30 points) Land - hee 10 ke 
fPaununcn 
[oks? 

ConA
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UO Given: MC = -LL and DCR = 1.2, EY = .055, CHO | 
VReal Estate Tax = 15% of GPI7 Operating Expenses = 20% of GPI, 
Vand Vacancy = 5% of Gross Potential Income, and Gross Effective 

Income = $104,500, find the annual: ( 20 points) ~~ ©. — 

GPI 4, DOYS = | 5 oe 104.7tS} GP 

j 0 joeger TASS MGM nu CNO E&| 

a - - 16,456 Tag 
FUu ad oe quit Mor 1,445 Oo ety P ey 
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3 anaicate how the financial measure in each row changes in | 
response to the following occurrences. Enter a (+) if it goes up, a 

(-) if it goes down, or (0) if it stays the same. 

( +2 points if correct, -1 point if wrong, and 0 points if left 
blank, total 32 possible points) 

ee 

an increase a decrease a decrease an increase 
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THE REAL ESTATE PROCESS 
Business 550/705 

Professor James A. Graaskamp Name 

Fall Semester 1987 
Midterm Exam #2 Section ZO | 

USE THE BLUE BOOK FOR YOUR ANSWERS!!! 

} 

ji- Carefully define or discuss FIVE of the following six terms or 
concepts as used in this course. (25 points) 

a. disintermediation 
Vb. special assessment 
Yo. equalization rate 
Jd. public infrastructure solvency 

ve. tax deductible versus tax credit 
. mortgage factor 

/ 2. Explain the pros and cons of a mortgagee foreclosing on a 
4 mortgagor. Be thorough in your answer. (15 points) 

/ 3. Describe the theme and concepts discussed in one of the following 

readings: (20 points) 

Ja. "Real Estate Finance Blazes New Trails," Frederick Flick, 
Real Estate Today, April 1987, pp. 22-26. 

b. "Using Due Diligence in Shopping Center Purchases,” Michael 
H. Switzer, Real Estate Review, Fall 1986, pp. 88-92. 

4. Describe the four traditional tax ploys and their impact on real 

estate and the impact of the 1986 Tax Reform Act on the use of each 

ploy or strategy. ({( 20 points) 

5. Given the following information set up how to solve the problem: 
( 20 points) 

As an investor you can borrow $§ 300,000 at 12% interest for 39 years, 

monthly payments. 

Net operating income is projected to be: 

Years 1- 5 S$ 40,000 
Years 6 - 10 $ 50,000 

In Year 10 the property will sell at aNIM of 10. You will also have 

to pay a 6% real estate sales commission. Your before tax 

opportunity cost of funds is 14%. What is the total maximum purchase 

price for this investment? 

Ee 
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THE REAL ESTATE PROCESS 

Business 950/705 

Midterm Exam #1 

Professor James A. Graaskamp - Name oe 
Fall Semester 198% 

Dis. Section__._.__ Attend ___ 

1. Carefully define FIVE of the following six terms or concepts as 

used in this course. (25 points) 

a) constructive notice 

. D) most probable use 

c) restrictive covenant 

d) filler industry 

@) radial or axial theory 

f) friction | 

2. Taking into consideration the groups involved in the real estate 

process mentioned in Graaskamp’s article; describe the groups and 

explain why cash solvencies and cycles are a critical concern. 

(20 points) 

3. You are looking at a site in the Northwestern United States. The 

Site 16 halfway up a valley sides and it over looks a lumber mill 

town and valley. To the back of the site you have timber and 

mountains. What type of analysis would you do if someone offered you 

this site? (Keep in mind what we have discussed in this course.) You 

Dlan to build a residential Subdivision on the site. (25 points) 

4. Briefly summarize the theme and basic concepts discussed in ONE 

of the following readings: (15 points) 

a. "Why Real Estate Projects Fail," Boykin, James H. Real 

Estate Review, Spring 1985, pp. 88-91. 

b. "Spotlight of San Antonio," Rices J. and J. Roef. Urban 

Land, March 1984, pp. e-7. 

Cc, "Alternatives to Fear," Batterman, L. Progressive 

| Architecture, October 19’e.



3. Given the following information determine: (15 points) 

a) Lot area 

b) Area lost to setbacks 

Cc) Standard Allocation Unit - measured in total square feet 

d) Number of apartments that can be built on the site 

Development proposes retail on the first floor and residential two 

bedroom apartments on the second floor. 

Lot Dimensions - 200 feet (wide) by &50 feet (deep) 

Setbacks 5 ft. side yards 
20 ft. back yard 

10 ft. front yard 

Parking Requirements: | 

Retail.......1 space per S500 net SF of commercial space 

Residential..1 Space per bedroom 

Each parking stall or space is 350 SF 

Net Leasable area of each apartment is 800 GF. 

Open Space Requirements: 

Retail none | 

Residential 735 SF per bedroom 

Building Efficiency 76.27% 

Assume parking and open space may not occupy setback areas.



Business 550/705 
THE REAL ESTATE PROCESS 

FINAL EXAM 
(200 Points) cY 

Scrine Semester 1986 Name 
Prefessor James A. Graaskamp Dise. Sec, 

(60) I. MULTIPLE-CHOICE QUESTIONS: Write the letter corresponding to 
the one best answer in the blank to the left of each question. 

C i. Traditionally, public regulation of land use has been dealt 
with at the level of government. 

a) federal 
b) state 
c) local 
ad) regional 

Cc 2. Indirect (versus direct) regulation of land use occurs through 
all but which one of the following: 

a) public works 
b) general property tax assessment 
c) zoning 

d ad} building code enforcement 

3. This procedure for measuring the return on equity involves 
compounding all cash flows to equity investors forward to 
a terminal date at a specified reinvestment rate and then 
finding the compound interest rate that equates the terminal 
value and the initial equity investment. 

a) overall discount rate 
b) internal rate of return 
c) financial management rate of return 

d d) modified internal rate of return 

4. Under present Wisconsin statutes, the state may enforce 
regulations for which one of the following when counties 
have no laws which meet the state's minimum standards: 

a) shoreland zoning 
bd) floodplain zoning 
c) subdivision regulations 

d d) all of the above 

5. Which one cf the following is not a direct or indirect 
control used by state and federai fevernments in regulatine 
Jand use and real estate decisions? 

2) tax subsidy cf particuler land uses 
b) regpulation of the property owner 
¢) reguiation of financial institutions 
Gd) all of the sbove are direct or indirect controls
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{ 6. Which of the following statements is not true regarding how 
to cope with a hostile environment (as a developer)? 

a) Minimize the front-end investment. 
b) Apply for approvals which are not specific and binding 

regarding allowable construction methods. 
c) Condition your purchase of the site upon obtaining a 

building permit. 
&) All of the above statements are true. 

d 7. Which of the following statements is not true regarding the 
Breckenridge Development Code? 

a) In some neighborhoods, Victorian design must be used for 
all new development and redevelopment. 

bd) There are no uses=by-right and virtually no prohibited uses. 
c) Performance better than the minimum of zero required by 

the code on all the relative policies taken together is 
rewarded with an increase in density. 

ad) Points are awarded for the construction of fireplaces in 
residential units, 

4 8. Which one of the following is not one of the three essential 
ingredients behind the success of the working committee in 
Kansas City? 

a) Representation on the working committee by the key 
organizations in the local real estate process. 

b) Relaxing the city's standards for pavement width and 
thickness. 

c) Dedication to achieve specific results by taking issues 
one at a time and following through on the necessary changese 

ad) <A positive attitude by the city and by the homebuilders 
toward making Kansas City a better place for builders to 
do business. 

4 9. Basically, involves a conditional 
exchange between the city and the developer. The city permits 

the developer to build a larger building in exchange for some 
public amenity, such as a plaza or open space, 

a) fiscal zoning 
b) incentive zoning 
c) performance zoning 

d d) inclusionary zoning 

10, AS occurred in the case of Mountain Village (California), 
large-scale residential developers often respond to stiff 
opposition to their multi-family housing proposals by e 

a) building a shopping center on the site instead of houses 
and apartments 

b) staying with their original plans and raising prices 
c) meeting ali of their opponents! demands 
d) substituting a smaller number of higher-priced houses
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C 11. The developer's leading allies in the San Bruno Mountain (CA) 
case were the ; 

a) environmentalists 
b) residents of the nearby blue-collar neighborhoods 
ec) construction workers 
d) planning commission 

12. Which of the following is not a type of project acceptable 
to HUD under the Urban Development Action Grant program? 

a) middle-income housing 
b) downtown shopping malls 
c) downtown hotels 
ad) all of the above are acceptable to HUD 

4 13, Professor Graaskamp presents the real estate process as the 
constant interaction of three major groups and their subgroups. 
Each of these conceptual groups and subgroups consist of 
real-world enterprises. The critical common concern of all 
these conflicting enterprises is ; 

a) increasing their span of control 
b) cash solvency 
ec) profit maximization 
ad) using other people's money 

14, Which of the following recommendations is not made by the 
author in "Coping with the Risks of Commercial Development" 
regarding what to do prior to buying the land? 

a) Do your site investigation. 
b) Get a lot of your leases signed. 
c) Arrange for construction and permanent mortgage financing. 
ad) All of the above are recommendations made by the author. 

A 15, Which of the following programs was not discussed in the article 
"Now St. Louis Turned Less into More® as being a major part of 
St. Louis’ promotion of redevelopment? 

a) enterprise zones 
b) Urban Development Action Grants 
c) tax abatement 

d ad) investment tax credit for historic preservation 

16. The "polarization of housing quality" that occurs in response 
to restrictions on the housing supply in the face of increasing 
demand for housing refers to: 

a) housing quality in the northern states running down while 
housing quality in the southern states improves. 

b) the quality of apartments improving while the quality of 
detached, single-family residences declines. 

c) higher-income space consumers suffering since no new housing 
is being built while low-income space consumers enjoy low rents, 

Gd) higher-income space consumers maintaining and improving their 
houses as values increase while lower-income space consumers 

strain to pay rents while letting their houses run down,
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| C 17. One of the reasons there is so little balance between residential 
and other land uses is: ae 

a) Taxpayers are too eager to assist low-income consumers 
in finding affordable housing, 

b) Housing consumers are easy to represent because their needs 
are very similar while other types of space consumers differ 
widely in their needs. 

c) Individuals responsible for land use regulations feel 
confident that they know what is best for the housing consumer 
and rarely use surveys of housing consumers. 

d) The future consumer is given too much consideration when 
compromise on land use regulations is necessary. 

a 18. Several years ago, the State of Wisconsin studied the cost of 
alternative land use policies and found which of the following 
residential environments to be cheapest? 

a) urban 
b) suburban 
c} exurban | 

d ad) outlying communities 

19. are thought to be a way to shift 
economic pressure by giving the owner of a golf course or a 
historical landmark some of the residual land value created by 
allowing more intense development at another site, 

a) enterprise zones 
BR tax incremental financing programs 
c Urban Development Action Grants 
ad) transferable development rights 

C 20, In the article "Applying Real Estate Financial Analysis to 
Planning and Development Control,® author David Dowall discusses 
four distinct areas where real estate expertise can help. Which 
one Of the following was not discussed? 

a) Designing incentive programs that promote the provision , 
of public amenities. 

b) Evaluating requests for a relaxation in regulations or for 
financial assistance, 

c) Designing social service delivery programs. 
d) Creating public/private partnerships.
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(40) II. MATCHING ATTRIBUTES: Write the abbreviation of the program 
corresponding to the attribute description in the blank to 
the left of the attribute description. 

) BZ = enterprise zones 
Y, ‘F cA TIF = tax incremental financing 

MRB = mortgage revenue bonds 
UDAG = Urban Development Action Grant 
IDB = industrial development bonds 
HoDAG = Housing Development Action Grant 

MKB 1. Issued by state and local units of government to promote 
multi-family rental housing construction by providing low-cost funds. 

] (E oa. Under this program the state's Department of Revenue must certify 
7 the base value of the district prior to construction of new facilitie 

UDAS- 3. This program requires minimum leverage of $2.50 in private funds 

for every $1.00 of program funds, 

LLDAG w. This program transfersfunds from the federal government to the 
local government to be used to financially assist developers of 
multi-family housing projects, 

E€z 5. The focus of this program is tax relief, cutting red tape, etc.; 
} it would offer significant reductions in corporate, property, and 

social security taxes for participating firms. 

UDA «. This program is frequently utilized to assist hotel construction 
in downtown areas due to the large number of jobs created for 
unskilled workers, 

UDAS » The comparative degree of physical and economic distress among 

applicant communities is a major selection factor in this program, 

Ex 8. Critics argue that offering only one incentive to reduce labor 
costs and several that would reduce the cost of machinery may 

b.. fudergfine the effectiveness of this program in creating jobs. 

D5 9 Mae ALS —pPHI Ma yrionrestdential program, credit-rating is 
based on the developer and the pro jétt;net—on—tkhe—community, 

LF io. This state-level program encourages redevelopment in areas that 
are either blighted, in need of conservation work, or suitable 
for industrial sites.
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(2%) IIT. THE FINANCIAL RATIO & CASH FLOW STATEMENT MATRIX: Indicate how 
= the financial measure in each row changes in response to the 

following occurrences. Enter a (+) if it goes up, a (-) if 
it goes down, or (0) if it stays the same. 

(+2 pts. if correct, -1 pt. if wrong, and O pts, if blank) 

a decrease use acceler-~ an increase 
in the ated deprec. in the mortgage 

vacancy rate instead of S-L loan interestr 

(16) IV. THE REAL ESTATE DEVELOPMENT PROCESS: The directions for this sectior 
— consist of three parts: 

1) Fill-in each of the 8 boxes representing stages in the 
development process. 

2) Circle the points at which selling the property is often 
nieney profitable (as discussed in class). 

3) Briefly note why this is so (next to each circled "sale"), 

Contract Out 
| or Property 

S ats Tehr/ Do-It-Yourself Management 

| ; Lf 
— ot A >——o |) en = el Jerod a 1 Ger | 

Arpoelt ie T=T . 
Sale C Sale) (sale) Sale (‘sale Sale Sale Sal 

Rod + risk ts further reduced 
s P as vy Yo-elersah b h- each arene rec} Ti ecemay feare—up 

3 MEME Value GOES Up. re rist 
e Vxcanl, 

El Sts oy he Ses pl Pe Pe 6 f " wees Prel sks wv value iA 

hence, vel qooe “Pp » “Pp nccondg 
/ .5F
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(£0) V. CASE STUDY QUESTIONS: This section consists of 3 subsections: 

(18) A. Explain how new town developer James Rouse addressed the 
issue of public infrastructure creation and solvency at 
Columbia, MD by filling-in the following chart: 

Agency i Agency 2 Agency 

, aA) \ act) oF, a 7 OCe 

N O “4 . 

ules: rec 
Responsible for : water scheols reqreatiynel 

providing these “row > 
services Sleazy, * ° Page mass 

Size of district coum ty couitly Columbia 

served (e.g., Crouny€ Hy) 
village, county) | | 

warehoust 

Capital funds were TA¥-, bones & Same &é— Sane 
raised by... Conn Gar f \* Or get pf land 

anes ; an | f\_ 4. 

Revenues were PP - eT Z asec ewis 
generated by.-«: user tees Pa Seco oe ta “Y 

(12) B. The basic problem facing developers of new towns is that they 
must strike a balance between 3 major factors. Clearly identify 
each factor and discuss the trade-offs between each pair of 

Atfernative 7° actors by filling-in the be blanks ¢ 

L) At lf, $ Factor 1 is oA 1G Of / C A » T#6 

x - ) yy 

He envirehment IV LOVES { Osi IY? LZLAS AGAVE Ape A EOEA SDE .) 

2) Need % adh actor 2 is . A » Pe INCU fic ‘Pha 
Cc HTS FT 4; ~ ‘ b ‘te 

thet Jocel lied) 70 existing urban aveds To aAvacl vreglden! 
ci r = DASCHESS 

3) Ky. have ~f 3 is Newod toh 2 Li AN COUP, 
e ris ‘ f) 

alle sAware n vedi <n biIACeC OcidyYeSe PAC CONSUMES 

“in place €43| =o arr 
weds eduateyTrade-orf between facfors,1 anys is, 
a Closer Fo catty, lavid pric wre htak, heat? Ca! 

x te 6. ty [To afrec! corsa 
up P'’’§ |Trade-off between factors JZ ayd 3 is den terdtmes 

Cnone for — tp, Lar orth | > her Satin iitvniTiucheve 10 th 
| const y CPi 

Ti Limited rade-off between factors 2 and 3 is tz Ler mene 
gv +k ae ris vr GC 2ratrse& LION i Sei vale al [ nthattnuctire Yo be In pleke rieht asuca. .



Cc. Complete the following chart: one Water Quincy 

Magnificent Tower Market, Baltimore's 
(30) Columbia, Mile, Place, Boston, Inner 

Maryland Chicago Chicago MA Harbor 

The (or one of the) i: e Kuse ° Rouse 
main developer(s) of LU, card Ce. teuy Urban oo . 4 
the project (if a Delt Ce Bros. | Lowvemaed) - Bee Th y ath joint venture -- so jy ee . > 5 Assoe. or 
indicate): 1 pt cad (JamesRouse Khitanick) Che 1m "CCH, e 

& Conn- Geri! ‘af Typeld; ity A , 

a Need ) ershall Reslev , 

Peach’ edo int Ventiere. Nata FV.C 7) |« Joint Venkwe | ¢ Jot Veatewe | «Jviat Veriture 

‘“ 

located in| «lecaton same | OP URT| between 
The most important grew? ory <— 7 CBD & linkage attr e _ AK ~ on 
contributing to the SPans “er . sor oy water vec.| , 

success of me pro sect Les, vieler G L- 1 - pee 4 VuesoUrees o 
. We wn lah-1ec. Z+ Ba Limeave | gees uatortron ron ) 

oud Mash) D.C wea ) 

1 pre C MFu er HEU HBU Miner 

The optimal land use d prob P ler f\ 
concept illustrated le Cpa MGC BR lack ¢ ash ) ee 
by the case study by mcs: huey arent Sel 

(aun HBU, MFU, MPU): He Br E5.0) . tte Pirnl\ 

cee 
Briefly justify your 

answer for each ach - 
case study. 1 st: e



THE REAL ESTATE PROCESS 
Business 550/705 

FINAL EXAM 

Summer Session 1986 (150 Points) A LY 
Instructor: Dan Guenther Name 

‘¢) I. MULTIPLE-CHOICE QUESTIONS: Write the letter corresponding to 
the one best answer in the blank to the left of each question. 

C 1. Traditionally, puolic regulaticn of land use has been dealt 
with at the lével of government. 

a) federal 
b) state 
ec) local 
d) regional 

C 2. Indirect (versus direct) regulation of land use occurs through 
all but which one of the following: 

a) public works | 
b) general property tax assessment 
c) zoning 
d) building code enforcement : 

of 3. This procedure for measuring tne return on ecuity involves 
7 compounding all cash flows to equity investors forward to 

a terminal date at a specified reinvestmert rate and then 
findine the compound interest rate that equates the terminal 
value and the initial equity investment. 

a) overall discount rate 
b) internal rate of return 
c) financial management rate of return 
d) modified internal rate of return 

4. Under present Wisconsin statutes, the state cay enforce 
reculations for which one of the following when counties 
heve no laws which meet the state's minimum standards: 

a) shoreland zoning 
b) floodplain zoning 
ec) subdivision regulations 
ad) all of the atove 

q 5. Which one of the following is ret a cGirect or indirect 
control used by state and fecerai fovermments in resulating 
jand use and real estate decisions? 

a) tax subsidy cf varticular lene uses 
b) regulation of the nronerty owner 
cc} regulation of financial institutions 
C} all of the above are direct or incirsact controls
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2 6. According to Gallion & Eisner, which of the following have been 
used to circumvent zoning provisions? 

te spot zoning, 
Dd variance, 

(c) conditional use permit. 
be } DH" and "ek, 

e all of the above. 

d 7, Which of the following statements is not true regarding the 
Breckenridge Development Code? 

a) In some neighborhoods, Victorian design must be used for 
all new development and redevelopment. 

bd) There are no uses-by-right and virtually no prohibited uses. 
c) Performance better than the minimum of zero required by 

the code on all the relative policies taken together is 
rewarded with an increase in density. 

ad} Points are awarded for the construction of fireplaces in 
| residential units. 

8. Changing the zoning of a section of town from commercial uses 
to residential uses is an example of: 

(a) upzoning. 
(b) downzoning. 
(c) neither, 

_ 9. When the federal government of the U.S. was formed, the "police 
power" was placed in the hands of the federal government which 
in turn delegated such authority to the states, 

es true 
F false 

10. The use of the "police power" is no longer confined to the public 
health, safety, and general welfare but has been extended to 
embrace such matters as "public convenience and comfort." 

(T) true 
f (F) false 

41. The major difference between the "police power" and the "right of 

eminent domain” concerns: | 

(a) which level of government enacts the regulation. 
(b) the applicability of "due process", 
to} the geographical area in which the right or power can be used. 
(a the matter of compensation to the landowner. 

d 12. Which of the following is not a type of project acceptable 
to HUD under the Urban Development Action Grant program? 

a) middle-income housing 
b&b) downtown shopping malls 
c) downtown hotels 
ad) all of the above are acceptable to HUD



' “4 43, Professor Graaskamp presents the real estate process as the 
-b constant interaction of three major groups and their subgroupse 

| Each of these conceptual groups and subgroups consist of 
realeworld enterprises. The critical common concern of all 
these conflicting enterprises is ; 

a) increasing their span of control 
b) cash solvency 
c) profit maximization 
ad) using other people's money 

Cc 144. How much did it cost in fiscal 1985 to subsidize just the existing 
stock of public housing? 

te around $36 million 
d around $300 million 

(c) around $3 billion 
3} around $30 billion 
e none of the above 

© 15. Evidence of the continuing need for public housing for the elderly 
and the poor was shown by: 

(a) an average wait of 16 months by the elderly for a public 
housing unit, 

(b) an average wait of 18 months by the nonelderly for a 2-BR 
public housing unit, 

(c) the observation that 59% of local (public) housing authorities 
reported a vacancy rate of 3% or less, 

(d) "a and "a, 
d (e) all of the above, 

16. The "polarization of housing quality" that occurs in response 
to restrictions on the housing supply in the face of increasing 
demand for housing refers to: 

a) housing quality in the northern states running down while 
housing quality in the southern states improves. 

b) the quality of apartments improving while the quality of 
detached, single-family residences declines. 

c) higher-income space consumers suffering since no new housing 
is being built while low-income space consumers enjoy low rents 

ad) higher-income space consumers maintaining and improving their 
houses as values increase while lower-income space consumers 
strain to pay rents while letting their houses run down, 

| 17. Court decisions generally support zoning as a proper use of the 
police power as long as: 

(a) it's reasonable and not arbitrary. 
(b) it's applied consistently to similar properties in similar 

situations. 
(c) 4it doesn't @iscriminate against minorities, 
(d) it is in harmony with the objectives of the community's 

master plan. 
(e) all except "a", 
(f) all of the above.
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jC 18. According to the article with the similar title, "the hidden 
factor in land use regulation" is: 

ta} groundwater pollution. 
bo corruption. 

(c) ownership. 
(dad) lienholders! rights. 

19. are thought to be a way to shift 
eccnomic pressure by giving the owner of a golf course or a 
historical landmark some of the residual land value created by 
allowing more intense development at another site, 

a) enterprise zones 
t) tax incremental financing programs 
c) Urban Development Action Grants 
é) transferable development rights 

C 20, In the article "Applying Real Estate Financial Analysis to 
Flarning and Development Control," author David Dowall discusses 
four distinct areas where real estate expertise can help. Which 
one of the following was not discussed? 

2) Designing incentive programs that promote the provision 
of public amenities. 

b) Evaluating requests for a relaxation in regulations or for 
financial assistance. 

c) Designing social service delivery programs. 
b é€) Creating public/private partnerships. 

_ 21. According to Christine Boyer, the underlying intent behind the 
1916 zoning ordinance in New York was: 

(a) separation of ethnic groups. 
(bo) protection of investments in commercial & residential property, 
(c) increase the density of develooment in midtovm Manhattan 

and in the financial district of lower Manhattan, 
(a2) separation of high-income avartments from office buildings. 
(e) none of the above. 

a 22. Wnich of the following is not one of the broad decision areas 
ror land use policy at the state and federal level? 

(a) recreational land 
(b) natural resources 
(c) urban land & the urbanization process 
(2) agricultural land & rural communities 

g 23. Retailers! criteria for desirable sites in central city locations 
include: 

(2) frontare on busy streets. 
(>) near existing retail concentrations, 
(c) gentrified neighborhoods for higher-end chains. 
(c) Ie and Up, 

(e) Us tt and Hall | 

(f) NBM and "al, 

(2) all of the above,



A) II. MATCHING ATTRIBUTES: Write the abbreviation of the program 
eprresponding to the attribute description in the blank to 
the left of the attribute description. 

EZ = enterprise zones 
TIF = tax incremental financing 
MREB = mortgage revenue bonds 
UDAG = Urban Development Action Grant 
IDB = industrial development bonds | 
HODAG = Housing Development Action Grant 

IKB 1, Issued by state and local units of government to promote 
multi-family rental housing construction by providing low-cost funds 

LE 2. Under this program the state's Department of Revenue must certify 
the base value of the district prior to construction of new faciliti-: 

GS 3. This program requires minimum leverage of $2.50 in private funds 
for every $1.00 of program funds, 

Gu. This program transfersfunds from the federal government to the 
local government to be used to financially assist developers of 
multi-family housing projects, 

a 5. The focus of this program is tax relief, cutting red tape, etc.; 
~ it would offer significant reductions in corporate, property, and 

social security taxes for participating firms. 

LHS 6. This program is frequently utilized to assist hotel construction 
in downtown areas due to the large number of jobs created for 

unskilled workers. 

DAG 7, The comparative degree of physical and economic distress among 
applicant communities is a major selection factor in this program, 

<Z 8. Critics argue that offering only one incentive to reduce labor 
costs and several that would reduce the cost of machinery may 
undermine the effectiveness of this program in creating jobs. 

DB 9. Under this primarily nonresidential program, credit-rating is 
based on the developer and the project, not on the community. 

IF 10. This state-level program encourages redevelopment in areas that 
are either blighted, in need of conservation work, or suitable. 
for industrial sites. 

OG a1. Under this program a one-time subsidy of up to 50% of project 

Fy costs can be provided to the developer of multi-family housing. 

Te 12. Critics argue that this program is abused regarding the types of 
projects constructed and that the benefits to the community vary 

. from one part of the state to another. | 

-@ 13, Under this program at least 20% of the units have to be set aside 
for occupancy by low-income families for 10 years or half the 
life of the mortgage, whichever is greater.
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oO III. FILL-IN-THE-BLANK / SHORT-ANSWER QUESTIONS: 

1. The “rea! estate process is defined as Ae gi; mand ov o j 

fae [2 2 £3 ee ee a 

2. Two reasons why othee Space users are“moving to Chicago's 
west side near the Loop (other than proximity to the Loop) are: 

TA (a) freer ei | and 

(b) pear ranZ 2 oor GLI. I” . 

3. Two reasons why residential space users are moving to Chicago's 
west side near the Loop are: 

Z (a) close % poor and 

(bd) “ “ie (FOV H YK pe rin Ae fe Abr, 

Ln, Two reasons why the residential movement to downtown Chicago may 
soon slowdown are; 

(a) when bide wrrive whl) weve SL pe sefurhr 

e (D) BOVE AFC 3 se meng (ke nt tore a nt) 

5, According to Kirschbraun & Denitz, the two stages of residential 
revitalization “DA cities that have been observed recently are 

(a) _ Ye ef befor back Whe clk 
C/ 

and. 
23 (v) ~ ‘ n 7 7C oe Me : hn Jt 7A 

6. The greatest difficulty that shopping center developers face in 
urban neighborhoods 

\ :, <i asscrnllg Tam Ho dde cost an 

7. The four basic goals of the Charlies Center-Inner Harbor master plan 
(drawn up in 1964 as the Charles Center mixed-use project was 
nearing compjetion) were: 

. (a) vy he SGuntery Convk , 

» (b) KIC “Eb Lo LM. V cance (47 ved ; 

7 (c) “ resident’ f oe” Sand 
(a) aeedfind glazqound (LH asa .
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8, Three distinct ways in which the "Swiss Cheese Strategy" covered 
up Rouse's role 2 a process,for Columbia, nd 

(a) CLEC Corpo N wo S- ar LVS) yf 

hor lara kee; (b) Ly tt) LVR 4 S ; and 

YK Lf 
(c) Ss of, hate] e 4 ty cm | e 

, 

9. The purpose of Ro 's, "En, cove) Foundation" is to 

Lyi 0 x2Co / A/ 4 —~L Zt *_=LLL 

whi VA the purpose of its subsidiary, the "Enterprise Development 
Company" is to 

4 Ahem dos Yet | iO CANN . ff, is aot oF © a Ps A, 

/ J 
and the purpose,of the a TeRLSE Social Jmvestment Corporation is to 

\ 
s 2 [8 AS VE, EL ° 

10. Two of Richmond, CA's weaknesses were: > 

7 (a) LP ers feck es on and 
/ 3 A f 

VY 44 

141i. Two of Richmond, CA's strengths were: V4 

(a) > Ad wels e bescerler he bet | arn 

7G 
Z (b) / Pe IF & SA Basle. 

— hae at OS F | 
12. The tniee component# of” Richmond, CA's subsequent MHMSO&IE# economi 

development stratery were: A / 
\ 4 VA we’ 

(a) Ve : Sy so-S7 7 secs, % . Or 

: fed ber. vig shy iz otra “S (bd) a at ‘ 77 - [A gil a 9 2 | ; and 

(c) " Putt a oA {7 , oi KS Kf .



I. Complete the following chart: @..<r quincy 

Tower Market, Baltimore's 

(24) Columbia, Place, . Boston, Inner 
Maryland Chicago MA Harbor 

v FF q H] A 

One of the mest . wsaciel “iS pwr Gg “Ma we 
IM por batt namic ° ype 

. wit buchos of the ° Liwiy! Pe A f fore 
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oH; iS e fre e a (lest, 

tre most tmvortant = | TO! | cn Vy foo 
sontributing to the 72 Mid _—~) ia x 

success of the project: eee oy (uot! (I 

eb cco Ft bor 6 yx 

ypu /MP i APU MEU/MPU papuje Pu 

land Seen eats |g 2 —~| Wily 2—) My? Why 
by the case study 

(e,@., HBU, MFU, MPU): 
C and 

Briefly justify your 
answer for each 
case study.



2) VV. ESSAY QUESTION; | 

In a brief, yet thoughtful essay, discuss and defend what you 
feel is the proper role of ethics in land use decision-making 
by real estate developers. 

- Boyer Role 
= [raper Kale © —~—



Lecture #1 

Urban Land 550 

I. introduction 

A. Format of the course 

1. Heavy reading 
2. Field application to an investment case 
3. Exams plus 3 problem sheets 
4. § credits worth of work 

B. Introduce teaching assistants 

1. Don Weiss - administrator - Rm 91 Bascom 
2. Lynn Woodward 
3. Mike Robbins 

C. Textbook and materials available from Rm 9I 

D. Real Estate Club program, book bargains, and constructive criticism 

1}. This fall marks a redefinition and restructuring of the course from 
previous periods. The real estate business fs evolving so fast, this 
represents the third time since 1962 |! have thought it desirable to 
shift concepts and emphasis of the course. Thus the readings and 
lectures will be substantially different [in form and content from 
precious semesters and we will value the student critiques which you 
can provide at the end of the semester. 

A. Speaking style Is fast so we will try to provide a brief lecture 
outline each day to structure your lecture notes. We wiil try to 
use slides and overhead transparencies to emphasize major potnts 
or provide examples. 

B. Many of you are not business students and will have some trouble 
with present value concepts and cash flows Pon't hesitate to ask 
one of the T.A.'s or myself for assistance because you will have 
to learn It to survive the course. 

C. We must insist that you attend your regular assigned quiz section 
rather than one that is more convenient to keep class sizes in 
balance so you can ask questions and we conform to the T.A. contract. 

Itl. Traditionally real estate and urban land economics have treatedland as 
a commodity and value as the central issue. In essence highest and 
best use of any particular piece of ground was that use which was 
legal, technically feasible, in demand and produced the highest present 
value of future benefits measured in dollars. 

A. The theory began as an economic concept to allocate land use ala 
Marshall.
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1. Such a premise depends on the assumption that one can measure 
mm all costs and benefits, external as well as internal, and convert 

to a dollar figure. 

2. Such a premise assumes land to be a commodity and that rational 
objectives are always to maximize present worth. 

3. Such a premise assumes perfect competition, a knowledgeable 
market, and sufficient liquidity that capital can move in and 
out in response to marginal demand and level of profitability. 

4. Such a premise implicitly assumes that what is good for one 
parcel is collectively desirable in the aggregate. Highest ‘and 
best Is pompous. oe 

B. The v repo naa this lecture is somewhat at adds with this simplistic 
appreach evernsthis traditional approach will be represented by 
your textbook. 

|. The issues we hope to present and discuss as a premise of 
urban land economics and real estate are those of the instructor 
and may at times be a little abstract or complex. 

2. Those who advance highest and best use theory or are unhappy 
with the complexities of a systems approach such as we will 
advance might consider Pat Moynihan relative to housing 
policy: ‘'... we have never learned to be sufficiently 
thoughtful about the tasks of running a complex society... 
the essence of tyranny is the denial of complexity. It is the 
great corrupter and must be resisted with purpose and with 
energy...What we need are great complexiflers...'"! 

IV. Absolutely basic to the theme and organization of this course are a 
number of definitions of distinctions in terminology. It's necessary 
to distinguish real estate from the real estate process. Moreover, 
the business of real estate is only one segment of the system of factors 
which comprise the real estate process. 

A. Real estate is artifically differentiated space over time with a 
fixed reference point to earth. Somebody invented real estate by 
rolling a rock tn front of a cave to provide the natural void with 
an artificial attribute of warmth, privacy, defensibility or 
exclusiveness. The space delineated was intended to house some 
activity, domestic or whatever. 

1. Caves may seem far-fetched but if a Lifetime of man is 60 
years the history of man is accounted for by 800 lifetimes. 
Of that, man lived fn caves for 600 lifetimes and thus the 
cave analogy explains 75% of real estate! 

2. The utility of the cave--the economic good was its space for 
housing an activity and not the physical elements of the cave 

wall or the rock. All our Improvements from survey monument 
to skyscraper, from condominium plat to a skylab hovering 
over a single point, are simply means of delineating space 
aver time for a purpose.
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3. Obviously, for the cave to have value, [t depends on where it 
is and what activity is to be housed. These issues are derived 
from the cultural area. 

B. Since the cave as a natural void apparently did not suit the cultural 
needs some improvements and services were required to smooth the 
interfacing of people and the land. Thus we have three elements to 
the real estate process, the cultural preferences, physical land resources, 
and the management of capital and services to reduce the harsh 
irritations of adapting culture to land, 

C. The real estate business is essentially a service industry which 
utilizes some very dramatic and large scale pfeces of hardware. 
lt is concerned with the improvement, management, marketing, 
financing, of space-time at a glven location to house any manner 
of activity. 

1. While a business s¢thool shauld be primarily concerned with the 
business of a real estate enterprise, it is first necessary to 
understand the context in which that enterprise functions. 

2. To judge the success of an artistic effort, one must first 
define those elements which could not be changed by the artist, 
the form giver. In making a pot to boil water over a fire, 
one must take [nto account the nature of clay as a material, 
its weight, elasticity, coefficient of expansian reactian to 
a flame as well as the purpose for boiling the water and the 
users needs to lift the pot, pour the water, conserve fuel, 
etc. It is then possible to compare a given pot and see how 
well it fits the context. Only in fitting the ensemble of 
form and context can one understand the success achieved by 
the potter. 

3. In the same way the real estate enterprise is responding to 
the limitations imposed by the land, the cultural preference, 
and its own inherent limitations in terms of money, talent, 
and objectives. 

4, For example, how does one supply housing to the low Income 
family at a place they need to live at a price that they can 
afford while observing the ecological limitations of the tand 
and the solvency of the enterprise providing housing services? 

5. This three cornered system could also be abstracted in economic 

terms to a space user, base supplier and public reserve of 

space resources. The wouldbe planner Is caught In the middle 
as an arbitrator of these three differing viewpoints: 

| preference \ space 
J / +: Consumers 

o . | \ 

/ Space \ Space \ 

f . ma ct band Suppliers Planners \ Public 
Enterprise  ~ ~ ‘Resource fo . Space 

Modifications | oo Definitions a “> Resource 
OO reserve 

Context of Real Ferate Procrece Real Estate Dectsion Makers
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D. The three elements of the real estate process can be further 
subdivided into additional subsets of factors which all define 
the context to which the real estate enterprise must adapt, must 
fit. The real estate busfness fails when a substantial misfit or 
irritant remains and succeeds to the degree that it has adapted 
to each subset of factors in the context. For example, cultural 
preferences and land resources might be further reduced to 
subsets of Influences or forces shaping the real] estate enterprise. 

I. Cultural congensus on values and objectives operates through: 

a. Institutions 
b. Government 
c. Peer group 

2. Individual consumer behavior operates through the marketplace ~ 
our cheapest regulation machinery, subject to: 

a. Rational limitations and objectives 
b. trrational limitations and objectives 

E. Definition of the land resource will require an examination of its: 

1. Physical static attributes 
2, Organic ecological attributes 
3. Legal attributes 
4. Dynamic social atrributes 

F. The interfacing of cultural preferences and the resource called 
land is brought about by some form of enterprise. 

I. The systems engineer sees the eventual form of an enterprise, 
in terms of both its configuration and behavior, as representing 
a negotiated confensus between two general sources of power - 
the power of the environment to dictate form and behavior of 
the organization on the one hand and the power of the organization 
to decide for itself what its characteristics and behavior wil] 
be on the other. 

2. All the subsets of factors must eventually be reconciled into 
a project, a synthesis of subsets, and this configuration or 
behavior is finally reduced to a flow of cash outlays and 
receipts over time. Just to survive the cash flows must balance, 
that fs the enterprise must be solvent and that is the basic 
determinant for both and private enterprises. Thus public and 
private solvency is the central issue in urban land economics 
and not value. 

3. As a result this course will be somewhat schizophrenic - the 
textbook wlll pursue the traditional party line while the 
supplementary readings will emphasize my viewpoint of cash flow.
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4, We will begin teaching cash flow early in the course to put 
across the basic concept In terms of the dynamic interraction 
of various financial components, assumptions, and measures 
of yield and risk for any enterprise. Then we will begin to 
examine the current issues within our culture and inherent in 
land resource attributes as they would affect cash flow and 
ultimately cash solvency of the consumer, the supplier, and 
the society. Government policy in social reforms depend on 
the finesse with which cash flow can be manipulated to avoid 
the inexorable logic of cash solvency and survival in a free 
market, 

V. Any organized undertaking is an enterprise. Some enterprises involve 
cash expenditures and receipts. The classic cash cycle is a manufacturing 
firm which goes cash-raw material-goods in process-finished inventory- 
accounts receivable-cash. 

A. Enterprise management does not require any particular theory of 
capital, scale, nor cash to be appropriate. Indeed the majority 
of enterprises may not involve cash at all. 

B. The traditional functions of management imply a sequence of planning, 
organizing, directing, and controlling - but this is somewhat circular 
as it defines management as doing management tasks. 

C. More recently John Beckett in a little book called Management Dynamics: 
The New Synthesis (McGraw Hi]! 1971) indicated the element of functions 

in a systems approach of any organization or undertaking might be 
described as: 

1. Goal-setting 
2. Forming polictes 
3. Searching for opportunities which are consistent with policies 
4. Selecting opportunities which are consistent with policies 
5. Designing systems for capturing selected opportunities 
6. Installing systems for capturing selected opportunities 
7. Operating the systems that have been Installed 
8. Maintaining and continuously py&fecting the operating systems 

D. The tist above suggests a flow of events, the presen@e of feedback, 
and expresses very clearly the need to convert value judgments in 
the form of goals to policies or standards or criteria with which 
to screen alternatives and select courses of action. 

|. One function of the course would be to identify various subsystems 
In the real estate process such as finance, marketing, development, 
regulatory. 

2. Secondly we want to suggest some of the values, objectives, and 
criteria by which these systems select and pursue thelr oppor- 
tunities. 

3. During the semester we wish to trace the feedback occuring between 
the various subsystems and the larger categories of land, culture, 

and enterprise.
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E, Wf it sounds complex, it is. However, | know no other area of 
business enterprise which has more high drama, more opportunity for 
the generalist and universal curiosity, and more opportunity for 
impact than real estate. The real estate process sooner or later 
represents the final battle ground of all the conflicting virtues 
and weaknesses of our society. 

}. We are an urban society which will perish unless we solve our 
urban problems. 

2. Even if you are not intending to be In real estate, we hope to 
make you a knowledgeable critic of the ensemble of real estate 
forms and context 50 as consumers and voters you can encourage 
the successful and avold the charlatans without being so paranoid 
about real estate you can‘t tell your true friends from your 
enemies.



THE REAL ESTATE PROCESS 
Business 550/705 

ADMINISTRATIVE GUIDELINES 

OFFICE HOURS 

«Feel free to consult any of the Bus 550/705 teaching assistants 
during their posted office hours, 

" Please arrive at the T.A.'s Office well-prepared (i.e., with all 
relevant claas notes, worksheets, etc. and after having carefully 
read all assigned readings to date). 

«Students who arrive in person at the office will be given priority 
over students calling by telephone. 

If other students are waiting to see the T.A. after you, please 
limit your time with the T.A, to ten minutes. If additional time 
is necessary, arrange an appointment with the T.A. outside of 
office hours, 

«Phone calls to the teaching assistants outside of office hours 
should be for administrative purposes only (e.g., "I'm in the 
haspital recuperating. Can I arrange to take a make-up examnt") 
and not for consultation purposes. 

ATTENDANCE 

¢ Prompt and regular attendance of all lectures and discussion 
section sessions is an essential part of this course. 

‘If you miss a lecture, try to get a copy of a classmate's notes 
and promptly stop by the T.A.'s Office during office hours and 
pick up a copy of any lecture handouts for the missed day (the 
T.A.s do not bring past handouts to subsequent lectures), In 
any case, lecture notes are a poor substitute for attendance. 
Professor Graaskamp's lectures are full of thought-provoking 
illustrations of the concepts presented in the course -- such 
examples rarely show up in detail in your classmates’ notes. 

“If some week you can't attend your regular discussion section, 
attend one of the other four discussion sections that week. 

GRADING . 

¢ Grading will usually focus on the "4 C's" (clarity, conciseness, 
completeness, and correctness) and at times will be very detailed, 
Superficial knowledge or awareness will be given little, if any, 
credit in this course, Students should strive for (and be able 
to express in written essay form) a thorough understanding of all 
material presented in the courge -- including all assigned readings, 

* All relevant supporting calculations necessary to arrive ata 
correct solution manually must be shown in clear, step-by-step 
form -- with all equations, variables, input values, and para- 
meters deing clearly=-labeled and well-organized -- regardiess of 
whether or not a calculator or computer was used to facilitate . 
the analysis.



| GRADING (Continued) 

eWhile you are encouraged to work with your Classmates when neces- 
sary to figure out how to solve a problem set, the write-up of 
the solution to each part of each problem set should be entirely 
your own work and in your own words. When "discuss/explain" 
answers appear to be substantially the same (i.e., exactly the 
same or virtually the same except for superficial re-wording), 
all of the similar papers will be subject to a severe penalt 
Ci.e., will lose most of the possible points on that section) 
proportional to the number of similar papers. Who wrote the 
answer originally will be irrelevant. | 

| *Any cheating on an exam will result in an "F" for the course and 
the instigation of formal procedures for the expulsion of the 
student from the University (pursuant to University policy). 

PROBLEM SETS 

Read "GRADING" section first. 

* Preparation for solving the problem sets includes reading all of 
the assigned readings to date -- so don't fall behind. 

* Always try to work through the problem set before the next discus- 
Sion section session so that you can ask questions in class and/or 
benefit from the questions asked in class by others, 

e1f stumped by part of a problem set, see a T.A. during office hours 
as soon as possible -- don't put offsolving the problem set. 

«Problem sets will be due by the beginning of lecture (11 AM) on 
the days indicated in the syllabus (unless due date is changed 
by the T.A.s). A large box will be provided near the entrance 
to the lecture hall in-which to deposit your problem set. The 

" box will be removed promptly at the beginning of the lecture and 
all papers turned in subsequently will be considered late, 

«Penalties for late papers will be | 

O Go 24 hours Late wevesseascasscssesseee LOK@ 10 points 
C4 to 48 hours late ..ccccccccceseccecessee. LOB@ 20 Points 
More than 48 hours late wocsseaeecveeseceee LOM @ll points, 

* Problem. sets can be turned in early to a Bus 550/705 T.A. during 
office hours, at discussion section sessions, or at the 550/705 
lectures. 

*Do not turn in problem sets by putting them in the T.A.'a mailbox 
or by sliding them under the T.A.'s Office door (such papers are 
occasionally lost and, hence, no responsibility for them will be 
accepted by the T.A.s}. | 

EXAMS 

“Read "GRADING* section first. 

* Please arrive at least five minutes early and sit in front-to-back 
COWS With no one next to you. All study materials should be con- 
pletely out-of-sight upon the proctor's request. Do not write any- 
thing on anything until instructed to do so by the procvor . And do 
not talk once the exams begin to be distributed, Thank you for your 
— cooperation.



Lecture #1 
INTRODUCTION TO THE REAL ESTATE PROCESS 

Definitions: | 

Real estate -- space delineated by man, relative to a fixed geography, 
intended to house an activity for a specific period of 
time. 

The real estate process -=- the dynamic interaction of three major 
Zroups =-- space consumers, space producers, and the 
public infrastructure group -- regarding the production, 
Ownership, and use of real estate, 

Space consumer group -~ consists of all entities which use (or consume) 
real estate. Three subgroups can be identified: 

Individual space users -- attempt to rent or buy real estate 
to house their specific needs, 

Collective space consumers -= generally pursue their interests 
in real estate activity through the political systems 
which regulate land use and space production. 

Future space consumers -- are typically represented by proxy, 
either by developers who anticipate the need to change 
the use of a building in the future or by the judiciary 
or special interest groups who perceive some trusteeship 
of the land for future generations. 

Space production group -- includes all forms of expertise necessary 
to convert from space-time requirements to money-time 
(e.g,, developer, lender, general contractor). 

Public infrastructure group -- includes all enterprises that provide 
& network of tangible and intangible off-site systems 
for the benefit of individual space users. (Examples 
include: street, water, and sewer systems; school system: 
and judicial system.) 

Highest & best use (HBU) -- that use which would maximize the owner's 
wealth (i,e., the use which is the most profitable over 
a specific period of time -- taking risk and the time 
value of money into account), 

Most fitting use -- is that use which is the optimal reconciliation 
of effective consumer demand, the cost of space producti: 
the cost of providing public infrastructure services 
and the fiscal and environmental impact on third parties 

Most probable use -= is that alternative course of action which is 
closest to being the most fitting use while recognizing 
the strong constraints imposed by current political 
factors, the state of real estate technology, the 
personalities and talents responsible, the money market, 
and short-term solvency pressures on space consumers, 
Bpace producers, and the public infrastructure, 

Categories of site attributes: (1) Physical (static) attributes 
(2) Legalepolitical attributes 
123 Linkage attributes 

Dynamic (perceptual) attributes 
(5) Environmental attributes



Disc, Sn, #2: Legal Descriptions @....oraing of Data / Land Use Controls 

I, Legal Description of Real Estate 

A. Governsent Survey System B, Metes & Bounds 

Meridian - how it works: 

SEEEERE ED nrms 
SCOTT re "re rare dant 
PET TT gee eane = wrt urban Land: 
Pree c, Plats 
PTET T TTT 2 - now arent 
pt et tt . 
tt tye | dt | tse 

#» numbering 

Township Tier » Range 

Seotion 
= i508 
- numbering 

- how used: 

D. Street Address 

~ OX to use for: 
Section of Township Tier ' 

Range - problema with: 

Fractional Parts 
- description 
~ size EK. Reference to Outside Facta 

He - valid only if:



IT. Recongyps of Date 2. Subdivision Regulations 

A, Register of Deeds - when apply: 

- intent: 
B, Constructive Notice 

~ extra-taerritorial: 

C, Actual Notice - requirements: 

3, Official Map 

III. Lard Use Controls 
- shows: . 

~ intent: 
~ guarantees: 

» how used; . 
4, Safety Codes 

A, Private Sector 
- intent: 

1. Restrictive Covenant 
-~ periodic inspections: 

- oreated by: 
5, Highway Aacess Restrictions 

- access! 
- must be recorded 
- renewal in WI: 6. Shoreland Zoning 

~ common reaetrictions: - intent; 

2. Easement = provisions: 

- definition: 7. Floodplain Zoning 

- intent: | 

- how used: - DNR: 

B. Public Sector 8, Interstate Sales of Subdivided Land 

i, Zoning - when apply: 

- concept: ~ intent: 

~ requirements: 

= avolution: 

- wrt terninpologrv:



THE REAL ESTATE PROCESS 550 and 705 

Lecture #1 Outline 

2/26/76 

l. & 1. Introductory Comments 
bE. 

fil. Traditional viewpoint - Land is a commodity and value the basic allocation 
device. 

A. Highest and best use of a real estate interest is that use which Is legal, 
feasible, in demand, and produces the highest present value of future 
benefits in dollars over a specific time. 

B. This course sees land as a public utllfity resource, cultural values deter- 
mining what's ‘'best'', and the real estate business has the enterprise of 
fitting money to the context of land and culture as an interfacing 
catalyst. 

IV. Some basic definitions 

A. Real estate is artificially differentiated space over time with a fixed 
reference point to earth. 

B. The real estate process is the interfacing of cultural preferences, 
physical land resources, and enterprise management of capital and services. 

C. Real estate enterprise is concerned with the production, management, mar- 
keting, and financing of space-time to house any activity. It is essen- 
tially a service industry. 

D. Cultural yrspace 
|\preference Jie 

ms 
| sy 

| , | 

Space \ J‘ 
Time NN Land Space 

i Product _ esource Sy pliers Planners _ Public 
Enterpgise Definitions 97." Space 

- | ee ae re i er pnt tt a = 

Modifications Resource 
Reserve 

Context of Real Estate Process Real Estate Decision Makers 

E, Cultural consensus on values and abjectives operates through: 
1. Institutions 
2. Government 
3. Peer group 
4. Consumer behavior in market place



Lecture | Outline ( Continued) 

Urban Land 550 

F. Definition of land resource must: include: 
1. Physical static attributes 
2. Organic ecological attributes 
3. Legal attributes 
4. Dynamic soctal attributes 

G. Interfacing of cultural references and land resources is brought about 
by some form of enterprise. An enterprise is any organized undertaking. 

1. The systems engineer sees the eventual form of an enterprise, In 
terms of both its configuration and behavior, as representing a 
negotiated consensus between two general sources of power ~- the 
power of the environment to dictate form and behavior of the organi- 
zation on the one hand, and the power of the organization to decide 
for itself what its characteristics and behavior will be on the other. 

2. Real estate enterprise is a cash cycle enterprise. A real estate 
project is a synthesks of attribute subsets converted from space-time 
to money-over-time. Cash flows must balance. Thus, public and 
private solvency of an enterprise is the central issue in urban land 
economics, and not value. 

V. The systems approach to any level of organization or enterprise may be 
described as requiring the following functions: 

1. Goal-setting (value judgments) 
2. Forming policles (standards) 
3. Searching for opportunities which are consistent with policies 
4. Selecting opportunities which are consistent with policies 
5. Designing systems for capturing selected opportunities 
6. Installing systems for capturing selected opportunities 
7. Operating the systems that have been installed 
8. Maintaining and continuously perfecting the operating systems



The Real Estate Process - 550 & 705 
Lecture Outline #1 

{. Traditional real estate and tand eaconomics has always treated land @s 
a eommodity and value as a central issue. That's what your textbook 
says. IN essence highest and best use of any particular parce! of ground 
was that use which would maximize the owner's wealth In a specified 
period of time, i.e., the highest present velue of a stream of future 
benefits measured In dollars. - 

A. The theory had its economic roots In Marshallian economics as a 
method to allocate uses to the land. Presumably those who esuid 
pay the most were those that anticipated the greatest producars 
surplus and society was served by maximizing economic surplus. 

8. Nighest and best use replaced social history where there was @ conSensus 
of land use prevailing over long spans of time where culture, technology, 
and population was static. Oevelopment of new world lacked all of these 
conditions for social consensus on land use allocations. 

C. The concest of highest and best use, even when qualified as that use © 
which ts legai, tachnically possible, and in demand has some simplistic 
and questionable prenise: 

1. Such @ premise depends on the assumption that one can measure 
all eosts and benefits, external as well as imternai, and convert 

to a dollar figure. 
2. Such @ premise assumes land to oe a commedity and that rational 

: . @bjectives are always to maximize present worth. 
3. Such @ premise assumes perfect competition, a knowledgeable 

market, and sufficienc liquidity that capital can move in and 
out in response to marginal demand and leve! of profitability. 

&, Such a premise imelicitly assumes that what is good ror sne 
parce! is caliectively dasirable in the aggregate. 

5. The semantics of highest and best is vague at the very least 

and arrogant in the extreme. 8ut it is simple, 

D. This course will be built around a concect of most fitting use and 
mast probable use. 

1. Before defining these terms some other basic definitions are 
required to Suggest the complexity. 

2. Those who advance highest and best use theory or are unhappy 

with the complexities of 2 systems aperoach such as we wil | 
advance might consider Pat Moynihan relative to hausing salicy: 
'\..we have never learned to be sufficiently thoughtful about 
the tasks of running a compiex saciety... the essence of tyranny 
is the dental of comolexity. [tf is the great corrupter and must 
be resisted with purpose and with energy... What we need are 

° great somplexifiers...'' 

li. Real estate is artificial delineated space with a fourth dimensicn fn 
time referenced to a fixed piont on the face of the earth to encicse 
or house some activity. It is a space/time unit of enclosure. 

A. Real estate invented by rolling a rock in front of a cave to Separate 

the natural void with an artificial attribute such as warmth, orivacy, 
defensibility, or excluslveness. )
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1. If the Alstery of man [gs 1,000 tifecines at 4 years each, 
then man lived [n caves for 750 lifacimes and we have exslained 
75% of res! estate. . 

2. The utility of the cave, the economic good was fits soace for 

houstag and activity, wet the solid elements af reof, walls, end 
eniling. (ndaed the technology of bulliding Sas moved staadi iy 
tewerd reducing the waight and @ass of our structures, at laast 
until? we have put a priarity on holding passive energy. 

3. Space/tine units are defined as reon per night. apartment per month, 
tennis court heures, square feet per year, cave per moon, of wilderness 
for coming generations. 

&. Man wade Imorsvements regrasant an evelucicn of artifaers co reduce 
the Irricacions ar misfits beceeen wan and the cave, between the form of 
aay arzificial selution andthe contaxt In which it ts to coerate. 
Real estate is intended to intertace individuals and thelr society 

- £0.the Tieitations ef the land. . 

C. laprevenents from survey mark to city [ayouts to individual Sulldings 
| defines space. . 

0. The law through legislation, cantract, and precedent allocatss anc 
defines time, senafic, privileges and caspoenssilities ef usa. 

E. The law Is a raflectian of tha political sachinery by which society 
exseesses its values, chfectives and arloricties ineluding both 4g 
eqilective and individual peeferenca fer land usa. 

fF. Privece rights cto use and benefit are those wales renain aftar the 
public has exercised its rignes to centre! ehreugn the policz scwer, 
fes share of Senefics through the power to tax, and its grierity ever 
the arivace position chrougn che power co condemn or exorceriste, 

G. A real estate sreject is cash cycle business entersrise wiies combines 
@ space/time sroduct with cartain types of nanacement secricses to mecs 
the needs of a specific usar. tt is the arccass af canvertine space/ 
time needs to neoney/time dimensions ia a cash ecsnem. 

1. A real estate business Is any Susiness which srovides expertise 
Recetsary to relate svaca/‘time need to money/time recui retents 
and includes architects, brokers, city planners, mortgacse cankers., 
and all other special skills. 

2. The grue srafit eanters in real estate are in the delivery of 
services and ¢ath ¢zcitai. Money [s an energy transfer systen. 

3. Equity ownership is the degree t9 which ome entersrise controls 
ar diverts cash from anocher ceal estata entarsrise. 

&. Public has direct ownership co che degree ceal estate taxes 
take 8&8 percentage of tenant income In excess of sarvies cose, 

M. The real estate process is the dynamic interaction of three grouns, 
. space users (consumers), space producers, and the various sublic 

agencies (infrastruccures) whieh provide services and capital ts 
Support the consumer neads. (See diagram)
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1. Users are further suddivided among iadividual cansumers cseracing ~ 
: in the marketslace, eoileceive cansumers coerating thereugh che - 

polleteal serueturea and esllecsive tassicutions (like wnians, 
churches, peer groups), and fucure users coeracting tsrough a 

" resource ethic and collective consensus, - 
2- Mote shat che space oreduction group inciydes money. expertise, 

and mseterial sourcas without soeci “ying which Ig orivace. public, 
or Joint venture In terms of oumership form. The real disziaceion 
ts thas the space production group fs concerned with laprovemenc 
placed aon a specific site while the public Infrastruccura grouse 
fs concarned with af! the offesica improvements and servicas 
required. . 

3. Each of these decision groups and subgroups resresent an 
entaerprite, af ergarnized undertakiag. tn a maney economy ai! 
eash cycle enterprises af a constrained by a seed for cash salvency 
both short and leng term, in order fo survive. 

kh. A destrauble real estata solution cesurs when che process sernits 
amxisem satis‘action to the consumer at a orica that he can afford 

. wiesSin thea anvirermantal Limes of land wnilea perzitcring she 
esnsumer, producer, and the government cash cycle to achieve 
eolvancy = cash Seeak even aC a Minimum, after full saymene far 
sarvices cendered.. 

5. Solvency of che total seocess, sae value, ts the ezizical issue. 

i. Land is a physical suefaca, a bearing point far imorevesanes, a locational 
poinec where demand and sugesly' forces find solvency and aceess *s Susines3 
eppertunicy. Excest as a mineral or for che sale of cae sail, ic igs 
met generally a csmmedicy tue rather a soint af acstess <s centre! of 
etenemic events. It is mee a orofiet canter in itsel* suc cacher 145 
desirable Secause ehosa wee ecaretrel the Jand ¢antzel a czctive warxer 
for thafe servicers, their eapital, and their caiaieon as ts lane usa 
allecacion. 

ltl. The conease of sighest and best use af land was a cammodicy esnegsr which 
did mor esnsider extarnalities adaquataly. I[c is being reoiaced ov 

eoncenets of moss fisting use and the concent of most corsoaocle use. 

A. The most fieccina use is that use whiel is the oocims! recanciliacion 

of effective consumer demand, the cost of ereductian, anc the fiscal 
and environmencal. impact an third garties. Reconciliation faveives 
financial impact analysis en “who pays'' and "wns benefies,"! 

RB. The pose srobatble use will be someching less than the mest fitcing 
uS@ deperidiag on topical eoestraiaes imposed by current soli sica! 
factors, the state of cual estate tecknolegy., ana shert tarm solvency 
Pressures on consumer, producer, OF guBli¢ agency. 

f. In seeking the most fieting and most probable use, the slanner anc 
privata property appraiser must Inaceract co determine how esceruni ty 
objectives and consumer * production sector salvency can be achieved 
sieul taneously. 

tT. & veal estate decision has only two basic foems. Elsher a site 
13 in search of a use and consumer with the ability #5 say, of 
a consumar, need or use with a defined ability eo pay is seeking 
sama combination of spaca/time attributes he can afford. 

2. The individual consumer with needs and a bedgat is the drive whes!
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3. The public sector represents the collective consumer service 
delivery system, seeking to minimize marginal cost to che consumer 
and average cost to the community at large. 

&. The production sector responds to @ derivative demand for engineering 
and management expertise. 

OD. Critiquing the form and adequacy of a real estate solution is analogous 
to the artisftc concept of judging the success of an art object by 
Peiating ferm of the solution to the context to which It was created. 

1. Context includes these elements which are fixed, given, or objectives 
and to which any solution must adapc. 

2. From giving elements are those variables within the artists control, 
1.@, Options or aiternatives at a particular time. 

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

&. Feasibilicy 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. 
5. Success therefore depends on how aporopriately the problem is 

defined; testing feasibility depends primarily upon accurate and 
comorehensive definition of the context. 

E. An enterprise is any organized undertaking, and a real estate problem 
or project always begins from the viewpoint of some enterprise 
relative to its environment. . 

1. The systems engineer sees the wentual form of an enterorise, in. 
terms of both its configuration and behavior, as resresenting a | 
negotiated consensus between two genera: sources of powers=the 
power of the environment to dictate form and cehavior af the 
organization on cne hand and the power of the organ!zation to 
decide for itself what its characteristics and behavior will be 
on the other. 

2. The system engineer uses “power of the environment’ as a dynamic 
alternative to the static implications of context and adds dynamic 

element of behavior to the elective responses of the form giver. 

F. if the real estate process sounds complex, it is! Many times during 
the course it will be necessary to simplify, exaggerate, or arbitrarily 
ignore various factors for educational purposes. Nonetheless, it is 
aorich and valuable subject area: 

1. There are few other areas cf business enterprise which offer more 

high drama, more colorful actors, more opportunities for those 
with generalist curiosity and those of entreprereunal risk taking 

. ability. 
. 2. Real eastate skills have made American millionaires more often 

than any other enterprise but there is no area of enterprise more 

parochial, cbsolete and in need of scientific management than 
real estate. Extertise is a competitive edge. 

3. Real estate requires attention ta repetitive, mundane, and often 
boring details but it is an area where the average individual 

° Can succeed through patience and persistence rather than Srilliance. 
4. The real estate process is the ultimate battle ground of all 

the conflicting virtues and weaknesses of our society. We hope to 
make you a@ knowledgeable critic of the ensemble of real estate forms 
and context $@ as consumers and voters you can encourage the 
successful and avoid the charlatans without being so saranciad 
about real estate you can't tell] your true friends from your enemies.
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The Real Estate Process ~ 550 
Outline - Lecture #2 

1. First lecture defined the real estate process as a dynamic synthesis 
In which three parties, space users, space producers and the public 
Infrastructure, seek real estate solutions which allow each of them to 

rematn solvent as cash cycle enterprises while pursuing other objectives. 

A. Any decision reguires organization of information into alternative 
courses of action and their consequences. Simultaneously the facts 
generate values, objectives, and specific criterfa for judging 

which consequences are good or bad. Given a ranking of criteria, 
one selects the most favorable course of action to pursue. 

B. Thus we need a system for ogganizing the facts to be discussed In 
real estate; a system which permits camparative analysts of alternatives 
and their consequences. : 

C. The first step toward that system [is In Diagram A. 

li. The sequence of money flows and service flows historically began with 
the space producer. 

A. Step | indicates the space producer provides financial capital and 
services in the form of management expertise to control a site 
and provide attributes in the form of improvements. 

1. Site attributes could be physical, linkage or dynamic 
2. Site improvements range from survey monument to a fully integrated 

and operational environment (Disney World). 

B. Step 2 tnvolves provisional services to the real estate from public 
systems for sewer, water utilities, etc. Generally compensated by 
the real estate tax and user charges metered to the site. 

C. In Step 3 the combination of attributes and services will be perceived 
by the space user differently and subjectively no matter how well 
engineered the site improvements may be. This perception will 
motivate a rent or purchase price which hopefully will compensate 
the space producer for his capital and services. 

D. The space users choice of location will also enable him to pay 
income, sales, and other personal taxes to be eligible for other 
services which he may or may not want. Obviously the space user 
wants to maximize net benefits from the real estate (#3) and services 
(#5) while reducing to a minimum rents or purchases and taxes. 

E. Since each of these three basIc¢ enterprises must make decisions which 
affect land and the space-time product and since each is a cash 
cycle enterprise which must remain solvent, it is useful to begin 
explanation of the cash cycle constraint on their real choices. 

1. Hence we begin with a simple cash flow model of the space 
producer and the sub-systems which affect his {their) cash cycle. 

a. Prioity based on [Instruction sequence 
b. Space producer {s a synthesis of many sub-system enterprises
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2. Real estate [5s a multIi-disciplinary field and in a beginning 
course, as we unravel the various sub-systems, we can only 

suggest how you might pursue the input further from the other 
disciplines. Thus we will stop short of exploring in full 
many interesting subject areas. 

3. The quiz sections will detail cash flow for the producer 
of rental property. Some lectures will be devoted specifically 
to detailing the cash flow problems of users of residential 
Space, retail space and industrial space. 

4, Lectures will also sketch the public infrastructure cash cycle 
as represented, by real estate taxes and other revenues and 
the cost of services and public capital in streets, schools, 
public transit, environmental quality, etc. 

F. Financtal behavior is only one small part of the decision system 
affecting real estate so that lectures will be devoted to suggesting 
the sociological dimension and historical significance as well. 
Indeed, if the basic elements In the context of the real estate 
decision system are classified, financial elements must come last. 

G. Bastc elements of context for judging feasibility or fit of a real 
estate proposal: | | 

1. Goals and objectives of decision maker 
2. General areas of opportunity 
3. Spectfiece micro-market targets 
4, Leqal-political constraints 
5. Ethical compatibility constraints 
6. Physical-technical constraints 
7- Financial constraints 

lil. By way of introduction of the mechanical front foor and back door 
approaches to be analyzed In detail in quiz sections, tt will be useful 
to examine Diagram 8B. 

A. The traditional sequence [s to begin with a space producer as in 
Diagram A, which may be called a front door feasibility approach 

or capital structure approach. 

B. It may be more useful, however, to first define the maximum the 
consumer can pay and the priorities the consumer or space user 
may place on various attributes in order to derive the maximum 
capital budget which may be appropriate. 

C. tn fact, the real estate process is @ continuous iteration between 
capital budgeting and consumer budgeting constraints. 

D. The front door and back door flow charts are a simplified schematic 
way of looking at the space producers cash flow cycle. We will 
provide similar schematics for space users and the public infra- 
structure as we move through the course. First, a graphic flow chart, 
then a detailed budgeting process, and then an actual numerical 
illustration, the computation of which you will have to be able to 
execute.
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Outline - Lecture #2 

i. The form and pattern of urban construction will reflect a consensus 
: between value judgments of the society and its objectives and the physical 

and financial limitations of available alternatives. The degree of 
influence of social value judgments in the decision process might be 
reviewed in three phases - pre~1800, 1800-1950 in the United States, 
and 1950 to the present. 

A. Lecture is an introductory look at the first two elements of the 
management process for an undertaking - goal setting and forming 
polictes. 

B. A schematic tllustration of the decision process might be: 

l. | 

Systems for Identificatton 
of Alternative Courses 

f of Action { 

, , Criteria 

{| Value System Expressed by 

{ Strategic Objectives and 

Tactical Standards | 

2, Values are moralistic generalization which must be explicit | 
to be operational os objectives. Objectives must be detailed 
with a series of if/then statements or criteria to provide a 
logic for accepting or rejecting an alternative. 

C. Shoreline conservation example. 

D. Financial analysis pattern example. 

E. A systems flow chart of any decision process: AMEND 

INPUT IDENTIFY COMPARE |. POLICIES INPUT 
OPPORTUNITY a (criteria) , 

REJECT | POLICIES MO 

OPPORTUNITY APPROPRIATE? 

SELECT 
OPPORTUNITY L, YES



2 {outline} 

fl. Cities of the past often have physical clarity in ltand forms, layout 
and architect as a result of static population, static technology, and 
cultural continuity. 

A. Specific purposes produce a desirable order so that social need 
was reflected tn urban forms. 

B. Interraction was simplistic in priority, defense, commerce, religion, etc. 

C. Form builders made changes in traditional procedures only in response 
to significant and obvious irritation, misfits in the form fit to 
the context such as the London fire, the cannon, or disease from 
polluted water. 

D-1 Defensive town ~- Naarden 
D-2 Roman military town - Aosta 
D-3 Inca store town = Pikillacta 
D-4 Peking ~ Tartar City - !mperial City ~- Forbidden City 
D-5 Canal structure of Amsterdam 

[$1. Settlement of the new world meanst conditions of cohesive development 
in other civilizations were gone. 

A. Population explosion 
B. Cultural restructure from outer directed to inner directed 
C. Technological explosion in communication, transportation, and building 

structures 
D. Property rights were a populous emotional experience 

1], Ploneer ethic of development favored those who could pay the 
mostest and build the biggest. 

2. Thus highest and best use concept - that use which had the highest 
1 present value of dollar benefit over a specific period of time ~ 

does describe the land use allocation system form 1800 to 1950. 

E. Cities grew like a reef - a process of accretion, with each building 
a Skeleton built to house a particular activity. A process of accretion 
tending to cluster around transportation systems leading to the center 
of commerce, government, and industry. 

F. A Greek city planner - Doxtadus. 

1. Dynapolis ~ a city plan designed to grow in one direction 
2. Ekistics - the science of city buiiding as a multi disciplinary 

art form. 

G. The conditional constraints on highest and best use through which 
society has bequn to operate. 

1. Legal constraints on the use of the land 
2. Market need for particular kinds of space at a given point in time 
3. Engineering feasibility 
i, Financial prudence



3 (outline) 

IV. Since 1954 federal subsidies of urban planning are leading to drastic 
| redefinition of land as a public utility and resource rather than a 

private commodity. Thus the land use allocation process is no longer 
a bidding process in the marketplace and we make a distinction between 
land use pattern and decisions and the present value of improvements 
to land by private enterprise. | 

A. The old semantics of private property remains but substance of those 
rights have been drastically altered. Government had retained In 
the original constitution the power to tax, the right to regulate 
or to lease, and the right of eminent domain. 

B. Recent Rockefeller commissiom recommendation calls for judicial 
reinterpretation of property rights so that ''when the protection of 
natural, cultural or asethetic resources or the assurance of orderly 
development are involved, a mere toss in land value should never 
be justification for invalidating the regulatton of land use." 

C. This course is concerned with the mechanisms and the real estate 
process by which value judgments are restated as objectives and 
objectives are made operational by creating decision screens or 
criteria with which to select one of several of alternative courses 
of action in the creation of space time units to house an activity.
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Bustness 550 

LECTURE #3 

Soctal Impact of Real Estate 

|. The decision process fnvolves both Identification of alternative outcemes 
including financial consequences, and conversfon of value judgments to 
Selection criteria as in the follawtng diagram A: 

Diagram A 

A. Soctal content or Impact of real esa&ste Is found In: 

1. Decision procedures of users, producers, and public agencies, 
2. Impact of past real estate decisions on future behavior of Indlviduals 

and soctal groups. 
3. Whdston Churchill ~- “We first shape our buildings and then our 

bultdings shape us." 

B. The space user can express his values... 

1. As a market transaction. 
2. As a do~nothing decision. 
3. AS explicit collective social or political action. 

C. The space producer can express his values... 

}. As an Individual selective response to user stimuli. 
2. As a collective response to external forces. 

OD. Political Infrastructure reflects values... 

1}. Of the constituency through laws and ordinances. 
2. Of the political administration through discretionary prodedure. 
3. Through devices for public hearings and appeals. 
4, By means of the threat of future political actton. 

E. Thus to examine soclal values fn deciston mallisgc&ad social Impact of 
real estate solutions on soclety Envolves the rea] estate process jn an 

almost infinite vartety of behavioral models of the political and soctal proces 

1. Some simplistic histortca] surveys may be useful



Urban Land 550 
Lecture #3 

|. tn earlier definition of the land resource, we suggested it would be 
necessary to examine four sets of attributes to determine its suitability 
for any specific purpose or improvement. Today's lecture is concerned 
with detailing the type of data input and discision criterla appropriate 
for these attributes. We will try to note in passing other courses 
at the university outside the Sch. of Bus. which are useful tools for 
the realestate major. 

A. The four, somewhat arbitrary subsystems of attributes relative to 
land are: 

I. Physical static attributes 
2. Organic eco-system attributes 

3. Dynamic social attributes 
4. Public and private legal attributes (the lecture will limited to 

the first three) 

B. Each of these sets of attributes will affect the cash flow characteristics 
of any enterprise located on a particular site in different ways 
and therefore it will be useful to briefly sketch the elements of 
cash cycle forecasting so that we may simply suggest where site 
attributes are synthesized into the eventual solution. 

C. The elements of financtal planning for the cash cycle include: 

I. Definition of prafit center viewpoint 
2. Definition of time line for the enterprise cash cycle 
3. A schedule of capital outlays 

a. Direct capital cost 
b. Indirect capital cost 

4. Schedule of revenue and expenses 
5. Assumptions of a financing plan 
6. Assumptions of income tax strategy 
7. Measures of risk (potential variance between plan and realization) 
8. Measures of yield 

{t. Static physical attributes ultimatley define the cubage available to 

contain an activity. 

A. Size and shape of parcel 

1. Frontage - filling station versus movie theater 
2. Width ~ circulation versus us able area - double loading corridor + office 
3. Depth - need for access ~ frontage or apartment 
hk, Effective building area - setback zoning, deed restrictions, ground 

cover area, FAR density 
5. Shape-structure relationship 

B. Topography 

1. Degree of slope - zero to 126 bujldable - cut and fill cost 
2. Elevation from access point 
3. Drainage



C. Soil and sub-soil conditions 

1. Bearing qualittes 
2. Expansion and stability characteristics 
3. Permeability - drainage and septic percolation 

D. Utility infrastructure 

1, Munictpal or private sewer and availability of hook-up permits 
2. Cost and capacity of electrical service 
3. Availability and cost of water (Madison has metropolitan sewer 

but cflty water) 
4. Availability of gas and gas service permits 
5. Availability of telephone service (definition of districts-Westowne) 
6. Availability of fire service and rate classification 
7. Avallability of muncipal services such as police, garbage disposal 

cable TV, etc. 

E. Existing improvements 

|. Survey monuments, etc. 
2. Underground utility easements 
3. Abandoned foundations, mining shafts, quarries, etc. 

ll. Organic eco system attributes are concerned with the relationship of the 

site to the general ecofolay of its environments and the impact that 
any alteration of the site on the natural systems of which it is a 
part. 

A. Water caonditians 

1. Ground water contamination or recharge 
2. Surface water run-off and erosion 
3. Stltation of lakeshores and streambeds 
4, Alteration of storm water absorption and run-off patterns 

B. Plant life conditions 

1. Destruction of rare plant resources 
2. Reduction of prime agricultural reserve 
3. Damage to natural food chains 
4. Damage to significant animal or insect habitat 

C. Alteration af micro climate 

D, 

IV. The dynamic social attributes of a site have to do with its spatial 
relationships to other related sites and the way in which people perceive 
the specific site. Real estate, remember, Is intended to house an 
activity and these activities are generally interdependent with persons 
and activitles at other locations. 

. A. The urban land economist defines any single activity as an establishment. 
A family is an establishment, a church, Oscar Mayers, or a store 
at Westowne-.



B. The relationship between any one site or establishment 
and another establishment/termed a linkage. The linkages of 
the site are a major determinant of its economic value. For 
example, a car rental company may want a direct linkage to the 
air traffic terminal or a student book store may find it critical 
to be tled directly to a major student pedestrian thoroughfare. 

1. Many linkages may be physical such as pedestrian bridges or 
the truck stop at the interchange damramp. 

2. Most tinkages are more mental in terms of convenience and time 
or street intelligence or ‘‘amenities'. 

3. Amenities are the esthetic satisfactions and conforts which 

individually cannot be priced, such as the tone of the neigh- 
borhood created by parks, and trees, etc. 

C. The single family home has a variety of linkages which each 
househald gives different weight. It has a linkage to school, 
to shopping, to job, to recreation, to social circles, etc. 
(a short crawl home). 

D. Stte linkages are a key to feasibility. The West Allis Inn example. 

E. Linkages are related to the spatial distribution of land uses 
which are town builders or primary employment centers and land 
uses which are town fillers or ansillary services. 

F. A set of linkages, physical or mental,of any particular parce! 

is called the situs pattern. A situs pattern suggests a use and a 
use defines the deserved situs pattern- 

G. The relationship of establishment activities is not only rational 
in terms of obvious motivation of convenience, economy, etc., 
but is also subtle and to some degree irrational conditioning of 
the mind. 

}. Identification with or of a building or an area depends on 
repeated exposure and subtle delineation of areas or visual 

cues. 

a. The Hidden Dimension by Hall 
b. Defensible Space by Oscar Newman 

2. Anxiety is a significant factor = security, privacy, driving 
or pedestrian safety ( the secret to defensible space is to 
Increase the anxiety of the interloper or stranger to increase 
the security of the resident). 

3. One writer sees the phychology of linkages as a degree of 
public-private character, The major streets are community at 
large while your own street and sidewalk are neighborhood. 
Your front entrance is a transition zone from public to 
family while the bedroom is a transition from family to private 
At each point there Is need for different levels of audio-visual 
privacy and reinforcement of the appropriate degree of scale. 

Community plazas are large scale, but neighborhood is expansive 

but low key, The entry walk and foyer reduce the scale and 

texture at first and the home pattern itself is small pattern 

and texture. 
4. The shopping center design is intended to reduce the anxiety of 

the driver approaching the site, his confusion and anxiety in 

parking and walking to the store of his choice, and his 

discomfort while in the store itself. Thus the approach zone to 

the site is an important linkage.



Urban Land 550 Lecture #3 

[. Site attributes affect the fit of an activity to the land. 

A. For somewhat arbitrary and related subsystems of site attributes are: 

I. Physical static attributes 
2. Organic eco-system attributes 

3. Dynamic soctal attributes 
4. Public and private legal attributes (the lecture will be limited 

to the first three) 

B. All these attributes each affect the cash flow cycle characteristic 
of any enterprise or establishment located on a particular site. 

C. Elements of financial planning for a real estate enterprise cash 
cycle include: 

1. Definition of profit center viewpoint 
2. Definition of time line for the enterprise cash cycle 
3. A schedule of capital outlays 

a. Direct capital cost 
b, tndirect capital cost 

4. Schedule of revenue and expenses 
5. Assumptions of a financing plan 
6. Assumptions of income tax strategy 
7. Measures of risk (potential variance between plan and realizatton) 

8. Measures of yield 

ll. Static phystcal attributes define cubage available to contain an activity 
and are inherent within the boundaries of the site. 

A. Size and shape of parcel 

1. Frontage - filling station versus movie theater 
2. Width - circulation versus usable area - double loading 

corridor + office or apartment 
3. Depth - need for access - frontage 
4, Effective building area - setback zoning, deed restrictions, 

gtound cover atea, FAR density 
5. Shape-structure relationship 

B. Topography 

1. Degree of slope - zero to 12% buildable - cut and fill cost 
2. Elevation from access point 
3. Orainage 

C. Sail and sub-soil conditions 

]. Bearing qualities 
2. Expansion and stability characteristics 
3. Permeability - drainage and septic percolation 

D. Utility infrastructure 

1. Municipal or private sewer and availability of hook-up permits
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2. Cost and capacity of electrical service 
3. Availability and cost of water 
4. Availability of gas and gas service permits 
5. Availability of telephone service 
6. Availability of fire service and rate classification 
7. Availabiltty of muncipal services such as police, garbage disposal, 

cable TV, atc. 

E. Existing improvements 

1. Survey monuments, etc. 
2. Underground utility easements 
3. Abandoned foundations, mining shafts, quarries, etc. 

ffl. Organic eco system attributes are concerned with the relationship of 
the site to the general ecology of its environments and the impact 
that any alteration of the site on the natural systems of which it is a part. 

A. Water conditions 

I. Ground water contamination or recharge 
2. Surface water runoff and eroslon 
3. Siltation of lakeshores and streambeds 
4. Alteration of storm water absorption and runoff patterns 

B. Plant life conditions 

1. Destruction of rare plant resources 
2. Reudction of prime agricultural reserve 
3. Damage to natural food chains. 
4, Damage to significant animal or insect hatitat 

C. Alteration of micro climate 

tv. The dynamic social attelbutes of a site refer to its interaction of 
its other sites and the perception of people of the specific site. 

A. To an urban land economist any single enterprise on a site is an establishment 

B. The relationship between one site or an establishment and another 
site or establishment is termed a linkage. 
1, Linkages may be physical, such as a pedestrian bridge 
2. Linkages may be mental tn terms of convenience, time, economy, etc. 
3. Linkages may be cumulative In terms of esthetic satisfactions 

and comforts which are called amenities. 

C. A single family home has a set of linkages to schools, shopping, 
jobs, recreation, or social structure. 

D. Site linkages are a key to faasibility of a store or motel. 

E. A set of tinkages for a particular parcel is called the situs pattern 
for an establishment. 

F. Perception of a site is a product of both motivation and subtle 
conditioning of the mind. 
1. Visual cues. Interesting reading on psychology of space 

a. The Hidden Dimension by Norman Hall and Defensible Space by Oscar 
2. Anxiety-security-privacy Newnan 
3. Community-neighborhood-family-individual "zoning! by means of 

audio visual controis and patterns 

4. The conditioning of the approach zone linkage for a site relative 
to its use.



BUSINESS 550 
Linkage, Dynamic, Environmental Attributes 

Lecture #3 

|. Linkage Attributes 

The marketing of a permitted use depends in large part on the location of a 
property. The banal phrase in real estate fs that there are three critical 
factors fn real estate - location, location, and location. Those who love 
to quote it seldom can define systematically the elements of location. 

A. Linkage attributes are the ties of the subject property to networks of 

supporting infrastructure whlch improve convenience and access and to 
activity centers which may interact with the subject property. The 
convenience and cost of this interaction is measured [in terms of friction. 
(Ex. when congestion downtown meant too many wasted truck driver hours, 
wholesale centers moved to the outer rim of the community along beltline 
roads; lack of parking on the Square is one element of friction which 
motivates people towards suburban shopping centers). 

B. Analysis moves best from the borders of the subject property outward 
to expanding zones containing potential demand sources or competitive 
supplies of space. Analysis moves best from physical networks to 
intangible ties and relattonships which may be visual or perceptual 
(dynamic attributes, as well). 

C. Physical networks typically involve utilities and transportation. 

Utility linkages need to be considered in terms of avallability or 
dependency on: 

1. Sewage processing, storm water retention, and storm run-off provisions. 

(IBM Building) 

2. Water capacity for use and fire, and water chemistry if applicable. 

3. Energy sources [Including electrical, gas, steam, solar, and capacity 
of suppliers. 

4. Public service zoning for fire and police, rail switching zones, etc. 

5. Access networks tnclude street, sidewalk, rail, gallertas, under- 

ground pedestrian networks, overhead bridges, and public transit systems 
including access points, traffic department controls, capacity for 
additional volume and possible shared cost formulas. 

| D. Relationship of subject site to immediately contiguous property (adjacent 
parcels), balance of city block or track, and neighborhood layout patterns. 

F. Possible dependency on available resources of underutilized labor and 
potential employees, timber and other natural resources, water flows 
in streams or underground, etc. 

F. Relationship of subject site to generators of potential needs and uses 

for the subject site, such as: 

I. Employment centers 

2. School system alternatives 

3. Retail services 
4, Complimentary existing nearby uses
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5. Recreational services 

6. Health care systems 
7. Security systems 

&. Waste disposal services 

G. Neighborhood demographics (population, age, employment, income, etc.) 

H. Relationship to competitive alternative and estimate of supply of 
available space, competitive ranking, and exposure of subject site to 
competitive interception of potential demand. 

fl. Dynamic attributes are those attributes which exist in the minds of the beholder 
which are mental or emotional responses which a site or project stimulate 
and which affect deciston making behavior. 

A. Image conditioning of the approach zone 

B, Visual factors in terms of prominence of the site, views from the sIte, 
potential for controlled sight lines, etc. 

C. Prestige and status 

D. Anxiety factors of access and security 

E. Noise as a function of traffic count (FHA noise pollution manual) 

F. Prevailing afr currents and airborne pollution (phosphate plants 
or sulphite paper mills, for example). 

G. Political images established for a site by the public positions of 

local politictans or vested interest groups. 

H. Historical community reputation and values attached to the project 
site and structures. 

lll. Compatibility of Alternative Uses With Off-Site Factors 

Individual user needs are reflected in the first four attributes while the 
collected community of consumers jis considered under the broadest definition 
of environmental attributes. The collective community is generally represented 
by political administrators so a land use must he sold to''two markets', 
the buyer or tenant user and the community political administrator. 

A. Physical and environmental impacts off-site | 

1. Storm water and ground water run-off 

2. Contamination of air and water 

3. Impact of sun shadows on neighboring property 

4, Encroachments of flora and fauna supplies 

5. Encroachment on historical or cultural resources 

B. Sflhouette of social impact in terms of public perceptions of: 

I. Displacement of existing residents and neighborhood units 
2. Contribution to social integration or mobility barriers
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3. Contribution to land use heterogeneity 

4. Contribution to regional and community master plans 

C. Fiscal impact on the community where appropriate: 

I. Direct impact on real estate tax revenues 

2. Direct fmpact on other governementa! revenue 

3. Direct impact on incremental government 

A, Secondary contributions to local government revenues 

5. Secondary cost burdens created for local communities 

D, Social factors in the ethical environment: 

1. mpact on supply/demand equilibrium 

2. Stamina of project sponsor in the face of public pressure 

3. Vulnerability of potential project buyers to secondary political 
pressures and counter attach 

4. Potntial uses requiring unique political resources or private/public 

consortiums 

IV. Alternative Use Scenarios Require Further Testing 

The site in search of a use is first inventorfed for its apparent attributes 
in each of the five sets above [In order to identify technically possible 
alternatives. These alternatives must be further screened for ftnancial 
viability. 

A. Reference to Exhibit | sketches the flow of analysis. It is a repetitive 
cycle in which surviving uses are further refined relative to market, 

solvency, infrastructure and investing. 

B. The critical element of financial viability (i.e., solvency and perhaps 

profit) is effective market demand. Market attributes include macro- 
markets tnherent th general population data, micro-market data discovered 

From consumer research of people and competitive peoducts, and collective 
markets as related to neighborhood expectations, and perhaps future 
unknown re-uses. 

C. Use scenarios for which there is effective demand lead to preliminary 
solvency tests which indicate the relationship of justified investment 
to required capital costs for the individual investor, just to achieve 

breakeven. 

D. The uses which survive solvency tests for the individual investor then 
must be related to the financial and physical infrastructure of community 
needs and priorittes as well as financial capacities, At this point 

the Ideal use may be modified by short term political consideratlon 
and a number of not so perfect private alternatives will survive to 

be tested in terms of appropriate mini-max criteria related to spendable 
cash, future networth, acceptable risk, and portfolio fit.
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e & a 

Public Service Capacit ee 
Acceptable Aiternative Uses % pacity ~ ey 

o 
Fiscal impact + | 

. eta Inve 
Public Priorities and anvestment Tests 

ny i ' 

Subsidy investor Limitarians 

& Objectives 
12/1/78 

Financially solvent 2 » Acceptable Risk Sensitivity 
Mast Fitting Use Parameters 

Most Probable Use of Site 
in Search of Use



III. Physical (Static) Attributes of the Site and Its Improvements 

A. The analysis of static site attributes which begin to narrow 
the potential alternative uses of the site should include 
both the facts and their implications for productive use of 
the site in such topical areas as: 

1. Size, snape, and lot area 
2. Topography, soils, geolory, slope stability, bearing 

capacity, septic tank suitability, potential for subsidence, 
3, Water table, wells, streams, ponds, storm water gswales, 

shoreland edges, bulkhead lines, flood plain designations, et 
4, Flora and fauna which enhance marketability or which might 

cause environsental impact litigation 
5. Concealed utility easements, old foundations, etc. 
6. Existing on-site utility services and capacity 
7. Access points to public thoroughfares or private righteofe 

WEYE, 
8. Site improvements such as paving, retaining walls, 

pedestrian paths, culverts, etc. 
9. Landmark attributes or historical site features 

10. Define phvsical system subsystems 

@. foundation syster h. horizontal circulation syste 
db. structural system i, vertical circuletion system 
ce, floor system j. Life safety syeter 
d. ceiling syster k. electricesl system 
e, roof system 1. plumbing syster 
f. exterior wail system m. HVAC system 
ge. interior wall syster n. site circulation system 

Oo. so6cial cortrol system 

B. Numerous courses are offered at the UW-Madison which touch upon 
these topical areas (see course listines for the following 
departments, amone others: landscape architecture, civil engineer 
ing, land rescurces, and reai estate), All persons active in 
the field of reel estate should heve at least ar introcuctery 
knowledge of these topical arese to better appreciate anc to 
unzerstant the ramifications of the physics] nature of the 
resi estate protuct. Experts shoulsl be coneuitec whenerer 
appropriate. 

IV. Legal-Political Attributes 

A. In AncloeAmerican law, real estate ownership is usually viewed 
as consisting of a "bundle of righte." The bundle inciluces: 

1. Eight of possession 
2. Rient of ecntrol 
B Right of enjoyment 

« Bight of disposition 

B. These rights are not absolute, however. The law throuch 
legislation, contract, and precedent allocates and defines 
time, benefit, privilezes, and respcensibilities of use. 

C. The law ig a reflection of the political machinery by which 
eociety expresses its values, objectives, and priorities, 
including both a collective and individual preference for 
a use,
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D. The actual private rights to use and benefit are those which 
remain after the public has exercised ite right to control 
through the police power, its share of benefits through the 
power to tax, and its priority over the private position 
through the power to condemn or expropriate. 

E. The analysis of legal attributes should move from specific 
limitations on the site imposed by the rights of others to 
restrictive convenants, private controls, etc. to public 
sector controls and regulations. It is important to recog- 
mize not only the black letter law but the composition of 
those authorities who have discretionary responsibility 
for interpretation, enforcement, or amendment of these 
controle relative to future uses of the site, . 

1. FPreenold estates 

&. fee simple absolute 

bo. defeesible fees 
¢. life estate 

ce Leasehold estates 

&. estate for years 
b., estete from period to period 
cc, estate at will 
ad. estate at sufferance 

3. Nonpossessory intereste 

&. eéEasetents 

o profit 

c. iicense 
a. security interests 

/. Lecal cescription and measurement 

@ government survey method 
b. meres & DOULHE 
¢. Pprettine 
GQ. street adaress 
®,. reference to outside fects 

§. Eestrictive ecvenerts limiting use, re=use, or modificaricr 
of the property. 

6. Applicatie zonine ordinancee and building code limitations 
On use (type and extent), including: alternative setback line 
hetent limitations, floor area ratio (FAB), parking require- 
ments, dwelling unit (DU) density limitations, etc. 

7. Special zoning options which may be available at owner's 
option such as rezoning, down-zoning, PUD zoning, etc, 

8, Special controls imposed by other communities through 
extraterritorial zoning, tax conservancy commitments, 
urban renewal districts, tax increment districts, county 
regulation of subdivision, and overlapping jurisdiction. 

9, Special state constraints on uses affecting shorelands, 
state highways, state airports, etc., including state 

a industrial building code.



10, Special federal constraints such as airport approach 
zone districts, harbor and river commissions, office 
of environmental protection, Department of Housing and 
Urban Development, provisions for the handicapped (HEW), 
and many more, 

1i. Since the building process takes time, impending 
legislation is important and reguiations require 
interpretation or public hearings so that public 
attitudes and expectations may modify black letter law. 

iz. A hidden source of regulation are the rules which 
control the lending institutions which lend the money, 
For example, they cannot lend on any properties located 
in a designated flood plain except under certain condi- 
tions which include community participation in flood 
prevention programs, 

F, Sites that border rivers or bodies of water may have water rights 

1. Biparian rights 
2 Prior appropriation 
3. Littoral rights 
4. Accretion 
§. Avulsion 

G. Conceptually, real estate is often divided into three physical 
levels: 

1. Esrth's surface and attachments 
ee. Air space 

3. Subsurface space | 

H, Forms of ownership include: 

1. Single ownershin 
e, Tenancy in commen 
3. Jd0int tenancy with right of survivorship 
“%, Tensnov by the entirety 
5, Community property 
€é. Condorminiuss | 
7. Cooveratives 

I. Lecal Entities for Ownine Hesi Estate Interests 

1, General partnership 
2. Limited partrnersnip 
p Corporation 

e Lance trust 
&. EIT 
6. Syndicate 
7. JSoint venture 

J. Transfering title to resi estate 

1, Purchase and sale 
2. Inheritance 
b Gift 

- Foreclosure or tax sale 
§. Adverse possession 
6, Escheat 
?. Eminent domain



K. Examining and Insuring Title 

i. Good and marketable title 
2. Abstract of title 
R° Restrictions, security interests, liens 

+» Title insurance 

L. Elements of Sales Contracts: 

1. Mutual agreement 
2. Reality of assent 
e° Leral capacity to contract 

e Gonsideration 
5, Legality of the transaction 
6. Contract in writing 

M. Purchsse options 

N. Types of Deeds: 

1, General warranty deed 

&. coversnt of seisin 
be covenant of the right to convey 
Cc. covensnt seeinst encumbrances 
a. covenant of quiet enjoyment 

2. Special warranty deed 
2: Quitclaim deed 

» Sheriff's deed 
5. Executor's deed 
6. Tax deed 

O. Heocrdinz deeds 

1, Actual notice 

2. Ccnstructive netice 
3S. Heteetvpe etatutes ve. noticeetYrpe etatutes 

Ve. Amfivets cf the Prvsicsl ant lereieaePoritice: Attributes of the Site 

A. & Dreliminearv ansiveise of these attributes Dermits tne experiences 
anaivet toe discard the mé&icrity of altermetive user and to se1iect 
& set ef pieausitle elternetive uses which we wiisc ceili scenerios 
—-- courses of action which enmoule be anslvzed further in terme of 
marketing, pricing, coeting, and acceptability. 

B. Trkese initial ecreens for elimination neec to be refined by 
reference to the dymemic attributes, linkere attrivdutes, and 
environmental constraints which cheracterize the property. 

C. Sometimes legal-political attributes and physical attributes 
are related. For example, if physical attributes preclude 
development of the site as it is currently zoned, then the 
iandowner may have a case for the rezoning of his site or for 
@ veriance, 

D. Some static attributee may help identify most probeble user types 
while other attributes will make certain uses uniikely,. 

B. Some static or leral-political attributes can provide monopoly 
advantages if they make the site unique relative to other aiter.



BUILDING ERVELOPE menu focy * P.S #1 

s00° 
1) Lot Size - the area of the lat (in sq. ft.). ELEGL LS , : 

2) Area Lest to Set-backs - the area around the , g U, 
let's perimeter which must be left wacant y 
(due to soning regulation and/or deed re- . / : 
striction). a ‘) / “If 

~~ 

4) Budldable Area = Lot Size « Area Lost to t 7 J] 
, Set-backa | STI 0 77, 

sniper 

4) Ploor Area Ratie (FAR) = the maximum total Lot Sises Area Lost te Bulldable 
floor area allowed as a ratio te lot sixa, 12,000 sqifts Set-backss Areas 6,600 6 

Masctenum $200 aq. ft. 

5) Maximum Allowable Floor Area = Lot Size * FAR 

6) Standard Allecatien Unit (SAU) < an areal unit | 
of measurement incorporating the propor tienal 
mix of lot uses* required by the soning code 
for a proposed use of a given site. ~ Torel vate aoe 
“e.g., open space, parking space, & the build- x 50° x GO” = 24,0007 

ing iteelf Fleer Area Raties 

7) Number of SAUs on Lot = Buildable Area / SAU “ oR 24 ,000/12,000 = 2 | 

8) Lot Area Requirementas 
Type ef Minimum Let Area NiO a 

Dwelling Unit Per Dwelling Und? | Oy & 

Efficlency 700 sq. ft, 
. One bedroom 1,000 * * 0 

Two bedroom 1,300 * " a 

Plus an additional 300 aq. ft. of lot ‘ 
area for aach additional bedroom in ex- nn Ny 

cess of 2 ina dwelling unit. efficiency ur t at one-bedroom unit, plus (¢ 
an additional 160 sq. ft. for each addi- 

9) Parking Requirements - by type of uses tienal bedroom in excess of one in a dwelle 
1 fer apartment ing unit | | 
1 per 300 sq. ft. of net rentable area of © up to 50% of this open space can be on the 

effice space roof or balconies, 

§ per bowling larme 
etc 11) Building Efficiency Facters - percentage 

° of net rentable area te greas building 

10) Useable Open Space Requirements ~ at least | area, decreases with increasing height 
140 an oe ye wneitla anen anaeca for each of building C1 eGo, # of stories).



ONE-STORY RETAIL BUILDING 

60'—se— 60 — £01} — 60 ae —— £0 
— —aooToT eee ~ Bo Given Information: 

| | | - Assume that there exists a restric 
oe covenant which requires a i10!' setbacl 

| 5 i 3 2 1 from all streets and which forbids ar 
“uD fuse" of the setback area, 

- Assume that the building efficiency 
factor for this one-story retail 

. building will be .90. 
- | 

j2o'| 6 / sf 10 

{ i 

Loi ft_i_we ~—-{ 3 

1. Lot Size: 180'x120'=21,6007 7» Total Building Area: Gross Net 
26.36 X 333.33 x 1=8,787" 7,908 * 

2. Area Lost to Setbacks: 26.36 x 300 xX 1 = ————7 
a, Hestrictive Covenant: 

Front yard: 10'x180'=1,800"7 8, Parking Area: Gross | 
Side yard: 10'!x110'=1,100 26.36 x 375 = 9, 355 * 

b. Zoning: 
Front yard: 3'x 10'= 30 9. Base Area Check: 

Total =2,930% 
Building 8» 7878 

3. Buildable Area: Parking 8 
21,600" = 2,930" = 18,670™ Total repre 2 

4. Maximum Allowable Floor Area: 10. Is there a difference between #3 
3 x 21,6007 = 64,8007 and #97 Only 27 due to rounding, 

| 5. Calculation of SAU: 11. Jillustrate below how you might 
Net BEF Gross allocate the required building 

Building 300 72,90 = 333.33" and parking areas to the site, 
Parking 3757 = 228 Be sure to indicate setback lines, 

SAU = 708,33 draw to scale, and show dimensions. 

6. Number of SAUs within Buildable 
Area: 80> 
18,670" + 708,337 = 26,36 SAUs 254 

gp T 
| / Building 60." feo" 

4) ITIP 
rki #0 SII Lie 

| vif ELS SAS 

. | 
| | 

| ) 
| | 
— _ 4 

Scales Lem = 40



TWOx$<STORY BUILDING 

FIRST FLOOR RETAIL & SECOND FLOOR 500 NET SQ. Fr. EFFICIENCIES 

(Assume that the building efficiency factor is .85.) 

t. Lot Size: 180'x120'=21,600" 11. Parking Area: Gross 
! Apartments 3,336" 11.86x281,25° 

2, Area Lost to Setbacks: Retail 7413 «-11.86x625" 

a, Restrictive Covenants: Total 10, 749 * 
Pront yard: 10'x180'm1, 800" 
Side yard: 10'x110'=1,100 12. Open Space: Gross 

b, Zoning: On ground O95" —11.86x 80" 
Front yard: 3'x 10'=_ 30 On roof kG «a (ditto) 

Total =2,930™ ra 5g* 

3. Buildable Area; 2 13. Base Area Check: Gross 

21,6007 - 2,930" = 18,670 | OO 
Building 6,977 

&. Maximum Allowable Floor Area: Parking 10,749 

3 x 21,600" = 64,800" Open Space ie 
Total 16, 

5. Maximum Number of Apartments 
Al lowes py Lot Area Requirements: 14, Is there a difference between #3 

21,600 + 7007s 30,86 »30 apts, and #13? If so, how much? Why? 
Only * due to rounding. 

6. Calculation of SAU: Net BEF Gross 
Building 500%, 65@556.24"15, Illustrate below how you might 
Apt. Parking (.75)375 =281.25 allocate the required building, 

U. Open Space (.50)160 = BO parking, and open space areas to 

Retail Pkg ( 500/300)375 =62 the site. Be sure to indicate 

SAU = 1 Sot ge setback lines, draw to scale, and 
include dimensions. 

?, Number of SAUS within ST se 

Area: 18,6707+1,574.492= 11.865AUs k RO: ' 

8. Number of Apartments on Lot Based iF : 

on No. of SAUs w/in Buildable Area: eA. y 
11.86 SAUs x 1 floor of apts,SAU Ealing el : 

= 11.86 apts. at (eb 
Pat ket eve: hart Ground! 

9. Given constraints #5 and we» the Ti72 

argest number of apartments that ; ban 

ean be built is: 11.96 apts. | SA LLL YW 

10. Total Building Area: Gross Net : | 

Apartments 6.97 32930" ) : 
Retail 272 

_ See ti, 820 ms | | 
41.86 x 588.24 | | 
11.86 x 5007 —— _ —I 

Scale: lem = ¥o°



SELECTED SAU FORMULAS (FOR MADISON C2 ZONING DISTRICT) 

CASE 1: First floor retail*, upper floor(s) apartments 

NET BEF, Gndss 
Net alze 

Building (or apt, ina) + - 
# of floors, # of pkg. spacer 

. Apartment Parking (of apta, (required per apt.) 3754 + 1,00 « 

8 
Open Space ( " (oer apt, ) (+5) 1607 + 1,00 = 

Net site 
Retail* Parking [lor apt. ind = 4004] 37574 4,00 = 

SAU = 

, 

CASE 2: If only apartments are present, then omit the "Retail Parking" line, 

CASE 3: If only retail* espace, then use this format: 

NET BEF, GROSS 

Building 3004 + = 

Retail* Parking (# of floors) 3754 -- 1,00 = 

i 

* "Office" can be substituted for "Retail" in these formulas for Madison's C2 District,



Disc. Sn. #2: Lepal Descriptions MP coraing of Data / Land Use Controls 

I. Legal Description of Real Estate 

A. Government Survey System B, Metes & Bounds 

— Py TT Meridian - how it works: 

[ey yy fee 
Pf fp Principal - wrt rural land: , 

Meridian 
Pf fd ~ wrt urban land: 

Base Line CCE EE e. Plats — Tier 

ee Pf - how created} 

ft jf ne 
| 7 Pf | Township 

- 9ize 

= numbering 

Township Tier , Range 

Section 
- 81ze 
~ numbering 

»- how used: 

D. Street Address 

-~ OK to use for}: 
Section of Township Tier , 

Range - problems with: 

Fractional Parts 
= fescription 
- size | RB. Reference to Outside Facta 

| ~ valid only if:



II. Recording of Data &. Subdivision Regulations 

~ intent: B. Constructive Notice 

_  xtra-ferritorial: 

C, Actual Notice - requirements! 

3. Official Map III, Land Use Controls 

- shows: | - intent: 
| - guarantees: 

~- how used: 

4, Safety Codes A, Private Sector 

- intent: 
1. Restrictive Covenant 

- periodic inspections: - created by: 

5. Highway Aacess Restrictions 

- access} - must be recorded 
- renewal in WI: 6, Shoreland Zoning 
- common restrictions: ~ intent: 

2, Easement 
~ provisions: 

- definition: 7. Floodplain Zoning 

~ intent: . | 
- how used: = DNR: 

B. Publica Sector 8, Interstate Sales of Subdivided Land 
1, Zoning 

- when apply: : 
- concapt: 

- intent: 

| ~ requirements: - evolutions: 
| 

© escee fe RL eee Sa DT om meee



Discussion Section income Taxes & Lepreclation 

Tax Law - understand the ramifications: 2) useful life - the number of years ovér which 
the asset will be depreciated for tax purposes 

+ revenue source 3) method of depreciation - straight-line, 
‘is the tax burden equitable? declining balance, ete, 
-a tool to conduct social policy 
econtinually evolving «Example of Straight-Line Depreciations 

Eeonomic Recovery Tax Act of 1981 Givens Cost of improvements = $75,000 
Useful life = 15 years 

Accelerated Cost Recovery System 1 
Recovery Deprec*n Annual dep. = [asfol Lire * Original depreciable, 

Property Type Period (Y¥rs.} Method Recapture* basis 

1 
Residential 15 | SL No Annual dep.== Tz —Years * $75,000 = $5,000/year 

175% DB Excess Dep. 15 years 
35 SL No 
LS SL No *Example of 175% Declining Balance Method of Dep. 

. 1 » 
Nonresidential 15 SL No Dep. in Yr. Jj = 1.75 * useful Life Remaining Bal. 

175% DB All Deprec. (beginning of 
72 a7 Ne Notes Remaining balance = year} 

2 L o Original depreciable basis minus 
lated d lati Subsidized 15 SL No - accumulate epreciation 

. KH 

Housing 35 2008 DB Excess Dep?" Given: Cost = $74,000; Useful life = 15 yrs. 
1 | 

+5 SL No Dep. in ¥r. 1 = 1.75*D3"yrak$75,000=¢8,750 
* Residential and nonresidential real estate is - - ow — og _ 

subject to 100% recapture if held less than 12 mths. & = x X$66,250 =37727 
Subsidized housing is subject to recapture of excess . ee x 
depreciation if held less than i2 months. ete j= * " X$58,251 =$6,827 

** This excess deprec*n is phased out gradually (wrt ° 

being recaptured, Long-term Capital Gain Treatment on the Sale of 

4¢ Depreciation: Property 

"before arriving at taxable ineome men oe ees ethe peonerty must be considered a “capital 
*recognizes the dimunition of value over time (i.e., asset” *. a asontion 1231" ro pert ender 

losses from wearing out) the tax code definition . ¢ethis has not been the case historically with real . . 
2) the property must be owned for a period 

estate greater than 12 months 
| 3) the investor cannot be considered a 

*Needs dealer in real estate 
, ““H) the S-L dep. thod d (f ‘ 

1) depreciable basis = the amount of capital ) = . °P LoL Pe or eee 6. 
ai i . ments * Long-Term c ited gaim is -laxed ata rite ; ; 

expenditures allocated to_ improve , : ejual ty GOK x individual’ fax b el or 28% if a corperdhign



Taxation of Total Gair® upon Sale of Property 

Dollars 
(000s) 

140,000 | 

120,000 act B 

A Net sale + Capital gain. 
100,000 Original Basix ___C 

S-l Bees 3 Capital gain if residential or if 
{7E% ry D S-L was used on nonresidential; 

80,000 Basis ordinary income otherwise. 
Ordinary income (recapture of 

excess depreciation) regard- 
60,000 less of property type. 

10,000 | 

| 
20,000 | 

| 
0 Year 

4 2 3 
25 % 75 Ta 

A = Purchase price of property (land & improvements) = s100,0@ 

B= Net sales price (after selling expenses) = $112,000 

C = Original basis of property = $100,000 

D = Adjusted basis using S-L depreciation = $85,000 

E = Adjusted basis using 175% DB depreciation = $76,694 

Suppose that the above information applies to a nonresidential 
property that we'we depreciated at 175% DB. If the property 
is sold at the end of year 3 for $112,000, thens 

Total gain = B= E = $112,000 = $76,694 = $35,306 

Capital gain = B = C = $112,000 = $100,000 = $12,000 

Ordinary income = CG - E = $100,000 = $76,694 = $23,306 

Sum = $35,306 

* The “total gain™ recognized on the sale of the real estate equals 
the difference between “ adjusted basis" and “net selling price." 

T Assume $% simple grouth in project value.



FQRHAT 
ANNUAL CASH FLOW STATEMENT 

YEAR---~- 1 y 3 Aen nnnne neue ne 

{1 GROSS FOTENTIAL IWCONE | 

2 LESS VACANCY ALLOWANCE 

3 ABD OTHER INCOME FROM SERVICE SALES 

4 EFFECTIVE 6KOSS INCOHE , 

§ LESS REAL ESTATE TAXES 

6 LESS OPERATING EXPENSES 

? NET OPERATING INCOHE 

8 LESS DEPRECIATION 

«LESS INTEREST 

10 TAXABLE INCOHE 

11 PLUS DEPRECIATION 

12 = LESS PRINCIPAL PAYHENTS 

13° CASH THROW-OFF 

14 LESS INCOME TAXES : 

15 LESS RESERVES 

16 CASH FROM OPERATIONS 

1? WORKING CAPITAL LOAN{CUMULATIVE BALANCE) 

18 DISTRIBUTABLE CASH AFTER TAXES 

1 PLUS TAX SAVINGS ON OTHER INCOME 

20 = PLUS SURPLUS FROM REFINANCING 

© SPENDABLE CASH AFTER TAXES



Business 550 
Physical and Legal Attributes of Real Estate 

Lecture #3 Outline 

1. Application of Most Fitting use and Probable Use Concepts 

A. The most fitting use is that use which is the optimal reconcf! tation 
of effective consumer demand, the cost of production, and the Fiscal 
and environmental impact on third parties, given the IImitations on 
constraints of a specific parce! and existing improvements. Ultimately 
reconciliation Invelves financial Impact analysis on 'who pays'' and 
"who benefits." 

B. The most probable use will be something less than the normative and 
idealistic ‘most fitting use'', depending on short term constraints 
imposed by the stata of real estate technology, short term market 
shortages and surpluses, current political factors and short term solvency 
pressures on consumer, producers or public agencies. 

C. Fit implies that we can first define the context or ealements in a 
design problem which are fixed, given, or objectives to which any solution 
must adapt. 

I. Note that financial arrangements, marketing programs, as well as 
property management are all part of the design process in real estate. 

. Design means the software of any enterprise as well as the hardware. 

2. Form giving elements are those variables within the control of 

the artist, the entrepreneur, or the decision maker - i.e. options 
or alternatives available at a particular time. 

D. The next several lectures are concerned with the problem with identifying 
limitations on use andviable alternatives of use that could be discovered 
In a given parcel] of ground as the first step toward real estate analysis. 

l!. An Inductive Approach ta Analysis . 

Before identification of a specific consumer target, producer group, or 
public infrastructure involvement it is necessary to begin with a given - 
a specific property. Analysis moves from the attributes of the property 
outward toward ever broader areas of concern. 

A. For all real estate problem solving there are basically only three 
Situations: 

t. Site in search of a use 
2e A use tn search of a site 
3. An investor seeking a real estate opportunity to improve his 

spendablie cash or net worth position 

B. A physical analysis of a real estate parce] in the search for limitations 
and opportunities should include: 

1. Physical attributes of the site and improvements 
2. Legal-political attributes controlling use and reuse 

3. Linkage attributes which in combination create that illusive 
element of location. 

4, Dymanic attributes 
§. Environmental attributes of the site in relation to off-site natural 

Syatems —
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C. Static site attributes which begin to narrow the potential market 

alternative uses should include both the facts and thelr implications 
for productive use In such topic areas as: 

1. Size, shape, and lot area 

2. Tapography, soils, geology, slope stability, bearing capacity, 
septic suitability, potential for subsidance, etc. 

3, Water table, wells, streams, ponds, storm water swales, shoreland 
edges, and bulkhead lines, flood plain designations, etc. 

4, Flora and fauna which enhance marketability or which might cause 
environmental impact litigation. 

5S. Concealed utility easements, old foundations, etc. 

6. Existing an-site utility services and capacity. 

7. Access points to public thoroughfares or private right-of-ways 

8. Site improvements such as paving, retaining walis, pedestrian 

paths, culverts, etc. 

9. Landmark attributes or historical site features. 

10. Define physical system sub-systems 

a. Faundation system xe: sdefleley, 
b. Structural system At re) 
c. Floor system ‘te Ag’ tikat ate) 
d. Cejling system Hated. ConLeal ) 

e. Roof system fc : 
Ff. Exterfor wall system 
g- Interior wall system 

h. Horizontal circulation system 

i. Vertical circulation system 

D. Legal Attributes should move from specific Limitations on the site 
imposed by rights of others to private covenants, private controls, etc. 
lt is Important to recognize not only the black letter law but the 
compos{tion of those authorities who have discretionary responsibility 
for Interpretation, enforcement, or amendment of these controls 
relative to future uses of the site. 

1. Legal interests, vested or continued of other persons in the site, 

2. Legal description, its accuracy, and implied transfers. 

3. All tocal ordinances defining alternative setback lines and height 
limitations in order to identify alternative building envelopes 
permissible on. the site. 

4. Private convenants limiting use, re-use, or modification of the 
property (urban renewal covenants, landmark building facade bequests, 
etc. 

5. Applicable zoning and building code limitations on use and the critical} 
constraints of each relative to floor area ratio (FAR) bulk, parking 
requirements, dwelling unit (DU), etc.
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6. Special zoning options which may be available at owners option | 
such as rezoning, down-zoning, PUD zoning, etc. 

7. Spectal controls imposed by other communities through extra 
terrftorial zontng, tax conservancy commitments, urban renewal 

districts, tax increment districts, county regulation of subdivision, 

and overlapping jurisdiction. 

: 8. Special state constraints on uses affecting shorelands, state high- 
ways, State airports, etc. including state industrial building code. 

9. Special federal constraints such as airport approach zone districts, 
harbor and river commissions, office of environmental protection, 

Department of Housing and Development (HUD), provisions for the 
handicapped (HEW) and many more. 

10. Since the bullding process takes time, impending legistation is 
important and regulations require interpretation or public hearings 

| so that public attitudes and expectations may modify black letter 
law. 

lt. A hidden sourceof regulation are the rules which control the lending 
institutions which lend the money. For example they cannot lend 

on any properties lacated in a designated flood plain except under 
certain conditions which include community participation in flood 
prevention programs. 

lft. Analysis of the Physical, Legal, and Political Attributes of the Site 

A.preliminary analysis of these attributes permits the experlenced analyst 
to discard the majortty of majority of alternative uses and to select a set 
of plausible alternative uses which we call scenarios, courses of action 

which should be analyzed further in terms of marketing, pricing, costing, 
and acceptability. 

A. These initial screens for elimination need to be refined by reference to 
the dynamic, and linkage attributes and environmental constraints which 
characterize the property. Sometimes legal and physical are related. 

B. Consider the site of the Camelot Apartments. The solls are very bad 
and were capable of supporting only light weight industrial buildings. 
There was a side track and nolse from the railyard. Hence it was 
zoned M=1. A developer thought he could afford to take advantage of 
a park by putting In extensive foundation improvements and siting the 

building to minimize window openings facing the raityard. Excessive 
costs were anly possible by finance by a limited partnership. Eventually 

a legal issue ensued as to whether best use of the site was commercial 
or residential. 

C. Some static attribues may help identify most probable user types 
_ (Ex. special display window sizes may be suitable for antique or art 

display) while attributes will make certain uses unlikely (Ex. floor 
load limitations of fire proofing weights required of places of public 
assembly). 

0. Some static or legal attributes can provide monopoly advantages 
because suitability is unfque relative to lands all around it, because 
of exemption from certain regulations, or existing approvals of develop- 
ment plans, including licenses for dredging, building code variances, etc.



Spatial Distributions Within & Among Clusters 

|. Aside from a certain need for social interaction, an ordered dense 

af cluster of people creates certain economies for any exchange system. 

A. Clustering permits Internal economies of scale due to increased specialization 
of labor and enterprise and reduced distribution costs. 

B. External economies may be the result of increased logistical support 
made possible by agglomeration. For example, sewer Tine tn place 
of septic tank is only possible where there are only short runs 
of pipe between collection points. Responsibility for disposal 
is shifted from the individual space user to a external community 
system. 

C. Communication is an essential byproduct of clustering because it 

fosters innovatton and reduces the cost of mistakes or duplication 
of effort. 

D. wWevertheless, the orginal and most dominant cost affecting location 

of each cluster relative to one another and internal ordering of 
priorities within a cluster was transportation costs. The greater 
the effort, the more product allocated to transportation, the less 

net output any enterprise can enjoy (the appetite of the horse for 
oats reduces the net surplus from the farm). 

1. The trade-off between transportation economics and urban land 
economics is suggested by the simple tradeoff diagram A. 
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2. The arrows labeled 1,2,3,4 show progressive reduction in 
transportation costs (below the arrows) and successive Increases 
in useful output given Ad/Thésfédtind/dédrdde/df/cldstéring 
despite declining degrees of clustering: 

3. When transportation becomes cheaper the economic payoff of 
clustering is less necessary and therefore people may choose to 
have lower densities, less spatial order or some combination of 
aesthetic satisfactions.
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ll. There are many different theories by economic geography as to what is 
an efficient location for different types of enterprises. Urban 
Geography Is a useful course area for real estate majors. A few 
demonstrative theories foltow: 

A. A weight-gaining process - product gets heavier as it reaches the 
market - that ts an increase jn cost per mile of transportatton 
the more complete the product. 

|. The more significant the weight-galning process the closer the 
enterprise to its market, assuming the other costs of production 
are identical. Transportation cost nat only reflects weight and 
distance but bulk (modular homes), perishability and fragility 
(bread) and this assumes all other costs are equal. 

2. tn general, we are talking about the costs borne by the firm and 
not the real cost to the economy so if suppliers conceal casts 
with discriminatory rating, delivered pricing, etc. eventually 
the pattern of business location is less than efficient for the 
economy as a whole. 

3. %\It ts also assumed that the firm ts free to locate anywhere 
along the line between raw material and market when, [In fact, 
locations with the desired logistics are limited and there 
are irrational goals, too. 

B. Multiple sources and multiple markets involve location vectors as 
in the second diagram. There is a point at which the aggregate 
transportation cost per ton of steel is least. 

C. Urban areas are generally involved in exchange processes one of which 
is a transportation break point - i.e. a change in the mode of 
transportation from barge to rail or rail to truck. 

D. There are foot-loose enterprises in which transportation and convenience 
cost are minimal tn relation to value added, suchas diamond cutting 
or the manufacture of transistor diodes. 

E. The way statton of accommodating transtents. 

llt. Assuming that urban clusters make sense and are spaced out with some 
logic, the question remains what goes where within a single urban center 
(ordered cluster) - ji.e., pattern of urban land uses. Such pattern is 
relative and not absolute. For the moment, pattern is considering a 
"featureless plain'' so the topography, water, and subsurface conditions, 
and political boundaries have no significance. With those assumptions 
pattern can have a number of dimensions. 

A. Relative direction of various uses - such as of] refinerfes should 
be at the opposite end of towns from homes, or factories should be 
outside the green belt buffer. 

B. Another dimension is density expressed as number of dwelling units 
per acre, or workers per square foot of floor area, or ratio of 
building/floor area to land area. 

1. Density should be a frequency distribution and leads to many 

different sociological topography maps.
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2. Frequency distribution modes influence values, pattern of retai] 
and public facilities, and particularly the transportation system. 

3. Htgh density office buildings as compared to low density of 
employees in factory buildings will influence their relative 
locations and transportation linkages. 

C. Definition of land use categortes will influence our ability to study 
Spatial arrangements tn terms of diverstty of land uses and locational 

tendencies of these uses. Diagram 8 of the average distribution of 
land by forty-eight (48) large cities shows the relative significance 
by 5 broad categorles and It should be noted that while restdential 
is the largest single class, it is far less than I/2 all the land use. 

QD. The urban land economist has traditionally assumed that the separation 
of land uses, often through zoning and city planning, will create a 
land pattern. Some criteria of maximum benefit: 

l. Efficiency is aggregate expenditure for internal transportation. 
Ideal is to reduce rent differentials to zero, 

2. Fiscal profit where the real property tax is the primary source 
of revenue. 

3. Social Integration to achieve neighborhoods of relative homogeniety,. 

4k, Control of external cost such as traffic or noise nuisance. 

SG. Flexibility to absorb new elements without becoming dysfunctional, 

6. Prescriptive order - how people will live and behave. 

7. A pattern which suggests a certain ethos or life style. 

E. This its not an exhaustive list of criteria for urban land use patterns 
but it might suggest that with proper definition one could select a 
land use pattern which was best although that itself has some 
unattractive implications. 

Of course, we are not often given clean slate options as to overall 
land use patterns as we must begin with an urban area as we find it 
and we must adapt to physical limitations of the land. Nevertheless 
your textbook will explore certain basic interaction patterns such 
as Hoyt, multiple nuclear patterns, star patterns, etc. 

F. Within a certain loosely structured pattern Imposed by society or 

physical constraints of an area individuals will be fine tuning 
their linkage patterns to optimize their particular goals and 
objectives, some of which are rational and predictable and others 
which are highly subjective. Planners cannot anticipate these 
patterns and thus the marketplace is a very useful allocation and 
ratloning device which determines the texture of land uses in the city.
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LECTURE #3 
Social Impact of Real Estate 

{. The decision process involves both identification of alternative outcomes 
including financial consequences, and conversion of value judgments to 
Selection criteria as in the following diagram A: 

| 
Systems for Identification 
af Alternative Courses | 

{ of Action 

vata Decision Recommendation 
Criteria 

| Value System Expressed by | 
( Strategic Objectives and i 

{ SelectionStandards / 

Diagram A 

A. Social content or Impact of real estate is found fn: 

I. Decision procedures of users, producers, and public agencies. 
2. Impact of past real estate decisions on future behavior of individuals 

and social groups. 
3. Winston Churchill! - "We first shape our buildings and then our 

bulidings shape us.™ 

B. The space user can express his values... 

]. As a market transaction. 
Z. As a do-nothing deciston. 
3. As explicit collective social or political action. 

C. The space producer can express his values... 

1, As an individual selective response to user stimuli?. 
2. As a collective response to external forces. 

D. Political infrastructure reflects values... 

1. Of the constituency through laws and ordinances. 
2. Of the political administration through discretionary procedure. 

3. Through devices for public hearings and appeals. 
4. By means of the threat of future political action. 

E. Thus to examine social values [In decision makingrand soclal impact of 
real estate solutions on society [Involves the real estate process in an 
almost infinite varlety of behavioral models of the political and social 

process. Thus land economics grew out of the school of tnstitutional 
aconomics which saw economics as a by-product of socfal organization.
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lf. Citles of the past often have physical clarity in land forms, layout and 
architect as a result of static population, static technology, and cultural 
continuity. A value consensus leads to simplistic purposes with momentum 
over time. 
A, Specific purposes produce a desirable order so that social need was 

reflected in urban forms. 

8. interaction was simplistic tn priority, defense, commerce, religion, etc. 

C. Form builders made changes in traditional procedures only in response 
to significant and obvious irritation, misfits.in the form fit to 
the context such as the London fire, the cannon, or disease from 
polluted water. 

D-1 Defensive town ~ Naarden 
D-2 Roman military town - Aosta 
ND-3 Inca store town - Pikillacta 

D-4 Peking - Tartar City ~- Imperial City - Forbidden City 
D-S Canal structure of Amsterdam 

fli. Settlement of the new world meant conditions of cohesive development In 
other civilizations were gone. 

A. Population explosion 

B. Cultural restructure from outer directed to inner directed 

C. Technological explosion in communication, transportation, and building 
structures 

D. Property rights were a populous emotional expertence 

1. Pioneer ethic of development favored those who could pay the most 
and build the biggest. 

2. Thus highest and best use concept ~ that use which had the highest 
present value of dollar benefit over a specific period of time - 
does describe the land use allocation system from 1800 to 1950. 

EF. Citles grew like a reef - a process of accretion, with each building 
a skeleton bullt to house a particular activity. A process of accretion 
tending to cluster around transportation systems leading to the center 
of commerce, government, and industry. 

IV. Over the years, many men of intellectual stature have expressed a fear or 
disgust for urbanization with historian Arnold Toynbee anticipating that 
the increase in world population will ‘'silt up in urban slums,’ and 
Thomas Jefferson believed cities would be the ruination of American 
democracy. He advocated that manufacturing remain tn Europe and that the 
loss in transportation and trade over the Atlantic would be offset by 
the happiness of life in America.
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A. If there was a consensus as to form of the city beautiful ft was 
essentially on two romantic Images - to the central plaza as the 
focus of the clty for government and business and to extensive lawns 
as the mark of an estate owner. 

1. The rich sought a palace on a hilltop surrounded by grass and 
the middle class copied this conspicuous assumption with the 
modern suburb. 

2. The focus of each city Is growing feeble. The Capital Square 
no longer Is the hub of Madison; the harbor and the three 

rivers in Milwaukee are no longer the focus of industrial 
expansion, and so on. Instead of prescribing a form of order 
to serve a purpose we are tending to simply describe inductively 
what has taken place as the community ''growed like Tapsy.'' 

3. It should be noted that most American towns origtnally had 
a plan - Philadelphia, the courthouse square of Georgia, the 
grid plans of the Midwest, etc. but the last 25 years of the 
19th century and the first 25 years of this the 20th century 
overwhelmed the pattern because the pattern was essentially 
static rather than dynamic in its approach to growth. 

B. A Greek clty planner by the name of Doxiadus points out that the 

traditional concentric expenston of the city eventually strangles 
the city center and its functions. As a result the community 
develops multiple centers and the loss in community identity. [tf 

a city is dynamic there is a fourth dimension, sepcifically time, 
so that the city should be designed to expand logically tn time as 
well as height, width, and length. 

1. He preposed that a city of the future be desfgned to expand 
In only one direction at a time so that the city could accept 
populatton pressure and changing technology without having te 
tear down or desert its historical buflldings and past. He 
calls his concept a Dynapolis. 

2. Compare that concept to the radial, sector, and multiple-nucleti 

in your textbook.
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Perception of City Structure and Social Organization 

i. When man settled down from the nomad'ts existence of hunter and food gatherer 
to cultivate the soil and raise livestock, he developed the first forms of man , 
oriented spacial layouts: the village, rural town, and citadel. 

In its formative stages, this determination to provide artificial shelter, 
Hpace, heat, Light, and protection,as well as security for his clan and his 
goods, required living in a selected environment in which the most advantag- 

eous location was chosen to bring nature under the control of man, 

A. The Neolithic Age is generally considered the beginning of the Village 
society. From S000 B.C. to the present, the egriculturalists have maintained 

their settlements on the recurrent cycles of cultivating, sowing, harvest- 
ime, and stering. Even the rerent introduction of mechanical assistance 
to the process has done little to change the spatial and functional relation- 
ship of a kKabbutz.of Israel or Sudonesevillage aong the Nile from their 

prehistoric predacessors, 

B, Rural towns must be as ancient ag the concept of barter cxchanse-~- the true 
purpose for their existance. The village cycle of hervest now has added to 
it the elements of market transfer, and dispersal. in worth Agerica, the 
Germans and tne Dutsoh knaw how fo duild uniform market towns, cut tne 

Fnelish and Scots adnerred to dispersed village planning, ven in towns 
With foundations of purely urban character this is true- resulting in rea.erecd 
subdivision iots of modern times. 

C. In addition to village and market town, the third achievement of man's sense 
for spatial layout was the fortified settlement or eitadel, It's orisin 
is an inextricably ceannected with sedentary living and the accumulation of 
wealth as the villace or the market town. The mountain or hilitep citadeis 
far outnumber the fortified control points on waterways and roads, but in 
every case, the common characteristics remains the full exploitation of net- 
ural advantaces, The purest examnie of “high town" settlements were acnieved 
neither in Burope nor in Asia, but rather with the pre-solumbian cultures 
of South and Central America. The search for nigh ground as the uitimate 
form of natural defense was abandoned with the introduction of gun powder 

and firearms in the 14th, 15th, century, 

II.No concept of man-made environment ever dies and none ever becomes obsolete 
if society has the potential for maintaining its statiuequo in terus of man- 

to-man interaction, 

A. The drive toward urbanization has eripped mankind since the third mibLlenniyo 
B.C.-observed by some experts as the Longest substained irrational Lupulse 
fin human history. 
1. City life meant separation form natural resources, denfenses, and escape 

routes. 
2. .t meant passive exposure to famine;epidemic; conflacration; earthquake ; 

and assault by sword, cannon, and ultimately by warplanes. 
3, The conspicious desplay of urban wealth, the coneentrationo of administra- 

tive power in monwusental buildings, hud a magic attraction for the nayve- 
nots who attacked with monotonous regularity the cities, "because this 
is where the money & goods sre," 

Xk, As the cities rebuilt, redeveloped, or renovated after each overt or 
covert onslaught, their svatial organization changed and modified 
and thus dating older man-made environments obsolete to contemporary 
threats and fears, 

5. The gains and curses of the first urban age might have evaporated in the 
inferno of incessant warfare if they had nat proved so persuasive to 
fhose who cone to destroy then, 

B,Man has built end Loved cities because in the urban form he constructs the 
superimage of his ideal self, 

l. im the city man has been able to amplify, beyond the limits allowed by 
the natural anvirenment, the elements of human intellect: worship, power 
over nature, consolidation of human resources, knowledge, and wealth. , 

Z. As nrban cultures multiply by either self feneration or assimulation, 

the variations on urban spatial layout become more individualistic, 
Their orleins, however, trace back to common motivations and objectivs.
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3. All planned cities are the interpreters of social myths 
a, Nineteenth century cities were called upon to visualize the 

Myth of: 
“unlimited free interprise 
“successful colonialism 
~regeneration of splendors of past ages through ecclectic arch- 
itecture 

b. The twentieth centruy is in breathless pursuit of the adequate 
- statement of the technological city as well as the image personal 
freedom and unlimited choice. 

4,Some architectural concepts take many generation to achieve perfection 

just as the social values that stand behind the spatial layout took 
generations to become Lustitulionslized. 

Tit,one arohitectural aesthetics of the “heritage of Greece and Rome"have their 
most impact through the emphasis by renalssanee scholars to revive the 
Homan architecture and planning axioms of Vitruvius’ ten tooks on classical 
architecture, 
A, These nostalsic attempts to keep alive the Hellenistic traditions and 

principles feel far short of theoretical objectives. Tnere was a obvicus 
misfit between the social systems that develonad the spatial pattern of 
third century B.C. Rome and the dense old quarters of medievel cities 
of Florence and Venice, 

B. The best exanvle trying to impose the Hellenistic principles over 
medieval reality is the efforts of Pope Sixtus V and Ais architect, 
Fontana between 1585-90. 
1, After the council of Trent (1545-63), Pope Sixtus V decided to construct 

connecting avenues between the seven most famous pilerinege churches 
of Rome, 

<, There is no evidence that Sixtus had intended a city wide renewal project 
by chancing sections of Rome from a maze of medieval slums into a 

comprehensively plenned city with its broad linear precessional routcs 
"with reciprecal vistas. 

3. It is olear that Sixtus was concerned only with mobility and ease of 
access for the religious pilgrim throngs and was totally unconcerned 
with the worldly Romans whe had strongly objected to the increased 
pressures from the churen during the Counter Reformation, 

4. Although Sixtus dod not live long cnoveh to see the fruits of his labars, 
the results far exceeded the origianl expectations. 
a, The linear redevelopment was a trigrering mechanisms that would nave 

its effects on continued redevelopment of fome for four centuries. 
b, The absolutist monarchs and their planners who dominated the earch- 

A4tectural activities of the seventeenth & elightecntn centuries were 
greatly impressed by the popes brutai,mt erfective approach. Inis 
had the obviious additional advantage of self-clorification and dis- 
placemnt of disadvantaged populations from selected areas of medievel 

city slums. {not much different from the present interstate highway 
displacement in our urban areas.) 

C. The attempts of Sixtus to alter the spatial pattern of Rome and later by 
L'tnfantts proposed plen for the city of Washington set the stage for the 
replanning of the city of Paris. 
1. Baron Haussmann was commissioned by Nanoleon TIT in 1853 to redesign Paris 

with the dual purpnese of: 
2, enhancing its real estate valuc by constructing medern boulevards 
b, SUppressing ricts by cutting through the medieval maze of a city whose 

population was Known for reoublicism and violence, 
4. Hauswann's concept is an expression of nineteenth-csentury commeroialisn 

despotism vs, democracy, just as Sixtus' plen was an expression of cleric 

VS. seoular urben political forces, 
3. Haussmann's achievement was again only partially successfully because it 

neglected the connective tissue of the minor strests and scomvletely ignored 

any Major road connections with the rural areas beyond the city. This voroblem 
still plasues the city teday. 

D. Medern politically oriented city planning projects are still rather simple- 
minded when it comes to developing a new varlation on an old theme, 

1. Costa and Niemeyer planned and built Erasilia with 1200 foot Wide avenues 
that isolate completely sesements of the city into manageable single use 
units or super blocks as well as providing for a sense of monumentality . 
and visuel impact. 

2. Le Corbusier's plan for Chandigard, capltal of the Punjob State in India, 
attempted and interesting and sophistacted comprise between the past and 
present theortes of space allocation thru the use of complcte sub city 
seotors related to more formal commercial and fovernmental superblocks.
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LV. Up to this point we have been dicussing the issue of major urban spaces which 
are the domain fo the public at large, but an even more important element of 
city struoture is the arrangement of individual functlonal space users, 
A. There are a number of basic concepts of human settlement as presented by 

Sitel Moholy-Nagy in the Matrix of Man. 
1, tha geomorphic approach is organic, characterized by interrelated growth 

between landscape and building. 
ze the concentric approach is edeolegical which had as its focal point a 

citadel of religious or military importance. 
3. the orthogonal concept i8 presmatic where the city is constantly 

changing requirements of communications and expansion. 
B. The geomorphic and the concentric concents are static, because they are 

predicated on assummed absolutcs~ nature and faith or power. 
CG. The ortihogonal concept, based on man-made reality and change, is fluid 

permitting a greater variety of approaches. 
D, In the Rome's civilization, wealth and independence of its ruling class 

were expressed extravegantly free-form public buildings and villas, the 
discrimination and contempt for nirelings and serfs Was expressed in the 
modular grid tawns built for them. 
1. This orthogonal concept has been transferred through the centuries, 

interrupted only by the concentric approach of the medieval ages, to 
the colonization of the Americas. 

2. Such cities as Savannah, Philadelphia, Indianapolis, and Gary and even 
Jefferson's Land Ordinance adopted by the Congress 1785 all ga back ta 
the original Roman colonialism plans. 

E. The opposite of the grid city is the merchant town. The merchant town layout 
sained ascendancy over all the other planning cancepts because it offered 

participation in the drive for power to the majority. trom tne middie af 
the eleventh century to the present this methed of plenning has dominated, 
1. The thecries that best explain the grovitn of the Market town are best 

presented by the use of economic variables. 
a, Hoytts concentric rine theory and EBursessts sector theory begin to explain 

the relation of social to physical structure of the city by the factor 
of site rent. 

b, To the hishest bidder foes the choice locations for residential devel- 
Opiant which includes hish ground, view orjlented siopes, and windward 
sides of the «ity. 

e, The working class took what was left and was allewed tohope for Petter. 
2, Studies of many cities such as Manchester, Hdinburzszh, Pelfast, London, 

New York, Chicago, and others nave confirmed the hypothcs}s of sectional 
patterns of socio-economic status in which: 

a, Address counts 
b, Quarter acre owner-occupled plots sare strongly cntreanched in all 

westerm European cultures. 

ec, There is a noint of antry for recent immigrants into all urban centers 
and these settlement patterns have different lasatiens for social groups. 
The international unskilled and semi-skilled imnigrants locate in different 
housing sectors from the relatively well educated netive young adults on 

the threshold af their proeductive years. 
d, Most cities have clear sectional patterning of socio-economic status 

attributes of populetion es a result of}: 
- in the pre-industrial city, the upper status srovuns nad strong 

residence to workplace ties with the C.E.D. wnile the remainder of 
the residents lived in small neigborhoods ealseauhere 

- improvements in transportation freed the upper class from their 
workplace ties 

- &@ small number of high-status "rure) retreats” tenaed to develop on 
the fringe of the urban center 

- incrernsed real income and changes of socletal structure created an 
upper-middle class that followed the rich to the fringe of the city 

- chances in dwelling location hecame assosiated with the climb in 
the status and social structure (filtering is one result) 

- the upper class have the status and don't have tne pressure to relacate 
to mark phases in their social cycle but te tne middle class tnere 
As only one alternative , move up and out or laterally 

- the majority of the middle class ure now also freed from their work 
place ties and can afford the meve away from the central city leaving 
in the C.B.D. only those that do not have the resotirces to make the . 
move - the urban poor
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Lessons to be Learned From Hew Towns 

|. The city is a combination of various enterprise systems 

A. <A residential system includes retail, recreational, and educational 
facilities and financing. 

B, The residential system must include a great variety of styles, 
prices, tenures, and locational patterns. 

C. The retat!] system includes convenience shopping, neighborhood 
services, downtown comparison shopping. 

D. The recreational system includes open space, water systems, galf 
courses, big structures ]ike music pavilltons and ice skating rinks 
as well as very small personal tot lots, patios, private gardens, 
and teenage hangouts. 

E. The educational system and recreational system are related from 
tot lot to elementary school to high school to callege courses 
and technical college courses. Education is a form of recreation. 

F. The transportation system also has a hierarchy from international 
| airport and interstate to bike paths to school and shopping. All 

of these must [Interface but avold Intersection and conflict. Like 
Columbia many cities have salved the problem of linking internationally 
and the mini-systems in the neighborhood but have failed to solve 
the intermediate transportation problem between village and village 
or between village neighborhood and downtown core. 

G. Utility systems today include water, sewer, storm water, environmental 

quality control, cable TV, central heat and air conditioning as 
well as fire and police security. Each has a cash flow problem. 

H. More recently town planners can design for health maintenance systems, 
various levels of hospitals and clinic care and house calls. 

|. The Jand use plan also contemplates social and political interaction 
on systems. Columbia recognizes the need for appropriate scales of 

political decision making and budgeting at the point of impact, the 
neighborhood, the village, the city, and even the county. 

}, Social systems include churches, organized welcome committees 
for new neighborhoods as well as subtle design controls for 
security and vandalism. 

2. Columbia failed to anticipate the teenage soclal culture and 
has had more than its share of delinquency. 

3. The social hierarchy stresses longevity - the family there three 
years is established and carries more influence than the 
Johnay-come-lately. 

4, Both the orice range and sophistication of the Columbian experiment 
has skewed its population toward higher education, higher income 

professionally so that the sophistication of city government is 
very high and with only 20-25,000 people in place, much of the 
talent is volunteer because everybody knows somebody else with a 
special talent.
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ll. New town experiments have to strike a very delicate balance between 
three major factors. 

A. To buy cheap land in sufficient quantity they must choose a site 
some distance from established urban areas, but the farther they go... 

8. ...the more amenities and infrastructure must be built at the beginning 
before anyone is attracted ta live there for its residential quality. 
But to support these systems it is necessary to have a rapid increase 
in population density which can only come if... 

C. ...an economic base industry can provide employment opportunity and 
jobs providing income sufficient to qualify for purchase of a new 
home or apartment in the new town. But employers need residents In 
place looking for work so it is easler to begin where economic base 
is already causing growth. 

D. A close-in location or a big investment in infrastructure means high 
front-end costs which are only justified by creating an early cash 
Flow from land sales, requiring a very competitive marketing package 
or a location in the middle of a natural growth area (Irvine, Reston, 
Elk Grove, Park Forest South). 

EC. The time horizon [ts too long and the risks too great - Columbia may 
not be duplicated for lack of land, capital at 6%, or another Rouse. 
Others have suggested government build new towns. 

lit. The federal government has tried new towns before, building Greendale in 
Milwaukee as well Greenbelt, Maryland, 

A. These were later sold piecemeal to private developers to complete 
following World War !1. 

B. Hore recently it launched a program of insuring loans for the developers 
for new towns. The federal government {insured loans for the developers, 
making some of the loans from GNMA and guaranteeing others for up ta 
$100,000 ,000 per town. About 13 were approved and put into construction, 
but 8 are out of cash including: 

1. Jonathon, Minnesota 

2. Flowermound, Dallas, Texas 

3. Park Forest South in Chicago 
4. Riverton, New York 
5. Cedar-Riversite - Minneapolis 
6. Gananda - 8uffalo, N.Y. 

7. St. Charles - Maryland 
8. Soul City - $. CArolina 

C. All of these are now In distress and the government may lose several 
hundred millton dollars on these projects. The same factors seem to 
have contributed ta their failures in each case: 

i. All began with a site In search of a market, an assemblage so 
large so as to require a new town rather than the Rouse example 

of locating a need first and fitting the site to It. 
2. None of them established the capital budget and then the plan 

and disciplined the planners according to pre-set cost allowances.
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3. The gavernment guarantee required compliance with a host of 
government regulations and the government bureaucracy was unable 
to make decisions with the speed required of a business enterprise. 
A $20,000,000 loan at 6% interest is $1,200,000 a year or 

$100,000 a month or $3,300 a day. The government would delay 
several months at a time on critical decistons or would refuse 

to include interest costs in allowable capital budgets. 
4, Environmental impact studies were done only after the site had 

been selected so that large amounts of capital were required 
to correct or avoid environmental impact. Flowermound was 
discovered to have serious underground water pollution potential; 
Riverton had large acreages in a flood plain, etc. 

5. Original capital budgets had not anticipated the inflation in 
construction costs, particularly in utility tnfrastructure. 

\V. The success of Columbia and the failure of other programs ultimately can 
be traced to one pattern: 

A. Government planners and developers treat each other as adversaries 
rather than respecting the contributions of each viewpoint. 

1. Planners refuse to acknowledge the discipline of cash flow 
solvency and the time value of money which imposes a dictatorship 
of adherence to scheduling. 

2. Business oversimplifies the need for simultaneous integration 
of public infrastructure, social software required by the consumer, 

and the conventional hardware of real estate. 

B. No good real estate has ever come From a canmittee. Ultimately 

there Is only one entrepreneurial ego with an obsession which fits 
land use to his viewpoint and objective. 

1, When it works we remember William Penn, Oglietnorpe, or James 

Rouse as great humanitarians. 
2. Sometimes the designer of public buildings; sometimes it is 

the develoner of orivate buildings. 

3. Nobody remembers the committee who designed Rockefeller Center 
4. The difference between success and failure is often the under- 

Standing between the old concept of "highest and best use’! 
; l.@., maximization of value for the parcel, and the concept 

In this course of ‘most fitting use'' adaptation to the 
linitatitons of the environment wishes of the consumer, and 
solvency of those involved in the process. 

C. Am example of highest and best use is Water Tower Place on Michigan 

Avenue in Chicaga. 

1. The site had been private park for the family of Edgar Bronfman, 

founder of Seagram's Distillers until he sald it in 1969 to 
Phillip Klutznick who operated Urban Investment and Development 

Comoany, which he had sold to Aetna Life. Urban Investment 
entered into a 50-50 joint venture with Marsahl| Field & Co. 

to develop the site. 
2. Total land cost was $20 million and that meant intensive development. 

The design was a response to the pattern of available market 

in the area in 1970.
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a. Office supply was in excess of demand; the site was surrounded 
by millionaires and had the image of a high income area 
but jt was necessary to attract middle [Income people to 
the area to shop to generate the volume. 

b. Two floors of affice space provided for the lawyers and 
physicians. 

c. Parking and delivery areas occupy four levels below grade. 
d. The Ritz Carlton Hotel occupies 22 floors with rooms at 

$75-100 per night. 
e. 40 floors of condominium apartments costing $100,00-200,000 

each are stacked above the hotel which is stacked above 
the shopping center. 

f. The anchor stores, Marsahi!] Field, and Lord & Taylor occupy 
300,000 sq. ft. Depending on location retail rents range 
from $15 per sq. Ft. to as high as $45 a sq. ft. plus 
assessments. A specialty shop paying $30/sq. ft. for 2000 
sq. ft. would have to gross $600,000 4 year, 

q- First years volume was $65 million, slightly more than $100 
per sq. ft. which ts the national average for shopping 
centers. 

3. The critics have blasted it: 

a. Paul Goldberger, critic far The New York Times, labeled 

the marble facade ''dreary and pretentious." 
b, Critic M. W. Newman, writing in the Chicago-based {inland 

Architect, called Water Tower Place ''the ‘everything ' 
building that provides Michigan Avenue with everything 

but architectural or urban grace.!'! 
c. "What can you say,'' he wrote, ‘'about a slender vertical 

Slab more than 70 stories high, wedded uncomfortably to 
a horizontal box housing shops and atrium? A slab slapped 
on a box, that's about it..." 

d. ‘You have to go back to words like vulgar,'' said one Chicago 

architect ~ who, like other architects quoted here, was 

reluctant to be identified. ‘Water Tower Place goes 
beyond the paint where vulgarity on a grand scale can be 
called a style.'' 

4. People find the exterior marble mausoleum ugly but if one builds 
a suburban shopping cneter of 600,000 sq. ft. on land of 60,000 
sq. ft. there is no room for setbacks; retailers don't want 

| windows; meeting rooms in hotels are better as one story structures 
to eliminate columns; and hotel, apartments, and the retat! 

mall each demand separate entrances, elevator systems and other 
environmental systems and as a result form follows function. 

5. Water Tower has been defined as a machine for making money 
and it may fit the neftghborhood as it fs; the trouble its it 
doesn't fit the American dream of what the city might be and 
American nostalgis or the history of what was. In short, 

the values of the egotistic city builder are cut of synk 
with the values and criteria of the critics.
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V. Real Estate is applied science subject to the discipline of cash solvency 
and sparked by an ego which has good radar for the dreams of the middle 
class. Such a talent is Mr. Rouse who responded to the dreams of better 
suburbs like Columbia and now to the dreams of restoration of the inner 
city with a project called Faneut! Hall Marketplace in downtown Baston. 

A. William Penn and Walt Disney were both great city builders. 
Disney World proves that ther is a huge middle class market for 
entertainment flavored with history a la mode. 

1. Old cities whitch have lost their retail trade to suburban malls 
are intrigued by Disney World's magnetism. If the cities can 
create downtown entertainment centers, neat, bright and laced 
with nostalgia, they might attract suburban customers back in town. 

2. Boston has learned wej]. The recycling of the Downtown Waterfront 

and the Quincy markets is an awesom success. These projects 

represent a skiltful blending of the principles of Ogietharpe 

and Disney. 

B. Faneuil Hall Marketplace, in downtown Boston, is adjacent to 
Faneull Hall and {fs bordered by Government Center, Haymarket, the 

Waterfront, and the Financial District. 

‘ €. Faneuil Hall Marketplace consists of three 19th century market 
buildings: Quincy Market, the copper-domed center building; North 
and South Market buildings; and North and South Market Streets. 
The project is being restored for new reta?l and office use, all 

designed to create a contemporary urban marketplace in downtown 
Baston, Massachusetts. 

D. Some of the statistics are: 

1. Faneuil Hall Marketplace occupies 6.5 acres. Each building is 
535' long and 50-65' wide. 

2. The Quincy Market has three floors and contains 85,000 sq. ft. 
of retail space. 

3. The South Market builiding has six floors, including the cellar 
and contains 160,000 sq. ft.: 80,000 sq. ft. for retail use; 
80,000 sq. ft. for office use. 

4. The North Market building has six floors, including the celtar 
and contains 120,000 sq. ft.: 60,000 sq. ft. for retail use; 
60,000 sq. ft. for office use. 

5. More than 200 retail merchants will occupy space in the three 

buildings when completed. 

E. Faneuil Hall Markets, the original name of the three buildings, 
were built In 1826 by Mayor Josiah Quincy from the design of 
architect Alexander Parris. The granite, Greek Revival buildings 
are listed on the National Register or Historic Places because 
they formed one of the most architecturally impressive and large- 
scale urban developments in the U.S. during the 19th century. 

F. Faneuil Hall Marketplace is being redeveloped into a contemporary 

downtown commercial center.
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]. First Phase - The Quincy Market is restored to resume its 
historic use as a food market. It features a variety of 
restaurants, delicatessens, sidewalk cafes; meat, poultry, 
Fish, cheese, vegetable, and fruit stands; gourmet food stores; 
and food-related specialty shops. (opened August 26, 1976) 

2. The Bull Market is a group of merchants and artisans selling 
select wares from small carts and stands under Quincy Market's 
glass canopies. 

3. South Market Stree is landscaped and furnished with benches. 
Paved with brick, cobblestone, and granite, it provides space 
for informal gathering and promotional attractions. 

4h. Second Phase - South Market building is revitalized and leased 
for mixed retail and office use. The celiars, first, and second 
floors feature quality specialty shops (fashion apparel, home 
furnishings, accessories, and imports) and restaurants with 

nighttime activity. (Aqusut 26, 1977) 
5S. South Market building has over 50 retail stores. The Arcade 

and The Gallery are two separate groups of small shops within 
the building. The Arcade consists of jewelry, gift, and accessory 
shops; The Gallery considts of fashion clothing and home furnishing 
shops. 

6. The third, fourth, and loft floors are being leased for modern 
office use. Offices range in size from 600 to 15,000 sq. ft. 

7. Third Phase - North Market bullding is befng revitalized and leased 
for mixed retail and office use. The cellars, first, and second 
floors feature quality apparel and accessories, home furnishings, 
and restaurants with nighttime activities, The third, fourth, 
and loft floors are being leased for modern office use. (Auq.26,1978) 

8. North Market Street will be transformed into a lively pedestrian 
way, with brick and cobblestone pavings, kiosks, pushcart 
vendors and changing promotional attractions. 

F, LEASE: The City of Boston is the owner. The Boston Redevelopment 
Authority has leased the buitding for 99 years to the developer 
For 25% of tenant rentals in lieu of real estate taxes. This year 
the City will make $225,000 but the state will gain $2 million in 
sales tax and meal tax. The money flows to the state even though the 
rehab costs were those of the city and the federal government. 
In jts first year of operation Disney World attracted 14 million 
visitors; Quincy Market did about 13 million. Unlike Disney World 

it cannot screen out known criminals so that it has a bigger security 
problem. 

G. ARCHITECT: Benjamin Thompson and Associates, Cambridge, Massachusetts. 

H. CONTRACTOR: George B.H. Macomber Company, Boston, Massachusetts. 

|. THE MERCHANTS: 63 permanent merchants occupy the Quincy Market; 
53 are local merchants, 6 represent regional chain stores; 4 
represent regional chain stores; 4 represent national chain stores. 
The Bull Market consists of 30 changing artisans and craftsmen, 

J. THE SHOPPERS, ACCORDING TO A MARKET SURVEY NOVEMBER, 1976: 
1. the average age is 37 

2. 65% live and work within the Boston Metropolitan Region 

3. S4% come by private car and travel 20 miles 
4, 30,000 people visit Quincy Market on an average day
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K. SALES: 

I. Quincy Market In its first year of operation has achieved an 
outstanding performance. Sales per sq. ft. are projected 
to be $300 on an annual basis. 

2. The Buli Market sales per square foot are projected to be $500 
an an annual basis. 

L. ECONOMIC IMPACT: 

1. Quincy Market provides 700 jobs for full and part-time workers. 
2. New ventures: 12 merchants started business in Quincy Market. 

48 merchants started new types of business.



SLIDE SCRIPT - COLUMBIA | 

1 (titte) 

2 Pianners anticipate the Eastern seaborad will become a single megalopolis 
by the year 2000. Jt would consist of a continuous series of urban centers 
and suburbs linked together by Interstate highways, airports, and public 
transit. Regional planners for Washington D.C, anticipate that the capital 
will be the center of a string of satellite new towns. 

3 A good example of urban centers gradually growing together is the Washington - 
‘Baltimore corridor. 1970 population spill-over is indicated by the red 
dots. 

4 By 1985 the population will increase by another | million people. Some 
new towns like Reston begin by seeking a large picce of property for 
Single ownership and haope to draw people to their location. Columbia 
started by identification of current population trends and then choosing 
a site to harness the momentum of expected growth patterns. Columbia 
needs to capture only 10 - 15% of the anticipated growth on the Washington - 
Baltimore corridor. 

5 The best way to capture a market is to give the customer access and so 
Columbia's builder, James Rouse, located astride two super highways, 
a rail spur, and connectors to Baltimore ~- Washington beltl}ine highways 
(in blue). These highways reach 3 major airports (Dulles, National, and 
Friendship). {tt ts at the center of a regional market which is fourth in 
size to metropolitan New York, Los Angeles, and Chicago. 

6 The skyline of downtown Columbia, a new city between Baltimore and Wash- 

ington planned for 110,000 people by 1981. The present population is 
over 21,000, The new city was five years old in 1972. 

7. Columbia is being built with the tdea that cittes can work for people-- 
that a city can be a comfortable and efficient place to live-- and that 
only a city can provide the full range of services, institutions, recreation, 
and cultural attractions that people need for growth. 

8 Columbia's planners believe that even In the busiest of urban places there 
. should be trees and water, paths to walk on, and places to relax. 

5 Kittamagqund?, the new city's 32 acre man-made downtown lake, borders the 
downtown plaza--where residents gather in winter or summer for a variety 
of activities. 

10 This schematic layout of Columbia suggests planning for each level of 
community life--a city center, 7-10 viilages, and each village divided into 
4 or 5 neighborhoods. Each village and neighborhood has its own center. 
The dotted line indicates a bus route, closed to autos, which connects 
each village with one another and the town center. 

i A schematic plan of the city center shows the relationships of each 
component. These components are designed to provide a sense of place, 
a focal point for community life. Both business and civic enterprises 
which require a large marketplace or a linkage to the Interstate are 

located fere. Notice that In addition to office areas, a major shopping 
center, a hospital, theater, and hotel, provision is made for some downtown 

residential areas.



12 Qver one million visitors have seen the Columbia Exhibit since it opened. 

13 Displays change with the seasons. These are school kintergarten inter- 
pretations of the good life at Columbia. 

14 The visitor's center indicates the ability of Rouse designers to design (le 
at a low budget. This is a steel industrial building and was the first ae Fes 
building in downtown Columbia. Some day it may be replaced with a highrise. — 

- pi bee 

iS tn the center of the visitor’s building is an information counter and photo snap 
shots displays to help prompt questions. Space is at a premium but the 
skylight and sunshine avoids a tunnel] like feeling. To the left is a 
theater providing a slide show on the Columbia process and concept. - + 

16 To the right of the entry is a pavillion-type space In which each builder 
and apartment project has its own display of photos and plans. Note the 
steel roof and wooden boards of this industrial building. The end of 

the room looks out on the lake through floor to gable glass. 

17 To the right of the exhibition bullding are the terraces of the downtown 
lake front. 

18 The first investment Rouse made was creating a central place around this 
manmade lake. 

19 Here are the fountains before there were people to enjoy them In 1967. 
We will return to this view later. 

20 A gazebo on the shoreline on the plaza of the teacher's building. 

21 A view of the Teacher's building and downtown parking. This became the 
home office of the Rouse company until completion of the American Life ot RL 

building. Caf 4 fae arias ve 

(14 
22 The American Life bullding under construction was pre-fabricated of 

concrete panels and standard steel conponants. 

23 Across from town plaza {s The Mal? in Columbia--a completely enclosed 
shopping area with two major department stores and over |]00 smaller shops 
and services. The Mall is designed to serve as the retail core of the 
new city and its surrounding region, 

24 The Mall's central court features a fountain whose water rises to a height 
of 25 feet. 

25 Trees, an old street clock, two additional fountains and a glass roof 
convey an outdoor atmosphere, indoors. 

26 Restaurants and snack shops featuring specialty food items, plus the 
liberal distribution of tables, chairs and benches throughout The Mall 
invite shoppers to pause and relax. Expansion plans call for 200 shops 

and an additional t ree department stores. 

27 Rouse plays for taste and smell as well as sight and sound in The Mall. 
Here is a raw oyster bar where they shell oysters and clams to order 
in season or provide shrimp and scallops deep-fried. Imported beer on tap, 

One kiosk serves fresh baked cinnamon rolls and bread while the aromas 
float free in The Mall, These were used to balance pedestrian flows 

between first and second levels of the center.



(28) Notice the fountains are designed to permit people to get close and enjoy 
~ . i aoe Ww”? quiet zones, or 

(43) To peek aver the second level rail and remind people of activity down 
below as well as to provide an auditory gauze to muffle background 
conversations. 

30 Notice the light space-frame ceiling which floats over the gaps between 
individual store buildings. This type of construction can be easily 
extended for future addition to the center. It is easy to maintain, to 
hang with displays, or to punch with windows. [t reverses the current 
trend toward dramatically high sculptured white plaster ceiling with 
indirect lighting as found at Woodfield or Southridge. 

31 $n this aerial view the interstate connecting Baltimore and Washington 
moves diagonally at the top left corner along side Lake Kittamagund!. 

The boulevard system is Columbia's own major traffic system. Notice the 
pedestrian bridge spanning the boulevard between the American Life 
Building left of center and the shopping center. !n the woods beyond 
the center is a music pavillion. Separating Columbia's central downtown 
from the 7 villages that will eventually surround it are open spaces-~ 
woods, lakes, stream valleys, playgrounds, parks, golf courses, and other 
recreational arcas. More than 20% of the new city's land area Is designated 
"open space!" 

32 Located in Columbia's 40 acre central park, Symphony Woods, is the 
Merriweather Post Pavillfion--host to concerts, ballet, musical theater 
and popular singing stars every summer. | 

33 Here Is a view of the Merriweather Post Pavillion for which Rouse has 
made a 20 year contract with the Washingcon Symphony erchestra for summer 
concerts. —— Veen, Gaede pi Te OTT Ae 

34 The Washington summer climate gives a longer season to open-air pavillions. 

35 The grassy banks and limited number of calumns doubles the sudience 
capacity to see and hear. 

36 The Garland Dinner Theater is open the year-round with light comedy 
and a sumptuous buffet. 

37. Howard County is responsible for education, public safety, sewers, water, 
road maintenance, etc. As with most Maryland cittes, Columbia is 
unfncorporated. An elected county government provides city services, 
Shown ts the Howard County Fire Department's Columbia station. 

38 The grouping of villages around the downtown core (in red) and the highway 
network is indicated by the raised portions of the map. While Rouse controls 
23,000 acres, there are a few areas and subdivisions interspreced in this 
territory or absorbed into Columbia and governed by it. Contours of villages 
reflect both the terrain and the need to avoid existing developments. 

39 This more detailed plan indicates the village centers and neighborhood 

divisions more accurately than the relief map. 

hO Here is a schematic of functions to be served by the village center. 

Notice that cars are excluded to roads at the edge of the center. 

Shopping and schools and recreation areas may share the same parking 
capacity at different days and hours.



k\ The heart of the Columbia plan {s the village--like a small town of 
10,000 to 15,000 people. Shown is an aerial of Wilde Lake Village Center. 
Wilde Lake High School, the circular building is separated by common 
playing fields from the Wilde Lake Middle School. Tennis courts, the 
village's major recreational facil!ity--a year round swim center, community 
buildings, stores and offices ring the Village Green. 

42 Yhe car is left at the entrance to the community center in landscaped 
parking areas. 

43° In the Village Center, cars are parked outside, and there are safe places 

for children to play while their parents shop, stroll or visit with friends. 

kk Good design brings the pedestrian through an entrance portal which does 
not reveal the entire view but only hints at the plaza within. Notice 
the total absence of signs and neon tubes. The building on the right has 
doctor's offices, etc. on the second floor. 

4S A close-up of Wilde Lake Village Green shows some of the stores and 
services that are typical of a village center. A bank, a pharmacy, 
a supermarket, barber and beauty shops, a cleaners--the kind of stores 
and services most people use during an ordinary week--plus secondary . 
schools, a library branch, professional offices, and a community hall 
bring villagers in frequent contact. 

46 Notice that the domestic scale of the sheltered walk ways and a stairway 
which tells the pedestrian how to find the second floor without a sign 
or fear of enclosed stairwell. The snow problem here its minimal. 

47 Not only ts the plaza fun but the colonnade reduces the visual bulk of 
the supermarket building to the right. 

48 The pylon provides a reminder of the front entrance and a reference point | 
for directions. 

kg Notice plenty of benches for the elderly or the kids In a village park 
setting. All that is missing is a civil war cannon, Residents of 4 years 
are regarded as elder statesman. 

50 Note the small office bullding on another side of a supermarket. 
The shingle mansard roof, the wood casement windows and the small 

textured pattern of white painted brick are domestic materials rather 
than commercial surfaces. 

51 Across the road from the plaza is a high rise apartment building, the Concord. 

52 An outdoor art show Is typical of the kind of community activities that 
take place in the open space common to every Columbia village center. 
Book fairs, bake sales, craft shows, political gatherings, bring residents 
to the village center. 

53 Plans call for a fast food service, in each village--ltke this Jack in . 

the Box at the Village Green. 

54 Joseph Square In the Village of Harper's Choice is the newest of Columbia's 
village centers. Like many small towns of old, it features studio 
apartments above the village stores. Seven villages are now planned for 

Columbia, four of which are in various stages of development .



55 Oakland Mills has a mini-mall for its basic stores and services. Beyond 
the enclosed mall Is a landscaped courtyard, surrounded by offices and 
the two barns which serve as community buildings. 

56 Oakland Mills was the second village center and Rouse decided to economize 
by using an existing dairy barn complex. | 

57 Barns have been remodeled as community meeting rooms and a teen age club. 

58 The wood beam construction barns becomes a design motif for the wooden 
playground sculpture and the closed mall. Notice the shed roof provides 

clerestory lighting. 

59 Here is the inside lighted pedestrian mall. 

60 Truck loading docks are stil] screened with fences at the back of the 
structure. 

61 Trash disposal is handled by an auger system which moves trash below the 
floor of the building and out to this completely enclosed portable bin. 

62 No 2 villages will look alike. Each will have a flavor of its awn. 
Oakland Mills makes use of 2 refurbished old barns for its community 
buildings. 

63 This schematic neighborhood center reveals the close tie between the 
elementary school the open space area and the neighborhood recreation 
center. 

$4 3 or 4 weighborhuods compose a village. This serial of Bryant Woods 
neighborhood shows how a neighborhood is planned around an elementary 
schoo], 50 that even smal! children can walk or ride a bike, 

65 There are 5 elementary schools now open in Columbia, Plans call for one 

in every neighborhood. Pons behead bar ad “Wey A mi AL Toretp we / 

66 Columbia schools feature open space areas, team teaching, ungraded 
classrooms and other innovations from the traditional approach to public 
education. 

67 In the summer, the pool replaces the school as a focal point for neigh~ 
borhood life. The pool and other Columbia recreational facilities and 
programs, are built, maintained and operated by the Columbia Association. 

68 Every neighborhood center has a pool, as well as a park, and community 
buildings. Many also have a smatl late-hours store and snack bar. 

69 The school playground and neighborhood park are designed to function 
together, freeing more tand for recreational uses. 

70 Pathways for waiking or biking are designed to lessen dependence on the 
automobile. Many paths meander through open space and alongside stream 
beds. Columbia's pathway system has underpasses or overpasses-~-so that 
children can get where they need to go, in many instances, without crossing 

amajor street. 

71 Even in the small neighborhoods the residential clusters are tied in to 

pedestrian green strips and underpasses made of giant concrete culverts,



72 Many pre-school programs are offered, ranging from day-care for children 
of working mothers, to cooperative nursery schools, Montessori classes, 
and the privately-owned Singer Learning Center, 

73) The Columbia Association is a private, non-private corporation supported 
by all Columbia residents and businesses. An annual assessment on all 
property owners--residential, business, industrial and commercial-- 
pays for maintenance of parks and open space. Shown is Wilde Lake Park. 

7% The Columbia Association {CA) sponsors many classes and recreational 
activities. A sailing class on Kittamaqundi, the 32 acre downtown 
lake, is offered to residents every summer. 

75 (En winter, when Columbia's lakes freeze, many townspeople come down- 
town to skate. In the foreground is the city's symbol, called People Tree. 

76 CA also builds and operates the major recreational facility planned for 
every village. The Columbta Swim Center is a year-round pool located 
in the Village of Wilde Lake. 

77 Oaktand Hills Ice Rink ts open from October through June, In addition 
to general skating, there are figure skating classes, hockey games and 
exhibitions. 

78 The Village cf Harper's Choice has a health club as its major recreational 
facility. Residents receive sizeable discounts for use of facilities 
that charge a fee, 

79 CA also owns and maintains the Hobbits Blen golf course-~one of two golf 
courses located in Columbia. 

80 There are public courts located in each village center and a privately- 

owned Tennis Barn open from October to May. Shown is the Wilde Lake 
Tennis Club, open day and night all summer long.
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NOTES ON CURRENT STATUS OF COLUMBIA , MD 

Shorthly after the project started, Robert Gladstone had developed an economic 

model called ''The Green Book!’ and in working paper 16, a chilling projection 
showed profits of $10,000,000 on an investment of $100,000,000. Everyone was 

in love with the idea and modified their assumptions with some creative accounting 
and selective amnesia. And in Novemeber of 1964 the first shovels of dirt were 
turned. 

A. By 1976, Connecticut General had written of Ff losses of $21 million. 

B. Another $3 million was apparently written off by the original bankers, 
Morgan Guarantee and Manufacturers Hanover. 

C. $27 million in losses has been capitalized by Howard County Development 
Corporation. 

D. Rouse Controls only 15% of the stock, having asstgned the balance to 
Connecticul General to compensate for their write-down of debt. 

E. Nevertheless, new communities has a ring of high purpose, great publicity, 

access to other people's money and an unlimited supply of other's to blame 
when things go wrong. This Its just the stuff for architects, planners, 
and congressmen. 

1. By the end of 1976, HUD had guaranteed debt for 13 projects, six 

of which had gone bankrupt, six were unable to pay interest on their 
bonds, and one loaked like a viable entity, The Woodlands, near Houston. 

Viable only because i te, sponsonad, George Mitchell of Mitchel! Energy 
Corporation, didn't much care whether he made money or not,



Lecture #4 

Spatial Distributions Within & Among Clusters 

|. Aside from a certain need for sacial tnteraction, an ordered dense 

cluster of people creates certain economies for any exchance system. 

A. Clustering permits internal economies of scale due to increased 

specialization of labor and entervorise and reduced distribution. costs. 

B. External economies may be the result of increased ltagistical support 
made possible by agglomeration. For example, sewer line in place 
oF septic tank is anly possible where there are only snert runs 

of pipe between collection points. Responsibility for disposai 

is shifted from the individual Space user to a external community 

system. 

C. Communication fs an essential byproduct of clustering because it 

fosters Innovation and reduces the cost of mistakes or duplication 
of effort. 

0. itlevertheless, the original and most dominant cost affecting Jocation 
of each cluster relative to one another and internal ordering of 
priorities within a cluster was transportation costs. The greater 
the effort, the more preduct ailocated to transportation, the less 
net output any enterprise can enjoy (the appetite of the horse for 
oats reduces the net surplus from the farm). 

|. The trade-off batween transportation economics and urban land 

economics ts suggested by the simple tradeoff diagram 4A. 

Alternative : 

Production itethods 

| . 

vsetul : (Effect of 
vutput 2 Improvenent 
_% In Trnasport 
franspor 3 Technology) 
tation 

k (Hore “Useful Qutput! 
: or Lover Densities) 

Total CGutput " 

Posstotlities 

liigh --- Density of Development --- Low 

2. The arrows labeled 1, 2, 3, 4 show progressive reduction in 
transportation costs (below the arravs) and successive increases 
In useful output given despice declining deareas of clustarinc. 

3. ‘Shean transportation becomes cheaper the conomic payor’ of 

clustering is less necessary ang theréfere vrecrle may checse te 

have lcwer densities, less spatial order or sore combination of 

aesthetic satisfactions.
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E. The third concept is that of dense cluster and here the economics recognize 

that space is not a free good. Comparing two communities with the same 
number of households but one town has gquarter~acre Jlots and the other 
has one acre lots, it is obvious that the lower density community will 
have a much greater occupied area and therefore the average household 
is farther from the center of town than his high density counterpart. 
The result fs that all costs of travelling to the center of town or to 
any other household are increased depending on technology. 

1. Aggregate transportation costs for commodities, messages, and persons 

will rise as the density of the city falis. The marginal cost of 
lower density is represented by the MC line in the diagram next to 
dense cluster. 

2. The marginal cost intersects with the marginal utility function for 
more Space establishing the optimum density for the community. This 
optimum is necessarily greater than the density based on zero marginal 

utility. Consequently, cluster gives way to dense cluster in which 

the group of squares are smaller for housing each activity. 

3. There is a surrender of isolation and space control in the interest 

of economy in Interaction and the savings that result occur because 
space is not a free good. it is a form of wealth which individuals 
simply pocket in a form of spending less on transportation. These 
benefits come at a cost which ts social and economic which society 

has difficulty funding since it is so difficult to tax the benefit. 

F. The fourth stage of clustering Smith calls the "ordered dense cluster’. 
fF an urban community includes several categories of land users - retailers 
manufacturers, apartment dwellers, and single family homeowners. There 
are further aggregate economies to be achieved by arranging these uses 
In a specific pattern which tends to put high density uses at the canter 
surrounded by rings of decreasing density of people who need to travel 
greater distances to the center, 

1. nm the dlagram the center is labeled C and the horizontal axis measures 
the radial distance from the center . The vertical axis measures 
the value of land resulting from savings tn transportation costs as 
an alternative to residing on the fringe where land would be free. 

2. Just as four students can outbid one working man for an apartment, 

four apartment dwellers can outbid the single family homeowner for 
a buriding Stte. 

3. Thus location translates itself Into a structure of land prices and 

these prices allocate land among competing users . 

4, The problem is to maintain an efficient spatial order despite con- 
stantly changing circumstances - population growth, change in trans- 
sortation, or a change in the linkages whicn people value most 
in their list of sreferences. 

G. The four clustering concepts are brought together in a simple-minded 
tradeoff diagram in Slide #2. Given all economic resources of a commu- 

nity, the greater amount of transportation output, the less useful 
output it will enjoy.
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1. The arrows labeled 1, 2, 3, and 4, show how total outout will be 
divided between transportation and useful output given incressing . 
degrees af clustering. 

Zz. If transportation icself becomes cheaper, all the arrows would © ) 

slide upward and closer together. The economic payoff of clustering 
would ba raduced and we might therefore, shoose ta have less spatial 
order in our cities or lower densities, or bath. 

H. Clustering also parmits internal and external economies of scale. 

1.- Internal economies are realized by increased specialization and 

reduced distribuCian costs. 

2. External economies are the resust of the Increased logistical support 
from agglomeration. 

3. Nat only are the costs of production and delivery reduced, but the 
diversity af services In a city may provide the consumer more ¢s!- 
lective satisfaction. There is more utility when you have a large 
number af choices and choices require that one is aware of the 
alternatives waich is more feasible in urdan areas where diversity of 
experience is a form of education, 

{. Communication is an essential by-product of clustering because it fosters 
innavatian and reduces the costs of mistakes to many people , 

li. Assuming that the economic and social benefits of clustering are positive 
in the abstract, there remains the next question of which places are best 
for a cluster as this will further refine special relationshios among various 
communities. There are many different theories by economic geographers as 

to what is an efficient location for different types of enterprises. Here 
there are a variety af useful answers because there are many possible 

situations. . 

A. A weight-gaining process would be one in which the product gets heavier 
as it reaches the market - that is gn increase in cost perc mile or 

transportation the more complete the preduct. A bottle of pop or a 
house for example. 

1. The more significance the weight-gaining srodess the closer the 
enterprise to its market, assuming the other casts of graduction 

are identical. Transportation eost not only reflects weight ana 

distance but bulk (modular homes) , perisnability and fragility 

(bread) and this assumes al! other costs are equal. 

2. In general, we are talking about the costs borne by the firm and_ 

not the real cost to the economy so if suppliers canceal costs 

with diseriminatary rating, delivered ortcing, etc. avenctual ly 

the pattern of business location is less than efficient for the 

economy as 2 whole. 

3. (tt is also assumed by the chart that the Firm is free to locate 

anywhere along the line between caw material and market when, 

. in fact, locations with the desired logistics are limited 

and there are irrational goals too. (Kiehigan City)
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B. Nultiple sources and multiple markets involve location vectors as in 

the second diagram. There is a point Rat which the aggregate trans- ; 
portation cost per ton of stee! is least. 

1. This point {5s modiffed when new industrial facilities need an | 

environment in which labor is available, urban services are available, 

etc. As a result new facilities are not often set dawn [tn the 
wilderness and the result is existing communities grow. 

C, Urban areas are generally involved in exchange processes one of which is 

a transportation break point - i.@. a change in the mode of transportation 

from barge to rail or rail to truck. 

D. There are foot-loose enterprises in which transportation and convenience 

cost are minimal in relation to value added, such as diamond cutting or 

the manufacture of transistor diades. 

E. The way station function of accommodating transients 1s a major function 

and many California towns are built around a system of 21 missions 

started by the Franciscan order , one days journey from one another 

to provide overnight accommodations. Missions were replaced by hotels 

hear the railroad station, and then motels at the interchanges, and 
more recently motels at the alrport so that transportation advantages 

changed the way station function quickly and drastically. 

F. In any event, there ts a rough economic logic concerned with transpor- 
tation linkages that determines where urban clusters locate and continue 
to grow once they reach a certain critical mass of population ana 
services. 

lll. Assuming that urban clusters make sense and are spaced out with some logic, 

the question remains what goes where within a single urban center - t.e. 
pattern of urban land uses. Such pattern 1s relative and not absolute. 

For the moment , pattern is considering a''featureless piain'' so the topo~ 
graphy, water, and subsurface conditions, and political boundaries have 

no significance. With those assumptions pattern can have a number of 
dimensions. 

A. Relative direction of various uses - such as cil refineries should 
be at the opposite end af towns from homes, or factories should be 
qutside the grean belt buffer. 

B. Another dimension is density expressed as number of dwelling units 

per acre, aor workers per square foot of floor area, or ratio of 

building/floor area to land area. 

|, Density should be a frequency distribution and leads to many 

different sociological topography maps. 

2. Frequency distribution modes infiuence values, pattern of retai! 
and public facilities, and particularly the transportation system. 

3. High dansity affice buildings as compared to low density of employees 
in factory buildings will influence therr relative locations and 

transportation. linkaaes.
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C. Oefinition of land use catagories will influence our ability to study 
Spatial arrangements in terms of diversity of land uses and lacationa! 
tendencias of these uses. The slide af the average distribution of 

‘land by forty~eignt (43) large cities shows the relative significance 
by 5 broad categories and it should be noted that while residenciai 
Is the largest single class, it is far less than 1/2 all the land use. 

0. The urban land economist has traditionally assumed that the separation 

af land uses, aften threugh zoning and city planning, will create 
a land pattern. which is intrinsically desirable because it is advancing 
some of the fallowing criteria in pursuit af the goal of maximum benefit 
from our resources: 

1. Efficiency which is normally taken to mean that the aggregate expen- 
diture By the cammunity for internal transportation is minimized. 

Rateliff said the ideal is to reduce rant differentials to zero. 
Without attaching some conditions, nowever, this implies that the 

best city is one where everyones and everything is crowded together 
in ane big roan. 

2. Fiscal prafit where the real property tax is the primary source 

. af revenue and therefore slanning should promote those land uses 

which ¢reate 4a surplus af Cax fevenue relative ta servicing costs. 
Of course the result is political fragmentation or land use ghettos. 

3. Sacial integration to achieve naighbornoods of relative homogeniety - 
| and therefore presumadly tranquility whien may lead however to 

considerable social friction and antagonism and unaccagtaole cost. 

4. Control of external cost such as traffic aor noise nuisance is 
possible by segregating land uses but there is much protilem in 
making this principle operate specifically . What about the guy 
wno makes widgets in his garage or his wife is retailing pots and 
pans in an area that is residential. 

5. Flexibility so that a city can absorb new elements as the scale 

and pace of life style change without becoming unfunctional. 

6. Prescriptive order-in terms of.hov people will Tive and benave. 
we could plan for no saloons sa that peascle would learn to walk 

in the park or in Madisan discourage parking for hign=rise duiiaings 
$o that people would Jearm to use publie transportation. 

| 7. A desire to create a pattern which suegests a certain ethos or life 

Style might lead to a basie¢ physical pattern such as San Franciscs 

or Georgetown, Washingten 0.C. - a anysical collective discigline 
aor cantral of individual taste to achieve a certain overali impressix 

Ee. This is net an exhaustive list of criteria for urSan land use nattarns 

but it might suggest that with proper definition one could select a 
land uSe pattern which was best although thar itself has some unattracti: 

implications. 

Of course, we are not often given clean slate options as to averail land 

Wse patterns as we must begin with an urban area as we find it and we 
must adapt to physical limitations of che ftand. Nevertheless your 

textbook will explore certain basic interaction patterns sucn ds Hoyt, 

multiole nuclear patterns, star patterns, etc-
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F. Within a certain Icosely atructured pattern imoosed by society of 

anysical constraints of an area individuals will be fine tuning 

their linkage patterns to optimize their particular goals and objectives, 
some of which are rational and predictable and others which are 
highly subjective. Planners cannot anticipate these patterns and 

: thus the marketplace ts a very useful allocation and rattoning 
device which determines the texture of land uses in the city.
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Lecture Outline #4 

ENVIRONMENTAL ATTRIBUTES OF REAL ESTATE 

|. The term environmental is used broadly to describe off-site physical 
and institutional systems with which real estate must be compatible. 
Most real estate decisions have some measurable impact on a varity of 
soft systems. 

A. Soft systems include: 

}. The micro-c} imate 

Z. Off-site ecological systems 

3. Historical continuity 
4. Social organization 
5. Social disorganization 

6, Cultural decision procedures 

ll. The decision process 

A decision requires identification alternative courses of action, 

possible alternative outcomes and then defintion of selection screens 

by reducing values to objectives and objectives to criteria 

A. Many decisions are unconsciously made by cultural traditions or 

Indirectly made by the institutional mechanics of society. 

BB. People are social animals and it is doubtful that if land were a 

free good that they would scatter to points equidistant from one 
another. People have tended to cluster, and as the cost of friction 
inherent in clustering became too great the clusters became denser 

and eventually well organized in some form of ordered dense cluster. 
Cost af friction means space is no longer a free good and eventually 

dense clusters become specialized into multiple land use areas. 

C. An historical survey of famous cities like Peking, Naarden, Venis, 

Rotterdam all reflected simple cultural priority. 

'. Slave to merchantile economies 

2. Slingshot to gun powder warfare 

D. These cities had a physical clarity in land use layouts and archi- 
techtural style and construction that depended on cultural factors 

of: 

1. Static technology 

2. Static population 

3. Cultural continuity 
A, MonJ ithic and futile governmental structure of the city-state 

Q 
E. Conditions for cohesive development by the new world cutlure were 

gone due to: 

1. Populatton explosion 

2. A culture restructured from outer directed to Inner directed 
behavior 

3. Technological exploston 
4. Reform of property rights concepts
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F. Long-term cultural trends may be difficult to perceive [{n terms of 

rural to city migration, sophistication and decision making, etc. 

but even short-term cultural changes affect real estate form. 

Look at the impact on Madison of earlier independence for young 
people, political instabi lity or shifting priortities relative 

to social groups like the elderly, disabled, public transit users, 
efc. 

G. Highly structured density depends on an ethic of interdependence 
which was fostered by a generation of depression and world war, 
A growing consensus to accept planning priorities begins to appear 
in federal legislation, influential task force reports, and local 
court decisions. 

I. First significant federal assistance to individual cittes with 

city physical planning integrated with capital budgeting, 

priorities on areas likely to have a high percentage of disad- 
vantaged people, and on minimum standards of housing for health 

and comfort was in 1954! 25 years ago! 

2. Since 1964 we have seen significant advances in regional planning 

units for coordination of self-serving city olans and the urban 
interface with water resources, air resources, farm resources, etc. 

; as recently as 1972 a twelve member task force appointed by Richard 

Nixon and chaired by Lawrence Rockerfeller, reported on 

the public consensus on fand: 

When the protection of natural, cultural, or aesthetic resources 

or the assurance of orderly development are involved, a mere 

loss in land value should never be a justification for invalit- 
dating the regulation of land use." 

Pit H, Cultural institutions such as tabor unions, political lobbies, 

architectural schools and bustness schools all contribute to the 

environment within which real estate decisions are made and sites 

are valued. 

lll. Physical improvements to land form the walls and lid of man's own terrarium-- 

a manufactured environment. The cliche by Winston Churchill is ‘We first 
shape our buildings and then they shape us." 

A, While the whole civilization process in an industrial society 
contributes to social instability, real estate has some direct 

Impacts on social disorganization as it is reflected by: 

1. Individual mental jiliness and isolation 

2. The strength of the family unit 
3. Social stratification and conflict 
4. Crime rate, particularly personal and bodily injury 

8. Real astate development cannot be blamed for providing the consumer 
with what he wants in a market economy but the public must begin 

to dimension public controls of tand use and building codes to 

reduce the unwanted byproducts of always doing what the cansumer 

wants.
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|. The automobile design has followed the path of least resistance 
by serving the individual consumer and eventually modifying 
his behavior with little regard to the aggregate impact. 

2. The suburban flock of indivdual homes on individual lost 

compartmented by price and therefore family income has also 

produced an undesirable socia! stratification by economic 
segregation. 

3. Only recently have the social psychologist begun to make their 
point about manufactured space and society as in the Hidden 

Dimension by Hall, Defensible Space by Newman, or Community 

and Privacy by Chermayoff & Alexander. 

4. This lecture cannot prsume the planners of real estate can 

control all of the random social interaction of an active society, 

but real estate can recognize some basic constraints on its 

product in order to avoid some obviously undesirable manif- 

estations of social breakdown. 

C. In looking at the series of spaces which are physically defined to 

Create a city we might use the convenient classifications of 
Alexander & Shermayoff--what they call & domains of urbanity a 
hierarchy of spaces for community and privacy for its residents: 

1. Urban-Public. The places and facitities in public ownership: 

Highways, roads, paths, civic parks. 

2. Urban-Semi-Public. The special areas of public use under 

governmnet and instituttonal controls: city halls, courts of 
justice, public schools, post offices, hospitals, transporation 

exchanges, parking lots, garages, serivce stat ions, stadia, 

theaters. 

3. Group-Public. The meeting ground between public serivces and 
Utilities and private property requiring joint access and 
responsiblity: Places requiring mail deliver, garbage collection, 
utilities conter!], access to fire-fighting equipment or other 

emergency rescoe devices. 
4, Group-Private. Residential companents under control of management 

acting on behalf of private or public interest for the benefit 
of tenants or other Jegal occupants: reception, circulation, 

and service spaces, community gardens , playgrounds, laundries, 
storage, etc. 

5. Family-Private. The spaces within the private domain controlled 
by a single family that are devoted to communal family activities 

such as eating, entertainment, hygiene, and maintenance. 

6. Individual-Private. The “room of one's own,'' the innermost 
sanctum to which individuals may withdraw from their family. 

D. Examples of conscious social organization efforts in land use: 

}. Urban-Public -- for municipal Squares of downtown Philadelphia 
2. Urban and Semi Public -- library layout for control or corridors 

visible from street or parking ramp stairwells 
3. Group-Public interface such as truck loading areas at a shopping 

center or shopping center periphiry road 
4. Group-Private -- study of book called Defensibie Space -- design 

of apartment projects to discourage strangers by reducing 
ananimity and increasing proprietary zone of residen ce 

5. Family-Private areas as it is affected by circulation patterns 

In home plans or emphaisis on family kitchens or formal entertain- 
menta areas or color and texture of approach zones at front doar 

6. lndividual-Private Space ~~ sound privacy of innermost sanctum 

-- family probems and personality disorder



URBAN LAND 550 LECTURE #5 - Outline 

Site and Situs Theory - Origin of Demand for Improvements 

|. Within the general ecomonic base activity, each enterprise searches for 
a real estate parcel to serve its special needs. 

A. Any given real estate parce! has three sets of attributes 

1. static or physical attributes - physical characteristics tnherent 
within the property lines 

2. situs characteristics or linkages of the site to other parcels 

and activities. A linkage can be any kind of relationship 
between one site and another or one activity and another. 

3. dynamic attributes - behavioral responses of people to site 
attributes. 

B. These attributes play a large part in determining the pattern of usage 
in the urban cluster and influence space users, space producers, and 
public regulators in reasonably cansistent and predictable ways. 

C. These three sets of attributes permit us to examine the common sense 
notion of location and the dynamic cycle of success and failure of 
activities at specific locations. 

li. Static attributes or physical elements of a parcel Involve an almost infinite 
list of variables, many of which relate to improvements tntended for 
the site. 

A. Definition of shane of a parcel 

1]. length and width of parcel 
2. rights below grade 
3. rights above grade 
4, set-back tines for side yards, front yards, waterfront, dock lines, 

flood plane elevattons etc. | 

B. The bullding envelope - spatial limit of permitted improvements. (Foot 
of capitol dome, air rights, view lines, private covenants, etc.) 

C. Topography, geolagy, and satls 

D. Flora and fauna Inventory 

E. Self-contained eco-systems 

F. Access to transportation elements of road, water, rail, or pedestrian 

route on premises 

G. Inventory of existing improvements to the site such as farm terracing, 
road embankments, tile drainage field systems, structures 

H. Check list of required or acceptable attributes for each use



2 

fii. One cannot conceive of location in the abstract without relating to a 
place and without reference to some kind of an activity conducted at 
that place. 

A. Land economists begin with the terms: 

1. establishment - the basic unit of land use consisting of indi- 
viduals or groups or enterprises occupying recognizable places 
of business, residence, government, or other attraction 

2. Each establishment represents a cluster or packet of functions 
and each may require a different location but may compromise 
because of other economies. 

3. Relationships between a function at one site and another which 
Influence the movement of persons or goods are termed linkages. 

4, The movement of persons or goods creates certain costs which are 
called cost of friction. Each establishment seeks a location 
which wilt minimize these costs in time, money, and stress. 

B. Specification of site linkages leads to identification of its 
micromarket of users and eventually to value of the Site. 

C. Useful classifications of linked establishments by land economists 
Robert Mitchell and Chester Rapkin (Urban Traffic, 1954). . 

}. Dominant Use-Subordinate Use. The subordinate use serves the 
dominant establishment or group of similar establishments. An 
example is a machine repair shop and the industrial plant ar 
plants which it serves. 

2. Dominant Use-Ancillary Use. The ancillary establishment serves 
the employees of the dominant use. Examples are a restaurant 
near a large factory or a cigar stand In an office building. 

3. Co-dominant Uses and DominaatUse-Satellite Use. These establish- 
ments serve common customers. A large department store and an 
adjacent ladies' shoe store serve the same clients. 

D. Proximity may be historical accident, similar specs or type of 
building, type of site, or rent level. Proximity does not imply 
linkage. | 

| E. Establishment as packet of functions suggests a land use is at the 
focus of [ts own spectal complex of linkages. The location of these 
linkages establish boundartes of a tributary area. 

' |. Elementary school district 
2. Retail establishments subdivide tributary area into primary, 

secondary, etc, trade areas 

3. Primary trade area might be source of 65% of business or area 
within five-minutes driving time etc. 

4. linkages may be discovered from internal data such as address list
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F. Highly spectalized linkages can mean cantrol of a unique site provide 
some degree of monopoly. 

IV. Dynamic attributes of a site are concerned with psycholgical perception 
of space users about a site. Unlike linkages they do not directly inviove 
movement of persons or goods but have to do with mental satisfaction of 
prestige, aesthetics, peace of mind, etc. 

A. Prestige of residential area, address, or building image 

B. Aesthetics may stimulate peaple to more productive labor or anti- 

socltal behavior 

C. Conmuntty percption affecting group behavior 

D. Attributes may be In the eye of the beholder rather than in the reality 
of physical or functional attributes 

V. The static, tinkage, and dynamic attributes of location have a synergistic 
impact in combination which relate to analogies of magnetic or electrical 
force flelds or energy flows. 

A. Energy flows may reflect movements of people and goods which draw 
activity within the field. 

B. The draw can be reduced hy insulators such as the cost of friction or 
mental stress or the inertia of people. 

C, There are essentially only two real estate problems: 

1. a market need In search of a site with very specific attributes 
2. a specific site in search of a market need 

D. The real estate market is the endless matching of sites and users 
within a tributary area to bring off the most efficient pattern of 
uses within each cluster. The question of how to measure efficiency 
is the subject matter of this course.
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. Lecture #6 — 
Fitting A Use Into the Pattern 

1, Within the general ecomonic base activity, each enterprise searches for 
@ real estate parcel to serve its special needs. 

A. Any given real estate parce! has three sets of attributes 

]. static or physical attributes ~ physical characteristics inherent 
within the property lines 

2. situs characteristics or linkages of the site to other parcels 
and activities. A linkage can be any kind of relationship 
between one site and another or one activity and another. 

3. dynamic attributes ~ behavioral responses of people to site 
attributes. 

B. These attributes play a large part in determining the pattern of usage 
In the urban cluster and Influence space users, space producers, and 
public regulators in reasonably consistent and predictable ways. 

C. These three sets of attributes permit us to examine the common sense | 
notion of location and the dynamic cycle of success and failure of 
activities at specific locations. 

fl. Static attributes or physical elements of a parcel [nvolve an almost tnfinite. 
list of variables, many of which relate to improvements tntended for 
the site. 

A. Definition of shape of a parce! 

1}. length and width of parcel 
2. rights below grade 
3. rights above grade 
4. set-back lines for side yards, front yards, waterfront, dock lines, 

flood plane elevations etc. 

B. The bullding envelope - spatial limit of permitted improvements. (Foot 
of capitol dome, air rights, view lines, private covenants, etc.) 

€. Topography, geology, and soils 

OD. Flora and fauna inventory 

E. Self-contained eco-systems . 

F. Access to transportation elements of road, water, rall, or pedestrian 
route on premises 

G. Inventory of existing improvements to the site such as farm terracing, 
road embankments, tlle drainage fleld systems, structures 

H. Check Vist of required or acceptable attributes for each use
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fff. One cannot conceive of location fn the abstract without relating to a 
place and without reference to some kind of an activity conducted at 
that place. 

A. Land economists begin with the terms: 

1. establishment - the basic unit of land use consisting of indi- 
viduals or groups or enterprises occupying recognizable places 
of business, residence, government, or other attraction 

2. Each establishment represents a cluster or packet of functions 
and each may require a different location but may compromise 
because of other economies. 

3. Relationships between a function at one site and another which 
Influence the movement of persons or goods are termed linkages. 

4. The movement of persons or goods creates certain costs which are 
called cost of friction. Each establishment seeks a location 
which will minimize these costs In time, money, and stress. 

B. Specification of site linkages leads to identification of its 
micromarket of users and eventually to value of the site. 

C. Useful classifications of linked establishments by tand economists 
Robert Mitchel? and Chester Rapkin (Urban Traffic, 1954). 

1. Dominant Use-Subordinate Use. The subordinate use serves the 
dominant establishment or group of similar establishments. An 

: example is a machine repair shop and the industrial plant or 
plants which it serves. 

Z. Dominant Use-Ancillary Use. The ancillary establishment serves 
the employees of the dominant use. Examples are a restaurant 
near a large factory or a cigar stand In an office bullding. 

3. Co-dominant Uses and DominantUse-Satellite Use, These establish- 
ments serve common customers. A large department store and an 
adjacent ladies’ shoe store serve the same clients. 

D. Proximity may be historical accident, stmilar specs or type of 
building, type of site, or rent level. Proximity does not imply 
Tinkage. 

E. Establishment as packet of fiunctions suggests a land use js at the 
focus of its own special complex of Iinkages. The focation of these 
linkages establish boundaries of a tributary area. 

"1. Elementary school district 
2. Retall establishments subdivide tributary area into primary, 

secondary, etc, trade areas 
3. Primary trade area mlght be source of 65% of business or area 

Within five-minutes driving time etc. | 
4h. linkages may be discovered from internal data such as address list
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F. Highly speclallzed linkages can mean control of a unique site provide 
some degree of monopoly. 

IV. Dynamic attributes of a site are cancerned with psycholgical perception 
of space users about a site. Unlike linkages they do not directly invlove 
movement of persons or goods but have to do with mental satisfaction of 

prestige, aesthetics, peace of mind, etc. 

A. Prestige of residenttal area, address, or building image 

B. Aesthetics may stimulate people to more productive labor or anti- 
socia] behavior 

C. Comunity percption affecting group behavior 

D. Attributes may be in the eye of the beholder rather than In the reality 
of physical or functional attributes 

V. The static, linkage, and dynamic attributes of location have a synergistic 
Impact In combination which relate to analogies of magnetic or electrical 
force fields or energy flows. 

A. Energy flows may reflect movements of people and goods which draw 
activity within the fleld. 

B. The draw can be reduced by [Insulators such as the cost of friction or 
mental stress or the tnertia of people. 

€. There are essenttally only two real estate problems: 

1. amarket need in search of a site with very specific attributes 
2, a specific site In search of a market need 

D. The real estate market is the endless matching of sites and users 
within a tributary area to bring off the most efficient pattern of 
uses within each cluster. The question of how to measure efficiency 
is the subject matter of this course.
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{1}. A. CHART 4 AMEND 

tNPUT IDENTIFY | COMPARE POLICIES - INPUT 

OPPORTUNITY (criteria) 

F - REJECT ¥£ ARE POLICIES NO 

OPPORTUNITY APPROPRIATE? 

SELECT 

OPPORTUNITY L. YES 

B. This whole process is more complex than a simple flow chart rep- 
resentation can depict, but the essence of the process can be dis- 
cerned from such characterization as that shown in Chart 4; it 
is the beginning of a systems description of the management process. 

This amended model, general though it is, recognizes the inputs to 

the system from other exogenous systems: characterizes the (circum- 
scribed) whole as an integrated system; points out levels of states 

(policies, standards) within the system; identifies action points 
(decisions) within the system; 

documents the interrelationships between actions and information 
storage points; 

traces the flow of information 
from outside the system 
within the system 

depicts the process as dynamic. . 

This model, supported by the explanations, is helpful in providing 
a basis for assessing the validity af common presumptions; it should 
provide fair warning that policy-making/opportunity-~selecting cannot 
be adequately understood by simply viewing {tt as |'a process that 
man performs through the act of decision-making.'! 

C. Information plays the critical roie in the process. To construct 
acceptable operating systems or models one must draw on information 
sources both inside and outside the decision making organization--- 
a real estate enterprise. 

Outside: Information about alternative kinds of operating systems 
that can be constructed to supplement 

Inside: Existing knowledge and skills relating to the construction 
of operating systems; 

inside: (nstde information about existing standards for constructing 
operating systems, which in turn, are the product of infor- 
mation flows that come in part from within the organization,
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Lecture #6 
Urbanization Today 

Part Is Spatial Clustering 

I, Spatial clustering is the principal physical attribute of 
urbanization and the basis for agglomeration economies. 
Wallace Smith describes four abstract levels of spatial 
clustering in his textbook on urban lard economics entitled 
Urban Development (1975). The four abstract levels of cluster- 
ng are illustrated in Figure 1. 

A. The first level of spatial clustering is called “scatter.” 

1, Imiividuals are as far apart as possible (suppose 
individuals have a strong preference for isolation). 

2. This maximizes the aggregate cost or potential cost of 
an exchange of visits, messages, or commodities. 
-~ Think of the cost of delivering the mail in Northern 

Wisconsin. 

B. The next level is called a "cluster.” 

1. Space is a free good = a person can have as much as he 
wants - its just that all holdings are consolidated within 
the minimum convenient perimeter. 

2. More efficient than scatters 
a. The cost of getting together is less as less time is 

spent going back and forth. 
| bs. Think of the cost of delivering the mail in Dane County 

as compared to Northern Wisconsin. , 
| 3. The savings are considerable, but they cannot he attributed 

to any specific individual or piece of land, 

C. The third concept is that of “dense cluster™ and here the 
economics recognizes that space is mot a free good. Com- 
paring two communities with the same ruimber or nouseholds 
But one town has quarter-acre lots and the other has one 
acre lots, it is obvious that the lower density community 
will have a much greater occupied area and, therefore ,the 
average household is farther from the center of town than 
his high density counterpart. Tne result is that all costs 
of travelling to the center of town or to any other house- 

| hold are increased (depending on the available technology). 

1. AS space is no longer a free good, aggregate transportation 
costs for commodities, messages, and persons will rise as 
the density of the city falls. The marginal cost of 
lower density is represented by the MC line in the diagram 
next to ‘dense cluster.' 
The intersection or the marginal cost line with the marginal 
utility function for more space establishes the optinum 
density for the community. This optimum is necessarily 
greater than the density based on zero marginal utility, 
Consequently, cluster gives way to dense cluster in which 
the group of squares are smaller for housing each activity. 

2. There is a surrender of isolation and space control in the 
interest ot economy in interaction, The savings that 
result oceur because space is not a free good. It is a 
form of wealth which individuals simply pocket in the form 
of spending less on transportation.



Reprinted with permission of Wallace Smith, author of Urban Development, 1975. 
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Figure i. 

The Economic Imperative for Density 
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3. A dense cluster is more efficient than a cluster. 
a. The savings are attritutable to the process = to 

recognize that space in a community is not a free good. 
b,. The savings are still not attributable to the individual 

users or pieces of land. 
ec, Think otf the cost of delivering the mail in a development 

like Eagle Heights or Parkwood Hills as compared to Dane Co, 
d. These benefits come at a cost which is social and economic 

which society has difficulty funding since it is 80 
difficult to tax the benefit, 

D. The fourth stage of clustering Smith calls the “ordered dense 
eluster% 

1. The urban community now includes several categories of land 
users —- @.g., retailers, manufacturers, apartment dwellers, 
and single-family homeowners. | 

2. Economy in aggregate transportation is achieved by arranging 
uses in specific patterns, These patterns tend to put hign 
density uses at the center surrounded by rings of decreasing 
density of people who will have to travel greater distances 
to the center. 

3. Within the city the transportation saving characteristic 
of a particular piece of land is translated into a structure 
of land prices. These prices allocate land among competing 
categories of users. 
a. in the diagram the center is labeled.C and the hori- 

zontal axis measures the radial distance from the center. , 
The vertical axis measures the value of land resulting 
from savings in transportation costs as an alternative 
to residing on the fringe where land would be free, 

b. Just as four students can outbid one working man for an 
apartment, four apartment dwellers can outbid the single- 
family homeowner for a building site, 

ec, The problem is to maintain an efficient spatial order 
despite constantiy changing circumstances - population 
growth, change in transportation, or a change in the 
linkages which people value most in their list of 
preferences, 

E. The four concepts are brought together in a simple-minded 
trade-off diagram shown in Figure 2, Given 2li economic 
resources of @ community, the greater the amount of trans- 
portation output, the less ‘useful output it will enjoy. 

1. The arrows labeled 1, 2, 3, and * show how output will 
be divided between transportation and useful output 
given increasing degrees of clustering. 

2. if transportation itself becomes cheaper, all of the 
arrows would slide upward and closer together. The 
economic payoff of clustering would be reduced and we 
might, therefore, choose to have less spatial order in 
our cities or lower densities, or both.
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F, Clustering also permits internal and external economies 
of scale, 
1. Internal economies of Scale are realized by increased 

specialization and reduced distribution costs. 
2. External economies are the result of the increased 

logistical support from agglomeration. 
3. Not only are the costs of production and delivery 

reduced, but the diversity of services available in 
a city may provide the consumer more collective satise- 
faction. There is more utility when you have a large 
mumber of choices, In addition, choices require that 

| one is aware of the alternatives. This is more feasible 
in urban areas where diversity of- experience is a form 
of education, 

&. Communication is an essential by-product of clustering 
because it fosters innovation and reduces the costs of 
mistakes to many people. 

5. Nevertheless, the original and most dominant cost 
affecting the Location of each cluster relative to 
one another and the internal ordering of land use 
priorities within a cluster was transportation costs. 
The greater the effort, the more product alisecated 

to transportation, the less net output any enterrrise 

car. enjoy (the appetite of the horse for oats reduces 
the net surplus from tne farm}. 

II. Today the social consensus reflects a preference for nigniy 
structured density. 

A. Modified Pioneer Ethic 
- Land is mo longer a free and unlimited good, 

B. Ethic of Interdependence 
-~ 1954 - First significant federal assistance to the art 

of city planning 
- 1960 - Begirmming of significant and comprehensive effort 

to organize urban development 
- 12 member task force headed by Lawrence Rockefeiler-- 

"When the protection of natural, cultural, or aesthetic 
resources or the assurance of orderly development are 
involved, a mere loss in land value should never be 
Justification for invalidating the regulation of land use.”



Lecture #7 
Urbanization Today 

Part II: Locational Concepts 

I. Assuming that the economic and social terefits of clustering 
are positive in the abstract, there remains the next question 
of which places are best for a cluster as this will further 
refine spatial relationships among varlous ccmmunities. There 
are many Gifferer:t theorles by economic geographers as to what 
is an efficient location for different types of enterprises, 
There are several useful answers nere as there are many possi- 
ble situations. 

A. A weight-galning process would be one in which the product 
gets heavier as it reaches the market - that is, there is 
an increase in the cost per mile of transportation as the 
preduct becomes more complete. A oottle of pop is an exam- 
ple, so is a house, 

1. The more significant the weight-gaining process, the 
closer the enterprise shculd be located to 1ts market, 
assuming the other costs of production are identical 
{see Figure lea). Transportation cost not only reflects 
weight and distance but also bulk (e.g,, modular homes), 
perishability (e.g., bread), and fragility (e.g., glass). 

2. Im general, we are talking about the costs borne by the 
firm ard not the real cost to the economy, so it suppliers 
conceal costs with discriminatory rating, delivered 
pricing, etc., eventually the pattern of business location 
is less than efficient for the economy as a whole, 

3e It is also assumed by the chart in Figure 1.a,. that the 
firm is free to locate anywhere along the line between 
raw material and market when, in fact, locations with 
the desired logistics are limited and there are irrational 
goals as well, 

B, A location diagram for a weight-losing process is shown in 
Figure 1.6. Examples of weight-losing processes include 
steelmaking and the use of water power to g#enerate elec- 
tricity. In both cases major inputs - coal and water power, 
respectively - disappear in the process of production and 
are very difficult or expensive to trarsport. Hence, in 
general, the more significant the weight-losing process, 
the closer the enterprise should be located to the source 
of raw materials, again assuming the other ccsts of produc- 
tion are identical, 

C. Multiple sources and multiple markets involve Location 
vectors as shown in Figure 1l.e. There is a point F at 
which the aggregate transportation cost per unit of finished 
product is least (e.g., Gary, Indiana). This point is 
modified when new industrial facilities need an envirorment 
in which labor is available, urban services are available, 
etc. As a result new facilities are not aften set down in 
the wilderness and the result is that existing communities 
Slow « 

D. Urban areas are generally involved in exchange processes, 
one of which is that of being a transportation break point - 
i.@., a change in the mode of transportation occurs (e.é8., 
trom barge to rail or from rail to truck). The economic
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advantage of locating at a transportation break point is 
| shown in Figure 1.d. 

E. Ther2 are foot-loose enterprises in which transportation 
and convenience costs are minimal’in relation to value added, 
such as diamond cutting or the manufacture of transistor 
diodes. Many toot-loose enterprises choose to locate in 
high amenity areas. 

F, The way station function of accommodating transients is a 
major function and many California towns are built around 
a system of 21 missions started by the Franciscan order, 
one day's journey from one another to provide overnight 
accommodations. Missions were replaced by hotels near the 
railroad station, then by motels at the highway interchanges, 
and more recently by motels at the airport. Hence, trans- 
portation advantages changed the way station function 
quickly and drastically. 

G. In aay event, there 1s a rough economic logic concerned 
with transportation linkages that determines where urban 
clusters locate and continue to grow once they reach 4 
certain critical mass of population and services, 

Bid Ii. Assuming that urban clusters make sense and are spaced out 
- with some logic, the question remains as to what goes where 

within a single urban center - 1.e., what will or should be 
the pattern of urban land uses. Such a pattern is relative 
and not absolute. For the moment, our consideration of pattern 
will assume a “featureless plain™ so that topography, water, 
subsurface conditions, and political boundaries have no signifi- 
cance. Even with this assumption, pattern can have a number cf 
dimensions. 

A. The first dimension to consider is the relative direction 
of various uses - such as oil refineries should be located 
at the opposite end of towm from homes, or factories should 
be located outside the green belt buffer. 

Bo Another dimension 1s density expressed as the number of 
dwelling units per acre, workers per suare foot of floor 
area, or perhaps the ratio of bulilding/flooar area ta land 
areas 

1. Density should be expressed as a frequency distribution 
over sections of the city rather than as a city-wide 
average, Density measures lead to many different socio- 
logical topography maps. 

2. Frequency distribution modes influence values, patterns 
of retail and public facllities, and particularly the 
transportation system. 

3. The high density of employees in office buildings as 
eomparea to the Low density of employees in factory 
buildings will influence their relative locations and 
transportation linkages. 

C. A third dimension is the definition of land use categories 
which will influence our ability to study spatial arrange- 
ments in terms of diversity of land uses and locational 
tendencies of these uses. Figure 2 shows the average distri-



Reprinted with permission of Wallace Smith, author of Urban Development, 19795. 
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Lecture #7 Outline 
The Real Estate Process : 

. Business 550 & 705 

Economic Base - Town Builders & Town Fillers 

I. Key Proposition: The rate and direction of growth (employment, income, 
population, establishments) of a region or a city is determined by its 

- function as an exporter to the rest of the world. 

A. Proof: The level of Aggregate Demand (or income, output, employment) 

called ¥ is the sum of household consumption, Cy (food, etc.); house- 

hold investment, Ip (housing); business investment, Ip (machines) ; 
government consumption, C, (typewriters, etc.); government investment, 
I, (schools); plus net spending by people living outside the city (city 
exports minus imports) X-M. Thus, 

Y = Cy + Iy + Ip + Co + Ig + X-M | 

But if households, businesses and government buy everything they 
consume or invest from non-residents then, 

Cy + Iy + Ip + Co t+ Te = M 

and therefore 

y = xX 

or a city's level of income, of output and of employment is totally 
dependent on it's ability to sell outside the city! 

B. Basic gector activities (town builders) are sales to the rest of the 
. world in the form of goods, services, and labor that flow out of the 

region (also expenditures by "foreigners.") 

C. Non-Basic Sector Activities (town fillers) are the numerous supporting 
activities necessary to service workers in basic industries and the 
basic industries themselves. 

DB. Both sectors are related to exogenous demand. If outside demand for 

the product of the region increases the basic sector expands (direct 

effect) which generates expansion in the non-basic sector (indirect 
effect). 

E. Result of all this: Basic employment (or income) plus non-basic 
employment (or income) equals total employment (or income). 

Il. ¥or every commmity there is a ‘telationship between basic employment 

(or income) and non~basic employment (or income) called the BASE RATIO = 
Basic employment (or Basic Income ) 

Non-basic employment _ Nonbasic Income ° 

A. Eg. This means that if for every basic worker there are ? non-basic 

workers, the base ratio would be 1:2. 

B, Implications: For every new job (or dollar of income created) in the 
basic sector, two new jobs ( or dollars of income) will be created in 

the supporting activities of the non-basic sector. 

Til. For every base ratio there is a BASE MULTIPLIER. 

A. Eg. if the base ratio is 1:2, the base multiplier is 3, i.e., when 
basic employment increases by one, a total of three new jobs (basic



and non-basic) will be created. 

B. Implications - Allows an estimate of the total impact on the regional | 
economy that results from a change in demand for basic goods. 

C. Useful relationships: 

1. Base multipler = total employment 

basic employment | 

2. Total employment = (base multiplier) (basic employment) 

3. Change in total employment = (base multiplier) (change in basic 
employment.) 

LV. Implications and Uses 

A. Projections 

Given: B:LM = 1:1.5 B = Basic employment 

B:TE = 132 1/2 UM = Local market or nonbasic employment 
TE:TP * 132 . TE * Total Employment : 
B:TP = 1:5 TP = Total Population ~ 

Suppose basic employment for Madison increases 500 employees at Oscar 
Mayer as a result of increased sausage demand in Chicage. You can 

. calculate the resulting increased population, income, level of services 
demanded, locational preferences. (All are long-run effects.) 

B. Implications 

° 1. Fill gaps in historical data. 

2. Aids in understanding past & current developments. 

: 3. Evaluate & estimate impact of expanding or new industry. 

4. Estimate future demand for types of Land use (housing, retail, 
industrial, etc.). 

2. Provide insight into nature of regional economy through interareal 
and intertemporal comparison. 

6. Formulate growth strategy to stabilize base. 
a. Attract enterprises with stable production. 
b. Emphasize diversity with many small export firms. 
c. Continuing promotion of export firms. 

C. Applications 

1. Housing market demand and value. 
a. The one employer town - Seattle and Cape Canaveral. 

b. Population effects - hold or sell decisions. 

2. Feasibility analysis and appraisal. } 

a. Skill mix changes: impact on consumption patterns: 

ratio between real and personal property holdings. 

b. Base ratio changes alter the market basis of appraisal and 
value, 

c. Disposable income and savings levels with employment 

level, employment type, skill level, and age of work force. |



Lecture #5 OUtline 
Urban Land 550 

Economic Base - Town Builders & Town Fillers 

|, Growth of employment, population, and number of establishments its referred 
to as urban economics which in turn leads to measures of demand for space- 
time products to house activity and is reffered to as Urban Economics. 

A. Economic base activities (townbuilders) and service or local market 
activities (town Fillers). 

B. An economic base activity is one with exports goods and services or 
imports investment capital or outside income. | 

C. Export activities may be pure or mixed. 

D. Base activities pay for jobs wi thbutside money or finance local consumers 
with income earned elsewhere. 

E. The export function not the size of the enterprise is critical to 
community economics. 

F, Local market activities are those which provide goods and services 
within the urban district. 

i. Each enterprise is export or service to a different degree. 
2. They may be a seedbed for future base activity, improve external 

economy or base industries and may employ twice as many people as 
the base. Industries. 

If. For every community there is a relationship between employment and total 
employment and population which can be measured as the economic base 
multiplier. 

A. Measurement of the multiplier is a critical planning input. 

B. Qversimplified it is a pattern of ratio: 

1. Assume pattern of employment ratios: 

B: LM : : 1: 2 - 1,000 : 2,000 persons 
B: TE: 3: 1:3 - 1,000 : 3,000 iM 

TE: TP: :1:2- 3,000 : 6,000 * 
B: TP: :1:6-+ 1,000 : 6,000 " 
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BASE - - - = ere terre ttt Activities 
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GC. Economic base multiplier graph: 
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D. Suppose g = 1/2; then I/(1 - g) = 2 which the total employment is 
twice the number of jobs in the base. 

E. A fraction of 3/4 means multiplier of 4, 

F. At the outset a primary industry Like gold mining means all employment 
is based and all Income spent outside community - growth Is positive 
until opportunities for substituting L for M are exhausted. 

G. Growth strategy to stabilize base: 

1. Enterprises with stable revenue sources 
2. Great diversity of many small export firms. 
3. Diversity through size, 
4. Continuous promotion to replace one unstable export firm with 

another. 

H. Eventually size of city Infrastructure reaches a critical mass 
so that the L to M equation cannot be reversed. 

ft. Population mix itn terms of age groups, skills, flexibility, mobility, 
politics, favoritism, etc. 

l}11 Practical application of economic base theory is subject of Urban Land 557 
but some techniques can be identified. 

A. Techniques relate to SIC classification of department of Commerce 

B. The whole industry method 

C. The value added method 

D. The minimum requlrement method 

E. Input-output analysis



IV. Economic base theory Is recognized in many different levels of reports 
and analysis. 

A. Appraisal reports may simply list time series data to infer growth 
and demand. 

B. Planners may use body count for public facilities, uttlity budgeting, 
or retall ftocation. 

C. Regional economic models are limited only by data available. 

D. Some growth models become self fulfilling prophecies as land use 
decisions ardmade as a result of the forecast, 

E. Economic base can be g means of reducing the risk for a tong term 
real estate project.
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Lecture #5 - Urban Land 550 ¢ 4! : 

Economic Base - Export and Service Industrtes 

|. The ordered city density cluster has a tendency to grow or contract as a result of 
something called its economic base. [t [5 possible to forecast thls growth 
and project the land and real estate requirements which are the consequence 
of this growth. The growth of employment population and economics [5s often 
referred to as urban Economics and this in turn leads to the inputs for space~ 
time products to house urban activities which [ts the subject of urban Land 
economics. 

A. Urban economic activity is composed of economic base activities called 
| town builders and service activities which might be called town fillers. 

B. Economic base activities represent a minority of total employment but 
are the most significant relative to community help. An economic base 
activity in any community is one which exports goods and services or 
imfports capttal for local investment or income for local consumption. 

GC. These export activities which bring money into the local cash cycle can 
be classed as pure or mixed export activities. 

1, Oscar Mayer sells virtually all its products outside of Madison 
and so would be virtually a pure export industry. 

2. Professional services offered by University Hos£fpital serve both 
local residents and people from far beyond the city limits. 

D. Economic base activities can take many subtle forms. 

|. Government is a major economic base activity because it brings tax 
dallars from all oaver-the nation or all over the state to support 

employees and buildings in Madison. 
2. Retired people are spending their savings from the north while they 

live tn St. Petersburg. 
3. The University is a prime activity not only because of it attracts 

students who earned their income jn other parts of the state during 

the summer but because it brings out-of-state students and their 
expenditures to Madison and various reserach grants which are spend 
in part in the Madison community. 

4. An insurance company collecting premiums at its home office in 
Madison only provides economic base to the degree that its revenues 
are spent on Madison employees and services. An insurance agency 
working within the local market would only be a service industry. 

E. An export firm with 10 employees is more importatn to a community in 
many ways than a non-export firm with 50 employees. It is the export 
function, not the size, which is critical because it is bringing dollars 
back into the community that leaked away from citizen consumption patterns 

otherwise, 

]}. When the export dollar is spent locally it creates non-export dollars 
in the community and eventually these dollars are used to pay for 

imports. 
2. Bur first the export income circulates in town and it is the circulation 

that does the trick. Obviously it is important to maintain the
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circulation despite the need to pay for imported goods so continual 
injections of export income ts necessary. 

F, Local market activities are those which sell the principle portion of 
their goods, services and capital within the confines of the urban 
district. The urban district may be defined many ways - metropolitan 
area within a toll free phone call, standard market statistical area, 
or political boundary. 

1. While local service may p&dominate each may have some degree of 
economic base activity. The barber shop at a hotel is different than 
one in the neighborhood and a department store like Marshall Fields 
may draw in part from the nation as a whole. 

2. Local market activities are basically urban service enterprises - 
town fillers. 

3. They are significant because they can be a seed bed for base activity, 
improve the external economies available to base Industries and 
may employ twice as many people as economic base. 

G. However, the urban economist attempting to measure the urban economy 
may tned to overlook these activities in detail because: 

|. Thefr response tags changes in economic base. 
2. They are more stable in the long run as they may increase their 

services without necessarily Incresing their need in land and bulldings. 
3. They have less economic impact because they are small acale, 

neighborhood oriented, and often marginal activities. 

i}. Because consumer spending habits are impossible to project how a given 
number of new jobs in export industries will affect employment in non- 
export industries, residential construction, and land consumption. For 
every community there is an economic base multiplier. For the average city 
there are two Jobs among local market services for each job in the exoort 
base, the ratio being lower for younger communities and higher for large 
cittes regardless of age. 

A. Each city at its own pofnt in time has its own economic base multiplier 
with which banks, stores, and city hall can forecast changes in their 
volumes of deposits, their sales, their need for city services and all 

the rest. 

B. One way of illustrating this pattern of ratios between base (B) 
employment and local market employment and total population would be 
as follows: 

1. Assume pattern of employment ratios: 

B: IM: : 1: 2 - 1,000 : 2,000 persons 
B: TE :: 1: 3 - 1,000 : 3,000 nt 

TE: TP: : Lb: 2 = 3,000 : 6,000 a 
B: TP: : 1: 6 - 3,000 : 6,000 M 

LAND 
ee Local Market 

BASE “Sin or rr pn er enn cern nn Bae Activities 
oo Mee 

Force & 
Familtes
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Disequilibrium short run B: LM :: 1: 4 
loses 500 Bo: TE :: 1: 5 

BY’ TP os: To: 12 : 

Equilibrium - long run B : LM :: 500 : 1,000 (1:2) 
B : TE :: 500 : 1,500 (1:3) 

B : TP :: 500 : 3,000 (1:6) 

C. In economic terms the economic hase multiplier is quite stmilar with 
the Keynesian investment multiplier which is defined with the 
realtionship*increase investment spending and the consequent increase 
in AYY national income. 

a) Economic Base b) Keynesian Investment 

Multiplier Multiplier 

vw / c+l 

A 
Lay < Ure c, nes 

_ f L 7 
f= f f c } f, Ss , 

A] ohn ak 5 

un ff a y 

/ / 
/ f 

fa + ¥ 

Te Lee Y= C+ i, AY =4E0 +4 
Te Le+hM Y=SEC+r Si, AY 2@®AC +45 

L . af ek 
7°49 E BY 
begte= pak +l 

T(l-g) SE AY (1-k) =A1 
T= E-(1 - g)u! AY #Al. (1 - k)7! 

But: g = = = (| - " 

Increases as T grows because M can be replaced with local production (L) 

1. Horfzontal axis measure total number of jobs in a community. 
2. The vertical axis measures, alternatively, the mumber of jobs 

in export businesses (E) or in local non-export businesses (L) 
3. The vertical axis also measures the job loss because of imports 

(M) which is just equal numerically to the number of export Jobs 
since savings and investment must equal untty in Keynes. 

4. In the agebraic summary T = total employment and since E and M 
are numberically equal in equilibrium then total employment can 
be expressed as the sum of local employment in employment created 
elsewhere by community [mports. 

5. The critical assumptions is that people in a community spend their 

money so that the relation between total number of jobs In a community 
and non-export jobs (L) is a constant (g) so long as there is a 
range of variation it Is reasonable to assume that L/T is constant
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0. Suppose g = 1/2; then I/(1 - g)= 2. which the total employment is 
twice the number of jobs in the base. 

E. Since g = L/T, if the people in the community have spending habits 
which make this fraction 3/4 instead of 1/2 - spending more of their 
money on local goods and services, then the base multiplier is 4 
Instead of 2. Thus the multiplier numerical value and sensitivity 
of total employment to changes in export employment are derived from 
customary household patterns. The more ddsiy¢dds people prefer to spend 
their money outside the community the lower total employment in the 
community will be. 

F. A community may begin with a primary industry such as gold mining or 
logging which means all the employment is economic base and all income 
Spent outside of the conmunity. Eventually people with no intention of 
digging gold or sawing wood come into the area and provide services 
so that the pattern changes to favor local market expenditures - t.e. 
L and g are initially 0 and gradually grow positive until the opportunities 
for substituting _ for M are exhausted. At some point people will feel 
Importing goods are preferable so New York does not manufacture [ts 
own auto, grow its awn food, or makesits own movies. Each service 
has tts own economies of scale requiring a certain size’ population base. 

1. Obviously these relationships are not strictly linear but nevertheless 
provides a useful base of forecasting adjustments over time. The 
adjustments will lag the change in economic base. 

2. (In Belvidere home construction lags construction of the Chryler plant 
by three to five years. 

3. When a factory employing 1,500 people shuts down and the multiplier 
is 2, eventually another 1500 are gotng to lose their jobs or go 
on shorter hours. hence the concern in Madison when Gisholt Johnson, 

Red Dot and other close: up or the legislature decides to relocate 
State offices to other communities. 

G. Leaving aside the issue of 0 growth in population or national product 
the city fathers must at least stabilize thetr employment through one 
of four separate stdategies: 

1]. Preference to enterprises which vary stable markets and revenue 
sources, such as government, hospitals, etc. The alternative Is 

to face heavy cycles such as Seattle, once dependent on Boeing or 

Huntsville, Alabama dependent on missile contracts. 
2. Encourage diversity of small export firms such as a resort community 

with many small shops and resorts rather than one giant hotel. 
This ts an application of the principle of diversification such 
as is occuring in Orlando or Phoenix. (30,000 new jobs and a 100,000 

new people and consumption of 640 acres of ground per year on 
each side of town), 

3. Diversity through size as Chicago [s protected againgt massive 

economic instability. 
4, Continuous promotion to replace one unstable export employment company 

with another, perhaps having the community provide tow rent 
industrial space or other concessions. 

5. Eventually the size of the city reaches a critical mass which simply 
does not go out of business. The infrastructure of durable goods 
such as houses, streets, water mains, and schools are not easily 

abandoned. Ghost towns may be found where the economic base was
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a single mineral resource but these days the local sector of the 
economy tends to be part of the resource which attracts new industry 
because it provides real external economy. A good place to live is 
a good place to work and so the neat economic explanations of 
location theory in the 19th century are being reversed. There is 
a danger to date that if a city is too nice to live in it will grow 
too fast and be ruined making other areas more attractive. In 
effect the quality of an urban area tends toward a level of equal 
attractiveness. 

H. One must also dimension total population by detailing the population 
mix in terms of age distribution, skills, adaptability to changing 
times and mobility. 

}. Over _ time diversity and imbalance will lead to a process of 
adapifion, favoritism and chance modifying the work pattern 
and time will modify the age groups. The population mix 
affects the governmental process and quality of tts services 
Just as in Madison the student mix Is beginning to have its 
impact on city hall. 

ltl. To make practi @l use of the economic base concept we must be able to 
identify those firms or activities which make up the economic base and 
the approcimate value of the economic base multiplier. 

A. While other courses particularly Urban Land 557 are concerned with 
these problems in more details we can suggest different techniques 
which are employed to identify or measure economic base. 

B. Typically the ftdentification system to relate to available information 
the SIC classifications in the Dept. of Commerce Survey of Current 
Business. 

C. The first method for determining economic base is the whole industry 
method, which means all the employment in particular categories is 
counted as export, for example, all manufacturing, federal employment, 
wholesale, etc. 

D. The value added method is the most complex, the most expensive to do 
and perhaps the ideal. It requires a survey of ail business firms to 
determine the difference between the selling of price of products in 
sales outside of the community and all the amounts paid to other firms 
or governments outside the city. This will pick up export activities 
from basic local market services which have some sales outside the 
community. The work of government agencles must be proportioned by 

using the population of the city relative to the population the region 
serves. There is a danger that sub=contractors In the city suppl ing 
export firms will be counted as a local market activity. 

E. The third method is the minimum requirement method which assumes that 
every city requires a certain work force In each industry category 
just to meet local needs. It is then possible to compare the excess 
jobs with the minimum required to measure employment attributable to 
economic base but the location quotient may understate export activities. 

F, -nput-output analysis is an Important refinement of the economic base 

idea. Computer symulation of the process is required for useful application 

for a city but the important point Is that there are multiplier impacts
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from an increment of production of one export firm on the product of 
another export firm as well as a multiplier effect on local activities, 
Firm A buys a gazonta from Firm B who eventually becomes a specialist 
in gazontas and sells to Firm C in antber town which makes widgets 
instead of gizmos. The interaction betwegn of input-output relationships 
if the city gets one new industry it may gain a new complex of new 
Firms as Boston gained the research power of MIT and eventually a 
spin-off of electronics firm started by a professor. 

IV. Very careful analysis can produce rather detailed identification of growth 
patterns and the need for land of certain types and locattons derivative of 
economic base. Too often the real estate professional simply infers from 
an implied cause and effect what ehe potential may be. 

A. Appraisal reports will often simply list time series of Information 
and then make the leaping assumption that since business Is good an 
apartment house is needed at this site. 

B. Planners and real estate analysts are just beginning to learn how to 
build econometric models which forecast population and employment trends 
and convert these to land use decisions. Various types of land users 
apply different types of criteria to make their judgments. 

}. The ffre department or the school board determine site and location 
requirements 3 to 5 years In advance, 

2, Utility firms have programs which vonvert economic base data to 
system requirements to forecast capital budgeting needs to 
transformers, transmission lines and generating capacity many years 
in advance. Indeed their meter records are excellent current data 
en the growth and stability of any particular population group. 

3. Department stores are acquiring shopping center sites years in 
advance of actual development based on elaborate demographic models 
which have become more feasible with elaborate sensus tract data 
on tape coordinated with charge account sales and customer spotting 
by census tract and block 

C. Regional economic models are coming into their own. A UCLA graduate 
school of business forecasting model indicated that the closing of 
Lockheeds plant would cost Southern California 24 to 31,000 jobs and 
$500,000,000. Each geographic and metropolitan region in the U.S. 
has an economic life of its own and business cycles in each area may 
differ from national cycles. 

1. The south Atlantic region is continuing to grow strongly through 
national recessions though sectors in this region are growing at 
different rates. 

2. Some regions with large non-durable goods industries are sensitive to 
smaller market areas than durable goods and therefore may be insulated 
from much of the nattonal economic picture. 

3. On the other hand the Chicago-Detroit area seems directly tied to 
the national scene because of a heavy concentration of durable 
manufacture with the result that the region tends to overshoot 
the turns in the econony. 

4. Economists betieve that with an adequate data base we can build 
from 230 metropolitan areas and 50 states to 8 economic regions 
and then generate a total GMP instead of working down from GMP 
estimates to the community level the way they do now.
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D. These economic base models are beginning to affect urban land use 
patterns as investors use them to forecast absorption rates and 
land prices and governments base capital improvements policies 
on them with the result that there is a tnedency toward self fullfilling 
prophecies. 

I. Elk Grove, Illinois, was given a forecast of growth by Real 
Estate Research Corp. The builder created a certain amount of 
Space each year according to the schedule and the town grew 
at the same rate the eocnomist had forecast leading the economist 
to claim that his techniques were highly acctérate. 

2. In Milwaukee SEWRPC is developing a mode! to forecast which 
areas will develop first for what use in order to build a 
transportation system which would be best for that future 
situation. 

3. San Francisco tn the bay area region created BART and then 
built an economic model to show how population would be redistributed 
for convenience to the station and then attempted to buy land 
for the public treasury ahead of construction of the stattdén. 

BE. Risk ts the variance between risk and expectation. For the raal 
estate investor much of the risk is the result of the long term 
character of improvements and the short term character of his market. 
He desperately needs models of his long term community economic base 
trends to have some control of his future prospects.



Urban Land 550 

CITY DEVELOPMENT-~THE PRIVATE VIEWPOINT 

[. The term''property development'' is rather vague and elastic, a generic 
term like theft, which covers a multitude of sins . 

A. The development process spans vastly different periods of time and 
scale of undertaking 

1. Building a duplex or building a city 
Z. Subdividing a single lot or converting raw land into neigh- 

borhoods of home sites. 
3. One idea and a few weeks time or creative management of one 

project for twenty years time 
4k, Leasing of a gas station site or leasing of a regional shop- 

ping center. 
5. Creative use of old buildings or placement of old businesses 

in new buildings. 
6. Creative administration of public agencies for urban renewal 

or creation of private agencies’ to specialize in urban 
renewal. 

B. Property development cannot be distinguished from property manage- 
ment. Development assumes property will be marketed and managed 
in a certain way for many years following the construction or re- 
modeling phase. 

1. Real estate is a classic example of the second law of mation-- 
it very quickly declines and goes under without successive sus~ 
taining creative inputs in the future. Men give their lives 
to the maintenance of a single large building, maintaining every 
mechanical detail, surpervising the clean-up crewsjat night or the 
emergency crew for a laaking compressor at five In the morning. 

2. Real estate fs therefore essentially a service product, but these 
services are intangible or invisible as they are often performed 
when the public is not around or the public takes for granted. 

C. Various phases of the development-management cycle take different 
combinations of entrepreneurtal abilities or administrative skills. 

: 1. Passive Investment anticipating future events 
2. Control, concept, and securing political approval 
3. Sight development and preparation for wholesaling 
4, Construction of {mprovements and retailing to satisfice 
5. Long-term management and consolidation to optimize 

il. Your experience with your own development project taught you that the 
developer must fit his project to many constraints, not only cash flows 
but also zoning, shape of site, pedestrian behavior and a host of others. 
Today we would like to explore some of ‘the ‘other complications which 
constrain the developer in his choice of alternatives 

A. «Selectton of a grand stratellgy | 

1. Matching the development to the talents of the firm--entrepre- 

| neurship (concept) OF management (control)
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2. Willingness to accept cost of high. public silhouette 
3. Maximum potential toss which can be absorbed 
4. Time line or planning horizon of firm 
S. Number of profit centers which can be secured from control of 

project 
6. Non-financial objectives 

a. Stabilfzed current investment 

b. Generate advertising and public image benefits 
c. Capture values created by primary enterprise 

8B. Determination of legal-political feasability within acceptable 
time periods has become a major risk-decision factor for developers. 
Every political approval or political action reduces the probability 
that the project can go forward. 

1. Need for zoning change or vartarice In bullding code 
2. Need for annexation 

3. Assistance of capital from public utilities or municipal 
budgets 

4. Control of public attitudes by local media 
5. Harassment by public officials 
6. Erosion of the political base of public good will 

C. Ethical and aesthetidguitabl tity 

I. Is the project consistent with control of sprawl, conservation, 
public safety? 

2. Are the capacities of the developer sufficient to protect 
his subcontractors? 

3. Does the design advance the environment of both the user and 
the neighbor? 

4, Is the project compatible with the developers image of 
himself and the time and energy he has to invest? 

D, Many of the above considerations are taking the largest and most 
effective organization out of real estate development; at this 

point the political moves of consumer and environmental advocates 
may be counter-productive as they frighten off large developers 
and or unnwilling or unable to concentrateono small developers who 
continue to make their own mistakes at a duplex or single=family 
home pace. 

ltt. As you may recall, the common denominantor between space-time and 
money-time fs time. 

A. Capital cost and revenue schedule equated by timeline of development 

B. Value is a function of time lapse between outlay dollar and revenue 
dollar 

C. Time is critical resource to be controlled through planning and 
management according to plan 

D. Capital budget schedules, operating schedules, and time schedules 

i. Lead time for planning and regulatory review 

2. Construction in process time 

3. Start-up or rent-up time
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4. Receipt schedule--the collection lag 
5. Schedule for refinancing of equity buildup 

E. A nightmare of deadline dates; for example: 

|. Option date to acquire site 
2. Regular meetings of regulatory boards 
3. Lead time dates to meet completion dates to serve a market 
4. Take-down dates on loan agreements 
5. Seasonal limitations on construction factors 

6. Occupancy clauses in tenant leases 
7. Repayment dates on temporary financing 
8. Employment dates for staff 

F. Tatent, time, and money have become interchangeable raw matertals 
in the reat estate development process as in no other tndustry. 

|. Entrepreneurs trade their unique talents for equity and mortgage 
money 
a. Joint ventures 
b. Stock options~-Levitt and ITT compensation methods 
c. Packaging for percent of profits through control of land, 

tenant, or concept 

2. Fast track construction through Intergration of design and 
construction phase 
a. Through full-service contractor 
b. Through architectural firm offering construction management 
Gc. Pre-packaged buildings 

G. Very few firms have all the talent required in their own organization 
since they cannot carry the overhead and specialists are too scarse. 
Therefore the developer [s becoming a central manager of a multi- 
business venture. 

iV. Until recently, the development process was basically a disorganized 
series of individual investment decistons which failed to relate one 
aspect of the process to another. 

A. Historical division by function meant the land was developed by 
one party without relation to a city plan, the buildings were 
constructed by another, and the space was sold or leased by a 
third party. For lack of capital or significant effective 
demand, projects were small scale. The developer was interested 
only In the physical aspects of the development. Not so today. 

B. Contemporary relationship is to the total consumption system for 
| the use of urban space. Land developers today are more often 

than not builders who tailor sites to the style of improvements, 

[. As neighborhoods are constructed, the builder takes a permanent 

position by maintaining rental property, leasing gas station 
sites or developing shopping centers. 

2. $n the past, the developer took all the risks and made the 
biggest promotion effort to attract people to his area and them , 

others generated a safe income from this captive market.
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3. Today the smart developer continues to service the homeowner 
for many years after the initial home sale by servicing the 
mortgage, selling the Insurance, owning the local utility 
company, and taking a percentage on sales at the local shopping 
center, 

4. Of course, there is always the brokerage commissions as old 
custome rsmove and remodeling bustness as satisfied customers 

expand their investment. 

C. The current trend to develop larger units at one timec a neighbor- 
hood instead of a site or a complex of related primary and anciltary 
units leads to new terminology such as: 

1. Planned unit development (PUD)--balanced residential community 
complexes 

Z. Industrial or office parks 
3. Shopping centers 
4. New towns 

D. The tncreasing scale of development means big up front money and mis- 
takes mean larger amounts of back up money as well. To generate big 
capital, the real estate industry is witnessing : 

1. Creative new multiple approaches to the capital market 
2. Large corporate Investars--most of whom have taken 
3. Insurance company equity participation 
4. Vertical tntegratton of contracting and construction material 

industry 

E. Since the entrepreneurship and management abilities required in real 
estate have never been notable attributes of govern ent administration, 
public agencies have found it advantageous to utilize private enter- 

prise skillts ; 

|. The entrepreneurfal ego In public administration 
2. Turnkey projects
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PUBLIC SERVICE COST/BENEFIT--PUBLIC SCLVENCY 

T. There is an interplay between capital expenditures by one rovernmental 
arency and operating costs funded by local real estate taxes which illustrates 
the problems of who benefits and who pays. 

A. Federal projects removing tax base. 
BR. Federal -rants and cifts. 

C. Federal seed money to promote new covernmental functions 
D. State aid formulas 

BE. Political frapmentatian at the local level 

il. Federal policies may be very unfair to local residents even though the objective 

of government policies is gaod. Consider the question af who pays for the 

Fderal wild river program. 

A. Professor Barrows of Agricultural Economics studied the impact of wild river 
acquisitions of the National Park Service on the town of Springbrook in 
Washburn county, where it is protecting the Namekagon River. The goal 

is approximately 3200 acres of privately owned land which will be purchased 
and removed from the tax role even though the families thereon may be 

permitted to stay for up to 20 years as tenants. The town still must provide 

services including education, nevertheless. 
B. NPS makes no payment to local government. In contrast the town of Springbrook 

receives 50¢ per acre on 43 acres preserved by the State DNR and 20¢ per 
acre on 7500 acres of county forest plus a share of timber sale revenues. 

C. NPS had acquired fn 1974 approximately 600 acres of its goal which was valued 
at $260,000 or 10% of the total tax base fn the township. The figst impression 
is that ff the tax base drops 10%, the miil rate must increase by the same 
amount to make up the loss. However the fssues are more complex. 

D. The $260,000 tax base loss in the town of Springbrook [is only 0.2% of the 
tax base of Washburn County and 0.3% of the school district tax base. The 
School tax accounts for 70% af the total property tax so the loss of tax 

base would hurt if it were not neutralized through the state formula for 
share income tax. As a result the net change in taxes looks tike this: 

Change [In school tax rate ~ .2¢ per $1,000 property value 
change In county tax rate -],0¢ per $1,000 property value 
change jin town tax rate - .5¢ per $1,000 property value 
change in state shared taxes + .4¢ per $1,000 property value 
change in property tax relief + .2¢ per $1,000 property value 

TOTAL TAX RATE f§MPACT -l.1¢ per $1,000 property value 

fc. AS a result State taxpayers are paying the consequences of a federal land 

use reservation program while federal income taxes are being used to pay 
acquisition. - 

III. Federal programs once gave communities block grants for very specific purposes. 

A. Truax Field 
B. Public housing facilities 

C. Open space capital granis
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IV. The federal fovernment has recently recognized that urban renewal without 

additional social services falls short of desired impact. 

A. Temporary funding of new planning positions. 
Be Temporary funding of experiments in small business assistance, police, 

and social work, property rehabilitation, etc. 

C. Administration of government grants which are conditional on maintenance 

of relocation services, local education programs, building code 
enforcement, ete, 

V. state aid formulas often encourage urban sprawl or misdirection of resources. 

A. Road aids to townships encourage excessive pavine. 
B. Fire dues for volunteer fire departments, 

Vi. FPolitical fragmentation at the Local level leads to misallocations of 

resources because of debate as to who benefits and who pays. 

A. University Avenue project delayed 

B. Township of Madison vs. City of Madison 

C. City of Wausau vs. Marathon County 

D. Private utility districts and public boundaries



BUSINESS 550/705 - PUBLIC-PRIVATE PARTNERSHIP 

I, Merger of public/private interests is always required for a real estate 
project. The question is how that merger will] be accomplished: 

A. Negottated confrontation 
B. Pre-annexation agreement 

C. Project iInvitatton and competition inittated by the City 

D. Tax abatement tncentives 

E. Special assessment for infrastructure (HTIl Farms) 
F. Subordinated development loans 
G. City owned space frames 

H. Jofnt ownership 
4. Exactions and fees. 

l1!. Co-development requires a strong, knowledgeable government, patient 
developer, and a local business leadership structure with clout and money. 

A. Milwaukee Development Carporation/City of Milwaukee Development 
Agency 

B. Inner Harbor Development Corporation/Clty of Baltimore/private developers 
C. Separate development corporations instigated by City objective but 

separate from civil service, patronage, and palitical changes fn 

City Hall make it possible to hire expertise and sustain commitment 
for long periods of time, 

l!i. Federal urban development programs have been scuttled by Nixon and 
Reagan and HUD is one of the few federal agencies where employment has 
been cut by more than half. 

A. Urban development action grants - financing the gap on a "'but for basis" 
tT. Elfgtbility 
2. Private capital must exceed 24 times public capital 

3. Jobs created per dollar of federal money 
4. Fiscal fmpact on sales, real estate, or other local taxes 
5. Rehabilitation preferred to demolition or relocation 
6, Public hearing and review 
7. Minority business participation 

B. The UDAG grant goes to the City who [n turn makes a soft loan to 

the development as a second mortgage at non-market rates which 
must repatd to the city to become a revolving fund for future urban 
development. 

C. The HODAG program was Intended for housing 

[Ve Community block development grants provide a capital pool which a city 
committee can allocate to various public groups who are pushing to 
advance varfous community organization projects.
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V. Local cities can also contribute access to tax exempt financing by 

means of: 

A. General obligation bonds 

B, Project revenue bonds 

C. Tax incremental financing 
D. Housing revenue bonds (20% of residence must have income below 802 

of county) 
E., Industrial revenue bonds 
F. Land leases 
G. Leasebacks



TRANSPORTATION AND SITE VALUE IN USE 

I. It may be that the principal economic function of the city Is to 
bring about co-ordinated congestion to facilitate the exchange of 
goods and services. The cities which have grown fastest are those 
which have taken the lead in transporation innovation in their era,In- 
cluding rivers in Europe, tnland canals and waterways in America, the 
raflroad, the auto, and the alrplane 

A. Others will talk on the macro-econo.” ::of urban transporation so | 
have been akked to discuss the implications of transporation access 
to Individual parcels or bullding sites and to suggest some of the 
analytical techniques which may be appropriate. 

B. To operate within a 50 minute perlod and permit as much discussion 
as you wish | thought | would try to make my points by reference to 
Madison projects which should be familflar to you although itlustrati 
ve of more=universal problems. 

| C. For discussion purposes on the economics of transporation | thought 
| would discuss shopping centers, filling stations, and condemnation 
of access rights. 

lf. tnterfor mall shopping cneters under donstruction by Penaey's on the east 
side and west side . 

A. 2500 cars per hour must move on and off the lots or exis at the end 
of the day. Assuming one lane can handle 3 cars a minuse or 180 car 
an hour , one needs a minimum of 12-14 tanes of access to surroundin 
Street systems. 

B. Street system must have capacity to absorb these without impeding flow 
hence the necessity of widening Gamin and Maneral Point Roads ta 6 
lanes. 

C. State Highway Department data only recognizes projections from existing 
data so that Pyramid interchanges were obsolete when built. 

D. Danger or Inconvenltence of parking means conditioning of shopper to 
go elsewhere but bulling to peak parking requirement of week before 
Christmas means carrying exceés land on tax rolls for balance of year. 
In Milwaukee they are leasing space for employee autombbiles at a near-~ 
by drive-in theatre to make parking space more eleaborate. 

E, Two other sites on West side lost out because of IImited frontage due 
to shape of Frisch farm and judgment error by doctors owning the Dohm 
Plat. 

F, Tosseparate goods, people and cars cars are circulated by an outside 
loop and drive-in services such as banks and TBA sales are held to 
the outside of the Loop. Hilldale Center Js improperly designed rel- 

ative to Its circulation and entrance route.
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G. Truck routes were once placed in tunnels under shopping centers 
but the bay spaces required for semi-trailers was incompatible with 
bay spaces required for retailing above. Tunnels were abandoned 

for screened unloading docks at multiple points of entrance, 

H. Cost of providing space in a shopping center prohibits excessive 
warehousing on site so that the semi is regarded as a Jink to a 
local warehouse point. tndeed heavy merchandise is shipped directly 
from the warehowse rather than the center so that didtribution 45 
separated from display functons (opposite Illustration for obsolete 
store locations such as Sears and Schuster's in Milwaukee) 

UW. Dispersion of autos requires perimter while shopping center requires 
area, Develop concept of pads, sandwich, cross easements, and 
leasing covenants to share accessibility costs. 

J. East sdde project illustrates problem of split road elevations pre- 
venting left furns and widening of two land road to permit quueing 
for turns. These costs are borne by developer so that raw land 
values depnd on wests of correcting for off-site accessibillty 

K. Right turn from lane serving customer origin dominates value. 
Howard Johnson, Holiday Inn and Ramada [nn examples. U.S. Post Office 

L. Left turns kill value as witnessed Red Owl vs. Kohl's, Arbor Hill 
Subdivision and Treausre Island, 

Hi). Accessibiltty is a function of visibility, decision-span, safety attitudes, 
habit, and declining frustration tolerance with increasing proximity. 

A. For filling stations accessibility depends on distance travelled 
by the car during the decislon-making process after station becomes 
visible. 

B. A $50,000 tower sign for an [Interstate filling station increases 

the decision span no more than 2 seconds but gives the driver an 
opportunity to commit to the exit ramp. (Pure attributes 100,000 
gallons a month to its sign) 

C. The filling station on the right on the way home from work at the 
far sified of a controlled intersection is the preferred location by 
far. A red light provides a decision span but creates a frustration 
facotr which is relfeved by crossing the Intersection on a green light 
before turning off the road Bor gas. 

D. A narrow apron from road to fillings station ramp requires too much 
precision and therefore generates frastration for the woman driver 
just as she sees the station whee wishes to use and this often Is 
transformed into a negative attitude relative to the brand. 

E. Brand reinforcement can occur from frequent sightings of a particular 

brand even wehn access may be less than [deal - Shell Of] in Madison.
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iV. A major source of litigation relative to condemnation cases involves 
the loss of value to the site as a result of a partial taking which 
disturbs accessibility. 
A. 
A. It's a general premése In real estate that you cannot sell a piece 

of land without access without implying a floating easement over the 
adjoining land to reach the nearest public right of way. 

8. Similarly, a land-locked parcel means almost toaal loss [n value 
1. Before and after valuagton to measure damages as a result of 

a taking 
2. Constructive loss of access as in the West Virginla Stee] Plant 

Case puts an economic constraint on highway design within 
available budgets 

C. A partial taking of access may mean a drastic change in highest and 
best use of a parcel and therefore its value. The problem comes In 
determining when the after-value reflects the impact of police powers 
which are not compensable and when the loss of access is directly due 
to the taking. (For example, the state line restaurant and truck stop 
which lost farm acreage and diversion of traffic stream) 

D. While the law requires access [t does not compensate for circuity of 
travel] explicityy but may do Iso implicitly as a result of change 
in highest and best use. (Milwaukee auto dealer case) 
Improved access may mean an increase in value which negates any award 
at all for the taking. 

E. Platting and all development adjacent to a state, - county- or city 
street requires approval by the appropriate autho ities. 

Fy Invisible prohibitions of access will wipe out proximity values such 
as at the intersection o§ 12-18 and interstate 94. There is virtually 
no appeal from the State Highway Department's rulings on access and 
no compensation for properties not contiguous and suffering a partial 
taking.
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Real Estate & Transportation Policy 

I. Introduction to the Urban Transportation Problem. 

If there is anything more talked about and less acted upon than the weather, 

zt must be the crisis in our public and private transportation systems. Despite 

the clamor of the public, legislators, and transportation service suppliers; 

the flush of recent funding to public transit from the feds; plus the eneroy 

shortage and increasing travel costs; our transit problems arc getting worse 

eyery day. 

It is the battle ground of computer-age hardware and antiquated public policy 

decisions. ° 

A. Public transportation got off to a good start with: 

1. Long haul railroads in mid 1800's. 

2. Short haul commuter systems like the New York Subway opening in 1904, 

3. Inter-urban railroad electric street cars introduced at the end of 

the nineteenth century. 

B. Off setting this pattern of a strong primary public transportation system 

were: 

1. Henry Ford and his model. T priced to be financially accessible to 

every American family. 

2. The American love affair with the automobile for its status potential, 

source of mobility, and mechanical appeal. 

3. The introduction of truck transports and the bias freight rates in 

favor of truckers. 

Cc. The result of this conflict is that today: 

1. Only 8 out of the world's 46 urban rail systems are lacated in American 

cities, 

2. Since World War II inter-urban rail service has been cut by 80% while 

one guarter of all railroad paggenger cars still in service were built 

before 1.940. 

3. Detroit has transformed the modestly priced and efficiently designed 

"tin Ligzie" into a genuine plastic wood grain vinyl four-on-the-floor 

super eight overhead cam 380 hourse power magnesium hubcapped stero- 

phonic automatic 36-month-toa-pay gas-gquggling polluter! 

4. Americans are now chained to the private automobile and its accessories: 

The super highway, parking lots, and traffic jams because of uncoordinated 

and distant home to work commuter patterns. 

a. Wighways and automobiles consume space in an urban fabric originally 

designed with minimum space to spare.
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b. Forced land use activities to over crowd in some urban areas 

while spreading them too thin in other places. 

c. The automobile and bus have so congured their opposition: The 

train, street car, and pedestrian that there is very little freedom 
of choice left in the urban structure--accept the auto or become a 

prisoner of space. 

TI. The Dilemma of New Urban Land Use Problems in Old City Perspectives 

A. Frank Lloyd Wright-~-"Big cities are ‘vampires’ that must die. The universal 

use of the automobile has made conventional patterns of urhan living inde- 

fensible." Is there any going back in time or space? 

B. We live in central cities which are the product of nineteenth century 

thinking; or the blighted urban grey areas which were strongly influenced 

by the linear travel patterns of the strect car routes, or more preferably 

the suburban fringe where distance is measured in minutes rather than miles. 

C. The contemporary urban man has responded to the motor age in much the same 

way that the renaissance man yielded to the first pressures of urban growth 

by breaking down the town walls to afford more land for his swelling urban 

structure. Both have found themselves vulnerable to the unknown forces 

that wish to disrupt the process. 

D. Transportation developments have combined with the telephone, television, 

and other communications to turn the whole country into one giant metropolis. 

1. By 1970 the suburbs contained 74 million people, 19 million more than 

in 1960; the central cities contained 62 million, an increase of less 

than 3 million. 

2. 70 percent of the population is living on 1 percent of the land. 

3. Bus patronage in 1970 was only 7.3 billion rides, less than half the 

volume of 1930, 

4. Rapid transit has declined almost 30 percent over the same period, 

5. Railway commuting 1s carrying less than half of the 440 million passengers 

it served in 1930. 

6. In 1910 ninety percent of the urban work force either walked or used 

a street car to reach their place of work (a 3 mile trip that took 

30-45 minutes). 

7. By 1930 the same 3 miles now only consumed 10-15 minutes by automobile, 

8. By 1970, the average daily commuting distance was between 8-10 miles and 

the travel time rose to a little less than 30 minutes, 

E. The cities already built cannot be abandoned, but in the process of main- 

taining, replacing, and expanding them it is possible to begin transforming 

them.
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L. The volume of movement in cities can be reduced substantially by making 

good housing and neighborhoods accessible to work places. 

2. Providing service and commodities distribution easily accessible to 

the residential dwelling unit. 

3. Design and redesign streets and other transportation infrastructure to 

help bring about new uses of land, reduce the pollution resulting from 

motorization, create new sites for housing, shopping and industry, and 

also possibly enhance the appearance of the city. 

4. Return to the concept that walking is the most efficient method of 

short-haul movement. 

5, Conselously match transportation technology and impacts to all densities 

of the urban structure. 

a. The average cost of maintaining an automobile for commuting purposes 

is over $1000./year. 

b. 25 to 30 percent of the U.S. city is devoted to the automobile, 

while more than 50 percent of the usable land in the central business 

district is dedicated to the streets and parking lots. 

e. Ten miles of freeway in a city may cost 5100 million and remove 

2500 housing units from the market as well as an cqual number of 

business locations. For every one dollar it takes to build an 

elevated super highway, it takes two dollars to build a roadway at 

grade and four dollars to build a depressed roadway. 

III. The Iinterrelationship of Housing and Urban Transportation 

A. Urban households choose their housing locations and urban transportation modes 

so as to maximize their total real incomes. 

L. Make trade-off decisions to either maximize housing satisfaction and 

economy while substaining high transportation costs, or reduce trans-— 

portation costs at the expense of higher cost and less satisfactory 

housing accomodations, 
2. Work-trips will vary in length and expense in relation to the type and 

guality of housing the wage earner desires (assuming his work place is 

in the CRD). 

3. Substitutions can also be made between travel time and travel cost, 

a. Travel slower but cheaper. 

b. Go public and travel cheaper. 

4. As residential densities decreases, the travel time, cost, inconvenience 

and sheer technological incapabilities of the various public transportation 

systems increase rapidly. 

5, American commuting households apparently have made the choice of spending 

more on transportation and less on housing.
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a. Large housing cost savings per mile traveled for those residing 

at the lowest densities encourage Long-distance travel, 
b. As distance traveled inercases, commuters are cncouraged to spend 

more money on transportation in order to obtain time savings obtained 

from using faster commuter systems. 

c. Wage earners with high incomes and larger families normally will 

desire considerable amounts of housing and yard space. They thus 

go to the fringe of the city where it is the cheapest and thus 

trade personal time lost in commuting and higher travel costs for 

benefits of more satisfactory housing, 

ad. For people who choose to reside at high density, potential housing cost 

Savings from commuting longer distances are diminished and they 

have little incentive to spend much money on transportation. 

e. Lower intom people working in downtown areas will accept either 

higher residential densities closer in or very long trips (in time 

or distance) to obtain the housing services they desire. They 

are also more likely to use slower but cheaper transportation. 

G. Theoretically the worker will select the dwelling unit location which 

ensures the greatest degree of economic equilibrium between the internal 

economics of arrangement of space and scale of the dwelling unit and 

the external economics of locational requirements and expense. 

a. This abstract expression of the ideal residential location for 

every household overlooks the fact that: 

-- dispersed economic activity results in job opportunities being 

Jocated in areas other than the CBD. 

| -- mo such thing as a single "local labor market," 
-- this prevents a single residential site from being accessible 

to all employment possibilities. 

-- thus the number of sites available to a household which provides 

the potential for equilibrium between the internal and external 

economies increases. 

7. The "price" the wage earner pays for a certain property in his attempt 

to capture the most perfect locational advantage for his residential 
location, the highest utility; is called position rent. 

-- position rent = pure wage minus (transportation cost + manifest 

daily wage)
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Wingo states that an equilibrium set of rents may be defined 
ass x 

Ky + k“G-o = L, ke1,2,3,...-8 
4=1,2,3,.+66-.,N 

where kF4 = the position rent for worker k at any point i 
4-9 = the annual transportation costs to worker k 

of the journey-to-work from any point i to the 
employment center at o 

L = location costs, a constant for all i and k 
h = position at which a set of ge (g less than h) house- 

holds may locate with respect to a single employ- 
INMent center o, 

Given the transportation function expressed as a function 
of distance from the center s., it becomes possible to express 
the spatial structure of position rents by rephrasing the 
preceding equation, 

Kaye Lo yen = kAm-0 - 4-0 

Where L = location costs 
Ay = position rent at point 

‘KX4-5 = transportation costs between center and point 
4 for household kK 

i m=0 = transportation costs to The margin point m 
from the center o for household k. | 

The following functions relate to the expressions Listed in 

the model diagrams. _.. 
4 = residential site for worker k 
4 = employment site for worker k at employment center o 
m= marginal location wage 
R = position rent 
v= policy variable. for constrained velocity 

kW = hourly wage for worker k at employment site J 
Nén = population and relative characteristics 

xy 4 - distance between home and work 

97,°R° Meyer, J.F. Kain, M. Wohl, Ihe Urban Transportation 
Problem (Cambridge, Massachusetts, Harvard University Press, 

1965), p. 108



URBAN LAND ECONOMICS 550 | 
| Lecture Outline - REAL ESTATE AND SOCIAL DISORGANIZATION 

|. The tand and building decisions In real estate form the walls and Tid of 
society's terrarium. Churchill] ~ "We first shape our buildings and then they 
shape us." 
A. RF Real estate form has some direct influence on 

1. Individual mental fltness and isolation : 
2. The strength of the family unit 
3. Soclal stratificatton and conflict 
4. Street crime and vandalism 

B. Potential conflict between what individual consumer wants and aggregate 
consequences of consumer preferences must be considered in land and building 
decisions. : 
l. Culture creates environment which then modifies cultural behavior, 
2. Recent studies on interaction of space and society Include the Hidden 

Dimension by Hall, Defensible Space by Newnan, or Community and Privacy 
by Chermayoff and Alexander, 

fi. From Community and Privacy consider the six domains of urbanity, or a hierarchy 
of real estate spaces affecting community and private social behavior: 

A. Urban-Public. The places and facilities in public ownership: tighways, 
roads, paths, civic parks. 

B. Urban-Semi-public. The special areas of public use under government and 
institutional controls: City halls, courts of justice, public schools, 
post offices, hospitals, transportation exchanges, parking lots, garages, 
service stations, stadta, theaters. 

C. Group-Public. The meeting ground between public services and utilities and 
private property requiring jolnmt access and responsibility: Places requiring 
mait delivery, garbage collection, utilities control, access to fire- 
fighting equipment or other emergency rescue devices. 

D. Group-Private. Residential components under control of management acting 
on behalf of private or public Interest for the benefit of tenants or other 
legal occupants: Reception, circulation, and service spaces; community 
gardens; playgrounds; laundries; storage; etc. 

E. Famtly-Private. The spaces within the private domain controlled by a single 
family that are devoted to communal family activities such as eating, 
entertainment, hygiene, and maintenance. 

Fe. Individual-Privage. The "room of one's own,''’ the innermost sanctum to which 
individuals may withdraw from their family, 

fli. A variety of detailed courses are available in Urban Sociolagy, Urban and 
Regional Planning and Psychology but the 6 domains of urbanity can be iilustrated 

to show impact of Jand planning and building design on social disorder. 
A. Jane Jacobs - Death and Life of Great American Cittes - Rittenhous Square 

1. The one usé time ghetto of otfice buildings stirrounding a park leads to 
a soctal vacuum which attracts the social outcasts. 7 

2. Rittenhous Square has heterogeneous land uses which generate continuous 
pedestrian traffic which provides a self policing activity level and 
therefore and unusually low rate of street crime. 

B. Physical design can provide automatic surveillance and therefore remove 
opportunity for concealment or secrecy for anti-social behavior. 

| 1. Design of a library control point 
2. Design of open parking ramps and stairwells 
3. Design of public buildings with see-through corridors.
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 €. Group~public spaces as typified by shopping center 

| 1. Separation of truck and car , 
2. Separation of circulating traffic from building zone with peripheral 

roads and free standing traffic generators 
D. Group-private is well demonstated in book called Defensible Space. 

]. Peopte raiate to small areas which are close to their own units and 
shun large plazas where everyone is a stranger and therefore a threat. 

2. Control of corridors and stairwells 
3. Channeling of pedestrian traffic through subtle use of curbs, textures, 

and views. 
FE. Family-private can be affected by design. 

1. Family life and the kitchen 
2. Front entry colors and textures affect attitude 
3. Circulation patterns which permit communication or reduce anxiety 

F. Private spaces with both visual and auditory privacy | 

IV. In addition to individual building design and location contributing to social 
disorder, tand use and financing policies have long term impacts in the aggregate 
which are undestreable. 
A. The FHA Home Loan program led to suburban sprawl, excessive dependence on 

the automobile, and social stratification by income required ar mortgage 
loan elegibility. 
]. The NAREB virtue of neighborhood homogeneity has Indirectly led to 

exclusion of land uses rk and certain minority groups when heterogeneity 
of land use and social groups would reduce conflict for lack of commun- 
ication or understanding. 

2. Unwillingness of mortgage lenders to lend in declining neighborhoods 
acceler ates decline and increases quality gap between central city and 

suburbs, 
B. A change in loan restrictions tmposed suddenly leads to price Inflation 

and further flight to the suburbs. 
C. The Rockford experiment at scattering public houstng units throughout the 

community. | ) 
D. Court pressure toward dispersing public housing can be nullified by legislative 

or administratiee action catering to suburban pressure, : 
1. The NOCHA case - equity vs. social environmental impact 
2. Defusing HUD as a force for social reform 
3. Clipping the wings of the New York Urban Development Corp. 

E. Real estate decisions create a spatial fabric of society which modifies 
social behavior for good or bad.
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UNCA REACVWAL AWD RECYCLENG OF TEE CITY GARDVARE 

1. Title 1! of the Housing Act of 1949 began federal program of financing urban 
redevelopment efforts, with an emphasis on resicential areas anc new 
residential construction. 
‘i. Planning grants and loans to a local urban reneval authority (LPA) for 

communities certifted as having a workable progran. 
u. LPA would assemble parcels through purchase and condemnation, remove 

old structures and improvenents, provide a réuse plan, complete public 
improvenents, and market to private developers. 

C. Sale subject to detailed conditions of master plan would be at a price 
only a fraction of cost to acquire. The loss or write down between 
total cost of assembly and clearance and sales price would be split - 2/3's 
paid by federal government, 1/3 by local community. 

D. Local government share could include cash, cost of public improvements, 
or credits for a new investment by public institutions like Universities, 
hospitals, or state government. 
1. Legistation gradually |ltberalized credit system so fed's contributed 

100% of cash. | 
2. City vulnerable to blackmail by institutions with credits 

E. Original definition of eligible areas required high percentage of 
diglapidated or substandard dwelling units and 904 of resold area had 
to be for residential contruction. Over the years housing laws liberalized 
definition of eligible area and percentage of re-use area to go into 
non-residential purposes. 

F. Beginning with Eisehower, purpose of urban renewal was shifted from 
demolition to conservation with 3 project types: 
]. Total clearance: concerned with the dematition and clearing of areas 

whose physical components are {incapable of being salvaged. 
2. Rehabilitation: concerned with the rehabilitation of the areas that 

can be economically restored, 
3. Conservation: long-range aspects of maintaining the physical condition 

of urban housing components. 
G. A major innovation and feature of urban renewal was the requirement that 

property acquisition was contingent on proper relocation of residents and 
businesses before their existing buildings coulc be demolished. 
]. This requirement casused delays which public associated with urban 

renewal. 
2. The equity of the urban renewal approach led to reform of federal and 

state rules of compensation for victims of eminent domain actions. 

l!. A variety of real estate economic factors gradually distorted the orlginal intent 
of the federal program and of projects which resulted. 
A. City Hall became obsessed with re-use plans to increase the real estate 

tax baspia high residual land value and intentse building construction 
per acre. 
1. Tax revenue would give rapid payback of city's 1/3. 
2. Plans favored high-rise apartments, offices and commercial butltdings. 
3. Public uses of cleared land provided political clout or stabilized 

surrounding private property values. 
B. After 1954 Universities, hospitals, or politically powerful private 

Interests use federal programs to push back blight from their property 
and provide cheap land for expansion. 

C. Planners lacked real estate sense by failing to provide necessary linkages 
or creating awkward sized development parcels subject to impossible design 

constraints.
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1. Clearance isolated in center of ghettos 
2. High-rise projects with big open areas, a planning ideal, proved 

unworkable, 
3. Successful projects began at the edge of natural border of stahil ized 

areas and moved tazard blighted blocks. 
4. Re-uses which focused on middle or upper income family not only 

provided more tax base but also meant fewer welfare costs. 
D. Planners [tn charge resented sale of land to private redevelopers and there- 

fore made acquisition program extremely expensive and unpleasant so that 
no one came forvard to purchase sites. 
}. Complicated bidding, design competition, and negotiated acqisitions 
2. Pestrictive covenants which often made titles unmarketable or purchase 

too risky. 
3. Adverse publicity and incredible delays of the developer after developer 

had committed funds. 
E. Original emphasis on restdential uses and residential re-use cither 

forced existing commercial and Industrial job opportunities to migrate 
Into the suburbs or freed firms wishing to relocate from unsaleable fixed 
assets which tended to hold them where they were most needed. 

F. Ractal segregation and lack of low priced housing alternatives for 
relocated families meant disequilibrium tn supply and demand with 
several results: 
1. Useful lives of blighted properties were artificially extended, 

preventing natural land use successsion. 
2. Segregation in the suburbs meant failure to disperse the ghetto and 

break the poverty cycle by reducing educatfonal and economic segre~ 
gation. 

3. Overcrovwding led to creeping blight. 
4, Constant dislocation meant break-down of neighborhood social and political 

fabric. 
G. As the complex problems of urban renewal were better understood from the 

mistakes of simple-minded idealism and institutional opportunism, 
2 factors appeared: 
I. A political backlash against urban renewal in_any form 
2. More generalized block grants for multiple fagted software as well as 

hardware renewal.
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low and Moderate Income Housing 

{. There is no such thing as low cost, decent housing. All the basic 
physical elements of land, structure, mechanicals, and operating services 
are expensive. There ts some evidence that these elements are more 
expensive for the government to buy than for private enterprise but whoever 
must purchase land, labor, materials, and management expertise - the 
result is an expensive problem and it is growing more soa. 

A. A 980 squ. ft. 3-bedroom minimum Hational Homes prefab costs about 
$13,500 or $14,000 on a minimum city lot with sewer and water about 
1962 when | first taught the appraisal course. The same unit today, 
new, In Madison, would cost about $23,000 but most families wouldn't 
qualify to buy such a house today. Only 50% or tess of Wiscansin 
households might even qualify at the margin for such a house and 
probably less at todays 9 1/4% Interest rate. 

B. Therefore we are really looking for methods for reducing the monthly 
cost to buy of rent modest housing, the monthly cost for the family, 
that [5, as somebody else must somehow make up the difference. 

C. Following the back door to feastbility we must approach the problem 
by determining the payment that a given family can afford to pay and 
then adjust the cash flows of the desired housing to conform within 
that payment. For the family with $10,000 a year income, they can 
only afford a maximum of $200 a month rent including all utilities 
and parking. 

D, %¢$t will be useful to consider all the cash outlays which must be 
covered by this $200 and the mechanisms by which we can reduce each 

outlay. 

ff. The cash costs to the renter or buyer include: 

A. Operating costs for heat, light, maintenance, and repairs . 

(subsidy as in public housing, increased quality of 
construction, self help by tenant or buyer, location) 

B. Real estate taxes . | 
(Fee In Ileu of taxes as In public housing, homestead 
exemption for assessed valuc, state or federal 
subsidy, shift of tax collection to other sources 

to reduce mfll rate) 

C. Collection tosses due to delinquency and default servicing charges 

D. Administrative costs 
Cincurred In marketing, managing, debt servicing, 
subsidy administration, etc.) 

F. Interest cost on permanent financing 

(non-market terms, subsidy as in 236, reduce loan 

required, reduce market rates of ftnterest)
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F, Principal payment - repayment of loans outstanding 
(Extend terms up to 50 years, reduce original 
lean balance) | 

(Reducing loan required can be by subsidy of land 
cost, reduction of constructfon cost, qovernnent 
subsidy of construction cost, or reduction of 
Indirect cost including interest on construction 
loans and administration of government paper work, 
or attracting more equity capital). 

G. Cash return to equity is the spendable cash to the equity Investor 
(Cash Income to equity can be increased as a ratio 
by tncreasing leverage if terms of larger Jaan 
wild still] twean lover interest and principal 
payments; or casn profits to enuity can be Increased 
without increasing rental dollars by ftncreasing tax 
savings to other income by means of Investment tax 
credits, shorter useful life, nhigner percentage of 
accelerated depreciation, more liveral capital gains 
definition or tax offsets). 

H. Equity appreciation due to equity vuildup or appreciation in resale price. 

lf l. Cash flow computer models perait one to test alternative proposals for 
housing assistance to determine which one accomplishes the most for a 
subsidy dollar. wousing policy cannot be based on cash sensitivity alone. 
(Otherwise public housing seems to be cheapest but it leads to uncesirable 
social spinoffs or political resistance which impede the speed and scale 

: of additions to the supply of housing choices within the effective demand 
of low income fant lies). 

A. The sensitivity of rents to alternative forms of subsidy might analyze 
four alternative projects and sponsorship type as was done by O'Block 
for the New Jersey Finance Agency: 

I. ew construction, nonprofit sponsorship 
2. Wew construction, limited-dividend sponsorship 
3. Rehabilitation, nonprofit sponsorship 
4. Rehabilitation, limited-dividend sponsorship 

B. A summary of the tables which follow which should not be generalized 
too indiscriminately would indicate the most efficient way to allocate 
a $100,000 subsidy In terms of rent reduction per dollar spent would be: 

1}. Construction or rehabilitation cost 
2. Land acquisition or land and building acquisition 
3. Debt service payment as a function of interest rate 
4, Debt service payment as a function of mortgage tern 
5. Real estate taxes 

C. The following tables are from Chapter 9, Urban Analysis, Harvard 
' Graduate School of Business Administration 1970.
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Land Economics, Urban Blight, and Origins of HUD 

|. The growth in the urban character of America has paralleled growing recognition 
urban blight or the spread of siums in the popular vernacular. Blight is 
an elusive concept. | 

A. Blight has become a broad generic term for areas where social disorgan-~ 
ization or economic or artificial economics barriers have had a tangible 
and visible impact on the spatial product. 

B. Social disorganization may be marked by high rates of crime, suicide, 
disease, and psychosis. 

C. In the vernacular or popular useage blight may refer to: 
1. A structure(s) in a state of disrepair. 
2. Mixing of land uses, usually industrial and residential with a 

connotation of cause and effect 
3. High density residential areas of relatively lower Income, educa- 

tion, or social status groups. 
D. fn more technical publications, ''blight'’ may refer to: 

1. Old residential areas in an advanced stage of obsolescence and 
. deterioration, ie. "slums". 

2. Areas of declining population and property abandonment except In 
times of acute housing shortage or economic depression. 

3. Residential areas serving successive waves of nationality and 
racial groups during assimilation. 

E. Before 1900 Congress authorized a study of blight in 7 cities and 

found a correlation between slums and alchoholism. Eventually, Congress 
concluded prohibition was the answer to slums. 

fl. A symptom of blight is physical deterforation but causes are more difficult 
to identify, anticipate of correct. 
A. 8light can be typical of all urban land use classes in their pure form. 

}. Obsolete or socially tsolated residential neighborhoods 
2. Obsolete commercial-retall strips 

- 3, Qutmoded schools and parks 
4k. Obsolete manufacturing districts 

B. Historically zoning has defined a heirarchy of preferred tand uses by 
exclusion of presumeably less desirable land uses. 
1, Only recently have planning concepts pushed for heterogeneous 

- compatible. land uses, zoning which defines an area by what Is should 

be rather than by what is ain't. 
2. Physical homogeneity seems to lead to social disorganization. 
3. Physical heterogeneity seems to promote a more stable succession of uses. 

C. From an urban economics xxnpexae viewpoint, blight is a symptoa of 
institutional disorganization and failure of the land use succession process. 
That is the process or cycle by which investment decisions recognize 
a decline in productivity of a particular land use to a point where a 
competitive use can afford to purchase the real estate and alter 

: management, remodel, or replace existing Improvements with more profitable 
use. ; 
1. The tdeal pattern of succession would expect that as a land use area 

and improvement became obsolete, parcels would be reassembled and 
converted to more profitable land uses. 

' a. Conversion of mansions to boardinghouse to apartment 
b. Langdon Street 

c. The famous Plaza Hotel |
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D. Blight becomes virtually irreversible if the pattern of succession 
due to economic logic is distorted through: 
i. Renewal or appearance of next use pattern too often blocked or 

delayed by many factors. (zoning, shortages, financing) 
2, Effect of the blighted condition of the dead or dying use pattern. 

(Cleland Urban Renewal High-Rise or Bluff Street) 
3. The cumulative effects of this deterforation on the succession 

process, on investment incentive far new uses or small groupings 
in tsolatton; situs of new uses, environment and approaches, 
accessibility may be excellent. Blight of shopping areas and school. 

4. bow grade transition devices, rooming houses, gas stations, parking, 
and inferior conversions (both commercial and residential). 

5. Conttnutng demand for low cost units; profitability of decaying 
Structures; low pressure for maintenance; heavy overcrowding and 
deterioration. 

6. Community segregation of racial and nationalist groups. (closes 
door on replacement through economic substituttons and causes 
supply to remain constant relative to Increasing quantity of demand 
or level of effective demand) 

E, Anything which provides non-economic income, permits a non-economic 
charge for operating costs, doscourages reinvestment of capital earned 
in the area, or otherwise provide a negative investment incentive 
disrupts succession of uses. 
1, Demand through segregation prolongs economic life. 
2. Reduced operating costs due to milding or reduced real estate 

taxes prolongs economic life. 
3. Anything which discourages developers from undertaking redevelopment 

because of public relations, city hall attitude, or uninformed 
citizens means that succession must wait on dramatic overeaction 
rather than subtle progressive economic adjustment. 

F. The rigidity of real estate in terms of land layout and Improvements 
on the land creates an Inherent inability to adjust to change and 
therefore obsolescence is a coexistent fact. The amazing thing is 
that our real estate has proven sufficiently elastic to adjust to 
drastic changes in every aspect of our society: 
1. Family size and tife style 
2. Economic restructuring of the society from agricultural to industrial 

to service activities. 
3, Modification of our institutions in terms of real estate laws. 
union rules and social customs. 
4h. Technology of transportation and marketing distribution. 
5. Technology of building equipment, etc. 

G, Currently the blight of accumulated mismanagement of land use succession 

coupled with the social revolution and political awakening of the 

silent minority fs exerting a push for exodus from blighted areas at 
a pull to the suburbs ~ a time of social disorganization which acceler- 

ates the impact of economic barriers and the obsolescence of immobile 

and far too durable real estate investments. | 

H. {tt should be understood that there are some permanent and some temporary 
groups who find blight to their advantage: 

1. Those who have resigned from society - the Skid Row halfway point. 

2. Economic circumstance or romantic preference may find the lowest priced 

real estate useful to begin a new business, a new life In a new country, 

or identification with common causes of a neighborhood. 

3. Blight can be cheap and compassionate or exploitive and cancerous.
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111. Problems of urban decay were considered to be local problems until World 
War [. 

A. First recorded move of Congress relative to blighted housing was recorded 

July 20, 1892 when they spent $20,000 on research of slums in the nation's 
hk cities of over 200,900 population. 

RB. The first federal public housing was built by the U.S. Shipping Board 
Emergency Fleet Corporation which financed housing built by real estate 
companies owned by shipbuilding companies. 

C. The depression ted to the Federal Home Loan Bank Act of 1932 and the 
Home Owners Loan Corporation in 1933, both ideas conceived by the 

Hoover Administration. 
D. Roosevelt organized a four man committee to develop a national housing 

program and their recommendations together with legislative review 
produced the National Housing Act of 1934, which created: 

1, The Federal fiousing Administration 
2. The Federal Wational ilortgage Association 
3. Federal Savings & Loan ([nsurance Corporation 

e. The tlational Industrial Pecovery Act produced the first public housing 
for the poor. 
1. A Constitutional misunderstanding led to concept of local public agency 
2. focal public agency and States’ rights vs. efficient Fasciest solution 

F. Roosevelt started the ‘Settlement Administration’! under the WIR and 
built a number of Greenbelt towns in tNaryland, Greendale Hilwaukee, and 
Indianapolis. 

G. tn November of 1941 Roosevelt was about to propose a major national effort 
at urban revitalization but plans were shelved until 1945 and bogged down 
when the Omnibus Bil] began an urban~-rural split in Congress. The 
National Housing Agency was created during World War tf and provided a 
core for the Housing & HOme Finance Agency in 1947. 
1. Bulldozer clearance was the initial concept. Legislation was premised 

on the simple view that social disorganization was largely the product 
of physical environment. 

2. The initial skirmishes of urban vs. rural led to considerable ‘'pork 
barrel'! provisions for rural areas and Jog rolling for some of the 
more debatable agricultural subsidy legislation. 

H. The 1948 Housing Act authorized 95%, 30 year loans for low cost home and 
90% martgages with 40 year xam terms for low cost cooperative housing. 
The 80th Congress shelved the bipartisan Wagner-Elender-Taft Housing Bil] 
which became the major theme of the Truman campaign against the "'Do Nothing" 
Congress.



URBAN LAND 550 

Lecture Outline- Dept. af Housing and Urban Development 

[. HUD has undergone an incredible and confusing metamorphis in both organiza- 
ttlon and phidosophy in only 25 years time.Because of its rapid series of 
reorganizations, fits impact is often underestimated or scorned and its 
management talent not given credit fairly for what it has accomplished. 
A. Its princtpal functions can be attributed to its antecedént agencies 

now merged into HUD: 
J. The Public Housing Administration (PHA) 
2. The Federal Housing Administration (FHA) 
3. The Community Facilities Administration (CFA) 
kh, The Urban Renewal Administration (URA) 
5. Federal National Mortgage Assoctation (FNMA) 

B. Approach to housing and urban renewal philosophy growing out of the 
problems of PHA, CFA, and URA. 

C. PHA was a Roosevelt program to have the federal government condemn slums 
and build modest but decent housing for the urban poor. 
1. The local public housing agency as a pattern based on mistaken 

Constitutional lav. 
Z. \LPA's retained parochital-palitical narrow-mindedness of the community 

which the federal government tried to correct by progressively tighter 
specifications and conditional Incentives. 

3. Public housing in Milwaukee was an outstanding exception. 
4. Public housing violently opposed by National Assoc. of Real Estate Boards 

and other conservative groups of industry. 
S&S. The result was a strict income limitation on those elegible to rent 

public housing, a concept which still persists. 
a. Policy is counter-productive in that ft discourages self improvements 
b. tt forces separation of best peer group example and leads to 

adverse selection of tenants without effective social structure 
or motivation. 

6. Public housing failed to get much money at the federal level and little 
support at the local imevel despite wel! meaning local public 
housing people. Public housing projects became a social and community 
Stigma. 

D. Alternatives to public housing were developed using subsidized ftoans to 
encourage housing producers to deliver rental housing with cash requirement. 
low engugh so that poor families could afford them despite prive ownership. 
1. Non-market interest and mortgage terms. 
2. Special fncome tax incentives 
3. Special incentives such as 100% loans for non-profit failed because 

non-profits lacked managertal discipline. 

E. To avotd strict income limitations and to provide choice between renting 
and buying, the 235 and 236 programs were developed. 
1. Elegibiltty tied to artificial definition of income limits of public 

housing to a maximum of 1.35 of public housing limits. 
2. A sliding subsidy paid to the landlord of a 236 project tied to tenants’ 

income and not to exceed an amount which would be more than the interest 
payments on the mortgage less 14 interest on the balance.
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3. Developer able to sell tax shelter for more than the required equity, 
stimulating construction dexpite faulty projections as to operational 
revenue and expenses. In 1968, subsidized housing represented 10% 
of the nation's total, by 1970 it was 29.34, and in 1972 fell to 142%. 

kh, 236 operating experfence in central cities has been terrible. Tax 
shelter-~a tax trap. 

5. Smart money built 236 in the suburbs and rented to lower, midcle Income 
college educated families. 

6. The work ethic and cquity between those who qualified for new and those 
with income too high to qualify but too low to buy new led to 
restrictive government specifications undermining quality. 

7. High cost of 2.5 billion per year and 50 billion by 1980 suggested 
subsidies might be 2 1/2 times actual cost to construct indicating it 
miqht be cheaper although slower to make outright grants. 

G. These subsidy programs are strongly advocated by the houstna producers 
such as the national association of home bufiders and the mortgage 
bankers and generally depend on FNMA of GNMA for Investment money. 
a. tt is profitable but inequitable. 
b. [t applfes only to the most expensive form of housing, new construction, 

encouraging urban sprawl. 
9. On Jan. 8, 1973 Nixon terminated all subsidized housing programs, a 

decision which is being contested in the courts and of doubtful legality. 

F. Nixon housing policy statement and legislative proposal recently released 
perports to foster freedom of choice by type and location af hogsing for 
low income people, freedom from project stiqmas, and lover cost of adminstration. 
1. It proposed a gradual development of a housing allowance or direct 

cash assistance program. 
2. Administration proposal is suspect as experiments give loca! realtors 

significant control of base allowances. 
3. The housing allowance is susfect because ft has problems tn Europe 

and Sweden where producer's subsidies were also required to avoid 
price inflation created by an increase in effective Jonand without 
an increase in sunply. 

4h. The President's progran Is more interestea in improving supply of 
money for middle class suburban home buyers. 

5, Nixon adm{inistretton wants "out" of fedcral housina prograns and 
HUD, thus reversing the cycle. 

lf. Community Facilities Adcnuinistratinn was a por Larrel ceaacy uith ecninistrative 
responsibf lity for construction of a variety of public works. 
A. CFA began as an agency to builu public raciltiies for communities sucdaetl y 

overwhelmed Ly federal installations sucu as a military base cf ucfense plane. 

BD. {ts role expanuecd into construction supervision aru grents in urvan areas 
s0 it gave wD the opportunity to Incluuc sonetning for everybouy in its 
housing bills and thereby maintain congressional support. 

C. The staff of CFA cventually became the core for a vartety af open space, 

water pollution, education, and similar prograns within Ube. 

D. AI} these prograns were on a specific grant basis, Item by iten, so the time 

delays became enormous. cach time developers found a way to subvert 
federal intentions of soctal reform or assisting a particular low income 

group, more red tape was added to contral the 10% who cheated.
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1. To break red tape jam, RUD decentralized te regions anu eventually to 

each state. 
2. Delegation of detail work to certiffed Tenders and turnkey contractors. 

3. A partnership of federal money and local private and public expertise 
was faster, cheaner, and more sensitive to local needs. 

E. Experiments with block grants for broad range nardvare and community 
software. 
I. Liberals Jost control of specific prograns which would bribe localities 

to overcome racism, vested interest, or anathy. 
2. Block grants avoided red tape of federal bureaucratic efforts to have 

comprehensive soclal-political-cecenonic approaches to urban problems. 
3. Remains to be sean If local communities are now sufficiently enlightened 

In their power structure to use the funds to equalize opportunities 
and reduce economic and social segregation.



Notes on the New Direction of HUD 

: [. On January 8 outgoing secretary of HUD, George Romney, loyally completed 
his last piece of messenger boy service for Nixon by announcing at the 
annual convention of the NAHB in Houston that he had instructed HUD 
offices to freeze on all applications on subsidized housing that had not 
received feasibility approval as of the close of business January 5. 

A. The three programs affected were public housing of all types, FHA 235 
home ownership assistance program and FHA 236 rental assistance 
program. These programs had accounted for 300,000 units of new 
construction in 1972 or 12% of all new units built in 1972. 

B. Also frozen were commitments for three categorical aid programs 

to local communities - water and sewer grants, open Space grants 

and public facility loans. Said Mr. Romney the freeze would last 
until these programs could be replaced by the community development 
special revenue sharing package that congress had failed to act on 
when it was proposed in 1972. While called a''temporary hold", 
Mr. Romney indicated that these programs would remain frozen and 
the urban renewal and model cities programs would expire so that 
congress would have to enact the administration program. 

C. In additton, the Farmers Home Administration which has subsidized 

70,000 units of rural housing plus disaster relief loans for farmers, 
farm labor housing loans and rural elderly prograns were all 
discontinued ''for budget cutting'’. 

D. While congressmen called Nixon's action political blackmail, the 
elderly John Sparkman, Chairman of the Committee of Banking, Housing, 
and Urban Affairs and grand champion of NAREB and »NAKB rumbled 
"We cannot let stand this arbitrary exercise of executive power 
taken in violation of the Intent of congress and in complete 
disregard of the housing heeds of the poor and i]1 housed of our 
nation.'' Representative Patman said he would start to hold hearings 

on the matter immediately. 

E. By the end of July the rumor mills claimed that some funds for 
housing the elderly will be avaflable and perhaps there will be 
Funding to complete some urban renewal projects but it looks by 1973 

that there will be a new ball game in terms of the federal role 
in real estate credit and housing policy priority. 

lt. t would appear that much of the federal HUD central Washington program 
will be dismantled in favor of state administered programs funded tn 
large part by block grants and specially controlled revenue sharing funds. 
Manipulation of capital markets and the market of mortgages and mortgage 
base securities will continue tn the federal] domain. 

A. While some states already have statewide development agencies or 
housing programs and a few like Wisconsin have enabling legislation 
which must be tested tn the courts, most states would need to set 

up some type of development control agency for utility, open space, 
and public facilities to allocate funding and subsidies. Any agency 
with money to spend which has not bean ltevied directly from the 
legislators districts will have great political clout and spark 

a tremendous amount of maneuvering.



F. Enough commitments have already been made that these programs will 
contribute 250,000 units to 1973 production but the lead time on 
these matters is one or two years so that there is a question as 
to what will be done In 1974 and 1975. Another 7.3 million is 

already in the pipeline for community development programs for 
sewer and water and Hixon stated that any additional funds would 

simply raise prices rather than output. 

li. Since housing has always enjoued strong lobbies and emotional critics 
1973 will be noteworthy for a legislative battle on housing policy: 

A. Some strong arguments can be put forward for continuation of 
housing and community development subsidy programs. 

|}. Cutbacks hurt the poor people directly and can create discontent 
which may hurt all of the citizens in the community. 

2. Labor can point out that with existing overbuilding in real 
estate areas, cutbacks in houstng may cause severe unemployment 
and unnecessary shutdown and startup costs for suppliers. 

3. Some charge that Nixon fs reneaqging on the national housing 
goals passed by ocngressional statute. 

4. There are those who argue priorities should produce budget 
cuts in other places such as defense. 

B. There are some good arguments for suspending or terminating present 
programs. 

1. Houstng subsidies have already committed the American taxpayer 
to future payments ranging from 57 billion to 82 billion depending 
on ones assumption about inflatton and rising income. 

2. If the same programs were used to improve shelter for 6 million 
famtlies now living in sub-standard conditions it would cost 
another 180 billion and that Americans will not pay out a 
quarter of a trillion dollars for programs that have had only 
mixed results and have profited the wrong people. 

3. Nixon could document the failures of current programs by playing 
back examples dramatized by the Democrats last year and Indeed 
he has put the Democrats on the defensive by having them advocate 
continuing programs which were scandalous before November 1972, 

4h. Income eligilility Limits are too high in many areas so that 
developers get subsidized financing while housing middle income 
families. 

5. Subsidies are tied to the structure or the house, not the family 
inhibiting the poor from relocating to take advantage of jobs or 
Integration fnto the community at large. 

6. Evidence suggests that FHA efforts ta regualte make the cost 
of subsidized units higher and the quality lower and that there 
are less expensive ways to help the poor to quality housing. 

C. On Balance Jess expensive subsIdy program must be found while government 
remains [nvalved to lawer the cost of housing to the poor. Over the 

long run however the government must reduce the cost of housing units 
by drastic reformation of building codes, building style, and land 
planning which will be fought by labor, material suppliers, and NAREB 

who have a vested interest in the wasteful practices of tbe present. 

Aggressive consumer action in the style of Ralph Nader fs the only 

hopeful political counterfouce,



D. For communitty development programs there will be a definite shift 
to broad gauge federal funding rather than spectal purpsoe project 
by project grants. Both the Senate {using the term consolidated 
grant) and the House (using the block grants) are working on 
approaches much like special revenue sharing and there is opportunity 
for agreement. The housing scene is much Jess clear and housing 
production will fall. 

fii. tt would appear that much of the federal HUD central Washington program 
will be dismantled [n favor of state administered programs funded jn 
large part by block grants and specially controlled revenue sharing 
funds. Manipulation of capital markets and the market of mortgages 
and mortgage base securities will continue in the federal domain. 

A. While some states already have statewide development agencies or 
housing programs and a few like Wisconsin have enabling legislation 
which must be tested in the courts, most states would need to set 
up some type of development control agency for utility, open space, 
and public facilities to allocate funding and subsidies. Any agency 
with money to spend which has not been levied directly from the 
legislators districts will have great political clout and spark 
a tremendous amount of manuevering. 

RB. Already HUD is allocating such resources as it has to state housing 
agencies where they exist and it [s thought that the states that 
would be able to take over existing federal personnel in order to 
staff up for thetr new role. 

|]. Given the fact that the poor and minority groups within a state 
have found much less sympathy than they have in federal civil 
service agencies, the state's rights theory is playing right 
into the hands of the Nixon-Wallace block and will disperse 
and defang the relatively liberal soclally orfented staffing 
of HUD. 

2. That means no one will be pushing very hard to desegregate 
the suburbs when the suburbs control the leqislature or to house 
migrant farm workers who don't vote tocally at all. Social 
reform through the leverage of federal finance witl be last. 

C. One bright spot Is further impetus to experimental housing allowance 
program. Since 1932 various housing studies have suggested a test 
of providing a direct subsidy to low income families tn need of 
housing to improve effective demand rather than a direct subsidy 
of a special supply of subsidized housing units. 

1. The 23 lease program and the special welfare assistance program 
represent the first kind of direct family subsidy programs. 

2. However, HUD has constructed a major test for direct family 
subsidy and the details of this very elaborate program are 
provided in a supplementary handout. 

3. These studies are not only concerned with impact on Individual 
housholds but the long term impact on supply, filtering, and 
demolition of obsolete substandard units. Moreover, the direct 
subsidy method {ts being designed for effic ency of administration 
and a 5 year test is under way. If the tests work and the systems 
work it would be the first time a federal program was designed 

and tested in the field before it was recommended to Congress. 

The present crisis may not permit the nation to walt for the nation 

to wait for the test.



THE REAL ESTATE PROCESS AND THE ECONOMICS OF URBAN POLLUTION 

I. Location of economic activity ts finally graduating from the "Cowboy 
Economy" approach to "Spaceship Earth" 
A. "Free" goods and limitless natural resources 
B. Rising expectations & environmental concern - a matter of pollution 

. perception. 

1. Income elasticity of demand 

2. The affluent society 
C. Rapid urbanization concentrates and emphasizes abuse. Rural per capita 

waste discharge probably higher but less noticeable. 

BD. Solution requires awareness, technqlogy, financing and social 

mechanisms for pollution decisions 

JI. What is Pollution? A séet of interdependent externalities to the economist. 

A. Basic malfunctioning of the market system through External Effects: 

actions of one person or institution may affect the welfare of 
another in ways difficult to repulate by private agreements 

B. iInterdependencies: Smallest environmental program has major impact 

on Real Estate Process 

1. Impact on individual consumption decisfons (demand side) Altered 

housing patterns 

2. Impact on developers, altering cash flow, solvency, feasibility, 

present value of investment. (supply side) 

III. Types: Water, Atr, Solid Waste (litter, garbage), Aesthetic detertoration 
(scenery), social tension (ncuroticism), Noise. 
A. Water as an environmental sink is naturally limited in assimilative 

capacity. | 

1. In 1963 industrial waste amounted to 75% of the total. In 1973, 

the percentage was closer to 80% 

2. Suspended solids, heat, nutrients (phosphates and nitrates), long- 

lived inert chemfcals complete the plcture 

3. Trends: 

a) Sewage separation, home oxidation systems both ‘imply increased 
housing costs & corresponding demand effects 

b) More complicated & costly sewage treatment financed by real 

estate taxation, bond issues imply increased land development 
costs, faster land turnover, The sanitation engineer ascendancy - 

eost benefit fallacies 
B. Air Pollution -— extensive, unavoidable, long term social costs 

1. Sources nationwide: 60% automobiles (L.A. 95%), industry 162, 

electrical generation 14%, space heating 5.5%, refuse disposal 3.5% 

2. Classic example of lack of property rights, pervasive effects, 

no market transactions, huge private transactions cost and 

reliance on government intervention. 

3. Criteria: MSB=MSC of successive increments of abatement or 

marginal increment in damage equals the marginal cost of additional 
abatement 

4. Real estate effeets 

a) Changing land values as consumers seek to minimize pollution 

impact 

b) User charges will increase transportation costs in absence of 

Viable alternatives - trend to greater concentration less sprawl 
c) Burden of public transportation measures falls on taxpayers, 

- oo. _ J
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homeowners, land developer holdings through bond issues, real 
estate taxes 

d) Increased building cost as firms adjust to new space heating 
& waste burning regulations. 

C. Solid waste dispasal 
1. Facts: 365 million tons per year, JO lbs. per capita per day. 

Only 504 collected. Industrial waste burned (10%), 90% of 
municipal waste is dumped on land fills. Substantial industrial 

recycling. 
2. Trends: Increasing cost of removal implies increasing efforts to 

recycle, re-use, re-power, restrain wasteful and inefficient use. 
Awareness of real social cost creates incentive to find alternative 

uses. 
3. Effects on real estate process: increased emphasis on separators, 

efficient intra-firm collection, sophisticated (and costly) public 

facilities for recycling. All imply increased land and structure 
taxation, greater land acquisition cost and more costly structure 

requirements. 

D, Noise, Privacy, Aesthetics : 
1. Close relationship between income & level of privacy, Social 

tension increases not in high density urhan areas but in housing 
with many individuals per room. 

2, Privacy is a resource whose value is measured by the productive 
and creative potential of the central city. Privacy is a space 

attribute leading to essential sensory regeneration. 

3. Residential design to enhance privacy, aesthetics, and freedom 

from noise, imply greater development costs. 

LV. Economic Solution: Internalize Costs 

A. Methods: 

1. Legal penalttes 
2. Subsidies 
3. Effluent fees (Right-to-Pollute?) | 

B. Problems: Individual investor is subject to cash flow solvency linits. 

Any economic entity will suffer to a greater degree when costs camot . 
be shifted. But some market reallocation of goods and activities is 
required because of long-term pollution products misaliocation. 
(it is cheaper to pollute) 

C. Final guidelines 

l. Avoidance of the catastrophic loss 

2. Maintenance of large choice set for future generations 
3. Maintenance of institutional flexibility and ability to change.



ECONOMICS OF URBAN POLLUTION 

|, Location, location, location is now environment ecology and effluent 

A. Population density and take-off principle 

E. Tolerate is both physical and mental 

C. Urban technology or environmental quality requires hardware, money, 
and a social mechanism for decisions and financing. 

ll. Jechnology of water and air quality is obsolete. Problem of water and 
air quality 1s interrelated, VV 

A. Water is used as vehicle for solid waste disposal but limitea in 
capacity both In nature anu in processed form. 

1. Primary treatment 

2. Secondary treatment 

>. Auvanced treatment 

4. Sewer taps limit urban growth 

5. Recycling of sewage water in Denver 

U. Cost to transport fresh water or remove waste water 

7. Combining waste disposal with agricultural irrigation 

%, Recycling of sewage sludge as animal feed 

J. Grinding sewage and pumping solids 

lu, Vacuum systems 

}1. Oxidizing of sewage 

B. Water quality and solid waste © 

I. Vacuum system to collect yarbage 

2. Sanitary land ftll and water tavle pollution 

3. Incineration, sterile fill, and recharged area 

C. Inaustrial waste such as sulphite liquor 

1, Hign volume, tow quality by-products 

2. itligh value, low value by-products 

til. Air pollution related to invention of fire and use of fossil fuels 

A, Cconomics of smoke control
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B. Air pollution result of single family home ana car 

C. Electric capacity related to coal and natural gas 

1. Purification of exhausts means contamination of water 

2. Transmission problems mean inefficient land use 

3. mert gas and transmission line tnsulators 

D. Atomic power, water pollution, and air pollution 

\¥. The gasoline engine and tne private automobile 

A. Paving for automobile destroys necessary green oxygen prouucers 

B. Exhaust is major source of urban pollution 

C. Public transportation or electric automobile requires urban density 

and compactness. 

1}. odern location theory implies private mobility and inertia of 
canvenience. 

2. knvironmental theory for urban economics requires public systems 
of mobility and consumer preference for active motion. 

V. Privacy tS a resource 

A. The hierarchy of residential design layout for privacy 

b. The counterpoint of natural environment 

VI. Harket economy does not work well to internalize cost of environment 
controls. Economics of controls differ for society as opposed to 
individual investor in the urban site. 

A, Marginal benefit vs marginal cost for society 

8. Wo venefit for cost incurred for investor 

C. Competing claims for investment productivity 

Lb. Some urban environment has benetit for ceveloper 

It. Good esthetics can be good merchandising 

2. Environment undisturbed lowers cost 

| E. Legislative mechanisms to internalize cost 

1. Uniform cost allocations shifted to consumer through price 

2. Legal penalties



- 3>- 

| 3. Incentive in the form of subsidies, tax relief or privilege 

4, Education to create social approval or disapprovalfor individual 
actions. 

F. Problem remains to define environmental quality required, rate of 

investment innovations, consumer education and political implementation. 

To be discussed in final lecture on the next 20 years.



Lecture - Urban Land Economics - The Next 25 Years 

I. Urban space problems may be grouped for discussion purposes into 
problem areas which are converging into &@ major crisis: 

A. Unresolved mechanical problems 

1. Population pressure - Space users 

2. Urban construction technology bottlenecks - space forms 

3. The money constraint ~- space quantity and quality 

B. Technical solutions need implementation through decision making: 

1. The urban political constraint - space control through 

community action. | 
2. Space control - a4 concensus on environment desired 

C. Luxury of democratic process versus efficiency of autocratic 

management. 

Ii. Population pressure magnified physical urban problems and reduces 
opportunity to create intangible sense of community. 

A. Population estimate - 250,000,000 by 1987 and 324,000,000 by 2015. 
85% of increase in present metropolitan statistical areas. 

B. A fall in the average number of children per family from 3 in 1957 
to only 2 in 1965 reduced the forecast from 360,000,000 by the year 

2000 and 500,000,000 by the ear 2015! 

C. Rising population - require increasing economic base for jobs, 

increasing productivity as percentage of population at working 

age falls, further productivity increase to provide rising standard 
of living. 

Tit. Technical constraints on urban engineering 

A. Inadequate natural capacity to absorb Sewage contamination. 

B, Inadequate water resources to operate water flush Sewage System. 

| C. No acceptable engineering alternative to present Sewage systems 

available for a mass market adaptation. | 

D. Air pollution is primarily attributable to the family car, the 
family home furnace, and electric power production for home consumption, 

E. A fossil fuel shortage will complicate choice of energy system requiring 

a transportation alternative to the automobile which presently determines 

all urban planning.
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F, A codified residential building system and style which wastes 

resources as well as land and capital. 

G. Construction materials are finite, Resource conservation requires 
that we respect the resource rather than the user - Malthus still 

has something to say to an industrial society with rising standards 
of resource consumption per capita combined with increasing number 

‘of heads, 

IV, Technological innovation is subject to the money constraint, both private 

and public. 

A. Annual income of $9,200 a year required for minimum standards in 

good life suburbia. (Department of Labor study) 

B. In Madison in 5 years useable land has increased 80% in value and 
eonstruction costs more than 15%, 

C. A national prefab of 920 sq. ft. sold new for $13,000 in 1960 
including a $3,000 lot, Virtually the same house today by the same 

builder costs $17,500 with a Lot costing at least $4,200. 

D. Housing costs are outstripping purchasing power gains of the young 

family requiring new space, 

E. Public budgets are increasing. Madison tax increase of 6 mills over 

48 mills previous year is an increase of over 124%. 

1. 40% of population in Madison is under the age of 9 and about 
50% of our city budget goes for education, Average age in Madison 

is 10 years below the national average so Madison is a prototype 

for other communities in the 70's. 

2. Area serviced by city has tripled in 10 years so that lower 
| density of population means public transportation cannot operate 

at a profit, sewer is not immediately available, and public 
services are increasing in cost per capita. 

3, Public budgets cannot build or service existing public plants. 

60 there is little public financing power to research and install 

innovations for air and water pollution, transportation, energy 

Systems, inequities in education, or reconstruction of decaying 

areas, 

V. Basic constraint is the value system of urban residents as the form and 
quality of future cities will reflect standards operating through the 

urban political structure.
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A. Political division is between pro-urbanites and non-urbanites. 

1. The pro-urbanites are those actively engaged in developing a 

community life, ironically the rich elite and the under- 
privileged minority. 

2. The non-urbanite is the city dweller who is essentially 
disengaged and alienated from the process of creating 2 sense 

of community. This group is preoccupied by the inSecurities 
of job, family, and home, 

B. This working American in the $6,000 to $10,000 income group involves 
20,000,000 American families and is the dominant political force in 

the center city. 

Cc. All his aspirations are basic American images of accomplishment 
through work and family independence which requires sa much of 

his time that he is relatively isolated from much of his conmunity 
and non-sympathetic to other elements in the community. 

D. Most zoning, land planning, political systems, and real estate 

financing require homogeneity and conformity of isolated land 
uses, Political action toward a concensus requires social 
bridging, cooperative activity, and land use diversity. Diversity 

requires security, economic and social until the political majority 

are pro-urbanites. |
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URBAN LAND ECONOMICS - The Next 25 Years 

1. It is said we are living in the space age, and by my definition, the 
Space age is the age for urban lIand economics. Earlier in the semester 
| defined urban land as manufactured space for urban activities, and 
since we must produce, finance, and allocate more space in the next 
30 years then we have bullt in total since the beginning of history - 
| view the next 30 years as the space age ~ rental space, open space, 
private Space, and even classroom space. 

A. tt is very gratifying to a worrier to see that more people are worrying 
about the same problems, Perhaps the frontter of space could be 

tp tf divided for conversation purposes as follows (Chart 1): 
sate ne 

a I. Population pressure -- space users. 
2. Urban technology bottleneck -- space forms. 
3. The money constraint -- space quality. 
i, The urban political issue -- space control thru community action. 
5. The space industry -- opportunity for the pro-urbanite. 

B. As I suggested tn a previous lecture, form of the urban structure 
has always reflected the value system of the people Jiving within it. 
Remember the medieval fortress town, the African village, and the 
Chinese temple city? In exploring our space age problems above , it 
should be clearly understood that the decisions to salve these problems 
are not automatic once solutions are found, 

1. Instead a majority of our citizens must agree to what shall be done 
and only then can urban land economics suggest satisfactory con- 
tributions. 

2. City building requires not dollars and cents but rather a 
conmunity sense - a concensus on what the community should be, 

3. The worry is not that technology cannot find solutions - the 
worry Is that communities will not find agreement and sufficient 
collective sacrifice to take advantage of the solutions at hand. 

11. Population pressure magnifies our physical urban problems and reduces 
our opportunities to create a sense of community. 

A. The Bureau of Census suggests that even if the size of the family 
averages two children or stightly tess our population, now almost 
200 mitlion, will reach 250 million by 1987 and 324 mit lion by 
the year 2015 - 3/4 the size of India today. 65% of this increase 
will be located tn our present metropolitan statistical area. 

B. Wf the nunbver of children per family stayed at the level of 1957 
births, the average family would have 3 or 4 children, not 2. In 
that case, our population would be 250 million by 1900, 360 million 
by the year 2000 and almost 500 million In the. year.2015. A 
difference of one in the average numer of children born to each woman 
means a difference of 275 million in the national population growth 
In the next half century!
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C. While those people who will live in the U.S. in the first quarter 
of the 21st century are only guesses, all those who will] be age 24 
or over in 1990 are already born. Farmily formatin and the market 
for homes and the space for jobs is primarily concerned with the age 
people 24 or over, 

Db. (On Chart # 2) Notice the tremendous increase of percentage in 
population in the 15-24 age group from 1960-70; 6.4 to 47.5% 
and in the 25-44 age group which moves from 2.4 to 29.2% of the 
population in 1970-0. The first age group are apartment dwellers 
while the second age group are the home buyers who populate the 
suburbs, 

EF. This bulge is reflected in the marriage trend - family formation 
per year (Chart #3). 

F. These new families will be able to afford increasingly higher rent 

or higher priced homes as family income dramatically shifts to 
favor people in the $10 to 15,000 dollar income range (Chart #4). 

G. This market is here today coming up through high school and the first 
years of college. If national expectations of economic growth prove 
to be true, then these families will have effective income to demand 
something better than our present $17,500 dollar house or town house 
in the suburbs, 

H. dronically, there is a real question as to whether we can even provide 
the current standard of urban life to an adult population of the size we 
know we shall have, for reasons that are technical, economic, and political. 

111, We only have time to identify some of the critical technical bottlenecks: 

A. If the city became possible because of the development of cast iron 
pipes for sewer and water, it is soon to becone Imposstble because 
we do not have the water resources to continue expansion of water 
operated sewerage plants. The most efficient sewerage plants of any 
size are 90% effective at best and the balance of the contamination 
is processed naturally in our rivers and lakes. However the 10% 
of the increase in untreated sewage related to the population of 1990 
greatly exceeds the natural capacity of all of aur surface waters to 
absorb and to process. Moreover the majority of our sewerage treatment 
facility are nowhere near 90% efficient. If we burn sewerage or 
oxidize it as fuel we will create both an air pollution problem 
and a heat problem. We can postpone the preblem by using vacuum systems 
rather than water flushing systems but nowhere in the United States 
fs such a syStenm permissable or under experimentation. The deadline 

Is 25 years away. 

B. The primary contaminate of air is the family car and the family home 
furnace, not the industrial smokestack. The ask and billawing | 
blaclh clouds of even the Industrial smokestacks will soon be eliminated. 
The real problem Is Invistble sulpher dioxide and carbon monoxtde 
and related gases, all derivitive of fossil fuels for energy. The 
urban area is possible because of 20th century energy conversfon 
systems. The natural balance does not have a tolerance for doubling 

of consumption of fossil fuels,
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C. Urban areas form around transportation and communication systems. 
While communication is making great strides, transportation has 
Stopped dead center. The use of the automobile must be drastically 
changed to maintain present tevels of convenience and safety and 
Operating costs not to maintain its relatfonship to pollution. 

u. You have heard enough of the provlems of changing our building 

technology for the structures which fori our urban space. 

E. My objective in just suggesting the existing and very real technolagy 
bottlenecks is to point out that in the next 25 years the form of 
our land and buildings and their mechanical dependence on what we 
call utilities anc transportation must change drastically. | 

1. The family house will be assembled from factory built module 
components, self contained, generating electricity from 
iis sewage, reprocessing its water quota, having a useful life 
of 20 years, built on a leased site as part of a larger 
neighborhood complex, which in ftself has a cooperative shopping 
complex and grade school system. The neighborhood will be tied 
to a larger town structure which has other divic activities built « 
around the high school, which will be further tied to a 
metropolitan complex through a system of electric cars, buses, and 
trains. The family car will be for trips to the country, the 
monthly payment to the savings and loan will tnclude the entire 
residential package including taxes, insurance, furniture and 
appliances and escape clauses to permit relocation by cancelling 
the lease rather than selling a house. 

2. These things not only will come, they must come as in the next 25 
years we will have to prove that cittes can be made to work. The 

first objective Is not to build cities better but just to prevent 
thetr being any worse. 

IV. The introduction of technology to matntain and improve the quality of 
urban space is always subject to the money constraint, both public & private, 

A. For the private family, the U.S. Department of Labor has recently 
estimated that it Is necessary to have an tncome of $9200 a year tf 

| onstimer Housing * is to enjoy even a modest participation In the good life of suburbia. 

Loslar . . 
(i 7 of m 1. $n the past five years, there has been an average yearly increase 

OST OF Money ~ FlF of 15% in the price of raw useable land, a total 80% increase, In 
“ ae . ' ' ‘ ' i 
fost of bee! ling ~23¢ the same period, construction costs have risen In Madison about 15% 

4a 
206 F ot fand~- ATF2.  & minimum prefabricated house in Madison at $20 sq. feet sald for 

§13,000 in 1960 including a $2000 lot. Today virtually the same 
house new costs $17,500 on a lot worth a minimum of $4200, 

B. On a national basis we must reconsider the practices, instruments and 
institutions that govern the financing of home purchase as cost gains 
are outstripping purchasing power gains in this area of need for young ~ 
families - the 20 to 40 year old group which will grow so explosively 

x 50 soon. 

\ HiwWashee — Marah 1967 - “22 200 home lumber cost 
BL - fecrba- - A PAO 

1968 - #4 469 

(969 - FY 72 
« 

llerres thy ~ 5, SAS
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C. By the same token munictpal and state budgets and taxes on land are 
mushrooming. Madison has a tax increase of 4% this year over last 
despite a proposed tax on cars and a slight increase in the state 
income tax rebate. 

1. The city budget was slightly reduced and much of the cost was 
related to school cost. Madison has an average age of 25, almost 
IO years below the national average, and 40% of its population are 
under the age of 5. Nadison is therefore a good representation of 
what will happen to other communities in the 1970's. Obviously we 
must restructure our real estate tax assessment and educational 

tax policies. — 

2. In addition, the geographic area served by city services has exploded ~ 
tripling in the past 10 years, With lower density of population 
in this arca, the result has been that public transportation 
cannot operate at a profit, public water and sewer Is not 
immediately available, and public maintenance cost increase per capita 

and per tax unit. 

D. Since public budgets cannot service the existing public plant, there is little 
local financing power to advance the [fnnovations required for problems 
of air and water pollution, inequities In the pattern of cducation, decay 

at the core, improvement of public transportation, or research and 
development of new building methods and energy systems. 

E. Thus we reach an impasse which can be sketched as follows: 

1. Population pressure relative to the balance of land and technology 
requires significant change anc Innovation In the techniques of 
city vuilaing, 

2. Technical solutions to the predictavle problcnis of population 
increase are not at hand but will require total reforiuation of 
our land use, construction methods, utility systems, transportation 
patterns, anu financing Institutions. 

3. Redesign and reform of each segnent of the city building process 
requires research and political action and public investment 
which the public cannot make because the present tax structure 
cannot carry present programs equitably and the political tax 

_ Issue Llocks any increase in taxes even for researching long 
term economies. 

4, Thus the forn of our future cities must first be determined by 
the electorate operating through the urban political structure. 
Here lies the nub of the problem for the urban land economist 
who must operate within goals determined by the community - 
values backed with an allocation of private and public money, 
both of which have real constraints and limitations even in 

a rich country such as ours, 

V. In essence the urban crisis is a political crisis which is not solved by 
lowering interest rates, changing building codes, or permitting higher 
density development. Robert Wood, an undersecretary of HUD, has described 
the problem this way:
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A. When America was a collection of small] towns, there was a sense 
of community - a cohesive society of some quality. The challenge 
today is to retain a sense of community, a concensus: of value and 
cooperative effort as in the smal! town, at the same time that we 
double the volume of fixed structures fin less than 40 years. 

B, The modern Amcrican city is no longer divided between urbanites and 
suburbanites so much as it is divided between pro-urbanites and 
non-urbanites. 

1. The pro-urbanites are those of widely differing backgrounds who are 

actively engaged in developing community life at some level, be it 

the neighborhood, the city, or the retfon. Ironically the 
educationally rich elite and the underprivileged minorittes have 
the strongest sense of community and join together tn common 
educational, cultural, and political endeavors. 

2, The non-urbanite is the city dweller who is essentially disengaged 

and alienated from the process of creating a sense of community. 

C. The non-urbanite is the greater majority of working Americans in 
the $6 to $10,000 income group, the working American, the backbone 
of the community. 

]. The worktng American is not the holloweyed, mute, exploited, and 
poverty stricken hero of Grapes of Wrath. 

2. Neither is the man sitting before the TV set for football and 
westerns and oblivious to the great issues of the day a fald-hero. | 

3. He Is the steady, employable, contributor to the gross national | 
product. He has a better record of family stability than the 
pro-urbanite from the central city or the established suburb. 70¢ ovn 
their own homes and 94% drive their own cars, even where they earn 
only $G to $7,500 a year. 

4. There isn't time to provide a picture of the working American 
family, but tt involves about 20 million American families, the 
great political center. 

5. At an average age of 35, his career expectations are fixed and he 
has too many obligations, too much family, barely enough Incorie 
for a reasonable standard of living, and few skills to match 
opportunities to aspirations. These aspirations are innerdtrected. 

G. The working American is preoccupted now with the nation, not 
with community, or even neighborhood, but with the protection of 
highly personal possessions = his job, his family, and his home. 

D. Insecurity is a real economic fact - job security fs still tough 
to cone by during a time when rapid economic change {impersonal and 
unpredictable) means layoff, reduction, strike, plant relocation, 

or technical unemployment. 

}. Yet we are appealing to him to bring about upward mobility of the 

minority by sharing his job opportunities, and hts neighborhood,
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2. %If job protection is his first concern, family and home is his 
second major concern. 

3. He has no elaborate concept of neighborhood or community. The 

working Anericans’ contact with the world are basically twa - 
his family and bis fellow workers. He need only conform to 
their beliefs. : 

» 4. Home serves as a haven against the outside world. {t Is a place 
for family and close neighbors to get together. I[t keeps out 
other people, legally and easily from other minorites ~- the upper 
middle class, the political action worker, or the hegro, Property 

. rights are a gut issue as witnessed by the strength of political 
resistance to opern housing, condennation, building code and zoning 
changes. 

GS. The hones justify an unconscious and pervading attitude, The working 

Anerican compares his new house, new car, refrigerator and patio 

to what the media tell him about the core of the city - the drabness 
of slums, the rising crime rate, welfare costs, and rising costs of 

Special education. He wants no part of them as they present only 

a threat to his home and fanily. 

6, The working American still holds political power in the major urban 

cities, Until he chooses to endorse public expenditures for major 

| reform of the institutions of urban land economics, nothing signif- 
icant will ahppen. The form or formlessness of our present urban 
community has its roots in the failure of the great political 
center to share in the aspirations for construction of a better 
urban America, 

VI. Robert Wood further expressed this problem as follows: 

"The future of city-building in modern America, turns 
less on the indignation of the disprivileged or the 
conscience of the exceptional than commonly supposed. 
The issue becomes increasingly how to dispose the | 
working American to reorient his life from one of relative 
isolation and alienation and to find real aspirations tn | 
participation itn a genuine community. How does he 
find new satisfaction tn a modern metropolitan area akin 
to the old town atmosphere of mixed population - where 
butcher, blacksmith, baker, give Life and character to 

the community." 

A. Host of our zoning, land planning, political structures, and real 

estate financing require homogeneity and conformity of isolated land 
uses, Yet political action requies building bridges from one area 

of isolation to another by means of creating special opportunities 

for cooperative and collective activities. Diversity in land use 
must also have diversity in the people who benefit from these land 
uses, City building does not begin with lTand and brick but rather 

with a design to build a sense of community from our basi¢ resource ~ 

decent, working Americans in search of an identity and income security 

in a metropolitan population already too large.



- 7 - 

B. City building may begin from such wasteful and seemingly low priority 
items a5: 

1, Job security and guaranteed income. 

2. Insured equities to protect the homeowner from property value cycles. 

3. Subsidy of community heros in professjonal sports, extravaganzas, 
and other devices to build common interests. 

4, Financing for individual aspirations to have a small shop, a 
family business, further education - to realize that fantasy 
can produce concrete goals and is In the old American mythology 
to strive is to succeed. 

C. Security, expansion of participation level from family and job to 
other levels of community life, identification with the city would 
gradually transform non-urbanites to pro-urbanites who may one day 
become the source of a consensus on urban forn. 

. OD. Careers tn real estate offer an opportunity to participate, to gain a 
sense of identity, and to succeed financially as in days of old. 
This course fs teaching a system of economics that soon will be 
obsalete - but it is a subtle way of bringing some of you {into the 
ranks of the pro-urban minority.



Lecture # 5 

Bus. 550 & 7Q5 

I, lecture introduces the concept of market segmentation ag 

applied to real estate decision making. Recall the definition 

of real estate ag: artificially delineated space over time 
with a fixed referenca point to the earth, 

A. Implications of definition 

1, artificial delineation; the modification of given 
resources, production of space/time. 

2, the time nature af modification 
a, short-run; success determined by consumption 
b, long-run; success determined by design of offering, 

how does it fit demand, 

c, examples of spsce/time perspectives and impact, short term 
~building significant new housing to satisfy 
temporary demand; ie. satudent housing if not 
for shortage at present . 

-building low quality housing because of locked 
in market aegment; student housing 

d. long term perspective can frustrate objectives also 
- VIP Piaza, carrying costes while not rented-up 
- Medical Office building on corner of Regent and Park 
- efficiency apartments in CBD, geared to influx of 

single, generally clerical employees--student market 

temporary user until demand by more desirable workers 

B. Identification of the relevant apace/time unit; the Revenue Unit 
1. Nature of Use 

a, motel/hotel: room/night 
b. Blackhawk Ridges .camper/night, akier/day 
ec. Tennis Glub; court/day 
d, Culiseum; event /week 
e, Football Stadium; tickets/game 

2. Distinction of Buyer vs. consumer/user, it is critical to 
identify the decision-maker. Who pays the tab? 
a, motel; the galesman or hia company 
b, Tennis Club; the tennis player or the socialite 
ec. Coliseum; the promoter or the apectator 

d, Football Stadium; the fan or the scalper 

3. Griterion of success 
Given the correctly identified apace /time cancept, the 
ultimate measure of success ig determined by the acceptance 
of the offer by the ultimate consumer, Problem exists where 
producers receive their pay-off prior to utilization. 

a, elderly housing example; developer. 
b, condominium developer; unscrupulous ones 

If. The Real Estate Process; An Historical Perspective 
A, Traditionally, the real estate developer has been the initiator/ 

synthesizor of the various production entities: the owner,lender, 
government, buyer, and market.



B. Relative satisfaction was determined by the bargaining strength, 
or lack thereof, by the participants. 
1, strength of position =~ f(nature of offering + ability to pay) 
2, wulti-family housing example 

a. for those who could not afford a singly-family home 
b, preduct by observation and convention 
gc. little innovation, primary research 
d. taday, apartments/comominiums/etc. often selected by 

those who prefer aase of living, mobility atc. 
e, characterized by ability to pay, available alternatives, 

effective demand for product 
f, product based on extensive research, observation — 

(ie, Owens-Corning Glass, The Waiting Liat atc. ); 
product designed with effective demand user in mind, 

C. Today, the developer must respond not only to those with ability 
ta pay, but also to consnmer-oriented, organized users. 

tit, The role of market sagmentation; the determination of the offering 
A. Site/Structure in Search of Use 

1. begin with space/time concept 
2. identify attributes of concept (static,situs, behavioral ) 
3- idantify probable buyer segment of aggregate markat; 

recall buyer/user relationship 
4. construct rank-erder of attributes for seementa | 
5. aalect segment which best fits attributea of offering perceived 
6, merchandising decisions; the offering = product + price; 

. what is the value? ValuemBenefitstClost; subjective to segment 

B. Llinstration 
t, 25 year-old, 32 unit apartment building in CBD 
2, Space/time concepts: renovate; redevelop 
3. Hedevelop due ta physical obsolescence 
4, Alternative concapts: commercial, office or retail; 

residential, condominium or rental, family or single 
5. Identify attributes of site/strucoture concept 
6. Select segment which fits rank-order of attributes; highest 

value segment 
1, Refine concept through research, aa needed 
8. Produce and present offering; monitor success, faedback 

merchandising 

G, Use in Search of Site/Structure 
1. aware of opportunity; aggregate data, market feedback 
2. delineate segments; breakdown to merchandising target 
je identify selection criteria of target market; rank-order 
4. search for suitable spaca/time concept 

(define situs and dynamic needs, then: interface with product 
5. present offering, moniter and feedback
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D. Illustration of Use Search 

1. Aware of demand; Questions to Answer 
Oscar Mayer anmmounces hiring of 1,000 new employees 
- determine how many employed from existing supply 

of unemployed; say 250. 

2. Define and Delineate Segmenta: Method 
Oo, use reverse directory/City Directory to determins where 

people work who live around Oscar Mayer in apartments 
bh. survey those apartment residents ta profile, datermine 

product/price needs | 
c. determine nature of the Oscar Meyer employee; 

look at present, assume certain degree of homogeneity} 
40% live in houses, 60% apartments; 75% married, 25% 
single of those in apartmenta; married apartment 
yesidents have 75% no children, 20% one child, 5% two 
plus; pay $175-200/month rent in 1974, 

d, Select site; design with pre-architectural program 
unit mix, size, amentities, price range etc. 

KE, Other axamplea of Use search; the role af observation and 
primary research. 

Le a@bserve no vacancy in one-bedroom apartments in CBD 
2, review survey by City Planning showing buildt-up, stable 

demand, 
3. observe construction activity by sector; by type of revenue 

unit. 
4, monitor rental advertiaing in newapaper; free rent, trips etc, 
S. look at turnover in ownership or businesses; Stata Street. 
6. seek to identify dissatisfaction of users by survey, 

F, Other Methods to Segment non-residential 

1, survey sompetition, note nature of tenants' business 
2. apot license numbers 
3, get trade publication mailing liat 
4, charge account cuatomers 
5. survey cuatomers of uses which would be supportive of concept



Urban Land 550 
Lecture Outline #6 

|. Any cash cycle begins with a customer who has a certain number of dollars 
to spend, 

A. The home buyer 

B. The residential or commerctal tenant 

C. The industrial owner-tenant 

lf. Refer to housing cost calculator matrix. 

A-D. Matrix 

FE. Limits on family housing costs including utilities, etc. 

1. FHA low income family tenants - 25% of adjusted income 
Z. Low tncome owners - 20% 
3. Lender rule home should not exceed 2 x regular disposable income 
4. Average value is 1.5 x income 

F. Effective demand is a function of: 

}. Downpayment | 
2. Borrowing power and monthly cost 
3. Definition of disposable income 

G. Housing matrix suggests that real estate market [Is many Jittle micro- 
markets with different combinations of consumer preferences and needs. 

fll. Tenant ts borrowing use of a capital asset. 

A. With some obvious exceptions tenant is a tenant by choice. 

B. Cost of mobility, flexibility and total care services is high. 

C. Tenant can find infinite variety of trade-offs but there is a 
pattern of market segmentation. 

IV. Lacation decision of a manufacturing firm involves qualitative constraints 
and eventually a return on investment to consider location or relocation 
alternatives. 

A. One criterton ts net Income/total capital or equity capital at each 
alternative site. 

B. Net income is a function of: 

1. Sales 
2. Cost of raw materials 
3 - Cost of distribution 
4. Cast of labor 
5. Cost of occupancy 
6. Cost of management
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Outline #6 

C. Total capital at alternative locations may be affected by: 

]. Cost of maney 
2. Scrap value of plant abandoned 
3. Cost of new site (net of subsidy) | 
4. Cost of new plant and equipment (net of subsidy) 
5. Cost of retraining (net of subsidy) 
6. Impact of additional financing cost considering the subsfdy. 

BD. Highest rate of return {1s chosen, 

E. Alternatives are first narrowed down by technical or qualitative 
criteria. 

F. Value of stte varies differently with marginal cost marginal revenue 

charactertstics of user. 

1. Sellers can only guess at effective demand. 
2. Buyers very secretive on formula by which they make decision. 
3. Real estate is therefore the last great camel bazaar. 

G. Monday we will look at an Investment formula which is more precise 
than buy low, sell high.



Lecture 46 Outline 

Intro to Rea! Estate !nvestment Analysis 

!. Intellectual hostility to the city fs contradicted by urban expansion. 

A, ts there no choice, or do people see life better in the cities? 

B. Urbanization and growth of economic product are highly correlated. 

C. Four abstract levels of clustering (see attached diagram) 

| D. Scattering versus some cluster leads to a net social product gain 

from cluster even where land is a free good, 

E. The concept of dense cluster results from removing the assumption 
of land as a free good since lower density communities wil! have 
higher aggregate transportation costs. 

F. The ofdered dense cluster results when density differences are used 
to weight transportation advantages which is translated into land 
price. ‘ 

G. Social product of clustering reflects trade off between cost of 
transportation output and net useful output. 

H. Clustering also permits {nternal of externa! economics of scale. 

1. Internal economies are realized by increased specialization 
and reduced distribution costs. 

2. External economies are the result of the increased logistical 
Support from agglomeration. 

3. Consumer satisfaction is increased by diversity of choice 
from clustering. 

| |. Clustering increases communication which fosters Innovation and 
reduces error and duplication. 

lt. To put last three lectures in perspective it is first useful to recall 
that there are two basic real estate decisions situations: 

A. A site and structure in search of a use for which there is effective 
demand. 

B. An effective demand in search of the best combination of site 
features and structural attributes. 

C. Effective demand means that there are uses which can pay the costs 
of the space-time unit desired, 

D. Because tastes and requirements differ so greatly there is no 
Single real estate market. Instead there are hundreds of sub-sets 
in small user groups each seeking a special set of site attributes 

and prices.



Business 550 

Risk Management Lecture Notes 

Concepts for Basic Financial Analysis of Real Estate 

I. Risk - variance between assumptions and realizations, or between proforma 
budgets and historical accounting record. 

a, static risks - those contingencies which only cause a loss 
b. dynamic risks 

¢. explicit assumptions 

d. implicit conditions 

II. Risk management is the control of variance due to contingencies which upset 

assumptions and conditions of the budget plan. 

a. priority of risk management objectives: 
1, preservation of existing net worth 

©, realization of future income expectations 

b. functional steps to risk management: 

1. identification of significant sources of variance (sensitivity study) 
e. identification of alternative risk management methods available 
3. selection of a risk management method 
L, monitoring cost effectiveness of risk management procedure 

c. alternative risk management methods include: 

1, avoidance 

2. Shift by insurance contract 

53. shift by private contract 

4. limited liability 

5. hedge 
6. improve forecasting through better data collectian and analysis 

Til. Heuristic models Identify one set of projections which follow from a 

Single set of assumptions, assuming conditions of certainty 

a, capacity for variance indicates vulnerability to surprise 
b., percent of equity recovered (payback) as a cumulative ratio to 

Original cash-investment 

ec. default ratio - cash break even point as a ratio of gross potential rent 

d. net income as a percent of market price is the reciprocal of the 

price-earnings ratio



Urban Land 550 
Lecture Outline #6 

CONSTRAINTS ON THE REAL ESTATE CONSUMER 

{. Each establishment which needs a location and shelter has a series of 
constraints Imposed on its cholce or set of alternative courses of action. 
Many of these constraints are personal or technical but often they constraints 
boi? down to the question of money and some basic value judgements about 
location, density, BRAS TEMENEZEX and quality. A.To fllustrate the basic 
constraints within *£k# a cash constraint we want to look at the household 
as an owner, as a tenant, and then at the business firm as an owner and 

tenant. 

B. For the household the defBision to rent or buy may involve value 
Judgements about mobility and fixed cost vs. roots azn and equity 
investment. 

C. For the business we will assume the classic arguments of opportunity 
costs and liquidity in the buy-lease decision. 

ll. A housing cost calculator was developed by Stanford Univ. some years ago 
to indicate the order of magnitude of monthly cost differentials or 
different types and sizes of dwelling units. The original concept was 
to create a national housing corporation which would allow you to move 
about the country while retaining your stasusxand eligibility for a 
housing unit and status as a tenant, a tenant with option to buy, or as 
an owner of scattered sites with maintenance provided by the local branch 
of the national corporation. 

A. Stze and quality of the improvements is [ndicated across the top of 
the chart ranging from one to five bedrooms. 

B., Location and density are indicated on the left hand margin. The 
improved cost per acre ranges from $20 to $100,000 and that divided 
by the density provides the land cost per unit. 

C. Building types range from detached single family to moderate-rise 
elevator apartments. 

D. At the bottom of the chart is an explanatian of ttems tncluded in 
arriving at an annual cost of 12% of total land and improvement costs. 
Note interest cast was 5%--today it is 9% so you might add &4% 322 
to monthly cost just because interest costs have risen and there is 
nothing which can be built for $6 or & $9 a sq. Ft. and $20,000 land 

_ sper acre_Isn't available either. —. ~~ — ~~ ln 
NOTE: THE tlIONTHLY COST OF HOUSING » .O1[Cost of Building (size x quality) + Cost of Land (Lacation/density)] with... 

CKAWHPLE SIZE ranging from 800 sq ft for a one bedroom apartment to 2,400 sq Ft for a detached home 

A 1,000 sq ft, TYPE ranging from 4 units per acre for detached homes to 20 per acre for elevator apartments 

three bedroom LOCATION ranging from $20,000 per acre to $100,000 per acre for land with community services 
{12 te the acre) QUALITY ranging from a $6 per sq ft to an $18 per sq ft in-place cost of building construction 

row house of $12. Annual cost of HONEY*I Invested in the building and in LAND* calculated at 5 percent per year 

tes sq ft quality Annual cost of BUILDING* maintenance and UTILITY" services calaulated at 4 percent per year 

en $60,000 per Annual cost of COMHUN|TY* taxes, insurance, and NANAGEMENT* calculated at 3 percent per year 
acre land costs monthly cost is | pereent of total value or one twelfth of an annual cost of 12 percent per year 

Variations in any of the SIX INGREDIENTS (*) af housing that change the annual total by 1.00 perce 

[s2haso| (ike MONEY from 5% to 6%) result in a corresponding charge in monthly cost of 8.33 percent. 

The above figures include the same Interest rate on both equity and mortgage money Investec In 
the property but no amortization, Life-time maintenance and planned replacement of building 
components precludes obsolescence, thus climinating depreciation of the property.
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E. There are a variety of rules of thumb about how much a family should 
spend on housing. TheFHA says low income families should spend 
po more than 25% of income on rental housing or 20% on single family 
plus utility. They are talking an adjusted income which reflects 
disposable income and we will look at their formulas later in the 
semester. 

1, Lenders often state that the price of the home should not exceed 
twice the family tncome and then provide various definitions 
of income which may discount or ignore the wife's income, or 
not include car payments and income deductions on a check-off 
system, or use average income for self employed professional, 
etc. 

F, The important point to remember is that effective demand for housing 
depends on savings available for a downpayment and income which will 
meet the lenders criteria for a loan and a loan balance no higher 
than you can carry with the debt service consistent with the lenders 
definitton of your income. 

i, Once the consumer has a definition of dollars available for 
housing there are a wide number of alternatives which you can 
choose for the matrix we had looked at this morning could be 
further be refined in terms of new or old, urban, suburban and 
rural, contemporary or traditional in style and so on. 

2. As a result there is no such thing as a single housing market but 
rather there is a complex set of micro-markets for which tt 
is necessary to design a consumer profile with much detatl 
to both thelr effective means and thelr priorities in terms of 
al] the trade-offs which they could make. The real estate 
industry is obly now beginning to do the detailed market research 
which has characterized many other {ndustrtes. 

G. Since the cash cycle of any real estate enterprise begins with a 
consumer expenditure, tn this case, for housing, a major technical 
problem becomes the forecasting of the price and unit mix of a real 
estate Marketing program. 

\}i. The tenant in a real estate project is borrowing the use of a capital 
asset, an apartment, an office building, a store, or what have you. 
The student is given the key to a $15,000 apartment unit so it is not 
surprising that there is some tension on both sides of the transaction 
when you consider the reluctance you would have to turn over the car keys 
to your $3,000 automobile to a virtual stranger. 

A. Since 95 and 100% loan can be available, a tenant is Jenerally a 

tenant by choice. He has placed a high priority on having freedom 
to move, fixed costs for a specific period of occupancy , anda 
provision of services to some degree that he might otherwise have 
provided for himself. 

B. The cost of mobility or flexibility is high: 

1. A motel room for the night with a high level of service amenities 
may be $20,00 or $600.00 a month. 

2. A motel room by the month might be $12 a day or $360 a month. 
3, An efficiency apartment for 9 months may be $150 a month so there 

is no need to sublease during the summer and you're expected to 
make your own bed, do your own cleaning, take out your own garbage, etc.
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4. Signing a year lease may bring the cost to $130 per month 
but note that the savings have come at the cost of considerable 
mobility and increased responsibility to provide ones own 
domestic services. Gross rents do represent a fixed cost no 
matter what happens to raal estate taxes or maintenance, etc. 

C. The prospective tenant could look for an infinite variety in terms 
of trade-offs between full service and self help (rental bungalow 
versus recreation community), between mobility (no lease versus § year 
contract) or pooling of group costs versus direct user charges 
(gross rent versus meters for all utilities and services). 

D. The business tenant may also be looking for a variety of trade-offs 
to house his activities. 

1. Cheap cubage versus locational linkage (warehous location versus 
display location) 

2. Customer appeal and impression versus employee convenience and 
efficiency (A. 0. Smith) 

3. Financing decision (lease or buy arguments) 

E. The matrix of tenant alternatives is even more complex than that of 
residential. 

IV. The location decision for a manufacturing firm may involve a variety of 
considerations to measure the true cost or the amount of money which it 
may pay to buy or rent. 

A. One decision criterfa will be net income divided by total invested 
capital or equity capital. 

B. The net income will be a functton of how the location will affect: 

1. Sales 
2. Cost of raw materials 
3. Cost of distribution 

4. Cost of labor 
5. Cost of occupancy 
6. Cost of management 

C, The total capital and alternative locations may be affected by: 

1. Cost of moving 
2. Scrap value of plant abandoned 
3. Cost of new site (net of subsidy) 
4. Cost of new plant and equipment (net of subsidy) 
5. Cost of retraining (net of subsidy) 
6. Impact of additional financing cost considering the subsidy. 

D. Whichever location results is the best income to capital used to the 
preferred location, 

E. Of course the alternatives to be studied will] first be narrowed down 
by a set of screens or criteria on the technical requirements or 
living environments of alternative communities and neighborhood,
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F, Each commercial enterprise will significantly differ marginal revenue 
and cost which a seller can only guess at. Thus a filling station 
might be willing to pay $100,000 for a filling station site which is 
worth only $40,000 to somebody else because internal economics of scale. 

1. The seller may never know how much his buyer might have been 
willing to pay. 

2. Buyers may never wish to reveal the precise formula by which they 
are making their decision. 

3. Thus real estate is the last of the great came] bazaars where 
value js determined by negotiation ability and careful intelligence 
gathering of information,there fs often a great disparity between 
asking price and the actual transaction price. 

G. Our first task will be to look at cash cycle approach to real estate 
investment as a decision tool for investors which is more precise 
than buy flow, sell high.
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PROBLEMS OF RISK AND YIELD FOR REAL ESTATE INVESTMENT 

|. Measuring yield - risk - problems in definition and viewpoint 

A. The question of yield 
1. Definition of dollar benefits - which profit centers and which line 

on the P & L? 

2. Definition of equity ~ net historical cash or tiquidating value 
3. Should ratio be average (retrospective) or marginal (prospective)? 
4. Present value or internal rate of return or modified internal rate 

B. The question of Risk and Risk Management. Facts of fixed dollar 
investments must be replaced by assumptions in real estate made 
under conditions of uncertainty. 
1. Risk Is the vartance which could occur to these assumptions, a 

variance measured as the probable difference between expectations 
and realizations. 

2. First priority of risk management - conservation of existing net 
worth and good will. 

3. Second priority is to reduce variance and future expectations. 
4, Static risks can only cause a loss and are external to organization 

while dynamic risks reflect entrepreneurial ability and could produce 
| a profit or a loss. ' 

5. Tools of risk management: 
a. Adequate information about costs 
b. Adequate information about consumers 
c. Shift of variance by contract 
d. Scheduling to provide liquidity and holding power 
e. Incentive contract for entrepreneurlal execution of plan 

lf. Some initial measurements of the risk characteristics are useful in 
dimensioning the business and financial risk of the project. 

A. After tax cash recovered - cash equity ratio (payback) = 

Accumulated spendable cash after taxes + accumulated tax 

on other income 

Cash Equity required _ 

B. Default ratio = 
Operating Exp. + R.E. Taxes + Prin. & Interest on Mtge. + Working 

Cap. Loan Prin. Repayment _ 
Gross Income 

C. Net Income - cost to acquire ratio 
Net income 

Market Value for the same period 

D. Prospective yleld is measured by one of four standards. 

}. Current period return on Net Worth before taxes= 
Cash Throw-off + Change in Net Worth 

Net Worth at End of Previous Year
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Z. Current period return on net worth after taxes = 
Spendable cash + tax savings on other income + 

(change in net worth - change In cap. gains tax) 
Net worth at the end of previous year less capital gains 

tax of previous year 
3. Cash Return on original cash equity before taxes = 

Cash throw-off 
Total initial investment less Inittal Mortgage Debt 

(This is adjusted for staged projects) 
4. Cash Return on original equity cash after taxes = 

(This is adjusted for staged projects) 
Spendable Cash after taxes = Tax savings on other income 

Total initial investment cost less initial mtqe. debt 

E. The assumption relative to resale price Is handled differently 
by many investors. 
1. One appraisal method tests value at alternative resale prices 
2. Insurance company equity departments assume 100% decline 

in 50 or 60 years 
3. Resale price should be reduced by transaction costs 
4, Others count spendable cash at 100%, equity build up at 

50%, and appreciation at 252. 

fll. The 3 last lines of mini-mod present alternative measures of retrospective 
yield. The appraisal fraternity emphasizes present value concepts while 
the financial fraternity relates to internal rate of return. 

A. Present value of project before taxes = 
Original mortgage balance + PV of received stream of cash throw-off 
+ PV of net worth if sold at end of year indicated by column number. 

B. Present value of project after taxes = 
Original mortgage balance + present value of received stream of 
spendable cash after taxes + PV of recelved tax savings on other 
Income + PV of (net worth less capital gains tax) If sold at end 

of year indicated by column number. 

C. The internal rate when applied to reai estate has 2 problems, the 
opportunity cost of capital [Issue and the computational problem 
of the non-conventional investment. 
]. Low equities in real estate mean high rates of return but projects 

are discreet and separated in time. Temporary reinvestment occurs 
at a low rate whil opportunity costs for real estate investors 
with risk preference are volatile. These elements conflict with 
assumption of IRR of reinvestment at the discount rate. 

2, IRR equation has as many routes as there are a change in direction 
from net outlays to net receipts. 
a. Conventional investment has one or more outlays followed by 

one of more recefpts. 
b. Non-conventional investment has one or more outlays inter~- 

sperced with one or more receipts - hence, multiple routes for IRR
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D. Modified internal rate in mini-mod converts non-conventional investment 
to the conventional and permits setting of an opportunity cost - rein- 
vestment rate different from the IRR rate. 
1. The modified JRR is the rate which equates present value of the 

outlays and the future compound value of receipts. 
2. There is theoretical difference of opinion as to whether receipts 

should be compounded. 
3. Computer computation involves the use of logs and so a negative 

equity means a negative tog and rejection of the run by the computer. 
4, The modified IRR rate equals Exp (¥) - 1 

Y = [Log (X) - LOG (Original Itnvestment) ]/h 
S IT N [(Spendable Cash After Taxes + Tax Savings) * (1. + Cost 

& of Equity Cap)N-1] 

E. Yield will be highly sensitive to the amount and timing of equity 
capital investment. 
1. An increase in cost financed with mortgage increases of interest 

and principal payments reduces cash throw-off over many years 
and may reduce equity yield slightly. 

2. An increase in cost which requires additional equity immediately 
and drastically reduces yield because the leaverage {is reduced, 

3. Two strategies follow from this fact and the present value of 
money. You make your money when you buy, not when you hope to 
sell well. 

4h, Yield is very sensitive to cost to acquire and price negotiations 
when it means additional equity money for the investor and 
relatively insensitive to price when the additional price can be 
financed at favorable rates for long term.
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Yield and Risk Analysts in Real Estate 

|. A cash flow forecast for real estate produces so many different numbers, 
some basic approach for analysis is Important, particularly an approach 
which is relevant to alternative strategies and tactics. | 
A. The basic elements of financial analysis or format are useful to 

review without adding the embroidery of profit centers, finance 
packages or taxes. These are: 

]. Timeline 
2. Cash outlays 
3. Cash receipts 
4. Measures of yield 
5. Measures of risk 

B. In measuring yéeld there are a number of problems in establishing 
definitions and a viewpoint. There Is no one measure of yield 
or one correct approach. {It must be regarded as a decision tool 
and whichever tool works best for a particular investor is the 
right one. (10% ain't a bad margin) Among the problems we'll cover 
today are: 
1. Definttton of a return - is it net tncome as the Finance Dept. 

would claim, cash throwoff as the appraisors claim, spendable 
cash after taxes or should there be some adjustment for equity 
build-up ? 

2. Definition of equity Investment as original cash, unrecovered 
cash balancd, liquidating value at end of previous or an average 
carefully defined standard? 

3. The ratio of returns to equity may be retrospective ar prospect- 
lve - f.e., andaverage rate for the entire timeline of the 
investment or the marginal rate for one year at a time. 

4, A major argument today is the need to modify Internal rate of 
return for real estate equity to reflect the opportunity cost 
of money and possibly the reinvestment rate. 

C. When investing in a bond all the necessary assumptions are provided 
by the contract or the transaction. There's a coupon rate, a purchase 
price, a par value, and a maturity date. The possibility of prepay- 
ment is covered by a cal! feature. In real estate all these assump- 
tions are provided byuthe development. AI] those numbers In a cash 
flow seem like hard numbers but many are subject to variance. 
1. Risk is the variance which could occur to the various assumptions 

on cost to acquire, operating results, and resale and therefore 
some way is needed to qualify the ratios of yteld antictpated by 
conditions of uncertainty. Risk is a variance between our assump~ 
tions or expectations and our realiaations. 

2, The highest priority of the risk manager is to conserve our 
existing assets and net worth, to minimize lass to existing assets 
including our credibility with those invelved in the operation. 

3. The second priority is to reduce the uncertainty of future ex- 
pectations. 

4h, The risk manager is concerned with both static risks ~ those 
contingencies which could only cause a joss, and dynamic risks 
those entreprenerial matters which can produce qa profit or ltoss. 

5. The techniques of risk management include: 
a. adequate information and planning for cost control 
b. adequate information about the number, the means, and motlva- 

tion of consumers.



c. shift of unforeeeaable variance by contract 
d. scheduling of financial plans to provide liquidity and 

holding power 
@. incentive contracts for management to penalize or reward 

achievement in reaching assumptions as to cost and revenue 
ll, Reference to the minimod output will provide demonstration of the vartous 

ratios. 
A. After tax cash revovered - cash equity ratio (payback) = 

Accumulated spendable cash after taxes + acumulated tax savings 
on other income 

Cash equity required 
8B. Default ratio = 

Operating Exp. + R.E. Taxes + Prin. & Interest on Mtge. + Working 

Cap. Loan Prin. Repayment 
: Gross Income 

C. Net Income - markoe AAS *ratio 
Net Income 

Market Value for the same period 
D, Prospective yfeld is measured by one of four standards. 

}. Current period return on Net Worth before taxes = 

Cash Throw-off + Change In Net Worth 
Net Worth at End of Previous Year 

2. Current period #eturn on net worth after taxes = 
Spendable cash + tax savings on other income + 
(change In net worth - change in cap. gains tax) 
Net worth at the end of previous year fees capital gains tax of 

previous year 
3. Cash Return on original cash equity before taxes = 

Cash throw-off _. 
Total initial Investment less Initial Martgage Debt 

(This is adjusted for staged projects) 
4, Cash Return on original equity cash after taxes = 

(This is adjusted for staged projects) 

Spendable Cash after taxes + Tax savings on other income 
Total initial investment cost less initial mtge. debt 

E. Other real estate investment models may discount the paper profit 
of equity bufld-up or appreciation, I{nsurance companies assume 
the value of improvements to decline 100% in fifty or sixty years. 
Resale price should be reduced by transaction costs, which are as 
much as 6%, 

F. Many conservative investors just consider spendable cash after taxes 
and tax savings to other income 

ui&. The last three I{nes of minImod analyze retrospective yield. 
A. Present value of project before taxes = 

Original mortgage balance + PV of received stream of cash throw-off 
+ PY of net worth if sold at end of year indicated by column number. 

@: Present value of project after taxes * 
Original mortgage balance + present value of received stream of 
spendable cash after taxes + PV of received tax savings on other 
income + PV of (net worth less capital gains tax) if sold at end 
of year Indicated by column number.



Cy. While the appraisal fraternity thinks in terms of present value 
the financtal fraternity thinks In terms of Internal rate of return. 
The internal rate applied to real estate has two problems, the 
opportunity cost of capital and the problem of the nonconventional 
Investment. 
1. Low equities can mean high yields and without continual reinvest- 

ment since projects are discrete and separated in time, temporary 
reainvestiment is necessary. Real estate investors are risk 
preference Investors so opportunity costs may be high, too. Both 
these facts conflict with the internal rate assumption of reinvest- 
ment at the same rate at IRR. 

2. A conventional [nvestment has one of more outlays followed by one 
or more returns. Many real estate [nvestments involve a seriesof 
outlays interspersed with a series of receipts. This situation 
provides as many roots to the IRR equation as there are changes in 
direction so a modified internal rate maybe more appropriate. 

3. In minimod the modified rate Is determined by discounting outlays 
by the opportunity cost and compounding receipts by the reinvest- 
ment rate. Then the IRR is computed which equates the present 
value of the outlays and the futre value of receipts. The formula 
involves the use of logs and so a negative equity cannot be cal- 

culated for minimod. 
4. The modified IRR rate equals Exp (Y) - 1 

You PT LOG (Original Investment) /H " 
Xs (Spendable Cash Aft Taxes + Tax Savings)*(1. + Cost 
Le of Equity cap) 1-1 | 

5. lt is important to note that yield will be highly sensitive 

to how soon equity captial must be invested and relative changes 

in equity. An increase in cost which can Be financed with the 

mortgage Increases Interest and principal payments and decreases 

cash throwoff over many years. However an increase in cost whicn 

requires additional equity hits the leverage factor immediately 
and drastically reduces yteld. 

6. Two corollaries fodélow from this fact: 
a, You make your money when you buy, not when you sell. 

b. Yield is very sensitive to price negotlation when it means 

additional equity and relatively Insensitive to price when 

additional price can be financed for the mortgage on longterms 

at favorable rates.
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Real Estate Risk Management 

|. As you begin to struggle with cash flow forecasting tt should be very 
apparent that as an Investor all you buy [s a set of financial assumptions 
about the future, about the:interaction of the project with users, the 
infrastructure, and management. Stocks and bonds are risky too, fn both 

a general market system and individually but real estate does not depend 

primarily on random walk methods of risk management through diversification. 

Real estate management is the control of risk. 

A. Risk ts the variance between assumptions and realization, between 
proforma budgets and actual P&L statements. 

B. Risk management jis the control of variance, a reduction of financial 
upset and tnsolvency in terms of frequency and severity as the result 
of surprise or unpredictable obligation. 

C. A real estate enterprise faces a great variety of risk types but 
they can be basically divided as follows: 

1. Static risks = external, sudden, and generally destructive 
such as fire, death, earthquake and which can only cause a loss 

of resources by surprise to upset a plan. 
2. Dynamic risks ~ partlally controllable, Internal occurrances 

over time which can produce a profit or a loss depending on 
management finesse and forecasting ability. 

D. Most static risks can be controlled by insurance while many dynamic ri 
risks can be minimized through management. Dynamic risks facing the 
real estate investor would tnclude: 

| 1. Non-systematic business risks (those inherent in the management 

and marketing of the property). 
2. Systematic business risk (those inherent in the level of general 

economic activity). 
3. Financial risk (adequach of cash avatlable for debt service on | 

| time each period and in the aggregate in the event of foreclosure). 
4h, The interest risk (the possibility that interest rates will rise 

relative to contract mortgage rate, transferring value from lender 
to borrower). 

5. Liquidity risk (the rise in Interest rates will depress resale 
price of the mortgage so that if lender needs cash, he must sell 
mortgage investment at a loss). 

6. Inflation risks (loss of purchasing power of dollars which remain 
invested in outstanding balance). 

7. Creditor risks (redefinition of remedies in the event of non-payment 
by statutory of judicial actions or innovative legal gambits). 

E. Risk management has two objectives 

]. First priority - conservation of existing enterprise assets 

despite surprise events. 

2. Second priority - realization of budgeted expectations of income 
despite surprise events. 

3. [It is both a philosophy of inquiry in terms of validating assumptions 
or a management process of attempting to answer sytematically the 
"What if...'' quastions.
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F. The alternative methods for controlling vartance, avoiding loss, 

which everyone subconsctously uses, include: 

I. Eltminating risk exposure . 

2. Reducing the frequency or severity of loss (fire proof construction 
versus sprinklers or diversification or lower Joan to value ratios). 

3. Combine risk exposure to improve predictability ~- scale of 
operations, research. 

4, Shift risk by contract (sub-contracting, escalator clauses, 

variable rate mortgages. 

5. Shift the risk by insurance contract 
6. Limit maximum loss (corporate shell, limited partnership, 

exculpatory clause) 
7. Hedging (options, contingent sales, sale and leaseback, 

Change in conditions clause) 

ll. A real estate project becomes a complex web of contractual arrangements 
which adjust and allocates the risk among all the parties of interest 

more or less in proportion to their vested interests and the benefits. 
Different parties are making different assumptions about the future and 

therefore approach their risk management plan differently. 

A. A land lease tied to the cost of capital for a savings and loan. 

B. Consider a mortgage closing: 

1. Tittle 
Survey 

Construction contract 

Mechanics liens 

Property and lIfability insurance 
Mortgage guaranty insurance 

C. Control of dynamic risks with posttiive, negative, and bailout incentives 

(pleasure pain and bailout principle) 

D. The percentage lease - base rent to protect the landlord, overage rent, 

to reduce the tenants financtal risks. 

E. Shared appreciation mortgage - protect the borrower against high 
interest rates and a high default point - protect the tender against 
devaluation due to continued inflationary pressure on jnterest rates. 

F. Physical design for flexibility of future use,capacity for the 100 

year storm. 

G. Public regulation is intended to ellmfnate the worst of land layout, 
construction technique, or other variance from the public land use plan 
with sanctions to control] small levels of variance. 

fil. Cash flow forecasting is not important in itself but as a base for 
developing risk measures, including: 

1}. Default ratio, payback ratios, debt cover ratios, etc. 

2. Sensitivity studies as to capacity for errors in the basic assumption 
3. Identification of revenue and cost elements to be controlled and 

. defined by contract 
4. Development of risk/yield payoff matrices for the decision maker
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Operating Revenue - Expense Determination 

1. Some basic patterns or concepts of relationships between values or 
budgets and income or cash flows. 

A. Purchase Value = PY of payments to lender + PV of cash stream to 
equity investment + PV of reversion or salvage value to fee owner. 

B. The reversible equation - if seller names the price, then buyer may 
name the terms. 

C. Qne approach to financial feasibitity [tgnoring income tax: 
1. Front door approach: 

Total project cost = mortgage balance + equity capital 
Cash dividend on equity + debt service = net income 
Net Income + expenses + real estate tax + vacancy = required gross receipts 
Required gross receipts/space units = rental price/unit 

2, Back door approach: 
Gross rents - vacancy + expenses = net income available for 

debt service + equity dividends 
Gross rents X desired default point = maximum expenses and outlays 
Break even cash - expenses = income available for debt service 
Income available for debt service / $1,000/year of loan debt 

service = maximum loan 
Maximum loan + equity capital to be committed = total project budget 

ll. Assuming for the moment the real estate investor's only profit center 

is In the net income line or below, cash Flow analysis begins with 

productivity analysis. 

A, Productivity analysis is concerned with the attributes or features of 
the space-time product which prospective users or Investors convert 

Into expectations of future flows of services or dollar return; it 
is these expectations which are the basis of bids and offers in the market. 

BE. Services expected by a tenant are translated into the rent he is able 
or willing to pay. 

C. To understand the problem of translating the space-time product to 
money, tt may be useful to: 
1]. Correctly describe the space-time product, such as apartment per 

semester, clinic per year, motel room per night, GLA, front foot, 
building site, access to an opportunity. 

2. Identify who really signs the check or the lease. 
3. Determine devices for creating a prospect list. 

0. Definition of amenities and services or features of space~time unit. 
]. the competitive standard 
2. the competitive edge 

F. Converting potential space-time to potential money-time (je. gross 

revenue). 
1. Gross revenue equals number of time units X rent per unit of time 

X units per year.
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For example: 12 apartment units x 12 months = 144 unit months 
x 150 per month = potential gross rent 

100 motel rooms x 360 days = 36,000 room nights space-time 

2. The vacancy rate Is also determined in terms of space-time units. 
For example: If it was assumed that 1/2 of the aprtments would 
turn over ta new tenants each year and itt would take one month to 
make the transfer, then: 

12 apartments x .5 turn over x 1 would = 6 unit months of vacancy x 
150 would = a $900 vacancy loss 

3. Vacancy may include at least four elements, including: 
a. Hormal vacancy turn over rate 
b. Seasonal rent adjustments or concessions (unit months at seasonal 
c. Collection losses (loss per unit month) price cut) 
d. Franchise fees, deposit returns, sales taxes, etc, 

4, Details provide a gross rent schedule 
F. The gross potential rent less the vacancy adjustment = effective gross 

rental ftncomee 

ltl. There are 2 viewpoints for revenue and expenses - productivity as econ- 
omic surplus or productivity in terms of hard cash. 

A. Economic viewpoint that of the appraiser over Jong term of 10 to 40 
years. 

1. Economic rents rather than actual cash rents and average expenses 
smooth over projection period, all in constant dollars. 

2. Expenses include a non-cash item called reserve for replacement 
for special componamts in the structure & like roof or boiler 
which may be replaced before the end of the forecast period. 

B. Cash cycle analysts make projections for each year and sometimes by 
quarters as plan becomes refined. Short term forecast fs for 5 or 
10 years at most. Cash rents are the basis and cash expenses can 
be classifled into 4 basic outlays further subdivided by account to 
arrive at cash income available for debt serviee: 

1. Fixed expenses excluding real estate taxes 
2. Variable expenses 
3. Repairs and maintenance (which are deductible for income tax 

purposes) 
4. Replacements (items which must be capitalized and then depreciated 

for income tax purposes) 

C. Fixed expense Includes insurance, accounting, and legal. Variable 
expenses are costs which vary by occupancy or by season. 

D, Repairs and maintenance vs. scheduled replacements, 

E. Sources of expense datat 
1. (Best) Similar buildings managed by the same people 
2. Reltable trade sources such as: 

a. Dollars and Cents of Shopping Centers - ULI 
b. Office Building Managers and Owners Annual Report 
c, Apartment Building Owners and Managers Report 

3. Local property management firm with estimating manual
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F. Common denominators for expense comparisons 
1, Percentage of gross rent or effective gross 
2. Pennies per sq. ft. of total building area 
3. Penntes per sq. ft. of GLA (gross leaseable area) 
4. Per room or per guest (motels) 
5. Gross cubic footage (industrial) 

G. Expense projections can be subject to much variance and varaince in 
revenue and expense astimates is called Business Risk. 

I. Risk shifted by means of percentage rents or escalator clauses 
2. Percentage rent as a base rent as against a percent of tenants sales, 

whichever fs more. 
3. Escalator clauses shift In increase and expense above some base 

number to the tenant. 

H. Real estate taxes vary greatly across the country - Milwaukee 33% - 
Phoenix 122. 

IV. Cost of money as a demand on cash cycle varies greatly by time loan was 
made, type of property, location, ratio of joan to value, etc. 

A. Essential points are interest cost and rate at which loan must be 
repald. 

1. A7Z71/2% interest monthly payment loan to be repaid over 15 
years would cost $11.14 per year per thousand. 

2. The same Joan with a 25 year repayment would only cost $8.87 
per thousand. 

3. At today's rate of 10% the 25 year loan would cost $10.90 per 
thousand which means you could borrow about 19% iess money for 

the same debt service. 

8. For 15 year amortization at 10% the cost would be $12.90 per 
thousand. 

B. Credit crunch changes both cost and other selection criteria such as 
default point or preference for property type. 

C. Financtal risk reflects coverage of debt service commissions by net 
Income (debt cover ratio) or cash break even (default point) as a 
percent of gross cash flows.
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Lecture Outline #9 
Introduction to Real Estate Law 

[. The shift from an agricultural to a technological society is producing 
a corresponding shift In our definition of property rights. 

A. The status of a person receives increasing protection as job 

seniority, pension, rights to welfare, etc. have been advanced 

to the status of property which cannot be taken without due process. 

B. Great majority more dependent for economic well-being on status 

rights than rights in land. 

C. Greater awareness of the depndency of society as a whole on land 

as the source of life is producing a corresponding contraction of 

traditional Curopean and English doctrines of land rights. 

BD. To the American Indian the land was the ''mother of Tife''. The 
white man thought in terms of survey lines as a way of defining 

legal possession and control. Essentially panthesism versus an 

anthropocentric religion which demanded man exercise dominion 
over the earth and the lesser creatures. 

E. Only the environmental sciances have sensitized Americans to the 
inextricable interrelationshins of one parcel to another which 
fiow across artificial legal boundaries. 

F. Elements of law - space definition, time dimension, rights of use. 

G. The critical legal problem of real estate is to create a body of law 
which recognizes that land cannot be neatly divided into mine and yours. 

i}, dn the desperate, makeshift search for control of land use decislons 
real estate has already become the most regulated industry [fn the U.S, 

A. The mythology of private property gives the citizen a greater sense 

of independent action than he really has, 

1. Private rights of claim and access 

2. Public rights of claim and access 

3. Common rights of claim and access 

B. Claim rights ~ the rights of benefit 

C. Access rights - the rights to control decisions about use 

D. The constitution gives government: 

1. First claim on productivity (the real estate tax) 
2. First prerogative of decision making (the Police Power) 
3. Priority to recover private rights (eminent domain) for cash
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E. The concept of private property is therefore defined by what jis not 
public or common and it Is therefore shrinking. The semantics remain 
middle English common law but the substance of private property varies 
inversely with the growth of social interdependence. 

ltl, Much laudable legislation for environmental! control] has been blocked by 

the constitutional dichotomy between ''taking'' and ‘'regulating'’ property. 

A. A taking Is eminent domain and requires compensation. Regulation 

ls use of the police power and does not, even though fit causes 
great economic hardship. 

B. Distinction between these concepts is very complex because courts 
can apply the doctrine of de facto taking, where it feels economic 

hardship is unacceptable and thereby declare law unconstitutional. 

1. That possibility makes many environmental controls well beyond 
cash resources of government who must pay for taking. 

2. What is definition of value cash cost to acquire or present value 
of potential future expectations. . 

3. Must risk af eminent domain be compensated by payback of original 
cost or present value of future benefits? 

4. To what degree must society pay as though future benefits were 
certain rather than risky, what set of assumptions provides 
indemnity? 

S. Dilemma is clear - regulation may not be extensive enough to 
solve a land use problem ~- such as flood plain or reducing 
development potential from multi-family to single family in 
a water recharge area - but legislation forceful enough to do 
the job ts a taking and government may not have enough money 
to buy the flood plain of the Kickapoo or the coast of California. 

C. ‘$n about 60 years our law may have gone full circle. At one time 
government powers for land requlation were much broader and more 

powerful than today. Three cases may hint at this cycle: (the 

advanced student may wish ta read ''This Land Is Whose Land? Chan- 
ging Concepts of Land as Property,'' Prof. Donald Large, Wisconsin 

Law Review, Vol. 1973 #4). 

}. Hadacheck v. Sebastian was a drick yard outside of Los Angeles 
that was zoned out of existence by the city in 1919 although 

It was there long before the city. lo compensation was provided, 

apparently because the court thought its many profitable years 
had refunded the owners oriqinal money outlay, and ft suggested 

that as a matter of constituttonal law government could eliminate 

pre-existing non-conforming uses. 

2. United States Supreme Court in 1922 in Pennsylvania v. Mahon 
struck down a state law which forbade the mining of coal in 

Such a way as to cause the houses above to collapse. The court 

held in favor of future expectation. ‘‘What makes the right to 
mine coal valuable is that it can be exercised with profit. 
To make it commercially impracticable to mine certain coal has 
very nearly the same effect for constitutional purpose as 
appropriating or destroying it."
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3. However in Just v. Marinette County in 1972 in Wisconsin the 

court established a simple distinction between eminent domain 
and the police power. According to the Wisconsin Supreme Court 

a taking occurs when government restricts an individuals use 
of his land to secure an affirmative benefit for the public. 
Police power occurs when government only wishes toa preserve 

" the status quo or prevent an act of the land owner that may 
cause harm to the public. 

D, Further redefinition of what is private, public, or common interest 

in tand and who bears the cost of regulation and what is the bench- 

mark of indemnity will occupy the balance of our century in our courts. 
Nonetheless a quiet revolution in property is wel! along, perhaps 
further along than these on the left really understand. 

IV. Real estate law covers a variety of subjects from contracts to buy and 
sell, contracts to lease between landlord and tenant, contracts to lend, 

and degrees of tort between a]] persons and the land. The advocates of 
consumerism have won almost as many victories affecting the law of contract 
for real estate as environmentalists have won relative to jland use 

controls. 

A. Regulation of land use and buildings can be studied across a spectrum 

including: 

|. Private controls among users of a particular site 
2. Association of users with a common interest 
3. bLocal municipal zoning, building codes, subdiviston rules, etc. 
4, Metropolitan joint action 

5. REgtonal planning constraints 
G. State regulation, both direct and indirect 
7. Federal regulation, both direct and indirect 

B. For a jong time federal government delegated land use control 

to the states by default and states generally transferred its powers 

to municipalities at the very local jevel by enabling legislation. 

f. Result is political fragmentation and lack of coordination 

2. Financial tnterest within artificial boundaries bias local 

land use regulation 

3. States are reluctant or unable to recover powers 

4. Federal government interested in bribing states to carry out 
federal tand use policy by funding planning costs 

c. 
Thus our series of lectures wil] first trace regulation of land use 
on a site basis and local government basis to show where it falters. 
Then we']l look at the federal government ferment to see why it 
wants to shift land use policies to the state. Finally we'll look 
at the state level to see how legislatures are responding to the 
squeeze,
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Urban Land 559 

1. To date we have expanded the elements of real estate cash flow analysis 
to a point where some decision rules are necessary relative to yield and 

risk. 

A. Basic elements and their expansion are: 
1. Time line of project onset and liquidation 
2. Cash outlays 

a, Capital costs 
b, Operating expenses 
c. Debt repayment 
d. Tax payments 

3. Cash receipts 
a. Profit centers in construction 
b. Profit centers tn operation 
c, Operating revenues 
d, Financing proceeds 
e. Tax savings to other [Income 

4. Heasures of yield 
5. Measures of risk 

B. Measuring yleld - problems in definition and viewpoint 
lt. Definition of dollar benefits - which profit centers and whiah tine 

on the P & L? 
2. Definition of equity - net historical cash or liquidating value 

3. Should ratio be average (retrospective) or marginal (prospective)? 
4. Present value or internal rate of return or modified internal rate 

C. Facts of fixed dollar investments must be replaced by assumptions in 
real estate made under conditions of uncertainty. 
1. Risk ts the variance which could occur to these assumptions, a 

Variance measured as the probable difference between expectations and 
realizations. 

2, First priority of risk management - conservation of existing net 

worth and good will. 
3. Second priarity is to reduce variance and future expectations. 
4. Static risks can only cause a loss and are external to organization 

whftle dynamic risks reflect entrepreneurial ability and could produce 

a profit or a lass. 
5. Tools of risk management: 

a. Adequate information about costs 
b. Adequate information about consumers 
c. Shift of varfance by contract 
d. Scheduling to provide liquidity and holding power 
e, Incentive contract for entrepreneurial execution of plan 

it. Some inittal measurements of the risk characteristics are useful in dimensioning 

the business and financial risk of the project. 

A, After tax cash recovered - cash equity ratio (payback) = 
Accumulated spendable cash after taxes + accumulated tax savings on 

other income 
Cash equity required
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" Soerating EXP- + R.E. Taxes + Prin. & Interest on Ntge. + Working Cap. 

Loan Prin. Repayment 
Gross Income 

C. Net tncome - cost to acquire ratio 
Net Income 

Market Value for the same period 

0, Prospective yleld is measured by one of four standards. 
]. Current period return on Net Worth before taxes = 

Cash Throw-off + Change in Net Worth 
Net Worth at End St Previous Year 

2. Current period return on net worth after taxes = 
Spendable cash + tax savings on other income + 
(change in net worth - change in cap. gains tax) 
Net worth at the end of previous year less capital gains tax of 

previous year 
3. Cash Return on original cash equity before taxes = 

Cash throw-of f 
Total initial Investment less Initial Mortgage Debt 

(This is adjusted for staged projects) 
4. Cash Return on original equity cash after taxes = 

(This is adjusted for staged projects) 
Spendable Cash after taxes + Tax savings on other income 

Total initial investment cost Tess initial mtge. debt 

E, The assumption relative to resale price is handled differently by many 
investors. 
1}. One appraisal method tests value at alternative resale prices 
2. Insurance company equity departments assume 100% decline in 50 or 60 yrs. 
3. Resale price should be reduced by transaction costs 
4. Others count spendable cash at 1002, equity build up at 50%, and 

appreciation at 25%. 

lil. The 3 last lines of mini-mod present alternative measures of retrospective 
yleld. The appraisal fraternity emphasizes present value concepts while 
the financial fraternity relates to internal rate of return. 

A. Present value of project before taxes = 
Original mortgage balance + PV of received stream of cash throw-off 
+ PV of net worth if sold at end of year indicated by column number. 

B. Present value of project after taxes = 
Original mortgage balance + present value of received stream of 
spendable cash after taxes + PY of received tax savings on other income 
+ PV of (net worth less capital gains tax) ff sold at end of year 
Indicated by column number. 

C. The internal rate when applied to real estate has 2 problems, the 
Opportunity cost of capital issue and the computational problem of the 
non-conventional investment. 
1. Low equities in real estate mean high rates of return but projects 

are discreet and separated [n time. Temporary reinvestment occurs 
at a low rate while opportunity costs for real estate investors 
with risk preference are volatile. These elements conflict with 
assumption of IRR of reinvestment at the discount rate.
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2. IRR equation has as many routes as there are a change in direction 
from net outlays to net receipts. 
a. Conventional Investment has one or more outlays followed by 

one or more receipts. 
b. Non-conventional investment has one or more outlays intersperced 

with one or more receipts - hence, multiple routes for IRR. 

D. Modified internal rate in mini-mod converts non-conventional investment 
to the conventional and permits setting of an opportunity cost - reinvest- 
ment rate different from the IRR RATE. 
1. The modified IRR ts the rate which equates present value of the outlays 

and the future compaund value of receipts. 
2, There 1s theoretical difference of opinion as to whether receipts 

should be compounded. 

3. Computer computation Involves the use of logs and so a’ negative 
equity means a negative log and rejection of the run by the computer. 

4. The modified {RR rate equals Exp (¥) - | 
Y = (LOG a7 ~ LOG (Original Investment) /N 7 
S = t Spendable Cash Aft Taxes + Tax Savings) * (1. + Cost 
Sz of Equity Cap)N-1] 

E. Yield will be highly sensitive to the amount and timing of equity capltal 
Investment. 
1. An increase in cost flnanced with mortgage increases of interest and 

principal payments reduces cash throw off over many years and may 
reduce equity yield slightly. 

@. An increase in cost which requires additional equity immediately 
and drastically reduces yield because the leaverage is reduced. 

3. Two strategies follow from this fact and the present value of money. 
You make your money when you buy, not when you hope to sell well. 

4. Yield is very sensitive to cost to acquire and price negotiations 
when it means additional equity money for the investor and relatively 
insensitive to price when the additional price can be financed at 
favorable rates for long term.
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Lecture #° q 

t. Analysis of a specific site and improvements may lead to identification of 
appropriate uses because the patterns of static, linkage, law and dynamic 
attributes suggests the most probable users. : 

A. The critical questions are "who needs [t?'' and "can they afford it7"' 

l. Short term perspective - highly specialized 
2. Long term perspective for full capital recovery - full flexibility 

. B. Necessity of correctly Identifying space-time unit of demand 

_1. 7 motel = room per night 
2. Shoreline frontage or consumption of a weekend 
3- Office space - per doctor or per clinic 
4. Golliseum - ticket per game or event/day 

C. Heed to identify buyer vs. consumer 

1], Husband buys home chosen by wife 
2. Office branch located by corporate real estate manager 
3. Elderly housing bought by eitizen board 

fl. At this point it will now be useful to tie clustering concepts, economic base, 
market segmentation Inherent in site analysis al} together. 

A. The University in Madisan is a major component of the Madison economic 
base; a change in enrollment or location will have many impacts. an - 
difference land use patterns. Consider housing with the following 
tree diagram by consumer segment: 

2, UW ENROLLMENT 

faculty srugenes staff 

——_————— 
grad undergrad 

a  GVv—_—— ee 

women men couples couples women men 
t os | 

Consumer research eos ¢ 
single ; 

% dorm <—double | _vsingle 
% dorm —double | 

* co-op ! 
| _vcampus area - single - 1-2-3 persons % co-op 

% Apartment suburb | yrampus area 

% home w. parents commute . fad son 

% rental house“—— older neighborhood | ao near Camp: 
“new suburb % rental house <— old neighb 

: | , | new suburb 

4 farm house + farm house



EXHIBIT 2 

DEMAND FOR ELDERLY RESIDENTIAL CARE UNITS” 

Persons In County age 65 and over In 1370 . ' 2hygia 

Adjustment 1970°1974 to reflect the number of persons 
moving Into the &5¢ brackat and the appilcation af 

mortality rates by age and sex 245 

Estimated persons [n County age 65 and over [n 1974 22,1459 

Less persons 65+ presently tn nursing and residential 
esre facilities In County 1,792 

Less persons 65+ prasentiy in government subs!dized 
housing for the alderily 638 

2 430 
| Persons age §5¢ In the conventional housing markat In 

County In 197k 19,729 
Estimated number af persons financially qualiffed for and 
serfously {aterestad in moving into the proposed resi- 
dential care development 4 270 

Household equivalent (+ 1.519 persons ser household) 2,411 

Less estimated number who will not convert serious Interest 
Into any form af action (503} 1,406 

Lass the percantage who, while seriously Interested, said 
(before they heard the hypothesis) thac their next home 

would arobably be cucside Councy (13.33 from survey 
quest loennai ra) 187 

. Less those disquailfled because thefr current health 
4tatus necessitates care beyond the tcoce of servicas 

| to be provided In the residential care units (5.42 
(from survey) 76 

° 263 

Elderty households In Gounty qualiffed fer and seriously 
Interested in moving Inco the proposed devel coment 1,142 

Pius an allowance for those eldarly households coming : | 
frem outside County to enter the proposed develooment {10%} 127 

Elderty hauseholds qualified far and seriously interested 
In moving Into the proposed development 1,269 

Share of market opportunity area who stated in survey 
that for their next dwelling unit their first preference 
would be an apartment, im a sighrise, midrise, or garden 

building: 
Highrise or midrise 28.0% 
Garden ko, | 

rae 978 

waSS estimated numbers of households who might move Into 
competizcive develcoments availc-hlie supaiy of units 279 

Households that can be considares cand.wates for the 
proposed development 708 

That share af households who said they would be willing ta meve: 
Withio | year fram now = 15,64 - 310 households 
Within 2 years 31.2% = 226 " 
Within 5 years 53.4% = 378 " 

r0G ‘ 

A project of 100 units requires a capture rate of: 
91% for al - year absorption rate 
$02 for a 2 year “ “ 

: Wes for a 5 year " "
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fecture #10 — Users as Cash Cycle Enterprises 

{. The choice of location and building type for any particular user has 

profound and subtle influences on the Internal cash flows of the user. 

implicit in location or situs factors are a series of opportunities 
for revenue, Intangible satisfactions, as well as shifts in cost and 
benefits among the various parties. Keep in mind In each case who 
benefits and who pays since the consequences are not ail reflected jn 
the bank account or the asset position of each user. 

A. Consider a small manufacturer who can chapse between his current 
Site A in a northern city where he has operated for 25 years 
and Site B in a southern town, closer to raw materials but more 

distant from his market. The southern town will subsidize the 
cost of land and building to attract the firm as an additian to 
their economic base. 

1. Refer to Table | 
2. Note that most of the workers are left behind in the city af Site A 

which must pay unemployment benefits, perhaps lose real estate tax 
income and eventually suffer the losses of a declining economic 
base. 

3. On the other hand capital must be efficient and the company remain 
competitive 

B. Consider the constraints on 4 supermarket in terms of the variables 

which will affect its abilfty to pay rent, build a quality building, 
and find a site of both adequate size and accessibility. 

'. Refer to Table 2 
2. Consider the mayor's proposal for a 40,000 sg. ft. supermarket 

on Block 53 and compare that to the average grocery budget of 
residents of the neighborhood. Valuable land and expensive 
construction means higher grocary prices or higher volume. 
Higher volume means smaller neighborhood stores lose the minimum 
Sales necessary to survive which makes other neighborhoods less 
desirable and rents falter. Who pays and who benefits2Z 

C. Consider the cash cycle of a family buying a house. Today it takes | 
family fncome of $20-22,000 of income a year to buy a small house, 
even if they davote 35%0f family income for shelter costs. 

}. Consider the example in Tabie 3 
Zz. Jf interest races fell or repayment terms were extended they 

could buy more house or use less income 
3. If they don't have the ‘downpayment, they must borrow more ai'd 

have higher income for debt service. 
4. There are many tradeoffs to be made in terms of residential 

density, neighborhood status and amenities, amount a * ar 
area, and quality of design. 

lt. Public real estate decisions have the same impact. Consider the MATC 

fight. A Truax site was cheapest for MATC buc a high cost risk for the 
federal government FAA, expensive for the city, and expensive for a 
$tudent to drive longer distances or rent more expensive apartments in 
the suburbs. The city would lose taxable values down town and share 
new activate construction with the Tewn of Burke. A more expensive site 
costs MATC and res{dents In 7 counties but lowers cost of transportation 
far. students and stimulates development for Madison. |



. TABLE |] 

Industrf{al Site Alternarlives 

Site A site B 
Northern City Southern Town 

Unit sales 17,000 10 ,000 
Price per unit $110 $110 
Oolilar sales $1,210,000 7,100,000 

Freight costs (matertals) §11,000 $5,000 
Raw matertals $110,060 $100,000 
Productive Jabor hours per unit 10 10 
Productive hours as % of clock time 8 95 
Total hours on wage 6:1! 12.5 10.5 
Direct labor cots $4 $4 
indirect labor cost $1 § .50 
Total labor cost per unit 62.50 47.25 
Total labor cost $687 ,000 $472,500 
Real estate taxes 60,000 20,000 
Heat, light and power 75,000 60,000 
Administrative salaries 90 ,000 150,000 

Shipping and sales expenses 55,000 170,000 

$1,088 ,000 $ 917,500 

, Net profit before tax 122,900 182,500 
investment in land §0 ,000 20 , 000 
Investment in buildings and machinery 400,000 150,000 
Cost of relocation 0 100,000 
Net capital employed 450,000 3/0 ,000 

Rate of return on capital 27 49 

Number of years for payback of relocation cost 100 ,000 = 1.1] yrs 
80,000 = 50,000 + 60,000



TABLE 2 

Retail Store Cash Cycle - Store Rent 

§,000 Families 

«20 Market penetration 
Y,000 Families visit store 

x $20,000 Average family income 
x 442 % family Income spent in supermarkets 
24,000 ,000 Total potential sunermarket sales 

a5 1-5 leakage of food purchases ta other sources 
12,000,000 Potential sales | 

> $300 Sales per sq. ft. of sales floor area/year 
46,000 Sq. ft. optimum building size 

12,000,000 : 
05 % of sales allocated to rent expense 

96,000 Net rentable per annum or $2.20/sq. ft. net 

8 parking stalis/1,000 sq. ft. GLA 
80 stalls x 300 sq. ft. - 24,000 fr. 
Gross building coverage - 44,000 
Minimum site area 66,000 fr. or 1.56 acres 
2.20 ~ .]0 cap rate = construction budget of $22/sq. ft. GLA 

or 40,000 x 22 -= .9 x 22 | 
44,000 

or 19,80/gross ft of building 

TABLE 3 

Household Gash Cycle © Home Purchase 

$20,000 Family Income 
~35 % family Income for shelter 

5 7.000 

- 30 % of housing cost for utilities, maintenance, etc. 

§ 2,100 
$ 4,900 Available for debt service, real estate taxes and insurance 

-ll @ Annual mertgage constant for 9.753 interest toan 
-018 = Annual real estate tax at 2% of assessed value or 90% of marker 

002 = Insurance for fire and liability 

430 «= Cash outlays capitalized per annum 

13 . 
12 .01083. 

$4900 _ $45.370 , mortgage value 
01083 3 

# $50,000 house with $5,000 down payment. | 

Tradeoff between neighborhood, lot size, building size and quality



Reprinted with permission of the National Association of Home Builders (NAHB). NAHB reserves all of its rights 

relating to such documents. 

infiation cnart 
| Bude | In one year 

a home that same house 
today: Will cost: — 

| Salary 

Additional | Additional | increase 

Monthly monthly yearly required 
payment Price Additional | payment | payment | to offsat 
(principal one year down (principal | (principal | payment 

e C ¢ “e “e ve “o 

30,000; 211 33,000! 600 21 253 | 1,011 

35,000} 246 38.500| - 700 25 295 | 1,180 

40,000! 281 44.000; 800.; 28 337 | 1;349 

45,000} 316 49,500| 900 32 379 | 1,517 

50,000} 351 §5,000| 1,000 35 421 | 1,686 

55,000} 386 60,500| 1,100 39 | 464 | 1,854 

| 60,000] 421 ||| 66,000] 1,200 | 42 | 506 | 2,023 
65,000| 457 || 71,500| 1,300 | 46 548 | 2,192 
70,000; 492 77,000; 1,400 49 {| §90 | 2,360 

75,000! 527 82.500| 1,500 53 630 | 2,528 

80,000; 562 88,000} 1,600 56 670 | 2,692 

85,000; 597 93,500| 1,700 60 713 | 2,860 
$u,000| 632 99,000! 1,800 65 756 | 3,030 

95,000; 667 | 1104,500} 1,900 67 798 | 3,196 

100,000; 702 | 1110,000} 2,000 70 «| 840 | 3,360
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Figura 2  -Figure3 
industrial Site Alternatives 4 Retall Store Cash Cycle 

Site A Gite 8 | 
, Northern Cily Southern Town , 1. Determination of Optimum Store Rent: 

‘ Revenues: sO . ‘ Number of tamities in area §.000 | . te a | 11,000 oo 10.000 | 1 x ihe slore’s capture rate 20 
j Unlloa 10 5 N10 ‘| = Number of families visiting the store 1,000 | 
+ x Pilee/Unit | $110 > 410 {x Average family incoma In aren $20,000 f = Dollar Sales | $1,210,000 $1,100,000 | ¥ % of famity income spent In 
‘ | suparmarkets 42 
) — Exponses; : = Total potential sate for the stare §=$24,000.000 : ae Mar Materiate | | $ 110,000 $ 100,000 x Leakage of food purchases lo other 

Transportation: Raw Materials | 11,000 5,000 * eenacte 40 Finished Goods , 65,000 110.000 | toe 12.0000 
aA ernriarnehirer eal a ” eee rere , = og. fl. oplimum building size 40,000 

cent of Clock Time 0.8 4 0.05 

= Total Hours on Wage Bi) 426 10.5 | Expected potential safes f 
Direct Labor Costhnitsir $ 4.00 ' $ 4.00 store perenne sate towne $12,000,000 
+ Indiract Labor CosVUnlVHr. - § 1.00 . $ 0.50 | x % af sales allocated to rent expanse O75 

7 x @ Total Labor Cost/Unit/Haur $ 5.00 $ 4.60 = Nel rent allowed par yeas $90,000 
= Total Labor Cost/Unit $62.50 $47.25 + Optimum bullding size 30,000 

. Total Labor Coals 667,600 472,500 « Optimum nat rent/ag. fi. $2.00 
Administrative Salarlas 90,009 190,000 
Real Eslata Taxes 60,000 20,000 
Utilities: Heat, Light, Power - 76,000 60,000 ft. Daterminatlon of Optimum Building Cost: 

Tolal Expenses: 4,088,600 917,500 Parking stalls required/300 sq. ft. GLA 1 
| - 100 stalls » 300 aq. ff. each 39,000 

| 1 + Gross bullding coverage 44,000 ~ Nat Profit Bafore Taxes: $ 121,600 =, $ 182,500 | = Minimum site aren 64.000 
. % Price of land/sq. Il. af $2.00 

Capital Coste: | | | (approx, $66,000/acre) $126,000 
: Land 50,000 20,000 % 10% interes! on land 12,800 

Building and Machinary : 400,000 250,000 = Annual budget for Improvements 77,200 
' Cost of Relocatior 0 | 100,000 + Capilalization rate of 41.8% 115 

"Not Capital Employed: | $ 450,000 $ 370,000 | Tayooo girs ied “Sia 758g tt: 
Rate of Fleturn on Capital; | 0.27 0.48 

oT reduce anol stare and coat of se of explora ere niacin Gig ange 
Number of Years for Payback of 450,000-970,000 _,, 80.000 ., 44 oars | matkel of grocery sales, 9 @ Of Capture mora al polanilal 

Relocation Cast: | 191FnR~—SsCOawRAL At” eee 182,500 -121,500 61,000 
.
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C. The monthly payment calculator could be expanded to include duplexes, 
townhouses, condominiums, Jow-rise and high-rise apartments, both 

new and old in a variety af lecations From dewntown in the big city to 
a small rural site in the country. (lost consumers have a significant 
number of trade-offs and choices they may make relative to housing price 
and monthly cost. 

0. Monthly cost data is actual casi: autlay and may not reflect the real 
cost and purchasing paver for a variety af reasons: 

1. Indirect costs af transportation from site to work and orher 
consumer services. 

- 2. Opportunity cost af equity money invested in home. | 
3. Value of their own self-help services for maintenance, construction, 

| etc. 

4. Appreciation of asset value offsetting debt service cost. 
5. Inflationary Increases in income at the expense of fixed dollar 

cost of mortgage, shifting purchasing power from lender to creditor. 
6. Nadification of both net spendable and net worth position due to 

income tax subsidies to home ownershio. 

fi. There are a variety of cash flow programs available which attempt to compare | 
costs of ownership vs. renting or to optimize the proper purchase price 
for a home relative to an individual's income tax. For example: 

A. RENTBUY analysis for (name?) 6314 Hammersley Rd- 

1. Honthly rent? 195 
2. Rent growth rate? .Q2 
3. Purchase price? 40000 
4. Down payment? 2500 
5. Hortgage interest rate? .095 
6. Term in years? 25 
7. Resale value growth rate? .0175 
8. Real estate tax mill rate ($/1000)? 47.65 
9. Equalization rate? .65 

10, Income tax rate? .2/7 
11. Savings (nterest rate? .0525 

Additional data optional, do you wish to enter it? Yes 
12. Growth of real estate taxes? .O1S 
13. Rental area (sq.ft.)? 1350 
14. Purchased area (sq.ft.)? 1350 
tS. Real estate sales commision rate? .05 
18. Special charges? 0 
19. Special ¢harge growth? .0 
Enter years for analysis 
(E.G. for lst, Sth, and If h years, Enter: 1,5,10) 
2 1,3,6
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MONTHLY ANALYSIS 
FOR 

| 6314 HAMMERSLEY RD- 
AT THE END OF | 

YEAR 1! YEAR 3 YEAR 6 MONTHLY 

33-55 40-54 $3.85 PRINCIPAL PAYMENT 
294209 287-10 273073 MORTGAGE INTEREST 

327 064 327064 $27+64 MORIGAGE PAYMENT 
103624 110015 12138 PLUStREAL ESTATE Tax 

“10728 -107+026 -106+70 LESS:INCOME TAX SAVINGS AT 27% 

323-60 330-53 342-32 AFTER TAX CASH COST 
“3355 ~40 +54 “53-85 LESS!EQUITY ACCUMULATION 
10+94 10 +94 10°94 PLUS!LOST INTEREST GN DOWN PYT 

' 900-099 =. 300493 299041 EFFECTIVE cust 
-59+28 “61039 “64069 LESS:RESALE VALUE APPRECIATION 

241680 239463 234.82 ECONOMIC COST 

195-00 202-88 215030 RENT 

1-24 1218 1¢09 RATIOSCOST/RENT 

17902! 177-50 173-94 ECON. COST/ION0 SQ FI 

14444 15028 159*48 RENT/1000 SQ FT 

1.24 1-18 1°09 RATIO ECON. COST/REN!I FOR EQUAL 4REQ 

CUMULATIVE ANALYSIS 
FOR 

6314 HAMMERSLEY RD. 
THRU 

YEAR { YEAR 3 YEAR 6 CUMULATIVE 

122972692 B3sBTF7elL2 7e7462e95 TAX SAVINGS 
985«64 12275¢52 25969+80 EQUITY ACCUMULATION 
705-64 25154449 42425-03 RESALE APPRECIATION 

2238320 TsIOTelS 15/141-73 TOTAL SAVINGS | 

22977 e860 84783029 1723978463 ECONOMIC COST 

22340000 72161694 142761+00 RENT | 

22095028 22107+¢72 22221-2825 R-E- COMMISSION ON SALE 

22205-82 62506¢10 12,868.61 ECON. COST/1000 SQ FI 

10733033  $2304+69 1065934-08 RENT/1000 SQ FT | 

1 +27 1-23 1°18 RATIO ECON. COST/RENE FOR ZQUAL AREA
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ffl. Family cash Income and real income do not always parallel! their needs for 
residential space and services. These may be out of phase due to the life 

| cycle, occupational cycle, or economic cycle of family income and inflation. 

A. Life cycle moves from single person household with few services, to couple, 
to couple with children, to empty nesters desiring more services, and the 
elderly single person househald requiring. a high level of supplementary 
services. 

8. The family accupation-Income cycle will peak as the couple approaches the 
empty nester stage and has less need for space, while the elderly find it 
Increas([ngly necessary to move to new locations at a time when they are 
less able to cope with the resulting disorder and disorientation. 

C. Since baby booms move In clusters as does the migration of people to jobs, 
familles with the most needs and the lowest means generally find themsei ves 
In a sellers market. Since debt servica is fixed and incomes inflate the 
buyer typically spends a declining amount of real income on housing aver 
the years. 

IV. Housing preferences don't seem to change very much relative to income in terms 
of idealized objectives. Limits on purchasing power mean that different groups 
trade off one objective for another In different ways. Market researchers 
are just beginning to study how cash power of the consumer leads to compromise 
on his ideal housing objectives in order to keep his choices within his means. 

A. Locational preference for a specific parish or neighborhaad will typically 
" JTead to a trade off of new for ald housing, smaller lot, and even tess 

than superior education for the kids. 

8. The family with twe working parents will trade away the suburban ideal 
with one commuting parent for a residential location close to the wife's 
employment. . | 

C. Familtes will trade off transportation costs for outlying locations to 
avotd real estate taxes (and broader services) to reduce housing cost 
at the expense of transportation cost without perceiving the pay-off. 

O. Families will accept smaller lots and structures If sight If{nes are controlled 
to provide trees on the skyline and water views, etc. 

E. Ultimately each household will include in their housing costs trade offs 
In location, amount of space, transportation cost, recreation cost, and 

opportunity cost of employment adjustments to location sa that the cash 
cost of housing Is more subtle than the rent or buy program suggests. 

F. Much federal [Intervention in the arta of residential finance has been 
dasigned to reduce cash costs or is cruve effective demand of selected 
housing groups without recognizing the tendency af people to have the 
same idealized preferences as their contemporaries regardless of income.
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Lecture #10 CS 
Urban Land Economics 550 

Real Estate Finance - The Mortgage 

!. The mortgage is one of the more amazing forms of the financial documents 
as it succeeds in bringing together a lender and borrower whose motivations 
in theory are virtually incompatible. 

A. The investment objectives of dw mortgage Tender are safety of principal, 
reliable yield, and planned recapture of the initial investment. 

B. Investment objectives of a mortgage borrower however, reflect a 
number af concepts: 

1. The cost of mortgage money Is cheaper than the yield on investment 
rea] estate. 

2. Real estate is so risky, one wants an early payback of equity to 
reduce losses. 

3. Leverage permits tncrease fn the span of control while Increasing 
the risk of default. 

C. Mortgage lender ts looking at a preferential position on productivity 
of the property while the equity investor is seeking control of 
real estate cash outlays and it [Is this essential difference In view- 
point which permits each one to think he made a good deal. 

D. Strategic dimensions of a mortgage joan 

1. The pleasure, pain, and bailout theory of the lender - moti ation 
versus collateral. vt 

2. The managerial control or discret ton, ownership versus the oblique 
pressure of the creditor. 

3. Constant dollars versus inflation dollars 
4, Present hard dollars versus speculative future dollars - real 

estate can be a media for money market futures because of its 
long term character. 

5. Yield versus safety through planned recapture 

E. Mortgage literally means death pledge in that the motivation to 
repay was the alternative of a death pledge by jousting or simple 
forfditure of ones life. Eventually the landed poor who are about 
to lose thelr property were provided a postponement by the king's 
chancellor, a process which evolved into a split concept of legal 
title and equitable title. Foreclosure originally meant final 
elimination of your equitable rights rather than transfer of title. 
Since the Magna Carta borrowers and lenders have been seeking 
techniques to give one or the other the upper hand in the event of 
non-payment. 

ll. There are two elements to a mortgage loan transaction, a note recognizing 

the debt and a pledge of collateral real estate which is referencal into 
the note, thus making it a real estate mortgage. 

A. The lender can sue for specific performance on the note as a simple 
contract or for damages for breach of contract without taking the 

real estate.
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B. The pledge of the real estate is a third of the alternative remedy 
for the lender. There is no reason to foreciose as long as the 
property Is worth more than the mortgage and Is operating above its 
default point or the borrower has other assets. 

C. Breach of contract occurs whenever the borrower has failed to perform 
any of the covenants in the note which are not limited to only payment 
on time. Covenants may include: — 

1, Payment of real estate taxes 
2. Payment of insurance of adequate amounts 

3._,Use and majntenance of the property to prevent waste 
4,” Removal sit destruction of improvement 

D. While the note with the covenants might be operational, the mortgage 
would have some supplementary clauses to make it easier to administer: 

I. Acceleration clause 
2. A real estate Insurance and escrow clause 
3. Restrictions against other @ncumbrances or liens 
4. No assignment or sale subject to the mortgage 
5. Esculpatory clauses 

[hi. The vocabulary of mortgage finance and cash flow. 

A. Loan ratios - ratio of mortgage balance to market value or ppurchase 
price. 

B. The contract rate on a mortgage differys from the actual yleld to the 
investor for 3 reasons: 

I. Debt servicing charges of collection agency 
2. Actual dollars of outlay by the lender will differ depending an 

loan fees and discount polnts ~- one point = 1/8% yleld on a 
20 year note. 

3. Repayment proceeds may differ in amount due to penalties and 
rate due to premature repayment. 

4h, Yield is therefore actual dollars received over net dollars outlay 
over time and is measured in terms of 100 points = 1%. 

C. Methods of repayment may differ 

1}. A straight or flat loan Its interest only with principal on 
maturity 

2. A balloon Joan is interest and principal) reduction which matures 
before principal has been fully repaid. 

3. A constant term loan is one in which payments are calculated to 
repay loan in a fixed period of tlme, say 20 years or 25 years. 

4. A constant payment loan ts one in which payments are held constant 
relative to original balance and as [nterest is adjusted the 
length of the mortgage fluctuates until It is fully repaid. 

§. Participation loans are those in which in addition to a contsact 
rate of interest and repayment the lender receives a supplementary 
payment tied to gross rent, net income, cash throw-off or resale 
pricel
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6. A closed loan fs one which does not permit repayment for a certain 
perfod of time, 

7. A prepayment penalty is a charge for when the borrower prepays 
_ the loan, like a call position on a bond. 

D. The proper name for a mortgage can be very deceptive depending on 
the real estate Interest pledged because one can assign the right 
to possession through a lease, the right to operate through a 
management contract or even the right to the reversion as a real 
estate Interest pledged to secure a note. Thus on one property 
in which the land is owned by one party and leased to another to build 
a building to be operated by a third party: 

1. First mortgage on the lease fee 
2. First mortgage on a leasehold right to use the fee 
3. First right on the operating lease to possess the building 

built on the leased fee 

IV. You can build whatever you can finance, whether it's a space ship to the 
moon or a pyramid in Egypt or a football stadium. 

A. Downpayment required determines demand as the higher the downpayment 
the smaller the number of buyers who qualify, whether it is a house 
a farm, or an office building. 

1. We have already seen that a smaller downpayment may accelerate 
your rate of payback and therefore reduce your risk. 

2. Since yield is very sensitive to a small downpayment of ownership 
cash the desirab/ility as well as the availability of real estate 
depends on the downpayment. 

3. The downpayment depends on the loan ratio required by the lender 
or your ability to combine your financing tn tiers. Of course 
tiers may lead to many tears as a consequence. 

4, For example, the Hilton Hotel in tladison has sold the lands to 
2 real estate trust and leased back the site, then It ratsed 
additional amounts of money on a leasehold mortgage to which the 
real estate trust is subordinate, Then they sold the tax shelter 
to limited partners for the third tter of financing and will lease 
equipment and furnishings for a fourth tier of financing leaving 
the general partner without a downpayment - as a matter of fact, 
with a net profit. 

Db. Leverage has many dimensions in real estate - it may have to do with 
span of control, the cost of money, or soft dollar profits from 
tax savings. 

1. Strictly defined leverage means that the interest cost of money 
is less than the Investment yield on that money. JF you can 
borrow at 8% and invest at 10% you are enjoying a 2% return 
on somebody elses dollar. 

2. Generally one hs to repay some principal as well as some interest 
so one is looking at the cash throw-off rather than the difference 
between net Income and interest payments. Many investments are 
made for the spread between the rent constant and the loan constant. 
For example, an industrial building where the net income is 12% of 

cost and the toan constant is 9 1/2% means that with no investment 

of cash the developer takes in $12,000 on a $100,000 investment,
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pay out” 9500 on interest and principal, hag¢ $2500 for income 
taxes and spending and an 18 or 20 years own the building 
outright as a reversion Interest. 

3. Obviously it Is much easter to play this game when interest 
rates are low and lenders are generous than under the current 
situation. 

4, Tax leverage we will discuss another day. 

{C. The push to mortgage out, that is to eliminate equity money, ifs 
limited to the loan ratios by the Tender and the desire to contro! 
risk by halding debt obligations within some cash breakeven or 
default point. (motel default point versus low income rentals) 

D. There are a variety of other financing strategies which we will look 
at later, such as: 

1. Creating a refinancing surplus 
2. Converting income to capital gain by providing financing In 

the sales price, etc. 

V. The relationship of leverage to value can be stated as follows: 

A. Net tncome/QAR = value 
OAR = Y - mc + or -4change in resale price (47) 
Ms mortgage ratio and y = pretax yield to equity 
Cs Y- f + P(l/s+) 

- F = 12 x the monthly debt service while P = the proportion of principal 
paid off during the projection pertad and t/s+= the sinking fund 
factor at the equity rate for the projection period 

R.l. If the mortgage ratio is smaller then OAR is Jarger and value wil! 
be less.\.If F is smaller then C is larger which reduces the gap 
between y and mc so that OAR will be smaller and values will be higher. 

> We can adjust the overall rate to anticipate an increase or decline 
in the resale price or reversion from the property by converting 

the reversion value to an annuity by the use of the sinking fund 
equivalent. 

B. To understand the variety of financing devices, it is necessary to 
look at the revolutionary forms which have been taking place among 
financial instttutions which is the subject of the next lecture.
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THE MORTGAGE 

The mortgage is one of the more amazing forms of financial documents 
as it succeeds in bringing together a lender and borrower whose 

motivations in theory are virtually incompatible. 
A. The objectives of the mortgage lender: 

1. Safety of principal. 

2. Reliable yield. | . 

3. Planned récapture of initial investment. 

B. The objectives of the mortgage borrower; 

l. Cost of money is cheaper than yield on investment “Leverage. 

2. Real estate is so risky the investor seeks an early payback 
of equity to reduce risk of loss. 

3. Leverage permits increase in the span of control while 
increasing the risk of default. 

C. Important ratios for measurement of objectives: 

1. Default Ratio--Measures financial risk from lendors view point. 

2. Payback Ratio--Measures equity exposure of investor. 
D. Positioning of participants: 

1. Lendor = looking at a preferential position on project 

productivity. Lendor gets his before owner gets his. : 

2. Borrower = “Equity Investor" is seeking control of real 

estate cash outlays. 

Note that within the construct of the mortgage each can feel as 
though a good deal has been made, 

E. Strategic Dimensions of Mortgage Lending (5): 

l. The pleasure, pain, and bailout theory. 
2. Direct managerial control versus oblique pressure of creditor. 

3. Constant dollars versus inflation dollars. 

4. Present hard dollars versus speculative future dollars-- 

the quick and dependable nickel versus the slow quarter. 

5. Yield versus safety through planned recapture. 

ii. The Mortgage 

Mortgage literally means death pledge in that the original motivation 

to repay was the alternative of a death pledge by jousting or simple 

forfeiture of ones life. 

Foreclosure originally meant final elimination of your equitable 
rights rather than transfer of title. Since the Magna Carta borrowers 

and lendors have been seeking techniques to give one or the other the 
upper hand in the event of non-payment. 
A. A mortgage is the creation of an interest in property as security 

for the payment of a debt or the fulfillment of an obligation. 

Consists of two basic documents: 

1. Note or contract of debt. 
2. Piedge of real estate as collaterial.
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B. Essentials of the mortgage elements of a@ contract: 

1. Competent parties. 

<2. Offer and acceptance. 
3. Consideration. 
4. Legality of object. 
5. Because it is real property and subject to the Statute of 

Frauds, it must be in writing and signed. 

Cc. The parties to the mortgage; 

1. The mortgagor--the party pledging the property and borrowing 

the money. 
Z. The mortgagee--the party to whom the pledge of property is 

made and the lendor or the money. 
D. General clauses of the mortgage: 

1. Covenant to Pay Indebtedness. 
2. Covenant to Insurance. 

3. Covenant Against Removal. 

4. Covenant to Pay Taxes. 

5. Covenant to Maintenance to prevent waste. 

E. Supplementary conditions to basic mortgage: 

1. Acceleration clause. 

2. Real estateinsurance, and escrow clause. 
3. Restrictions against other encumbrances or liens. 

4. Esculpatory clause. 

FF. Recourse on Default: 

1. Sue for specific performance. 

2. Sue for damages for breach of contract without taking item. 

3. Foreclose and take property. 

III. Mortgage Lending is Risk Management 

A. Collateral 

1. Title 

2. Survey 

3. Property insurance 

: 4. Mortgage insurance 

B, Income of borrower 

le Job history 

2. Insurance 

3. Economic base 

C. Interest 

1. ARM vs. FRM 

Ze Portfolio management 

3. Hedging 

D. Purchasing power of capital 
1. SAMS 

2. Participation mortgages 
3. Convertible mortgages
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INSTITUTIONAL STRUCTURE OF MORTGAGE LENDING 

I. Introduction: An historical perspective. 

A. Pre-depression mortgage lending 

1. Mortgage features 

2. Market features 

B. Collapse of the mortgage market 

C. Post-1929 reconstruction of the mortgage market 

1. Mortgage features 

2. Market features 

II. Sources of Mortgage Funds 

A. Savings and Loan Associations 

1. FSLIC 

2. FHLBB 

B. Commercial Banks | 

C. Mutual Savings Banks 

D. Life Insurance Companies 

E. Penston and Endowment Funds 

III. Supply and Demand for Loanable Funds 

A. Some factors influencing supply 

1. Federal Reserve buys/sells bonds 

2. Changes in the discount rate 

3. Changes in reserve requirements 

4. Changes in short-term treasury bill rates
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III. Supply and Demand for Loanable Funds 

B. Some factors influencing supply 

1. Anticipated inflation 

2. Institutional restraints: i.e. usury laws 

3. Employment and income Tevels 

IV. Primary and Secondary Mortgage Markets 

A. Primary Market characteristics 

1. Local 

2. Supply and demand disequilibrium 

3. Parties: Primary lender and borrower 

8. Secondary market characteristics 

1. National 

¢. Third-party investors 

3. Standardized mortgage packages 

C. Institutions in the secondary market: 

1. Fannie Mae (FNMA) 

2. Ginnie Mae (GNMA) 

3. Freddie Mac (FHLMC)
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New Instituttonal Sources of Real Estate Capital 

|. Nattonal Policy Responses to Capital Shortage 

A. Modification of the propensity to save - Economic Recovery Act. 

B. Modification of institutional specialization--monetary Institution's 
Reform Act of 1980. 

C. Channeled Capftal Distribution 
1. Tax incentives . 
2. Yield fncentives 
3. Subsidy of special groups 

a. Housing 
b. Industrtal 
c. Infra-structure and urban redevelopment 

fl. Real estate In general must compete with all other capital needs 

without subsidy of tts cost of funds. 

A. Since real estate does not provide enough income on capital invested 
situation will require: 

T. Raising rents or 
2. Shifting cost and risk to tenant just as borrower must pay cost 

of inflation and economic risk 
3. Less leverage--more equity to protect break-even point or 

default point. 
4, More indtrect profits from operations, estate planning, value 

creation. 
5. Exploftation of tax benefits for new capital investment 

ffl. New Institutional Forms of Equity Capital 

A. Pension funds . 
B. Syndications - Balfour - Consolidated Capital 
C. Public corporations - Wisconsin Housing Finance Authority 
D. Co-ops--Creatwood 
E. Condominiums 
F. - Public/private consortium (Capital Centre, Jackson Clinic) 

IV. New Sources of Regulation 

A. Group investment brings in SEC and state securities regulation 

B. Pension fund brings in ERISA (employee retirement insurance + 
security act) and creates fiductary status real estate managers
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Annual Compound Interest Table 

Effective Rate = 8% Base = 1,08 

| 2 3 4 5 6 
Amount of | Accumulation Sinking Presest Present Value Installment 
at compound ' of | fund Value Ord. Annuity to amortize | 
interest per per lod factor reversion 1 per period a4 = ar 
n “)y* ->"-] ‘ f I ~ 1-¥ A } - a{ it = 0 oo a — ee 

Years > ( i) Si t fa Se | ar “ol 4 
| 1.030000 1.000000 1.000000 .925926 . 925926 1.080000 

2 1.166400 2.080000 480769 .857339 1.783265 » 560765 

3 1.259712 3.246400 308034 .793832 2.577097 . 350034 

20 4.660957 45.761964 021852 214548 9.310447 101852 

Assumpt tons 
Annual net Income before depreciation ....--..... +. - $11,000 
Economic life . 1. 6. 6 1 ee ew ee ee ee ew ew ee ee 620 years 
Land value In 20 years (reversion). . . . . 2. ee ee ee ee $20,000 
Cash throwoff to equity required by the investor. .... . . 10% 
Nortgage debt at 5% Interest amortized in 10 years, ... . . $38,610 
Annual payment on Interest and principal. ...... .. . . 5,000 
Present value of equity return 
First 10 years 

Cash throwoff to equity after debt service, $11,000 Tess $5,000. .$6,000 $2.000 
Present value factor (10%)... 1... ee ee ee et ee we ee ee By TAS 

$36,870 12,290 
Last 10 years 

Return to equity . 2. 6 6 es 8 ew ee ee we ee we ew we ew wee « $14,000 
Present value factor (10%) . . 1... 0.0.00 6 ww ew ee ew ee te 6,745 
Value 10 years removed . 2 1 1 ee ee ee ee ee ee ee ww $67,595 
Present value, $67,595 x factor 0.3855 . 1. 2 1. ww we we ee $26,058 

Present value of land resf{dual (20 years removed), $20,000 x factor . $2,972 
0.1486 | 

Total present value of equity 

Value of equity return 
First 10 years. 2... ee ee ee et ew eee ee we ew ew we +) 6 $36,870 12,290 
Second 10 years 2. 0 we ke kk ee ete ee ew ee ew ee )©«626,058 826,058 

Vaiue of land residual . . 1. 1 wee ew ee ee ee ee ee ee we we) 62,4972 2,972 
Total equity. 2... 0 ee ee et ee ee ee ee ee ee ew ee 6 965,900 41,320 

Mortgage loan Pon ke eee ee ee ee ee ee ee ew ew ee 38,610 69,498 
Total Investment value... 1 0 ee eee ee te ww ee ew ew we we $104,570 10,818 

26,000 
L AMD REG IDVAL 

2 VET INCOME BEFORE CEPRECIATIONN 
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Lecture Outline #1] 
Institutional Structure of Mortgage Lending 

|. The High Cost of Real Estate Investment requires heavy debt financing 
or few people could afford the total capital required since over 2/3 
of the nation's wealth consists of building and land in private ownership, 
and 50% of this wealth Is mortgage, [t follows that real estate requires 
access to a very large pool of capital. 

A. A capttal pool requires savings and therefore real estate depends 
on large part, on Intermediary institutional devices which can pool 
the savings of many small investors into amounts of money large 
enough and willing to commit to mortgages. 

B. tnsurance companies, banks, and savings and loan associations are 
generally the intermediaries associated with mortgage finance 
but more recently the country has been undergoing significant 
reforms of Its institutional structure [fn order to expand the avail- 
ability of savings for a mortgage investor and reduce the cost of 
mortgage money for housing. 

C. The analysis of intermediary instituttans requires a little historical 
background and then a systematic comparison of institutional differences 
at 5 basic sub-system levels: 

1. A marketing system to compete for savings 

2. A matketing to compete for loans 

3. The transaction preference system of the policy makers 

4. The liquidity system 

S. The safety system 

0, {tn our Jast lecture we took a look at the mortgage. In this lecture 
we want to relate to the mortgage to the history of financing tn 
this country and the institutional reforms taking place currently 
tn each of these 5 subsystems. 

11. Historically the mortgage has been the villain In every play about 
family or farm finance, skullduggery by the railroads or panic in the 
financlal market. Even in the Monopoly it generally marks the beginning 
of the end for the owner of boardwalk. 

A. Since the beginning of the country, national government policy 
encouraged land ownership by a policy of cheap land and cheap short- 
term credit. However, there was no federal real estate credit policy 

except for the negative view that mortgage loans should never be 
made by banks. (Jackson vs Nicholas Biddle in the First Bank of the 
United States) 

B. Mortgage finance became a local business, often supported by investment 

money In the east which wish to speculate in land in the west. Mortgage 

companies would make the loans and sell them to individuals with 
money to invest. Some companies would issue ten year bonds in smal] 
denominations to finance farm improvements. From time to time local
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real estate markets suffered terrible reverses, particularly on farms 
and urban lots, when speculative land prices would collapse. Even 
today vacant land is tainted as reliable mortgage collateral. 

C. However, the urbantzing of the United States brought about steadily 
rising urban land values and stable mortgage results during the 
first 25 years of this century. A mortgage banking industry grew 
up in each town. 

1. Loans were made and serviced by the banker and then sald to many 
small investors tncluding bank trusts, estates, and many personal 
Savers and insurance companies. 

2. To reach the individual saver, there were many forms of parttcipation 
olans which allowed the individual to share in a mortgage, 
portfolio, or a bond issue secured by a mortgage for as little 
as $10. 

D. However, there was a serious flaw In these developments. Most 
mortgages were balloon mortgages ~ that Is, the borrower pald Interest 
every six months or year but paid nothing on the principal. 

1. These mortgages were short-term, one year, five year, then ten 
years at most. The borrower expected to refinance rather than repay. 

2. Mortgages in general anticipated only the real estate as collateral 
and therefore were often legally limited to 50% of value with 
{two consequences: 

3. There were many second mortgages at very high cost to the 
borrower which undermined his capacity to repay or his desire 

to repay should property resale values fall. 

4. Since the size of the loan depended on the appraisal, competition 
among mortgage bankers lead to many appraisal abuses so that 
loan ratios rose well above 50% of value. 

E. The depression hit a house of cards. Real estate values fell which 
meant appraisals fell which meant borrowers could not refinance a 
maturing mortgage or did not wish to because total debt exceeded 

market value. 

1. As lenders acquired property through foreclosure they became 
unwilling to refinance any kind of mortgage. 

2. Institutftonal lenders such as mortgage bankers and savings and 
loans were unable to meet demands of their investors or to repay 
short-term bank loans with which they warehoused mortaages 
before they sold them. 

F. Since mortgage toans were not available, there was no effective demand 

for the purchase of property, At the same time the number of properties 
f or sale increased repidly and the result was an orderly market for 
real estate disappeared. 

1. Liquid Investors bought sound properties for pennies on a dollar 

like otd Joseph Kennedy im the Furniture Mart.
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2. Since savings and loans were unable to meet withdrawals, pass 
books were selling with sharp discounts, sometimes 25¢ on a 

dollar. At the same time the S & L wanted to dispose of properties 
so it would accept a passbook at par value applied to property 
valued at 50¢ for every dollar of value only 2 years before. 
A $2,000 tnvestment in a $5,000 pass book could purchase a 
property worth $10-12,000 the year before. 

3.. Nany people had income but were unable to refinance their short- 
term mortgages when they came due so the properties went Into 

foreclosure even though the loan valances were relatively small. 

lil. Inmoa very remarkable perfod of federal action in responce to a crisis, 
the federal government {ntroduced a multiple program of reform which 
drastically altered all of the subsystems of mortgage intermediaries. 

A. For immediate assistance to home owners about to lose their home, 
it created the Homeowners Loan Corporation which tntraduced high 
ratio loans (75%!) with terms tallored to fit the income of the 
homeowner. The Reconstruction Finance Corporation was also created 
to buy loan portfolios from lending institutions which needed cash. 

8. To protect the saver and permit mortgage lenders to compete with 
the savings, the government created FDIC and the FSLIC to provide 
individual savings guarantees and liquidity. Hore improtantly, 
deposit insurance required a constant review and audit of individual 

and institutional mortgage lending practices. These agencies stil] 
determine the protfolio distribution of members and the lending appraisal 
techniques which permit loans to be permissable assets. 

C. For the borrower the government introduced long term loans, amortized 
by monthly payments which Included interest, principal, insurance, 
and taxes. These loans were expected to eliminate the need for 
secondary ftnancing or the need to refinance during economic recession. 
Moreover, the amortized loan reduced the loan balance as property 
depreciated and provided planned liquidity for the lender, 

D. To bribe the lender into testing such a radical loan approach, the 
government created the federal housing administration and the mortgage 
Insurance fund to guarantee the lender that he had nothing to lose 
by trying government sponsored techniques. 

E. The FHA took on the responsibility of appraisal and credit analysis 
and in the hands like Babcock, Ratcliff and Fisher [t began to reform 

appralsal procedure and credit analysis. FHA succeeded in standardizing 
the mortgage Instrument and the lending process but it did so by 
performing these functions themself and thus usurping the traditional 

powers of the mortgage lender. 

F. To provide regional liquidity and a device by which the federal 
government could inject treasurey money into mortgages it created 
the Federal National Mortgage Association (FNMA). Using funds 

advanced by the U.S. Treasury or bonds sold In the bond market 
For Quasi federal bonds, and later selling stock to [ts customers, 

Fanny May was able to buy and sell FHA insured mortgages around the 

country. This enabled the government to support the mortgage market,
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to provide mobility of mortgage money and liquidity for individual 
lenders wishing to liquidate some of their portfolio. 

G. Because insurance companies had relatively few problems during the 
30's there was no federal attention to that segment aside from 
Interest rates. Banks were limited im mortgage loans to the amount 
of their net worth and loan ratios were a conservative 2/3 and 
maturities were relatively short. Savings and loans were largely 
confined to single family residences. 

1. The savings and loans were giving a small advantage [n competing 
for savings but were restricted in investment outlets to single 

family loan. 

2. To provide the § & L's with more liquidity the government created 
the t!iome Loan Bank to make loans available. 

3. The Home Loan Bank could also borrow [In the bond market and lend 
to savings and loans. 

H. The Depression taught the federal government that it could manipulate 
the total supply of money far mortgages by means of monetary policy, 
fiscal programs, and modification of the various reservations of FHA, 
FSLIC, FDIC, FYNA or the annual national budget itself. 

{, The Depression and World War It which followed also taught the government 

tt could channel real estate demand by [ts credit polfcy. It relied 

on special financing privileges to encourage: 

1. Housing for veterans 
2. Housing for college students 
3. Housing for the elderly 
4. Housing for low income groups 
S. Housing for those displaced by urban renewal 

J. tn the process of serving the needs of special groups the federal 
government learned that it could manipulate housing quality by the 
standards [t required of builders and lenders, that it could be 
responsible for urban sprawl or land conservation, social fragmentation 

(urban renewal) or social integration, proliferation of the automobile 
or land use favoring public transportation, inflation of labor costs 
or labor saving Innovative constructiom methods. In short manipulation 
of real estate credit was one of [tts most powerful tools for social 
change or the Implementation of national priorities. Of course now 
we have the qeastion of what are the national priorities particularly 

priortties of land use and social change? 

[¥Y. Real Estate Finance 551 is concerned with the details of an individual 

mortqage transaction, the operating characteristics of each of the 
intermediary Institutlons and the flow of capital from the money markets 
into real estate. Obviously it fs not possible to detail all of the technical 
innovations since 1960 which make real estate the most repidly evolving 

area of finance we have both in tnis country and on the’ international scene. 
The following just suggests the institutional innovations which have 

appeared since about 1965 to drastically change real estate finance.



Lecture #11 Outline | 
Institutional Structure of Nortgage Lending 

[. High cost of real estate requires heavy debt financing. Real estate capital 
represents 2/3 of the natlon’s wealth and almost 50% of this Is mortgage. 

A. A capital pool for loans requires assembly of small savings through 
Intermedtary financlal institutions. 

B. Dominant Institutions have been Insurance companies, banks, and savings 
& loan associations but In the tast decade several new institutional 
intermediaries have been created. 

C. ODtfferences between [nstiutfonal intermedfarfes can be shown by 
comparison of five baste subsystems: 

1. A marketing system to compete for savings. 
2. A marketing to compete for loans 
3. The transaction preference system of the policy makers 
4h, The liquidity system 
S. The safety system 

D, This lecture will relate historical development and reform affecting 
subsystems above. 

{!. Mortgage always associated with financial panic and brutality of capitalistic 
system. 

A. Absence of federal real estate credit policy until after World War Ut. 
Cheap land was incentive for national development. 

B. Mortgage business very local, provincial, and cyclical and subject 
to abuse by promoter. 

C. Mortgage banking industry grew up after Vorld Var [ to bring capital 
surpluses into contact with real estate development needs. 

1. Prosperity made mortgages the blue chip investment for the middle 
class. 

2. Savings pools were created by cooperative action (£ & L's) 

D. Flaws on mortgage instrument and tending procedures contributed to 
depression. 

I. Short term 1-5 year notes, interest only 
2. SO% loan ratios ted to second and third mortgages to reduce down- 

payment. 
3. Decline tn prices made borrower unable to refinance or unwilling 

to pay. 
4, Amount of loan cepnded unon appraisal so competition took advantage 

_of distorted anpratsal. 

E. Depression made it impassible to finance which accelerated foreclosures 
which meant intermediaries were filiquid. 

| ]}. Investors lost confidence in the mortgage forn. 
2. Savers lost confidence tn Internedtary
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F, Collapse of orderly market gave liquid Investors tremendous buying 
power. 

fll. 1930's were a remarkable period of successful federal reforms of the 
Individual mortgage transaction and mortgage tending intermediary. 

A. Immedtate termporary relief through HOLC Home Ovners Loan Corporation 
and Reconstruction Finance Corporation. 

B. Protection of the saver through FDIC and FSLIC. 

C, For the borrower - long term, monthly amortized loan [tncluding 
Interest, principle, insurance and taxes at high ratios to eliminate 
need for large downpayments or second mortgages. 

b. Protection for the lender by insuring the loan against default by 
the Federal Housing Administratton. 

E. Federal takeover of appraisal and credit analysis functions. 

F. Regtonal mobility and liquidity through Federal Natianal Nortgage 
Association (FNHA). Injection of federal funds into mortgage money 
supply through Fannie May. 

G. Modification of lenders ability to compete for funds to favor savings 
& loans as a residential mortgage intermediary. 

H. Depression taught federal government it could manipulate total supply 
of mortgage money available. 

t. Control of money supply led to special credit for special housing 
problems. 

1. Housing for veterans 
2. Housing for college students 
3. Housing for the elderly 
4k. Housing for low income groups 
5. Hausing for those displaced by urban renewal 

J. While protecting special groups it learned {t could manipulate housing 

quality or relate to other social issues or cause problems in: 

}. Urban sprawl or land conservation 
2. Social fragmentation or integration 
3. Proliferation of the anto or public transportation 

4, inflation ef labor costs or labor saving innovation



BUSINESS 550/705 
REAL ESTATE RISK MANAGEMENT 

LECTURE #11 

I. AS you begin to struggle with cash flow forecasting it should be 
very apparent that as an investor all you buy is a set of finan- 
Cial assumptions about the future - about the interaction of the 
project with users, the infrastructure, and management. Stocks 
and bonds are risky, too, in both a general market system and in- 
dividually, tut real estate does not depend primarily on random 
walk methods of risk management through diversification as do 
stocks and bonds investments. Real estate management is the 
control of risk. 

A. Risk is the variance between assumptions and realization, 
between pro forma budgets and actual P&L statements. 

B. Risk management is the control of variance, a reduction of 
financial upset and insolvency in terms of frequency and 
severity as the result of surprise or unpredictable obligation. 

C. A real estate enterprise faces a great variety of risk types, 
but they can be basically divided as follows: 

1. Static risks = external, sudden, and generally destructive 
events such as fire, death, earthquake, etc., and which 
can only cause a loss of resources by surprise or upset a 
plan. 

2. Dynamic risks = partially controllable, internal occur- 
renees over time which can produce a profit or a loss 
depending on management finesse and forcasting ability. 

D. Most static risks can be controlled by insurance while many 
dynamic risks can be minimized through management. Dynamic 
risks facing the real estate investor would includes 

1. Non=systematic business risks (these inherent in the man- 
agement and marketing of tne property). 

2. Systematic business risks (those innerent in the level of 
general economic activity). 

3. Financial risk (adequacy of cash available for debt service 
on time each period and in the aggrezate in the event of 
foreclosure), 

4, Interest rate risk (the possibility that interest rates 
will rise relative to contract mortgage rate, transferring 
value from lender to borrewer as a result). 

5. Liquidity risk (the rise in interest rates wili depress tie 
resale price of the mortgage so that if the lender needs 
casn, he must sell mortgage investment at a loss), 

6. Inflation ricks (loss of purchasing power of dollars which 
remain invested in the outstanding balance), 

?7« Creditor risks (redefinition of remedies in the event of 
non-payment by statutory or judicial actions or innovative 
legal gambits). 

E. Risk management has two objectives: 

1. First priority - conservation of existing enterprise assets 
despite surprise events. 

2. second priority - realization of budgeted expectations of 
income despite Surprise events.
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3, It 4s both a philosophy of inquiry in terms of validating 
assumptions and a management process of attempting to answer 
systematically the “What if...” questions. 

F. The alternative methods for controlling variance (avoiding loss) 
which everyone subconsciously uses include: 

i. Improving forecasts (reduce exposure to surprise). 
2. Eliminating the risk exposure. 
3. Reducing the frequency and/or severity of the loss (e.g., 

fire proof construction, sprinklers, lower LVRs). 
4. Combine risk exposure to improve predictability (e.g., in- | 

crease scale“operations, diversification). 
Ss. Shift risk by two-party contract (e.g., subcontracting, 

escalator clauses, variable rate mortgages). 
6. Shift the risk by insurance contract. 
7, Limit liability for losses through form of ownership (e.ge, 

use a corporate shell, limited partnership, exculpatory clause). 
8. Hedging (e.g., use options, contingent sales, sale and leaseback, 

change in conditions clause), 

=I. A real estate project becomes a complex web of contractual arrange- 2 
ments which adjust and allocate the risk among all the parties of @ 
interest more or less in proportion to their vested interests and * 
the benefits. Different parties are making different assumptions E 
about the future and, therefore, approach thelr risk management c 
Plans differently. 2 

tn 
A. A land lease tied to the cost of capital for a savings and loan. ey 

a 
Te 

B. Consider a mortgage closing: 

1. Title + 
2, Survey s 
3. Construction contract thoy 
{, Mechanice’®s liens on 
5. Property and liability insurance 2 
6. Mortgage guaranty insurance — 

+ +° 

C. Control of dynamic risks witn positive, negative, and bailout ce 
incentives (pleasure, pain, and ballout principle;,. a 

. 4 
D. The percentage lease « base rent to protect the landlord, overage c 

rent to reduce the tenants’ financial risks. - 
., 

E. Shared appreciation mortgage - protect the borrcewer agseainst high ae) 
interest rates and a high default point - protect the iender D 
against devaluation due to continued inflationary pressure on S 
interest rates. ~~ 

F. Physical design for fiexibilty of future use; cupacity Yor tne th 
100 year storm. rs 

G. Public regulation is intended to eliminate the worst of land . 
layout, construction technique, or other variance from the public _ 
land use plan with sanctions to control smail ievels of variance. ¢« 

&) 
E 

III. Cash flow forecasting is not important in itself but as a base for eS 
developing risk measures, including: o 

& 
1. Default ratio, payback ratios, debt cover ratios, etc. 2 
2. Sensitivity amalysis as to the capacity for errors in tne basic 

assumptions. 
3. Identification of revenue and cost elements to be controlled and + 

defined by contract.
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F. lt is important on the approach to a shopping center that the 
shopper be able to identify the major tenants from the shape of 
the building and the signing. Parking lot routes must be clear, 
lights on the lots played down, and changes of grade avoided. Access 
to a shopping center at two different levels forces the developer 
to use highly restrictive leases which alternate the mix of goods 
displayed on each level as well as an access and grading plan which 
will distribute customers arriving equally on all levels. (The Cannery) 

G. This brings us to a major element in site transportation, specifically 
vertical transportation by means of ramps, stairs, escalators and 
elevators. 

]. Statton loads to reflect occupancy and use 
2. Organization of space uses to hold high concentration at ground 

level such as lecture halls with direct exits to the outside 
3, Escalators move people In bulk but Yery slowly. Elevators move 

people quickly but in small number and each elevator consumes 
usable space on each floor that it passes through. 

4k, Therefore there is a trade-off between an increase In the cost 
. of site, an increase in the cost of structure, and a change In 

the cost of the vertical transportation. (The horizontal system 
Includes corridors, plazas, foyers, etc.) 

5. Sites which are too small or too large create ineffictencess which 
inversely affect value. 

H. The correct balance between usuable space and space required for 
vertical and horizontal circulation creates plottage value for 
lands to be acquired to create more efficient sites or for access 
(the Anchor building in Madison and the Hopkins St. filling station) 

“ |. Safety attitudes, habits and linkages are also well fllugstrated by 
Gateway Center In Chicago and a proposed building for the IC tracks, 
[lt linois Central Railway, for the latter'''ndtans'' rode the Ié 
while ''Chiefs'' rode automobiles . Both groups would not change 
their attitude In regard to tansporation. Praposed office building 
had no parking for the men who would make the decision to sign the 
lease. INddans peeferred Randolph St. station site where they could 
find an empty seat at rush hour. The visible advantages of the sub- 
ject site and premise of accessibility by proximity were negated by 
values and behavior patterns of those who would occupy the building. 

J. Psychological barriers to entry despite proximity are [illustrated 
by the céosed mall shopping center. The barrier of a glass front 
door and the mental effort of Intruding past that door are removed 
for the shopper by stage front store fronts which rise into the 
ceiling eliminating a sense of extlusion; rafsed ceilings In the 
mall with skylightIing and vertical motives overcome accumulating 
claustrophobla of the small shop and generate a sense of excitement 
thereby reducing a sense of frastration which reduces the tendency to 
buy.



APTEE=TAX DISCOUNTED CASH FLOW ANALYSIS 

Project Information 

Building: 4) Size: 100-unit apartment building 
800 net sq. fte per apt. 
85 building efficiency factor 

44) Cost: construction cost of $35 per gross sq, ft. 
soft (indirect) costs: 18% of constr'n budget 

Furnishings: §300,000 worth 

Land: i) Size: zoning code limits density to 12 units per acre 

44) Cost: $30,000 per acre 

Apartment rent: $400 per month; assume 6% simple annual growth 

Vacancy: 5% | 

Real estate taxes: assume market value will equal the total 
project cost initially; equalization rate = ,92; 
mill rate = $,024: and also assume that real 
estate taxes will grow at 6% simple annual rate 

Operating expenses: §2,20 per gross sq. ft. annually; assume 8% 
simple annual growth 

Depreciation: 1) Building: 175% DB over a 15-year useful life; 
15% salvage value when using S-L 

44) Purnishings: S-L over a S5eyear useful life; 
10% salvage value 

Mortgage loan: loan-to-cost ratio = .70; interest rate = 9%; 
: term = 25 years; monthly payments 

Working capital loan: interest rate = 11% (simple interest) 

Investor info: requires 15% after-tax equity yield; plans to 
hold property 4 years and then sell: tax bracket 
is 50% 

Market value: assume equal to total cost initially; 6% simple 
annual growth rate 

Supporting Calculations 

Total cost of project: 

4) Butliding cost: 100 units x B00 net sq. ft. / unit ,85 
= 68,000 gcross sq. ft. 

construction cost: 68,000 x $35 = $2,380,000 
soft costs: 18% x $2,380,000 = 428,400 

Building cost = §2,608,400 

42) Purnishings cost: 300, 000 

Continued...



Total cost of project (cont'd): 

i) Building cost: $2,808,400 

11) Furnishings cost: : 300,000 

444) Land cost: 100 units = 12 units/acre = 85 acres 
8.33 acres x $30,000 / acre = 250,000 

Total project cost = $3,358,400 

Gross income: Year 1 -- 100 apts.x $400/mth, x 12 mtha/yr. = $480,000; 
simple growth at 6% annually 

Real estate taxes: Yr.1 <= $3,358,400 x .92 x $.024 = $74,153; 
simple growth at 6% annually 

Operating expenses: Yr, 1 -- 68,000 gross sq.ft. x $2.20 /sross sq.ft. 
= $149,600; simple growth at 8% annually 

Depreciation: 

i) Building: w/ 175% DB -- 
Yroi: 1.75 x 1/15 x $2,808,400 = $327,647 
"2: ex " x 2,480,753 = 289,421 Accumulated 
. 2 ye x "* xX 2,191,332 = 255,655 sere at ten 
"hh: © x * x 1,935,677 = 225,829 = $1,098, 552 

Remaining depreciable basis @ end of yn 4 = $1,709, 848 

w/ S-L: Annual dep. = 1/15 x ($2,908,400 x .85) = $159,143 
Accumulated dep. = 4 yrs. x $159,143 = $636,571 

41) Furnishings: 
w/ S-L: Annual dep. = 1/5 x ($300, 000 x .90) = £5 4000 

Accumulated dep, = 4 yrs. x $54,000 = $216,000 
Remaining dep. tasis = $84,000 

Adjusted (taxable) basis @ end of yi 
= 2. Remaining dep, basis, + Land cost 
= $1,709,848 + $84,000 +°$250,000 = $2,043,848 

Loan Info: 

Original loan amount: .70 x $3,358,400 = $2,350,880 
Monthly debt service: $2,350, B80 (ALP, 758 300mths) = $19,728.50 

008392 
_ Annual debt service: 12 mths. x $19,728.50 = $236,742 

Yr.1 Yr.2 Yr.3 Yr .4 

ETRE ue aa Ee = re + zZ 

Prin, Rep'd 26, 22 2 E5478 22 

peeSruaang MINE MILT Hanes 82368 | - in, Rep'd . 1 ne 

Int. Paid $210°Si5 © FLORLOse «=| BROS eR | EOD ATO 
Market value: : . | | : 

Yr. & (end of) = $3,358,400 x [1 + 4(.06)] = $4,164,416
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THE a erobien Set #3 
Name SIMPLE Disc. Sec.. 

¥ Yr.1 Yr. 2 Yr. 3 Yr. 4 

GROSS INCOME "MOOD "06.800 | f SS7EOO . Xe 4) 

LESS VACANCY ALLOWANCE Ze (00 2S, GLY ZE) 850 Z§ 320 

EFFECTIVE GROSS INCOME CATAL LIZ3OO * S/O, 720 *5 38,080 

LESS REAL ESTATE TAXES THLSS _T8602 83,05] 57ST 

LESS EXPENSES “Y4 0 SESE 1 73 SRL [BS SOF 

NET OPERATING INCOME 7 232 U7 263/90 Fosu [FS "ZESOAC 

LESS DEPRECIATION 38h € “7 245 “| 307 ESS 2/7F 827 

LESS INTEREST ALOSTS” 2OZ5HR 20S 3 BZD 

TAXAELE INCOME ASIUS) (308 779) (250, 9%) CATS 

PLUS DEPRECIATION BSCE? = BYBY2I BEES ETL RZ 

LESS PRINCIPAL PAYMENTS ZEEE? _ ZS ESS BIB7% _BUBZ? 

CASH THROW-OFF (4 X95) "5 G54 17 2Gf 28 RL 

LESS TAXES O Y 0) (} 

CASH FROM OPERATIONS (@ as *s G54 72 2Gf ag zeal 

WORKING CAPIPAL LOAN CHIT (L495) OQ Jd 
DISTRIBUTABLE CASH AFTER TAXES ° 0 7h “SF } fe a9 / "29,33 of 

TAX SAVINGS ON OTHER INCOME (PTISR o, 310 (3G, 4S (OSSE/ 

SPENDABLE CASH AFTER TAXES ¥ 79 71 7 <9 LG ® / LF paul "13 £92) 

PRESENT VALUE FACTOR AT _/\) % wlL7 7 ZI -€ SWZ SIZ 

P, V. OF SCAT USE GSE, eh FRR 2g FR ORT 

‘te FOF 7. “WORKING CAPITAL LOAN (CUM BAL) LATS 0 0 0 

x. /} 

cddt) yr interests FYFY
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TAXES DUE AT TIME OF SALE 

HOLDING PERIOD ol pees 
. : i 

TAXABLE BASIS "2 (1h TUR 
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Business 550/705 Lecture Outline 
Real Estate Investment and Federal Income Taxes 

|. For the past 25 years the American investing public has been fascinated 

with tax shelters by Investing in exotics such as cattle, movie making, 

oil exploration, and real estate. Since 1981 Congress has responded 
to pressure by the IRS to eliminate tax shelters and to reestablish a 

neutral, equitable tax. 

A. Congressional tax Jaw strategy always involves shifting the weight 

placed on the following objectives: 

1. Collecting adequate revenues to finance government operations 

2. Encouraging investment in productive assets as opposed to current 

consumptton to close the savings-investment gap and to stimulate 
employment while generating a larger taxable income in the future. 

3. To channel investment and consumption toward national priorities 

4. To redistribute wealth and break up extra large family furtunes 

B. Ta channel investment and encourage high priority objectives for 
eocnomic Investment tradittonal tax laws gave the taxpayer certain 

ploys to postpone or reduce federal tncome taxes. These ploys 

were a combination of: 

1. Reducing that portion of net receipts which is recognized as 
taxable income. 

2. Reducing the marginal tax rate applicable to the taxable receipts. 
3. Postponing the payment of taxes due to recognize the opportunity 

costs of present value money. 
&. Avoiding one or more federal taxes through a change of involuntary 

' shift in status of property ownership or condition. 

. C. Real estate Investment had the same tax treatment as any other investment 
except real estate provided a higher depreciable asset ratio to total 
capital, a greater opportunity to leverage finances, more flexibility 

In postponing Income, and more visibitity. 

i. A building ts a single machine for making money as compared to 
other businesses using many small machines which can be bought 

and sold individually at a smaller scale of entry. 
2. The tmpact of rising prices on business equipment is difficult 

to trace to product prices while the impact of construction costs, 

real estate taxes, etc. can have an almost immediate impact 

on rent whitch in turn is a major factor tn household budgets. 
3. The popular Itterature of financial planning touted the romance 

of real estate to support real estate brokers, new construction, 

and all manner of financial management services, not to mention 
investment banking, 

D. Ironically the stngle biggest toss of tax dollars to federal! revenues 
can be attributed to tax benefits to the single family home, 
according to the Brookings Institute, because of special privileges. 

1. Deductibility of interest and real estate taxes for resident owners 
2. No capital gain tax on sale if you buy a home of equal or greater 

value fn two years. 
3. A once in a Jifetime exemption of $125,000 in capital gains if the 

owner resident sells after the age of 55.
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E. Objectives of federal income tax review in this course, pius some 
reference to the estate tax, is only ftnterested [In illustrating 
tax incentives and disincentives as a factor in city butlding and 

real estate ownership. Hopefully you will recongize: 

1. The sensitibity of tnvestment to tax matters 

2. The use of tax law as a federal device for providing land use 
priorittes 

3. Some of the tax strategy in general with a few examples 
4. The income tax taw as a subsidy to make real estate competitive 

for capital 

l!. To encourage specific types of real estate development, capital investment 
in real estate, or national priorities such as landmark preservation, 

renovation of old buildings, energy conservation, or new housing or 
low tncome family, Congress continues to create features and rules for 
five basic ploys. 

A. Reducing taxable income, particularly income subject to a progressive 

tax rate, to postpone income tax: 

1. Accelerated depreciation understates taxable tncome in the early 

years but overstates taxable income tn tater years. Stratght 
line deprectation is 100% depreciable asset value minus salvage 

Value divided by useful life. Tax law might permit multiples 
of straignt tine or fictictous lives, such as 15 years. 

2. Investment tax credits which apply directly to taxes due; for 
example, buildings more than 50 years old and classified as 
landmarks enable the developer ta take an Investment tax credit 

for 204 of all remodeling expense with fong carryback to refund 

taxes paid in previous years, non-landmark buildings 10%, 
3. Taxpayer option to expense certain capital expenditures such 

as development casts of a vinyard, irrigated farming, or holding 
costs on vacant land awaiting development. Tax reform has 
severely reduced those but stil! favors such election for 

subsidized housing. 

4. In the old days depreciation could be applied against earned 
Income so professtonal people bought syndication shares. Under 
the new law all income is classifted into three categories: 

t. Income from passive activities 
2. $‘ncome from portfolio securities 
3, Income from earnings 

Rantal real estate is passive income and is available for shelter 

of only passive revenue: there can be unlimited carryover but 

no protection from earned income. 

B. Converting taxable income to capital gain to reduce the applicable 
tax rate 

1. Purchasing a home with a very large mortgage loan on which tnterest 
payments are deductible converts net income to a future capital 

gain if the home appreciates in value each year more than the 
after tax interest cost. This ploy is more feastble when interest 
rates are 7% rather than 17%.
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2. Accelerated depreciation before recapture laws permitted investors 
to understate taxable income and then sell the property at an 

overstated capital gain, thus converting income to capital gain 
and its lower marginal rate. (Capital gain = net sale price - 

book value) . 
3. Purchase at a low price and then increasing income through gocd 

management and marketing and then selling the property for the 

present value of the future tncome converts the rewards of your 
services and expertise from taxable income to capital gain. 

C. The new tax law places a fully tax rate on capital gains so that the 
investor can no longer create new tncome, sell it for a capital gain 
and pay only half the taxes. Capital gains taxes are equal to income 
taxes so this will discourage reinvesting and tmproving property. 

D. it its possible to postpone the payment of capital gains taxes. 

1. The ownerrresident of a single family home can sell his property 
and postpone a capital gains tax by refnvesting [In another home 

of equal or greater value within 24 months. 
2. Involuntary conversion of a property to cash as a resuit of a 

natural disaster, casualty loss, or eminent domain permits 

Investor to rebuild or relocate within a specified time 
without paying a capital gains tax. 

3. The trade or exchange of like kinds of investment property is 
not taxed. Instead each party takes his old basis with him 
which 1s then adjusted for the net change is his debt position 
or the amount of "boot'! he received. Baot Is non-like property 
such as cash. 

E. Complete avoidance of all or part of the capital gains tax would 
result when: 

1. The owner of a single family home is entitled to a one time 
exemption of $125,000 profit or capital gain if he sells his 

home after age 55. The theory is a home is his major savings 
program and the cash is needed for retirement income. 

2. When investment property is held until] the owner dies the estate 

recelves a stepped-up basis equal to market value on the date 

the owner dies. No capital gains tax is paid if the property 
is then sold but market value is included in computing the 
taxable estate value. 

F., Real estate lends itself to reducing estate taxes in the transfer 

of wealth from generation to another. 

1. Real estate in farm and small businesses wil! be included in 
the estate of the owner at their use value rather than thetr 

market value to reduce estate taxes and the need for cash if 
the heirs continue to operate the business or farm for at least 

10 years following the death of the original owner, thus 
achieving a partial avoidance of capital gains and estate taxes 
up to a maximum of $500,000.
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550/705 Income Tax Lecture Continued 

Itl. Achieving the various tax ploys is complicated because federal policy 

provides incentives and penalties :for different priorities of property 

development, tax purposes of ownership, and the form of the ownership 
entity. 

A. There are three basic questions which need careful definition and 
structuring of answers for each investment. 

1. What type of rez! estate is it for depreciation and other tax 
ploys available? 

2. What is the tax purpose of the real estate ownership position? 
3. ts the ownership entity a single tax or double tax situation, 

a tax conduit to the individual or a corporate organization? 

8. First a property must be classified both on the physical facts and 
the actual or implied intent of the owner as one of the following: 

1. The personal residence 
2. Farmor extraction properties 

3. Investment residential 

a. First user, or second user 

b. Residential rehab 

c. Conventional financing or federally funded and subsidized 
d. Oate acquired 

4, All other properties (limited depreciation and full recapture) 

C. Tax rules differ depending on the presumed purpose of the investment 
imputed to the taxpayer in any given property. There are three 

alternatives defined by the IRS: 

1. For use (users have more liberal ordinary income - ordinary loss 
elections) 

2. For investment income and long term appreciation (for which capital 

gain treatment is available with some elections to expense or 
capitalize halding costs) 

3. For trade or inventory (dealers status for which capital gain 
is almost never avai lable) 

D. Because investors in real estate want some of the short term tax shelter 
benefits at the same time that they can participate in large group 
investments, real estate is very sensitive to whether ownership entity 
of a group investment is a single tax conduit or double tax corporate 
entity: 

1. Single tax entities would include: 

a. Single proprietorship 

6b. General partnership 
¢. Sub-Chapter $ Corporation 
d. Limited partnerships 

e. Other non-corporate associations 

2. Double tax entities would include: 

a. Corporations not exempt above 
b. Associations for profit with three or more of the following 

characteristics.
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3. dn addition two or more people associated for profit fs corporate 
if it has three or more of the following attributes: 

a. Limited liability or investors 
b. Centralized management 
c. Unlimited continuity 
d. Marketable interests 

\V. There remains a general suspicion that real estate investment tax policy 
is avprivileged domain of the rich. This may be because marginal rates are 
highest for the rich and tax savings to other income is highest to those 
with the highest marginal rate while Interest cost has the lowest | 
marginal cost to the same rich folks since we're soaking them pretty good. 
Then there is the fetish of the rich to spend $1.50 to save $1 in taxes 
which leads real estate promoters to produce the best tax shelters rather 

than the best people shelters. . 

A. Critics who oppose tax shelters argue that: 

|. Present tax laws lead to excess building and misallocation of 
national resources and priority. 

2. The cost in lost tax revenues of 2-3 Billion a year would be 
much more effectively used if collected and redistributes as 
a consumer subsidy for the low income family. 

3. The capital attracted to real estate is siphoned off by developers 
and brokers up front since most of the property has almost 100% 
financed anyway. 

4. The economic logic is faulty when [t argues that to provide decent 
shelter for millions of Americans, the system must first produce 
several hundred thousand tax millionaires. 

8. Such tax advantages that there are are justified according to some 
because: 

1}. Long term ownership is so risky, investors would not invest if 

payback was not accelerated by tax saving. 
2. Unlike automobiles real estate depends on thousands of small 

investors for capital and could not compete for money unless 
there was an additional return in the form of tax benefits. 

3. By attracting new capital to real estate housing construction 
is stimulated, but rents can be lower since the investor receives 
part of His return in the form of tax savings. 

4. As a producer subsidy stimulates employmemt and maintenance of a 
competitive supply of space to reduce monopoly advantage of 

existing buildings.
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Urban Land 550 
Local Government Requlations of Real Estate ~- Lecture #12 

|. Real Estate has already become the most regulated industry, with the 
possible exception of the railroads, which having heen destroyed by 
government and inismanaqement are now largely subsidized by government. 

A. The mythology of private property gives the citizen a greater sense 
of independent action than he really has. 

1. Private rights of claim and access 
2. Public rights of claim and access , 
3.. Common rignts of claim and access 

B. Claim rights - the rights to benefit 

C. Access rights - the rights to control decisions about use 

D. The constitution gives government: 

1. First claim on productivity (the real estate tax) 
2. First prerogative of decision making (the police power) 
3. Priority to recover private rights (eminent domain) for cash 

E. The concept of private property is therefore defined by what is not | 
public or common and it is therefore shrinking. The semantics remain 
middle English common Taw but the substance of private property varies 
inversely with the growth of social interdependence. 

i 

F. The regulation of land and buildings can be studied from a spectrum 
ranging from the particular site, the neighborhood association, the 
locak municipality, the region, the state, and the federal government. 

{!. Controls an the individual site can take many forms, including: 

A. The contract and common Jaw relationships between buyer and seller, 
multiple owners, landlord and tenant. 

B. Covenants running with the land 

C. Easements transferring limited possession rights from a subservient 
property to a dominant property, such as a driveway easement. 

D. A license - a revocable possessary interest 

B. A condominium agreement 

F. A property owners association | 

G. A merchants association 

lll. Traditionally public regulation of land use and affecting real estate 

have been regarded as very personal and local and until recently the 

states have left these matters to the local government.
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A. Citizen can have direct administrative contact in situations like- 

1. Zoning variances and rezoning 
2. Appeal of tax assessment . 
3. City services via intercession of the alder person 

B. Indirect regulatfon of land use occurs through municipals policies far: 

1. Public works 
2. Buildtng code enforcement and revision 
3. Traffic control and parking 
4, General property and assessment 
5. Viewpoints of the Board of Estimates and tax rates 

C. Public administrator policies and attitudes have long term gradual 
effect on land use patterns: 

l. Influence of assessment policies over investment 
2. Attitudes toward annexation 
3. Public works planning and the five year capital budget 
4, Zoning policies to promote master plan 
5. Impact of government project 
G. Action of local government toward: 

a, Pollution control 
b. Efficiency of transit 
c. Housing supplies 
d. Desire for new industry 

D. In any micro situation all of these inputs appears democratic but 
when viewed tn light of political fragmentation and duplication the 
result may be anything but public control of land use, particularly 
land uses which reflect regional or national priorities. 

1. Competition for advantageous land uses 
2. Self interest in avoiding less destrable responsibilittes of 

government 
3, Justified local fear of state or federal controls 
4. Progress requires mcans to break stalemate of local partisan politics 

IV. Dane County is a good example of political fragmentation and the patterns 
of government control of fand use. 

A. (one) county 

1. Board of supervisors 

2. Executive adninistrator 
3. Regional nlanning commission 
4, Various boards appointed by executive administrator or by supervisor 

B. (three) cities (Hadison, Monona, and Middleton) 

1}. Wards and alderman 
2. tayor (full time or part-time) 
3. Departrent heads 
4, Commissions



~3- 

C. (20) villages 

1. Villiage board 
2. Village president 
3. Sub-committees of the board 

D. (25) townships 

1. Three elected supervisors 
2. Chairman of the board selected by the board 

E. (approx. 80) spectal districts and city authorities with real estate tax powers 

1. Schaol, drainage, fire, water control, insect control, etc. (downtown 
2. Educational board elected but most are court appointed renovation 

districts) 
F. The Madison metropolitan area has 129 different units of government, 

the Chicago metropolitan area has about UGO and the Hew York metropolitan 
area has 1300 various little political worlds. 

l. The Port Authority of New York 
2. The Chicago Housing Authority 
3. Only a few big cities have tried to bring metropolitan areas under 

one government, such as Montreal and Miami and tndianapolis 

4h. Milwaukee once considered voting itself out of existence so that . 
all urban functions would be provided by the county 

V. To complicate local government, super-imposed problems of representation 
and apportionment, political parties, community power structure, and 
the urban-suburban clash. 

A. Stgniflcant breakthrough of reapporttonment | 

B. Geographic and party splits 

1. Economic segregation 
2. Fragmentation and abandonment of the city 

C. Community power structure 

1. Local government not influenced by big corporate business 
2. Power structure represents associations of local interests 

a. Chamber of Commerce 
b. League of \Vlomen Voters 
c. Board of Realtors or Home Builders Association 
d. Neighborhood Associations | 
e. Variety of citizen pressure groups 

D. Communications management 

E. Public officials In a position to spend tax money or grant favors 

F. Short-term politics with won-lost fascination of power structure 

G. Regional planning commissions dilute political powcr of any one 

vested interest 

1. Bad example - the Commadore Building--townshtp of Madison 

2, Good examples--SEWRPC--1969 San Francisco Bay Development Commission
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H. Dane County Reqional Planning Commission recently proposed five 

alternative strategies for Jand use planning--value judgements 
which could be converted to objectives and specific criteria and 
regulation. The five alternatives: 
], Existing trends--corrected for worst mistakes 
2. Wodified trends--cluster planning and less spraw! 
3. Hew directions to preserve prime agricultural or environmental 

lands 
4, Reduced population growth by control of economic base 
5. Sharp reduction on land area acceptable for development to force 

higher densities in existing urban areas 

l. All strategies have violent resistance and emotional supporters. Thus, 
some compromise is being sought between exclusively local Jand use 
policies highly vulnerable to local political convenience and national 
land use control which would be too general and insensitive to special 
local needs and values. 

J. On Honday we will look at state control pushed by federal subsidies 

and penalties.



Lecture # /@ 
REAL ESTATE TAX, LAND USE 

& PUSLIC INFRASTRUCTURE SOLVENCY 

l. AS a major cost of real estate ownership, the real estate tax has a 

stanificanc impact on land use decisions, an Impact which may advance 

community planning or be counter productive and cause those types of land 

use decisions which are against the public interest. 

A, You have’ discussed factors which could reduce or increase the total 
revenue which would need to be collected from the taxes. Today we 
wlll discuss how the tax base can be manipulated to change the mill 
rate. ; 

8B. Wewilll briefly discuss methods for definina assessable (ratable) property — 
methods for tand planning to encourace high assessment value, and 

the uses of public investment to stimulate new assessable private 
investment, 

lf. Which property should be assessed and how much? 

A. Government owned property is exemot from the real estate tax. It 

represents 40% of land in Madison and receives the benefit of fire, 
police, and other city services. 

[, State office buildings pay 15¢ a sq. ft. toward city services, 

public housing pays 10% of effective rents in lieu of taxes, 
and Eagle Nefahts pays so much a child teward school but these 

are negotiated and don't change often by inflation. Other 
government uses pay nothing. 

2. What happens to a township when a sizable pertion of its land 
fs taken by the federal government for a military base cr a wild 

river reservation. Who benefits and who pays for the shift in 

‘ tax burden? 

3. Should government installations be considered economic base Items 
which support other real estate values in town or should it be 

taxed like everyone else. If so, what is market value of 3ascom 
Hail? 

4K. FAilure to put a real estate tax on government land means it is 
under-utllized. The University can hold land at Charmany Farms 

on Whitney and Mineral Point Road indefinitely, specufiating on 
future appreciation but causing unnecessary urban sprawl and 

duplication of urban services. ag 

B. Churces, hospitals, and private schools are also exempt so long as 

the property is conticuous to (ts operating centers or actually used 
for charitable purposes. The argument is that the social good is. 

_ well served by these organizations and that rezi estate taxes would just 
increase the cost of services or reduce their quality and scope. But 
when is there too much real estate so classified with ne correspondent 

social benefit? 

C. Recently Wisconsin voters voted to provide a partial exemotion to 
~ farmers and conservation Jands oy constitutional referendum. in short, 

these lands could be taxed on the value of their actual use rather 

than markec value. The Legislature has enacted a proaram which requires 
counties or townships to file a master jland plan which defines prime 
agc¢riculcural or conservation areas, Property owners can then alect 
shert and tong term use value status subject to certain conditions.



2 

The farmer near a growing area could continue to farn evan though his 
land was new suiteble for subdivision. Secause Fis values are uncer- 

Stated cther taxpayers in his district pay a higher vill rate. Tne 

“egislature has decided to reolace lost revenue from state 
Funds {as they do with forest land). There wi!l be a 75% roll- 
back of real estate tax reductions charged against profits when a 
farmer seile his land. 

oO. (tf we abandon market value as the benchmark for everybody, do we then 
exemot the elderly pensioner who owns his own home, the low income 
family, or other politicsl favorites such as farmers and veterans? 

E. Some pecole propose exemetions for buildings and improvements, 

faxing anly the land. The value of the land would reflect the assessors 

best guess as to its best use, In that way a high intensity sits value 
would force she owner to bulld or improve his preperty to that use 

im Order to pay the taxes. Site value taxation is being used in New 

Zealand, Australia, Pakistan, and Jamaica to force land owners tc develop 

their prapercy rather™sit an it to speculate. This fosters economic 

develooment and the breakup of large land holders in areas ready for 

development, agricultural or urban. Jt assumes the land planner and 
the assessor know what they are doing. 

i. A variation is the graded tax, with a higher mill rate on land than 

on buildings. 
2. Which mechanism ts more trustworthy, the marketzlace or the government 

technocrat? 

lll. A desire af a community to discourage low value lang uses or high service 

cost occupancies leads to what is termed fiscal zoning. 

A. Mooile homes provide = low real estate tax base but often provide 
many ¢hildren fer the schools and clients for the welfare proaram. 

Communities ¢an make the specifications for the mooile home sarks 

virtually imoossible to meet. 

B. Large lot zoning typically mean expensive homes, high tax base, and 

low densities which require Jittle public fafrstructure in terms of 
roads, utilities, and schools. Can be ruled out as iflegal. 

Under . 

C. “the urban renewal program, low income housing was replaced by luxury 

housing to increase real estate tax revenues with which to finance 
the city’s share of renewal and at the sama time force relocation of 
high service casts families and uses te other communities. 

~—_ 

D. Cities may underassess new industry to enccurage their construction 

in town while at the same time real estate tax costs may gredually 
forces cartain industries to leave town to remain competitive. 

€. The cities wage the war for tax base with many tools, including city 

water, annexation, fire deoartment services, and negotiated pre-annexatian 
agreaments with developers. 

IV. Public land use decisions and caoite!l expenditures must always te conzicered 
in terms of the nec effect on city tax base anc tax revenues. 

A. The city auditorium issue included the issue or Iacatina the 
fecility so as te Stimulate private invest-ent. The Law Park site 

was toally surrounded Sy pubiicly ownec Lane and suildings so that 

it could not stimulate appreciation In private land value.
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The State Street site stabilizes and may increase values in a declining 
area. 

8. A current fssue is the relationship af an MATC campus to the viability 

of downtown Madison, particulariy retailing and restaurants on the 
Square and on State Streec. 

1. Some downtown sites would have meant the loss of several blocks of 
taxpaying real estate and the present value of that income stream 

would represent a tremendous toss te the city although it receives 
no compensation. 

2. On the other hand some would argue that locating the MATC site 
at the airpoct would undermine residential values and contribure 
TO a more subcie and slow rate of daowntwon decline. A $25,000,000 

facility may have significant impact on the city tax base. 

C. The MeCormick parking ramp might have been located down hill to the 

north of its prasent location. Some smaller older buildings would 
have been fost to the tax rol] but a Higher value, more intensely 
developed building might have been built on East Mifflin where the 
parking lot now stands. 

0. Government suppert of new towns can occur when the government chooses 

to build new government installations at the new town site. The 
Irvine Company astuctely realized that it would increase its own value 
by giving 1000 acres free to the U. of California. That may also 
be true of the smal! developer whe gives up 10 acres to the schoo! : 
board to capture a needed new elemantary school. 

FE. Early in the course ownership equity was defined '" as the degree to 

which one can divert cash flow to their benefit.'' Since local government 
and the school board receives 16-205 of all rental income in real 
estate taxes, local government ewns 16-20% of all tax paying rental 
sroperties in town. Conceivably government could make money by 
providing bonuses for certain types of development: 

1. For examole, If apartmene sites cost $3,000 for each one-bedroom 

apartment and these apartments have a market value of $22,000 

each, then new construction migth provide $25,000 of tax base, 
paying $700 a year towards government. If the City receives 
30% of thac, the result would be $210 a-year on $3,000 investment 
or 7%. Jf the City could keep all the tax revenue, {ft would have 
its money back with interest in five or six years. 

, 2. Offictal recognition of this opportunity te stimulate private tax 

base with public Investment is found in the new technique of tax 
incremental financing (TIF). This technique could keep nearly 
all the $700 above for the City, cutting out the schoo] board, 
the County, ete. 

3, TIF defines a specific district and its tax base in which all 

governments participate. Then the City can issue Sonds to finance 
certain improvements within the district and pledge tax revenues 
from increased private property investment and values to pay off 

the bond. Bond holders require specific private investment already 

committed contingenc only on the public improvemenc. |
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— A, Qn Willfamson Street the bond issue was used to reduce the cost of 
land for the Mollenhoff's so they could build a condominium on 

. the Fauarsach site. The Carley prosesa!l for Pinckney Street is 

to buiid two condominiums and redevelup the Emporium if the City 
will use TIF funds to Suitld @ parking ramp and restore the historical 
character of Mansion Hill. Others nave propesed putting heusine 
units above parking ramas se that the tax base can reduce the cost 

of the ramps meter fees required to finance the ramp. 

V. Building projects to house public offices or public housing can be regarded 

as cash flaw Investments. Because these may not have any revenue power, 

they sheoulc be analyzed with life evele costing, 1.@., the Investment 

objective i¢ to achieve the lowest present value of outlays over the life 
of the project te accomplish a given purpose. 

A. Since a state office building or city hail pays ao real estate taxes 
and can borrow money at only 6% interest, the annual cash cost for 
Operating expenses, debt service and maintenance should be iess than 

that charged by the private sector. Nevertheless state office buildines 
like JEF-1 cost the state more out-of-pockerc per sq. ft. of usable 

area than any comparaole privete orfice building. Why not lease 
Space which can pay real estate taxes? Why the extra cost? 

}. Architects have convinced government patrons that all pubife 
buildings myst be monumental in size and material to imoress 
people with government. 

2. (Lf there is mo cash measure af efficiency, designer arrogance is 
tm control. The City-County Building has over 440,000 sq. fr. 

of space but only 290,000 is usable beacause of wide corridors, 

extra lobbies, etc. 

3. On the other hand tne school board have been more sensitive to 
First cost with the resuit that the never buildings had lictie 
insulation, cheaser ane story construction, ete. so that they have 

excessive heating and maintenance cost. The resuit is the praesent 
value of outlays over the life of the building ts greater than 
more expensive construction at the outset. 

3. Recently the City bought the Post Office Building which will 
requires intensive remodeling for housing some city services. The 
County found ways to expand the City-County Building at lower cost 
and in doing so, left the City to Find tenants fer the balance of 
the remodeled Post Office Building. Some of those Alderpersons 
who endorsed the purchase, did so to prevent the State from buying 

it for the State Supreme Caurt. Now the Stace muse acquire more 
land from the city tax base for another state office building. 
What is the true cost of the city office. space? What would nappen 
If the city gave away the Jand to scemeone who would build a 
quadrangle of apartmencs on that Black? The €Cicy would gain some 
tex base, more residents downtown, and perhaps avoid creating a 

governmenc office ghetto. The city planners are incapable of 
carrying off such a oroject because they lack the discipline 
of the numbers. 

B. Public servants who understand the sawer of cash flow when Lecislators 
do mot can be as dangerous as private developers who iencre puslic 

solvency in terms of who pavs and who benefits. A develiocer, a slanner, 
or a designer should reac the biography of Robert Moses, The ower 

Broker, to sOcreciate 2very nuance in comtrol or cash flows as tne 
Secret to control of land use and develooment.
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VI. Federal policies may be very unfair to local residants even thouch 

the objective of government policies is good. Consider the question 
of who pays for the Federal wild river program. 

A. Professor Barrows of Agricultural Economics studied the impact 
of wild river acquisitions of the National Park Service on the 

town of Soeingbrook in Washburn County, where it is protecting 
the Namekagon River. The goal is approximately 3200 acres of 
privately owned land which will be purchased and removed from the 

tax role even though the families thereon may be permitted to 
Stay for up to 20 years as tenants. The town still must provide 

Services including education, nevertheless. 
5. NPS makes no payment to local government. In contrast the Town 

of Springbrook receives SO¢ per acre on 43 acres preserved by 

the State ONR and 20¢ per acre on 7500 acres of county forest 
plus a share of timber sale revenues. 

C. NPS had acquired in 1974 approximately 600 acres of its goal 
which was valued at $260,000 or 10% of the tocal tax base in the 
township. Tne first imoression its thar if the tax base drops 
10%, the mill rara must increase by the same amount to make up 

the loss. However the issues are more compl ex. 
0. The $260,000 tax base loss in the Town of Springbrook is only 

0.2% of the tax base of Washburn County and 0.3% of the schoo! 

district tax base. The School tax accounts for 70% of the total 
Property tax so the loss of tax base would hurt if it were not 

nautralized through the state formula for share income tax. As 

a result the net change in taxes looks like this: ‘ 

Change [tn school tax rate | = ,2¢ per $1,900 property vaiue 
Change in county tax rate -1.0¢ per $1,000 property value 
Change in town tax rate - .S¢ per $1,000 property value 
Change in state shared taxes + .4¢ per $1,000 property value 
Change in property tax relief + ,2¢ per $1,000 oroperty value 

TOTAL TAX RATE tMPACT -|.lé¢ per $1,000 propercy value 

E. AS a result state taxpayers are paying the consequences of a 
federal land use reservation program while federal fineome taxes 
are being used to pay acquisition. 

Vil. The greatest sensitivity to real estate tax solicy and land use 
decision fs at the local metropolitan level where fragmented flaca! 

government compete for land uses which produce the hitahest tax base 
value and the lowest service cost, or to avoid ldnd uses such as 

low income housing which may have high service cost and little 
additianal tax income. This war takes the form of fiscal zoning, 
annexation fights, tax abatement or investment stimulation. 

A. Fiscal zoning establishes land plan to encourage certain land 
uses and discourage others. For example large lot zoning, trailer 
park standards, conditional use of zoning, or reservation of 
larce land areas for “conservation” are all examples of fiscal 
zoning. 
T. Kehl's sheapping canter on University Avenue 

2. Cammodor Apartments, Town of Madison : , 

3. Madison Mobile Home Park rurails
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B. Annexatien (voting acres and residents) 

1. Seybetd Road and West Town Shopping Center 

2. Municional control of utilities vs. efficiency of metropolitan 

systems 

3. Pre-annexation contracts 

VITh. Almost everybedy wants to favor some particular land use policies 

by means of tax abatement. The most common == sart of objectives 
are conservation of open space, rehabilitation of dilapidated structures, 
construction of new industries, or the preservation of landmarks. 

A. Two vears age Wisconsin voters unknowingly removed the consti tu- 

tional requirement tnat all real estate Se taxed on market value 

to permit swamps and farmiands to be taxed on current use value 
if the leaislature wished to do so. | 
|. Conservationists want farm owners t6 acceot tax ralief in 

exchange for future development. 

- 2. Farmers want tax re:tef now and profits from develooment later. 

3. Politicians suqgest temporary relief now and a rollback tax 
if the land is sold for a price hianer than the land value 
af farmland. 

4. Townships want the State to replace the lost real estate taxes. 

@. Some peoste believe thet repair and itmprovement of the whole 

peoperty will tnereate raal estate taxes more than income so 

| that there is no [incentive to modernize. 
1. A direct tax abatement is not legal in Wisconsin (Milwaukee 

Bank case). 
| 2. One alternative {s to make arants for repair and then raise 

the real estate tax which ultimately refunds the granc. 
3. Of course many communities tanore the prover valuation aooroach 

and deliberately under assess remodeling of new industry. 

Competition among communities By ravoring new inoustries was 
one of the reasons that Stete took over the assessment of al! 
manufacturing facilities but of course State has an interest fn 
competingwith other states. 

C. Landmark buildings often represent underctilization of a vaiuadle 
site, costing the owner and local government significant tax base. 
Madison City Hal} Project 
Boston Old City Hall Project



Business 550/705 
The Real Estate Tax ~ Qutline ff 

[. The cash ecycle for public infrastructure begins with the real estate 

tax, user fees, and federal grants, but the reali estate tax provides 
almost 80% of revenues te support lTecal government. 

A.- There ts only one federal Income tax to understand, 50 state tax 
systems, but more than 14,000 real estate tax Jurisdictions. 

Tl. tack of standardization and skill of application leads to monumental! 

| : misunderstanding- | 
2. Unlike income tax, tax payer dees not participate in calculation 

3. Administrative costs are not properly funded . 
4k. 90% of taxpayers believe ff they are underassessed they have beat 

the system and resist restoring equity. 

B. Historlal origins of real estate tax are in socage rents and colon.al 
taxes on agricultural productivity. 

C. With development of cities, tax pay shifted to market values of 
improvements of land - an ad valorem tax. 

ff. Current city systems are based on a process developed at the turn of the 
" century [n Minneapolis, Cieveland, and Milwaukee by a municipal 

engineer named Somers. 

A. Somers tried to reduce political interference and arbitrary valuation 
by Introducing the faollawing concepts: 

I. Separation of assessment from municipal budgeting functions 
2. Definition of a mechanical procedure to assess each property 

consistently and reduce judgment calls to the minimum, permitting 
assessors to arrive at the same value conclusion on any specific 

property. 
3. Simplificacton tn order to teach the public as well a5 field men 

low cost in administration and to facilitate a legal defense fa 
the event of appeal. _ 

4. Recongition of assessment was to produce an aggregate base number 
for proportion distribution of municipal! revenue needs among ail 
property owners; consistency of relative differences was more 
important than accuracy In predicting sales price; distinctions 
had to be equitable and explainable. 

B. The assessor [s charged with mappihng and describing each property 
and estimating an assessed value. Al! property values in the aggregate 
equal the community tax base. 

C. At the same time each community budgeting unit would establish 
how many dollars they would regufre and the proportion to be generated 

from the real estate taxes as opposed to other revenue sources. 

0. Each fiseal unit divides the required budget by the agqgregate real 

estate tax hase in its defined districr to determine the tax race. 

-I.) The tax rate is called the mill rate - the fraction of a penny 
af tax per dollar of assessed value. 

2. The technical mill rate may also be stated in common usage as 
dollars per $1,000 of assessed value. In Madison in 1978 the 
total mil! rate was 28.28 less a state credit of 4.127 mills.
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City of F. Joseph Sensenbrenner, Jr., Mayor City-County Building 
Madison 210 Martin Luther King, Jr. Boulevard 

Madison, Wisconsin 53710 
608 266 4611 

A 608 266 4443 (TDD/Device for Deaf} 

December, 1987 

Dear Madison resident: 

Your property tax bill for this year 1s enclosed. Your payment will provide 
1988 operating funds for the Madison Metropolitan School District, Dane 
County, the Madison Area Technical College and the State Forestry Program, 
as well as the City of Madison. Your total bill is actually a sum of 
the tax levies set independently by the public bodies overseeing each 
of these areas of government activity. : 

Improving service quality and customer response will be the highest priority 
for all city agencies in 1988. Specific quality improvement goals wil] 
be a critical component of the overall 1988 departmental goals and objectives. 
We are also implementing a new “customer response program" that wil] evaluate 
agency responsiveness to requests for service, questions or complaints 
by directly contacting the citizens who make those requests and asking 
them to report their level of satisfaction to me personally. 

The City's 1988 capital budget contains a set of initiatives which provide 
a blueprint for Madison's future. Several of these projects have been 
assisted in the TIF process by the County, MATC and the Madison School 
District. Their help is appreciated. 

Just over 30¢ of your property tax dollar will go to support all city 
services, including the Madison Public Library. City spending for next 
year, as approved November 24 by the Council, will total $92.8 million. 
This 1s an increase of 3.7% over the 1987 budget. City spending increases 
for the five budgets under my administration, 1984-88, have averaged slightly 
aver 2% per year. 

This year messages are again enclosed from the School District, Dane County 
and MATC, and I hope you will read them, too. As always, I welcome any 
questions you may have about the city budget, as wel] as your comments 
and suggestions about city government policies, programs and services. 

Best wishes for a safe and happy holiday season. 

Sincerely, 

FL Aloseph Sensenbrenner, Jr. 
Mayor
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Dear Dane County Taxpayer: 

I appreciate the opportunity to provide information regarding the 1988 County Budget | 

and to express my appreciation for your financial support of county government. 

In 1988 less than 13% of your property tax dollars will go to Dane County government. While 
Dane County does not consume a large portion of your property tax payment, we have tried to 

be responsive to the need for services and the demands to hold down property taxes. 

The 1988 County Budget, as adopted by the County Board, contains a 4.83% increase in the 

total county tax levy. The tax rate increase —- which most accurately measures the impact on 
individual property owners - went up 2.34%. The owner of a home assessed at $75,600 will pay 
$7.50 more in 1988 than they did in 1987 for county government. 

For the additional $7.50, that "average" homeowner will receive: 

* Over $1.5 million in new highway construction and repair 
* Creation of the 911 emergency response system 

*  WNew hurnan service initiatives, including shelter funds for homeless women | 

and children, additional day care funding, early intervention programs and further 
progross in moving individuals off dependency programs and into productive employment. 

* Implementation of a 15-year park improvement plan 

* Significant now improvements for the Henry Vilas Zoo 

* New initiatives in conservation and clean-up programs for Madison's lakes 
* <A commitment to study and purchase a new county landfill site 

These major new initiatives to preserve and enhance the county physical infra- 
structure as well as the renewed commitment to human needs will have a significant positive 
impact on the quality of life in Dane County. While County government continues to pick up 
municipal services and state mandated programs, we have tmanaged 
to stay lean and accountable to taxpayers wha generously provide their support. Dane County 
will continue this dedication to efficient use of tax dollars and responsiveness to the taxpayers. 

Please contact me if I can provide any further information regarding your investment in Dane 
County. 

| inceraly, . 

nathan Barry, ~~ 

atle County Executive 

ai10 Monona Avenue, City-County Building, Madison, Wisconsin 53709 608/266-+4114
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Dear Madison Kesident! 

The majority of the educational cfferings of Area Vocational, Technica) and Adult Education District No. 4 are 
provided by the Madison Area Technical College which has three major Locations in Hadisen and four satellite campuses 
in Fort Atkinson, Portage, Reedsburg, and Watertown. Tha District encompasses all of five counties - Columbia, Dane, 

Jeffarson, Marquette, and Sauk, and portions of saven others. The City of Madison is the largest of the 22! 
municipalities in the District. 

Support of the District accounts For 4.85% of your 1987 property tax bill. 

The building of the Truax facility has baen complatad, and the Downtown Education Cantar at 211 North Carroll Street 
will be opeanad for the second semester of the 1987-88 school year. The Apprentice Center at. 2125 Commercial Avanua 
is in the process of baing remodeled, and the new fire training facility locatad at 1750 Pearson Streat which will 
meet the needs of the City of Madison, 85 volunteer fire departments throughout the District as well as tho needs of 
the airport and the Air National Guard will be completed by June 1988. The value of a1] of these facilities located 
throughout the District amounts to $90 million, and the good news at tha property tax level is that the District will 
be out of dabt in the year 1988. 

Over 85 full-tima vocational-technical and liberal arts programs are offered plus an axtensive adult aducation 
program. Head count enrollment for the District amounted to 52,062 this last fiscal year of which 18,158 ware 
citizens of the City of Madison. Technological advances have put great demands on the Board to provide modern 
equipment, as well as the need for new high-tech programs. At the same time we continue to offer adult basic 
education. 

1937-88 Mill Rate Tax Levy Madison's Share 

Operations 1.27821 $18,157,394 $6,293,554 
Debt Service » 29679 4,216,000 1,461,312 

Total 1.57500 $22,373,394 $7,754,866 

Valuation $14,205,329,523 34.662 

This District has had the lowest operational mill rate of any of the sixteen districts in the state and one of the 
lowest operational costs per FTE. 

Budget 
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We appreciate your continued support. 

Sincerely, 

¢ James B. Hasler Norman P. Mitby FUL 
Chairperson of the Board District Director
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Ma eet itan School District 
E, James Travis, Superintendent 545 West Dayton Street 

Madison, Wisconsin 53703-1967 

December 1987 

Dear Madison Residents: 

In 1987-88 the Madison Metropolitan School District {a providing quality education experiences for 
21,866 students. An ongoing challenge is to control expenses without disrupting the programs of an 
excellent school system, , 

Salaries for staff represent more than 80% of the total budget and are determined through a 
negetiation process established by state law, Any increase fn salaries has a major impact on the 
budget, 

The remainder of the budget is expended for classroom supplies and equipment, building expenses, 
utilities, bus transportation, and School-Community Recreation activities. Throughout the budget 
development process, reductions were made in transportatlon costs, curriculum and staff development 
costs, and energy costs, Furthermore, in 1987-88 the Board of Education eliminated 2.5 
administrative positions, | a 

The portion of the budget related to non-salary items actually decreased for 1987-88, As a result, 
expenditure {ncreases were lim{ted to 4.46%. The resulting increase in your tax rate is 3.3% or 
$35.00 on an average home valued at $67,000. 

These figures reflect the lowest increase in the property tax levy since 1979, and school property 
taxes are a smaller portion of your total property tax bill this year than last. We have heen abie 
to honor our commitment to contain the costs of public education, _ 

While we continue to work hard to control costs, the needs of our atudents are becoming more diverse. 
Quality experiences for all students can be accomplished only if we continue to modify and improve 
instruction. Your 1987 tax monies will provide needed support for public scheol programs. 

We are proud of our efforts to offer all children and youth of the District opportunities for 
learning and growth. We believe we can maintain our reputation for excellence by using Limited 
resources wisely, We appreciate the strong supporc this community has consistently shown for public 
education. 

Sincerely 
TOTAL REVENUE 
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Barbara 8. Arnold, President 
Madison Board af Education 
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E. The total mil! rate fs a combination gf tax districts which may assess 
real estate taxes, [necluding: 

State - 21¢ per $1,000 
County = $2.38 per $1,000 
Metropolitan sewer = 9 
Library ~ 77¢ per $1,000 
School -$15:6998 per $1,000 
Vocational schoal - $1.27 per $1,000 — 
General city - $7.96 per $1,000 
Total tax - $28.28 

F. Since each district combines different taxing areas and assessor, 
it Is necessary to adjust between districts for the reliability -of 
the ratio of assessed value to market value. This ratio ts called 
the equalization rate, and the cleser to 100% the better the assessment 
Practica may be In that community. These rates are computed by a 
State district office of the State Department of Revenue. 

G Therefore the basic elements of the real estate tax process 
represent a formula something I[ke this: . 

Public enterprise budget x % from real estate tax = mit! rate 
Market values x equalization rate = mill rate or rate/1000 

Market value of parce! x equalization rate x mill race = § tax ger parce? 

H. A special assessment is a charge for public capital improvements 
such as sicewalks, streets, the Stats Street ma!! which benefice 2 
specific group of properties as well as the community. The capital 
budget may be shared 50°50 with the community and then prorated 
on a formula that is appropriate, such as frant feat, square foot 
of lot size, assessed value of land, etc. The tax payer is given 
3-10 years at a favorable Interest rate to repay this special assess- 
ment. Theta special assessments can be pledged by the city to secure 
bonded debt for the cost of Improvements. . 

(tl. The Wisconsin Real Estate Tax assessment provess Is typical of many states 
throughout the country but considerably behind the best like California, 
New York, or Nebraska. 

A. There are 1100 or more assessment districts, no more than 50 of which 
have professional appraisers for their assessor. Most assessors are 
still elected at the township level. — 

!, Wisconsin has been unable to pass legislation consolidating 
| '" assessment at the county level because of rural distrust of 

professionals tn this sensitive area. 
z. Wiscansin law does permit consolidation at the county level 

by referendum with the state then subsidizing most af the 
budget. For example, Kenosha County. 

3- The state provides an assessment manual which attempts ta 
Standardize procedures which assessors must fol law. 

h. =Responsibilicy far complex industrial appraisal has been taken 
| over by the state. 

B. Statutes established seven general classes of property. Under special 
conditions agricultural and conservation may be taxed on use value: 
all others at market value: S. Retail 
1. Agricultural 3. Commercial 6, Mining 
2. Industrial a 4. Residential 7. Conservation
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€. Assessor required to develop a tax map which shows every parcel In 

scale as to size, shape, streets, and pyblic services. 

1. The tax parcel is Identifled by a number which In Madison is 
a code, [dentifying a property as to its specific location: 

07 99 = 4 3 - 02 oO7 - A - 
Town Range Sect 1/4 sact Blk Let Check Digit 

2. Tax parcel maps must be brought up to date as of May | each 
year, accounting for new streets, new subdivisions, changes of 
ownership, etc. 

3. For each tax parcel the assessor must then prepare a tax card 
which details the nature of the property within the tax parcel 
lines as of May 1, Including percentage of completion of 
Improvements of construction. Tax cards are public information 
in most states but. in Wisconsin they are privileged information 
and can be viewed by the property owner or his agent. 

4. In practice tax cards are updated by inspection 

0. Each parcel must then be valued at the highest price it would sel! 
to ancther user in the normal course of business, [.e., market 
value. The courts have determined the preferred way to measure 
market value is by compartson to actual sales of similar property, 
then by capitalized Income, and only after these have been tried 
by the cost to replace method since appraisal Is a difficult, 
{nexact and expensive process, if done correctly assessors: 

1. First divide unique properties from class properties such as 
single family home, filling stations, small renta!l properties, 
ete., and the majority are class buildings. . . 

2. Class buildings are then appriased by a methodology which defined 
the value of the land and the building separately; the building 
Is estimated by determining the value new (cost to replace) and 
then deducting for depreciation. Strangely similar to a 
Gost approach. | 

3. Only recently after statistical techniques been applied to 
valuation of class properties such as single family homes by 
inference from actual market sales of similar property. 

iV. The manual approach to land and building would be as follows: 

A. To value land the assessor usually establishes a unit foot or front 
foot base. In downtown Madison, this would be | ft. wide and 132 ft. 

deep and would be determined for the mid-block area. These provide 
3 common denominator of value and they allow standard modifications 
to be made for parce! differences in sIzs, topegraohy, location, 

etc. For example: 

1. Aunit foot {In a retat] area would be modified by a depth factor 
which would state that 50% af the value might be found in the 
front 1/3 of the lot, and 80% of the value In the first 2/3's 
of the lot so a shallower Jot than the standard dimension would 
not be reduced simply In proportion to its depch. 

2. Corner lots In a retail area might be given an increase in value 
of 1.5 for each unit ft. while In a residential area corner sots 
might be rates at only 90% of front foot value fer an inside lot.
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3. All these adjustments ara standardized by tables Ia the assessor's 
manual so that each situation {3s processed the same way. The 

. assessor can then defend his work simply by showing that he has 
property classified the property of the sppellant and then 
rigidly appiled the adjustment procass and made no mistakes in 
his arithmetic. The answer doesn't have to be right - anly 
eonsistent with how everyone else was treated, . 

8. To estimate the cost to replace of the building there are an endiess 
| varfety of classification for Improvements: 

}. Construction types might fall into such basic categories as: 
a. Wood frame 
6b. Masonry | 
c. Rainferced concrete frame 
d. Steel frame | 

2. For each usa and construction type a standard building will be 
described and then cubic feot or sq. ft. values which somehow 
reflect both cost and market are provided. 

3- Oi fferences between the property to be assessed and the standard 
are then Itemized and specific charges or deductions are made. 
For example, the standard may have one bath but the subject 
Property may have an additional 1/2 bath so an additional $300 
charge Is made. Each elass has a long list of adjustments for 
factual features such as porches, fireplaces, built-in cupboards, ete. 

4. A deduction Is made to reflect the age and condition of the . 
building. Tha manugl may assume all improvements are 00% 

} | depreciated in 40 years. An average building would siraightline 
at 2% but [f the building wera well maintained the effective " 
age might be sac ac 10 or {2 years instead of 20 and if it was 
in poor condition the effective age might be set at 30 years. 

C. The sum of the site value and the value of the improvements nec 
of depreciation equals the market value as of May 1. Market value 
is then reduced by tha equalization rate ta become the assessed 
value of record, dividad between land and buiiding. Those figures 
are aval lable to the public for each property as a kind of self 
policing control an assessments. 

1. The taxpayer may appeal his assessment. 
2. A tax appeal board of saven citizens will accept the arguments 

of the taxpayer and the tax assessor and may amend the assessed 
value where it feels it is not derivative of market valuc. 
Due to public disclosura the appeal board can ag longer meec 
In private with the assessor to reach Its conclusions. 

V. The ability of government to divert cash flaws of the home owner, farm 
_ owner, or building owner through Its tax policy therefore make it an 

equitable owner of all the taxable property tn the community. , 

A. ifn this course and for those who tie the real estate tax to market 
value, we see the real estate tax as a form of profit sharing, a 
distribution of earnings and benefits on a pay-as-you-go basis.
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8. Those who prefer the coat approach to value see the real estate tax 
as a method of collecting a debt, not unlike a continuous mortgage 
In payment of services rendered and public capital improvements in 
placs. 

C. As a result the real estate tax system currently faces significant 
land use Issues head-an: 

1. In Wisconsin the courts have said that the market value of a 
property for tax purposes is the highest price at which it would 
sali to another user. For sane properties, such as residential 

properties, there are sufficient sales to permit market comparison 
appraisal. Mast praperties, however, are rather unique and the 
tax process that we just described is more like a cast approach 
to value. 

2. The resuit Is a confuston as to whether the tax In Wisconsin is 
on cost or market. The courts have sald that a tow cost mursing 

home should be assessed at its resale value and that a high cost 
Insurance commany home offica should be reduced to what [ft would 
sell for, even if sale was at only half of the purchase price. 

3. In New Yark state, the Seagram's case stated that the cost to 

build did indicate market value because a sophisticated corporatian 

weuld not spend more on the building than it was worth [fn 
benefits and these benefits might take the form of public imace 
and advertising or personnel efficiency as weil 73 rental value. 

D. .The asSessor prefers to use the manual or cost approdgch so that he 

can defend his answer on the grounds on equitable consistancy while 
the taxpayer prefers to use the market approach when it is to his 
advantage to do so. 

E. The assessors methods are too time consuming on the residential 
properties and too inaccurate for lack af good information on the 
larger one-of-kind properties. 

1, The market has been rapidly shifting and appreciating so that 
assessed Values can be out of date in a year. Since the assessor 
does not have time to reassess everything each year assessments 
rapidly fall out of date. 

2. tnequity between assessments of owners of new property assessed 
on the basis of a recent transaction and alder properties where 
assessments are out of date. 

3. Inaquity between the residential elass where sales data {ts 
plentiful and commercial or industrial classes where the absence 
of data permits all kinds of subjective assumption on sale to 

. another user and thus lower assessment. 
4k. Rapid obsolescence of land valuation, particularly tn growth 

@reas or fn bullet up areas where there are no vacant Jand sales 
available. : 

F, The real estate tax can also be counter-productive to land planning 

objectives. The sale of one farm for subdivision purposes mignt 
indicate a market value of $1500 an acre. If all the other farms 
are taxed accordingly they cannot affard to continue farming and as 

:a@ résult prime agricultural land is prematurely ar unnecessarily 
'¢onverted to urban use. A way must ‘be found to make the real estate 
‘tax burden consistent with sociery’s hopes far proper land use.
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F. Anumber of staes [ncluding Wisconsin are attempting to remove the 
administrative problems of the real estate tax with some reforms as: 

1. Consolidation of tax assessmenc districts Inta county offices. 
2. Creation of a state agency which audits, trains, and prescribes 

Standards for the country officas. 
3. Automatian of market comparison projects for residential property 

by means of computer{zed market or cost approach appraisal. 
4. Statutory changes in defining acceptable appraisal methods. 
S. Statutory changes in required reperting of gross rents, ete., by 

owners of by pooling information with Internal Revenue Service. 
6. Inereasing budgets from .2 - .5% ta .7 = 1.0% of collections to 

finance staff and modern techniques. 

Vi. The real estate tax was originally [ntended to finance collective services 
like police, flra, streets, and similar housekeeping functions. It is 
argued that the inequity of errors [In the denominator are unnecessarily 
collected? by Including budget Items in the numerator that should be 
ecollectedithings Tike the Income tax and the sales tax which may be 
amore progressive tax. : 

A. A major burdern on the real estate tax is the wefare program where 
the large cities carry the load and the suburbs escape what jis a larger 
metropolitan responsibility. 

B. In Caltfornia the courts determine on August 36, 1971 in the Serrano 
| case that fit was unfair to children ta support education on a local 

real estate tax because different communities had drascically 
different capabilities to raise money for education. In Baldwin Park 
there was only $2700 of tax base per child while in Beverly Hills , 
there was over $50,000 per child. Saldwin Hill residents spent 
over $577 per pupil! while Beverly Hills was spending over $1200 
per pupil, even though the taxpayer in Beverly Hills enjoyed a mil} 

rate fess than half as much as the home owner in Baldwin Hills. 
Unequal resources made the use of the real estate tax unconstitutional 
for supporting education and violares the |l4th amendment providing 
equal protaction under the law. : | 

C. In Wisconsin the Serrano case, fed to new formulas for redistributing 

the stata Income tax to school distriets which now provides more than 
25% of schoal budgets. 

D. Tax exempt property, such as a church, hospital, school, university 
campus, or federal installation are subsidized by taxpayers. Over 40% 
of the tand In Madison is cax exempt. Public housing projects pay 
105 of rent in lieu of taxes and state office buildings pay 10¢/sq. fr. 
and communities can bill for rict police. Some argue that exenpet 
property provides services and export industry which serve the taxpaying 

properties; ochers argue that it Is impossible to appraise buildings 

which have no money. As we shall see tax exemption can lead to 
misuse of the land and counterproductive conservation.
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: 
Property Tax Relief The 
in Wisconsin purpose of the coalition was to educate the citizens of Wisconsin of the state’s 

excessive level of property taxation and to study the proposed methods for 
bringing about meaningful and sustainable property tax relief. 

| 
Asa 

result, upon his election, Governor Thompson appointed a blue ribbon © | 
. commission to study methods of reforming the property tax system in Wisconsin. 

. That commission, headed by then Dane County Executive Jonathan Barry, = 
_ produced a report that generated substantial comment in the halls of the Capitol. 

an. 

This week, the property tax issue came to.a head, In his state of the state 
address on January 26, Governor Thompson proposed a property tax relicf 

initiative. While this step is, like those of the past eighteen months, still a 
predecessor of many more to come, 
Association na Om 2 eritical OW Ol da DTOC#HSS Liar Co ig 1M7 I | at 

We are therefore 
publishing this special edition of the Wisconsin REALTOR® Update to inform, 
you, the members of the Wisconsin REALTORS ® Association, of the contents of 
the Governor’s plan, including its benefits and liabilities to our industry, and to let 
you know how you can heip shape the property tax relief process. ! 

ee aE ee eget oo beleacumee oc te | | 

excited at how far the property tax reform process has come, we are very 
concerned that the Governor has contemplated using revenue from a 5 percent 

The 
leadership of the WRA met with Governor Thompson immediately after his 
January 26 address, and made it clear to him that, as representatives of ail 
members of the real estate industry, we could not accept this targeting of an 
important s¢gment of our industry as a revenue source. 

We have set forth a series of questions we think you might like to ask, and 
we present the answers of the leadership of the WRA, 

Lx thyerbe 
Terry Hilgenberg, GRI 

WRA President 

a a ig 
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What is the position _ The WRA leadership supports the broad outlines of the plan: it 

of the WRA toward i classes of property, and the immlemantation of strimwent cost 
the Governor’s plan? controls, However, the leadership is concerned about one of the sources of 

funding for the plan: the implementation of sales taxation of commercial 
leases. 

What form will property Under a new school-aids formula, the State will increase its share of 
te i i 1990. As a result, the reform take? school funding from 46 to 57 percent in FY 1989-1990 

The total cost of 
the package over two years would be $809 million, = 

How does a property In essentially two ways, First, by reducing the monthly principal | 
tax cut benefit the interest and tax cost of owner occupied housing, more people will be able to 
real estate industry? afford to buy their first house, and those who are buying houses will qualify 

for more expensive housing, Second, by increasing the after-tax rate of 
return of housing, a property tax reduction will promote higher property 

How will the school aids _\:.’ Anew five-tiered equalization formula would be put info place by FY 
formula be changed? 1989-1990. 

| : 
 gontrol spending, For a district with average property tax capacity, the 1989- 

-- .90 state aid rates are expected to be: . 

NES Se BE Rins | 

«+= As Percent of State Ave, 
WO ge wk, meee te rg of Costs ‘oom 

NH - 100% © 40% 
wecenninens om TOO - 110% ~ “0% 

. «, 110%-1235% ... -25% 
- 4 More than 125% . ~-100% 

a eee See | 

spends $4000, Now let us look at a district that has an average property tax 

capacity and spends $3900 per pupil. The state looks first at 70% of the state 

total, or $2100 (75% *2800), Because our hypothetical district spends less 
than the state average, the state picks up 40% of the difference between 
$2800 and the amount the school district spends. In our example, that means 

mcaning total school aids to the district total $2540. Thus the school district 
that bas an average tax capacity and spends a little less than the statewide : 
average receives about 65 percent of its school funding from the state, : 

school district with average property tax capacity would be $2580, Moreover, 

a i a 
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as the level of school funding rises above 110 percent of the statewide average, 
the district would begin to lose its share of school aids; as spending rises above 
125 percent of the statewide average, the district would lose one dollar of aid 

for every extra dollar it spends. | 

pupil would be $250, This assures that even school districts that currently 
receive no aid would benefit from the program. 

How would property tax 
. ‘al? local governments, By controlling spending, property taxes can be kept in reduction be sustained? - check. The controls Bd the plan would: = -.* = 

+ Freeze state and local expenditures and levies in FY 1989-90. 
Compensation increases (within the overall freeze) would be limitedto 
growth in the consymer price index. Excepted from the limits would be 
compensation increases already in place in existing labor agreements. 

. + From 1989 to 1992, prevent expenditures, levies, and compensation 

_ + After 1992-1993, prevent expenditures, levies, and compensation from 
_. growing faster than the growth rate of Wisconsin per capita personal income. 

= Prohibit unfunded state mandates to local governments, | 
v7» Authorize only by local referendum spending that exceeds the above 

et bed SE limits. “272s Fe ER ef ake Tog TRS e eit rete lee 8 

_ .» Permit arbitration for municipal employee salaries only ifthe __ 
“> employer’s offer was less than the above listed limits, Sain ote 
ts: © The exceptions: these limits do not apply to capital budgets (ic. - 
bonding), gifts and grants, enterprise operations and fiduciary expenditures. 

*””* School districts spending less than 80 percent of the statewide average per 
—— pupil expenditure are exempt from the limits. ye 

How would the increase — ’ Funding sources are essentially six andinclude: 
. a 9 pe a paRMMEE NR SE kA HIRES REE py 
in school aids be funded . - The normal increase in General Purpose Revenues resulting from 

economic growth. cee | ae 
‘= The new state lottery, Sie Sa 
- Expansion of the sales tax to non-residential and non-agricultural leases. ae amen Ne 

- = Expansion of the sales tax to winter heating and utility charges. — 
- Expansion of the sales tax to sewerage charges. 
- Adjustment of the two carner income tax credit. 

Why does WRA Two reasons. First, a tax on commercial leases will disproportionately 
‘ hit small businesses, Smail businesses are more likely to lease their place of 

leadership Oppose business than larger businesses, and tend to use more space per employee than 
employing a sales tax on larger firms. As a result, small businesses would pay a substantial share of the 

commercial leases as a cost of property tax reduction. tnlight of how important small businesses ars 
. 

source of funding for 
property fax reduction? 00 companies), any additional tax burden on these businesses would hinds 

economic development, 
Second, because of federal tax reform, commercial real estate has seen 

its share of the overall tax burden increase substantially, indeed punitively, 
aver the past few years. To tax this sector again is unfair,



What happens next, The next few weeks are critical, Legislators (cither the ways and means 
d what Id committee or the joint finance committee) will hold hearings in Madison and around 

an ar can 2 do the state over the next eight weeks to determine whether they wish to report the 
to help mold the Governors’ proposal, or some variant of it, to the floor of the legislature. It is 

process? almost certain that Some kind of package wil be put into place by the end of March. 

Represontat ry 1 iait Or il AHO hat YOu D¢ i¢ve property taxes are z OU: 

if you 
_ need to find out who your Senator or Representative is, call the WRA at (800)-362- 

TGR, SER rE REA AS 
.. 4 Also, please remind your clients ‘about the importance of the property tax 
issue, and ask them to act. If constituents do not tell legislators that this is a key 
issuc, they will have no incentive to get something done, This is particularly true | 

“now, when Chrysler’s devastating pullout from Kenosha will surely preoccupy . 
legislators. It is also especially important that you attend REALTOR® and 

oS 

_- +58 Point out to your legislator that Wisconsin’s property taxes are among the 
highest in the country, and they must be reduced to make the state economically 
competitive, Indicate that some sort of controls on spending (Wisconsin ts the only 

state in the midwest without them) are important to you. And makc it elear that a 
sales tax on commercial leases is the only impediment from making the plan a clear 
winner for the state of Wisconsin. 

We cannot understate how important this issue is to every member of our 
Association, The ideas being put forth are creative and complex. It is especially 

_ important that our best interests not be undermined by miscommunication of any 

Nite yet in fouch with th adership 0 ~ Wisconsin REA] OR SY A. nc1ation 

or association staff members William Malkasign, Michael Theo or Richard Green 

They can be reached at (800) 362-7368. ©. 
Together, we, the association and its members, can bring meaningful 

property tax relief to Wisconsin. Thanks for vour support, 

Cee ee eee eee eee eee eee eee a i 

Wisconsin REALTORS @Association scone Class 

4801 Hayes Road 
S. Postage 

Madison, Wisconsin 53704 Madison, WI 
(ISSN 0886-0777)



BUSINESS 550 

REAL ESTATE TAX & LAND USE DECISIONS 

|. Because the real estate tax is a significant burden on the revenues of private 
property and the major source of revenue for a government districts, it has a 
significant impact on capital budget decisions In the short run, whicy may have 
counter productive results In the long run. By the same token there is a 
temptation among planters to manipulate real estate tax assessment, legally or 
by administrative arrogance, in order to achteve short term land use subjectives. 

A. Ultimately the question is who benefits and who pays? 

1. Those who pay own property In a specific geographic district, but... 
2. Those who benefit may or may not be found to live tn that focal district 

so that there could be significant loss of equity or Inadvertant shifts 

of income between those who pay and those who benefit. 
3. Community has conflict of tnterest since it has equity interest in each 

tax paying property and therefore a long~term interest in maximizing 
value while politicians have short-term interest in appeasing special 
interest. 

B. For example, in California the courts determined on August 30, 1971 in the 
_ Serrano case that it was unfair to children to support education on a local 

real estate tax because different communittes had drastically different 
capabilities to raise money for education. In Baldwin Park there was only 
$2700 of tax base per child while in Beverly HIlls there was over $50,000 
per child. Baldwin Hill residents spent over $577 per pupf! while Beverly 

Hills was spending over $1200 per pupil, even though the taxpayer in Beverly 
Hills enjoyed a mill rate less than half as much as the home owner in 
Baldwin Hills. Unequal resources made the use of the real amendment pro- 
viding equal protection under the law, 

C. In Wisconsin the Serrano case lead to new formulas for redistributing the 
state income tax which favor the poorer counties or communities and a 
new formula for school aids. 
1. Wealthy communities like Madison with declining school population will have 

an increasing surplus of assessed value per child (assessed value in 
excess of $70) would pay a part of school taxes into a state pool to help 
those communities with growing school populations and lower assess base. 

2. This negative school tax may encourage urban sprawl and poses a direct 
tax on one district for the benefit of another. 

3. The real estate tax is perceived as highly local and therefore taxpayers 
are ftncensed far more by this redistribution than by redistribution via 
the income tax. Governor Lucy has succeeded in shifting about 25% of focal 
school cost to the state income tax; however any local change tn the 
components of the distribution formula means sudden changes in state aid 
for local schools. 

4k. So Madison finds itself with declining enrollments, some decline in 
state aids, and therefore magnified increases in the mill rate. Rise In 
mill rate cause families to move to Sun Prairie and Fitchberg perpetuating 
future declines in Madison enrollment and under ut!lization of public 

capital resources in Madison. 

D. Another major burden on the real estate tax in urban areas is the welfare 
program required of large cities which is not required of rich suburbs. 
1. To the degree that welfare is financed by local taxes and is fragmented 

in terms of administration, it encourages the rural poor to move to the 

cities, either within the county or across state line, 
2. Rise in mill rates then drives those with a more expensive homes and
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industries with jobs out of the central city. 
3. Tax base declines while welfare costs increase, gradually accelerating 

_ the spfral of pressures bringing about relocation of taxpayers establish- 
ments who perceive no benefit from the burden of payment. 

E. Another major problem is the tax exempt property such as the church, hospital, 
university, or federal force products land or state office building. OQver 
hO%¥ of the land in Madison is tax exempt and does not contribute directly 
to the benefits of fire protection, street names, police security, !ltbraries, 
etc. 

1. Some pay fees in lieu of taxes. State office buildings pay 15¢ per 
square foot and public housing pays 10% of gross rents collected. 
The city can charge state agencies for overtime work by police for things 
like strikes and riot control. Most properties would pay nothing, however. 

2. You could argue that these land uses are export industries creating jabs, 
and the income which supports assessed value [In the community. 

3. On the other hand, ff government pays taxes to another government district 
these would be paid by the taxpayers in another form. However changing 

the base from a geographic area to all state or federal taxpayers spreads 
the cost more accurately among those who benefit. 

4. Others argue that government property are exempt because [ft would be : 

impossible to appraise the building in terms of market value in order 
to introduce them on the tax roles. 

11, Federal polictes may be very unfair to tocal residents even though the objective 
of government policies fs good. Consider the question of who pays for the 
Fderal wild river program. 

A, Professor Barrows of Agricultural Economics studjed the impact of wild river 
acquisitions of the National Park Service on the town of Springbrook in 
Washburn county, where it fs protecting the Namekagon River. The goal 
is approximately 3200 acres of privately owned land which will be purchased 
and removed from the tax role even though the families thereon may he 
permitted to stay for up to 20 years as tenants. The town still must provide 
Services Including education, nevertheless- 

B. NPS makes no payment to local government. In oontrast the town of Springbrook 
receives 50¢ per acre on 43 acres preserved by the State DNR and 20¢ per 

acre on 7500 acres of county forest plus a share of timber sale revenues. 
C. NPS had acquired in 1974 approximately 600 acres of its goal which was valued 

at $260,000 or 10% of the total tax base in the township. The first impresston 
is that if the tax base drops 10%, the mill rate must increase by the same 
amount to make up the loss. However the [Issues are more complex. 

D. The $260,000 tax base loss tn the town of Springbrook is only 0.2% of the 
tax base of Washburn County and 0.3% of the school district tax base. The 
School tax accounts for 70% of the total property tax so the loss of tax 

base would hurt ff It were not neutralized through the state formula for 
share Income tax. As a result the net change in taxes looks /fike this:
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Change fn school tax rate ~ .2¢ per $1,000 property value 
change in county tax rate ~1,0¢ per $1,000 property value 
change in town tax rate - .5¢ per $1,000 property value 
change in state shared taxes + .4¢ per $1,000 property value 
change in property tax relief + .2¢ per $1,000 property value 
TOTAL TAX RATE IMPACT -l.}¢ per $1,000 property value 

E. As a result state taxpayers are paying the consequences of a federal land 
use reservation program while federal income taxes are being used to pay 

acquisition. 

ffl. The greatest sensitivity to real estate tax policy and land use decision is 
at the focal metropolitan level where fragmented local government compete for 
land uses which produce the highest tax base value and the lowest service cost, | 
or to avoid land uses such as low income housing whicy may have high service 
cost and little additional tax income. This war takes the form of fiscal zaning, 
annexation fights, tax abatement or investment stimulation. 

A. Fiscal zoning establishes land plan to encourage certain land uses and 
discourage others. For example large lot zoning, trailer park standards, 
conditional use of zoning, or reservation of large land areas for "'con- 
servation'' are all examples of fiscal zoning. 

T. Kohi's shopping center on Universtty Avenue 

2. Commodor Apartments - town of Madison 

3. Madison Mob{tte Home Park rurals 

B. Annexation (voting acres and residents) 
I. Seybold Road and West Town Shopping Center 
2. Municipal control of utilities vs. efficitenty of metropolitan systems 
3. Prec-annexation contracts 

IV. Almost everybody wants to favor some particular land use policfes by means of tax 

abatement, The most common sort of objectives are conservation of open space, 
rehabilitation of dtlabidated structures, construction of new industries, 

or the preservation of landmarks. 

A. Two years ago Wisconsin voters unknowIngly removed the constitutional requirement 
that all real estate be taxed on market value to permit swamps and farmlands 
to be taxed on current use value if the legislature wished to do so. 
1}. Conservationists want far owners to accept tax relief in exchange for 

future development. 
2. Farmers want tax relief now and profits from development later. 
3. Politicians suggest temporary relief now and a rollback tax I!f the land 

is sold for a price higher than the land value of farmland. 
4. Townships want the State to replace the lost real estate taxes, 

B. Some peaple belfeve that repair and improvement of the whole property witl 
increase real estate taxes more than income so that there is no incentive 

to modernize. 
l. A direct tax abatement is not legal in Wisconsin (Milwaukee Bank case). 
2. One alternative fs to make grants for repair and then raise the real estate 

tax which ultimately refunds the grant. 
3. Of course many communities ignore the proper valuation approach and deliberately 

under assess remodeling or new industry. Competition among communities 
by favoring new industries was one of the reasons that State took over the 
assessment of ali manufacturing facilities but of course State has an Interest 

in competing with other state. 

C. Landmark buildings often represent underutilization of a valuable site, costing
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the owner and local government significant tax base. 
Madison City Hall Project 
Boston Old City Hall Project 

D. The location of public facilities may contribute positive or negative 
stimulation to the surrounding tax base. 
1. The Madison Center for performing arts - Lake Monona vs. State Street 

2. MATC loss of tax base vs. loss of retail sales vs. present value of 

transportation cost compared to land cost. 
3. Redevelopment could be stimulated by having a city give away vacant 

sites to developers which agree to build a certain amount of tax base. 
For example, apartment land in Madison might cost $2,000 a unit to buy 

and clear. Even a small apartment will generate a $20,000 tax base or 
$250 a year in taxes. The city would have the money and interest back 
in less than ten years; ft would enjoy a 10% return on its money less 
cost of services. A one-bedroom apartment will have no school children 

so the school district will enjoy $350 gain; perhaps it should be paid 
to developed home sites for households without children.



REAL ESTATE TAX, LAND USE 
& PUBLIC INFRASTRUCTURE SOLVENCY 

[. As a major cost of real estate ownership, the real estate tax has a 

Siqnificant impact on land use decisions, an impact which may advance 

community planning or be counter productive and cause those types of land 

use decisions which are against the public interest. 

A, You have discussed factors which could reduce or tncrease the total 

revenue which would need to be collected from the taxes. Today we 
will discuss how the tax base can be manipulated to change the mil! 
rate. 

B. We will briefly discuss methods for defining assessable (ratable) property 
methods for land planning to encourage high assessment value, and 
the uses of public investment to stimulate new assessable private 
investment. 

ll. Which property should be assessed and how much? 

A. Government owned property is exempt from the real estate tax. It 

represents 40% of land in Madison and receives the benefit of fire, 

police, and other city services, 

l. State office buildings pay 15¢ a sq. ft. toward city services, 
public housing pays 10% of effective rents in liwu of taxes, 

and Eagle Helghts pays so much a child toward school but these 

are negotiated and don't change often by inflation. Other 

government uses pay nothing. 

2. What happens to a township when a sizabJe portion of its land 
is taken by the federal government for a military base or a wild 
river reservation. Who benefits and who pays for the shift in 

tax burden? 

3. Should government installations be considered economic base items 
which support other real estate vaitues in town or should it be 

taxed like everyone else. If so, what is market value of Bascom 
Hall? 

4, FAilure to put a real estate tax on government land means it is 
under-utilized. The University can hold land at Charmany Farms 

on Whitney and Mineral Point Road indefinitely, speculating on 
future appreciation but causing unnecessary urban sprawl and 
duplication of urban services. 

B. Churces, hospitals, and private schools are also exempt so long as 

the property is contiguous to its operating centers or actually used 

for charitable purposes. The argument Is that the social good fs 

well served by these organizations and that real estate taxes would just 
Increase the cost of services or reduce their quality and scope. But 
when ts there too much real estate so classified with no correspondent 
social benefit? 

C. Recently Wisconsin voters voted to provide a martial exemption to 
farmers and conservation lands by constitutional referendum. In short, 

these lands could be taxed on the value of their actual use rather 

than market value. The Legislature has enacted a program which requires 
counties or townships to file a master land plan which defines prime 
agricultural or conservation areas. Property owners can then elect 
short and Jong term use value status subject to certain conditions.
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The farmer near a growing area could continue to farm even though his 
land was now suitable for subdivision. Because his values are under- 
stated other taxpayers in his district pay a higher mill rate. The 
Legislature has decided to replace lost revenue from state 
funds {as they do with forest land). There will be a 75% ro}t!- 

back of real estate tax reductions charged against profits when a 
farmer sells his land. 

D. {tf we abandon market value as the benchmark for everybody, do we then 

exempt the elderly pensioner who owns his own home, the low income 

family, or other political favorites such as farmers and veterans? 

E. Some people propose exemptions from buildings and improvements, 

taxing only the land. The value of the land would reflect the assessors 

best guess as to its best use. [In that way a high intensity site value 

would force the owner to build or tmprove his property to that use 
in order to pay the taxes. Site value taxation is being used tn New 

Zealand, Australia, Pakistan, and Jamaica to force land owners to develop 

their property rather sit on it to speculate. This fosters economic 
development and the breakup of large land holders in areas ready for 
development, agricultural or urban. J!t assumes the land planner and 
the assessor know what they are doing. 

}. A variation fs the graded tax, with a higher mill rate on tand than 

on buildings. 
Z. Which mechanism is more trustworthy, the marketplace or the government 

technocrat? 

lll. A desire of a community to discourage low value land uses or high service 
cost occupancies leads to what is termed fiscal zoning. 

A. Moblle homes provide a low real estate tax base but often provide 

many children for the schools and clients for the welfare program. 

Communities can make the specifications for the mobile home parks 

virtually Impossible to meet. 

B. Large lot zoning typtcally mean expensive homes, high tax base, and 

low densities which require Itttle public tnfrstructure in terms of 
roads, utilities, and schools. Can be ruled out as illegal. 

C. The urban renewal program, Tow income housing was replaced by ftuxury 

housing to increase real estate tax revenues with which to finance 

the city's share of renewal and at the same time force relocation of 

high service costs families and uses to other communities. 

D. Cities may underassess new tndustry to encourage their construction ‘ 
in town while at the same time real eState tax costs may gradually 

force certain industries to leave town to remain competitive. 

EF. The cities wage the war for tax base with many tools, including city 
water, annexation, fire department services, and negotiated pre-annexation 

agreements with developers. 

[V. Public land use decisions and capital expenditures must always be considered 
In terms of the net effect on city tax base and tax revenues. 

A. The city auditorium tssue included the itssue of locating the 

facility so as to stimulate private investment. The Law Park site 
was toally surrounded by publicly owned land and buildings so that 
it could not stimulate appreciation itn private land value.
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The State Street site stabilizes and may Increase values in a declining 
area. 

B. A current issue is the relationship of an MATC campus to the viability 
of downtown Madison, particularly retailing and restaurants on the 

Square and on State Street. . 

1. Some downtown sites would have meant the loss of several blocks of 

taxpaying real estate and the present value of that Income stream 

would represent a tremendous loss to the city although it receives 

no compensation. 

2. On the other hand some would argue that locating the MATC site 

at the airport would undermine residential values and contribute 

to a more subtle and slow rate of downtwon decline. A $25,000,000 

facility may have significant impact on the city tax base. 

GC. The McCormick parking ramp might have been located down hitil to the 

north of its present location. Some smaller older buiidings would 

have been lost to the tax roll but a higher value, more tntensely 

developed building might have been built on East Mifflin where the 

parking Tot now stands. 

BD. Government support of new towns can occur when the government chooses 

to butld new government installations at the new town site. The 
Irvine Company astutely realtzed that it would increase its own value 
by giving 1000 acres free to the U. of California. That may also 

he true of the small developer who gives up 10 acres to the school 

board to capture a needed new elementary school. 

E. Early In the course ownership equity was defined '' as the degree to 

which one can divert cash flow to their benefit.'' Since local government 

and the school board receives 16-20% of all rental income In real 

estate taxes, local government ownes 16-20% of all tax paying rental 

properties in town. Conceivably government could make money by 

providing bonuses for certain types of development: 

1. For example, if apartment sites cost $3,000 for each one-bedroom 

apartment and these apartments have a market value of $22,000 
each, then new construction migth provide $25,000 of tax base, 
paying $700 a year towards government. If the City receives 
30% of that, the result would be $210 a year on $3,000 investment 
or 7%. If the City could keep all the tax revenue, it would have 
its money back with interest in five or six years. 

9. Official recognition of thts opportunity to stimulate private tax 
base with public investment is found in the new technique of tax 

increment financing. (TIF) This technique could keep nearly 
all the $700 above for the City, cutting out the school board, 

. the County, etc. 

3. TIF defines a specific district and fits tax base in which all 

governments participate. Then the City can issue bands to finance 
certain improvements within the district and pledge tax revenues 
from increased private property investment and values to pay off 

the bond. Bond holders require specific private investment already 

committed contingent only on the public tmprovement.
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4. On Williamson Street the bond issue was used to reduce the cost of , 
land for the Mollenhoff's so they could build a condominium on 
the Fauerbach site. The Carley proposal for Pinckney Street Is 
to build two condominiums and redevelop the Emporium if the City 
will use TIF funds to bulld a parking ramp and restore the historical 
character of Mansion Hill. Others have proposed putting housing 
units above parking ramps so that the tax base can reduce the cost 

of the ramps meter fees required to finance the ramp. 

V. Building projects to house public offices or public housing can be regarded 

as cash flow Investments. Because these may not have any revenue power, 

they should be analyzed with life cycle costing, |}.e., the investment 
objective is to achieve the lowest present value of outlays over the life 

of the project to accomplish a given purpose. 

A. Since a state office building or city hall] pays no real estate taxes 
and can borrow money at only 6% Interest, the annual cash cost for 

Operating expenses, debt service and maintenance shou)d be Tess than 

that charged by the private sector. Nevertheless state office buildings 
like JEF-! cost the state more out-of-pocket per sq. ft. of usable 
area than any comparable private office building. Why not lease 
space which can pay real estate taxes? Why the extra cost? 

1. Architects have convinced government patrons that all public 
buildings must be monumental in size and material to impress 
people with government. 

2. If there is mo cash measure of efficiency, designer arrogance is 
in control, The City-County Building has over 440,000 sq. ft. 
of space but only 290,000 Is usable bacause of wide corridors, 

extra lobbies, etc. 
3. On the other hand the school board have been more sensitive to 

First cost with the result that the newer buildings had little 
insulation, cheaper one story construction, etc. so that they have 

excessive heating and maintenance cost. The result is the present 
value of outlays over the life of the building is greater than 

more expensive constructton at the outset. 

3. Recently the City bought the Post Office Building which will 
require intensive remodeling for housing some city services. The 
County found ways to expand the City-County Building at flower cost 
and in daing so, left the City to find tenants for the balance of 
the remodeled Post Office Building. Some of those Alderpersons 
who endorsed the purchase, did so to prevent the State from buying 
it for the State Supreme Court. Now the State must acquire more 
land from the city tax base for another state office building. 
What is the true cost of the city office space? What would happen 
if the city gave away the land to someone who would build a 

quadrangle of apartments on that block? The City would gain some 
tax base, more residents downtown, and perhaps avoid creating a 

government office ghetto. The city planners are incapable of 

carrying off such a project because they lack the discipline 
of the numbers. 

B. Public servants who understand the power of cash flow when Legislators 
do not can be as dangerous as private developers who ignore public 

solvency in terms of who pays and who benefits. A developer, a planner, 

or a designer should read the biography of Robert Moses, The Power 

Broker, to appreciate every nuance in contro} of cash flows as the 
secret to control of land use and development.
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Vi. Federal policies may be very unfair to local residents even though 
the objective of government policies is good. Consider the question 

of whe pays for the Federal wild river program. 

A. Professor Barrows of Agricultural Economics studied the impact 

of wild river acquisitions of the National Park Service on the 

town of Springbrook in Washburn County, where it is protecting 
the Namekagon River. The goal is approximately 3200 acres of 

privately owned land which will be purchased and removed from the 

tax role even though the familtes thereon may be permitted to 

Stay for up to 20 years as tenants. The town still must provide 

services including education, nevertheless. 

B. NPS makes no payment to local government. In contrast the Town 
of Springbrook receives 50¢ per acre on 43 acres preserved by 
the State DNR and 20¢ per acre on 7500 acres of county forest 

plus a share of timber sale revenues. 
C. NPS had acquired in 1974 approximately 600 acres of its goal 

which was valued at $260,000 or 10% of the total tax base in the 
township. The first impression ts that if the tax base drops 
10%, the mill rate must increase by the same amount to make up 

the loss. However the Issues are more complex. 

D. The $260,000 tax base loss in the Town of Springbrook is only 
0.2% of the tax base of Washburn County and 0.3% of the school 
district tax base. The School tax accounts for 70% of the total 
property tax so the floss af tax base would hurt if it were not 
neutralized through the state formula for share income tax. As 
&8 result the net change in taxes ltooks like this: . 

Change In school tax rate - .,2¢ per $1,000 property value 
Change in county tax rate ~].0¢ per $1,000 property value 
Change in town tax rate - .5¢ per $1,000 property value 
Change in state shared taxes + .4¢ per 51,000 property value 
Change in property tax relief + .2¢ per $1,000 property value 

TOTAL TAX RATE IMPACT ~}.1é¢ per $1,000 property value 

EF. As a result state taxpayers are paying the consequences of a 
federal land use reservation program while federal income taxes 
are being used to pay acquisition. 

Vil. The greatest sensitivity to real estate tax policy and land use ) 

dectsion is at the local metropolitan level where fragmented local | 

government compete for land uses which produce the highest tax base 

value and the lowest service cost, or to avoid land uses such as 

low tncome housing which may have high service cost and little 

additional tax income. This war takes the form of frscal zoning, 

annexation fights, tax abatement or investment stimulation. 

A. Fiscal zoning establishes land plan to encourage certain land 

uses and discourage others. For example large lot zoning, trailer 

park standards, conditional use of zoning, or reservation of 

large land areas for ‘'conservation'" are al? examples of Tiscal 
zoning. 
1. Kohl's shopping center on University Avenue 
2. Commodor Apartments, Town af Madison 
3. Madison Mobile Home Park rurals



6 

B. Annexation (voting acres and residents) 
I. Seybold Road and West Town Shopping Center 

Z. Munictpal control of utilities vs. efficiency of metropolitan 
systems 

3. Pre-annexation contracts 

Vill. Almost everybody wants to favor some particular land use policies 
by means of tax abatement. The most common sort of objectives 
are conservation of open space, rehabilitation of dilapidated structures, 
construction of new industries, ar the preservation of landmarks. 

A. Two years ago Wisconsin voters unknowingly removed the constitu- 
tional requirement that all real estate be taxed on market value 
to permit swamps and farmlands to be taxed on current use value 

if the legislature wished to do so. 
I. Conservationists want farm owners to accept tax relief in 

exchange for future development. 
2. Farmers want tax relief now and profits from development later. 
3. Politicians suggest temporary relief now and a rollback tax 

if the land is sold for a price higher than the land value 
of farmland. 

4. Townships want the State to replace the lost real estate taxes. 

B. Some people believe that repair and improvement of the whole 

property will ftncrease real estate taxes more than income so 

that there is no Incentive to modernize. 

}. A direct tax abatement [Is not legal in Wisconsin (Milwaukee 
Bank case). 

2. One alternative is to make grants for repair and then raise 

the rea] estate tax which ultimately refunds the grant. 
3. Of course many communities ignore the proper valuation approach 

and deliberately under assess remodeling or new industry. 

Competition among communities by favoring new industries was 
one of the reasons that State took over the assessment of al} 

manufacturing facilities but of course State has an interest in 
competing with other states. 

C. Landmark buildings often represent underutilization of a valuable 
site, costing the owner and local government significant tax base. 
Madison City Hall Project 
Boston Old City Hall Project
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The Real Estate Tax - Outline 

[. The cash cycle for public infrastructure begins with the real estate 
tax, user fees, and federal grants, but the real estate tax provides 

almost 80% of revenues to support local government. 

A. There is only one federal income tax to understand, 50 state tax 

systems, but more than 14,000 real estate tax jurisdictions. 

1. Lack of standardization and skill of application leads to monumenta! 
misunderstanding. 

2, Unlike income tax, tax payer does not participate in calculation 
3. Administrative costs are not properly funded 
4. 90% of taxpayers believe if they are underassessed they have beat 

the system and resist restoring equity. 

B. Historial origins of real estate tax are in socage rents and colonial 

taxes on agricultural productivity. 

C. With development of cities, tax pay shifted to market values of 
Improvements of land ~ an ad valorem tax. 

lf. Current city systems are based on a process developed at the turn of the 
century in Minneapolis, Cleveland, and Milwaukee by a municipal 

. engineer named Somers. 

A. Somers tried to reduce political interference and arbitrary valuation 
by Introducing the following concepts: 

t. Separation af assessment from municipal budgeting functions 
2. Definition of a mechanical procedure to assess each property 

consistently and reduce Judgment calls to the minimum, permitting 
assessors to arrive at the same value conclusion on any specific 

property. 

3. Simplification in order to teach the public as well as field men 
low cost in administratlon and to facilitate a llega] defense in 

the event of appeal. 
4. Recongition of assessment was to produce an aggregate base number 

for proportton distribution of municipal revenue needs among all 
property owners; consistency of relative differences was more 
important than accuracy in predicting sales price; distinctions 

had to be equitable and explainable. 

B. The assessor is charged with mappthng and describing each property 
and estimating an assessed value. All property values in the aggregate 
equal the community tax base. 

C. At the same time each community budgeting unit would establish 
how many dotlars they would require and the proportion to be generated 
from the real estate taxes as opposed to other revenue sources. 

D. Each fiscal unit divides the required budget by the aggregate rea] 

estate tax base in Its defined district to determine the tax rate. 

l. The tax rate is called the mill rate - the fraction of a penny 

of tax per dollar of assessed value. 
2. The technical mill rate may also be stated in common usage as 

dollars per $1,000 of assessed value. !n Madison in 1978 the 
total miff rate was 28.78 less a state credit of 4.127 mills.
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E. The total mill rate ts a combination of tax districts which may assess 
real estate taxes, includtng: 

State - 21¢ per $1,000 
County - $2.38 per $1,000 
Metropolitan sewer - Q 
Library - 77¢ per $1,000 

School -$15.6998 per $1,000 
Vocational school - $1.27 per $1,000 
General city - $7.96 per $1,000 
Total tax - $28.28 

F. Stncee each district combines different taxing areas and assessor, 

it is necessary to adjust between districts for the reliability of 
the ratio of assessed value to market value. This ratio ts called 
the equalization rate, and the closer to 1004 the better the assessment 

practice may be in that community. These rates are computed by a 
State district office of the State Department of Revenue. 

G. Therefore the bastc elements of the real estate tax process 

represent a formula something like this: 

Public enterprise budget x % from real estate tax = mill rate 
Market values x equalization rate = mill rate or rate/1000 

Market value of parcel x equalization rate x mill rate = $ tax per parcel 

H. A special assessment is a charge for public capital Improvements 
such as sidewalks, streets, the State Street mall which benefit a 
specific group of properties as well as the community. The capital 
budget may be shared 50-50 with the community and then prorated 

on a formula that ts appropriate, such as front foot, square foot 
of lot size, assessed value of land, etc. The tax payer is given 
3-10 years at a favorable interest rate to repay this special assess- 
ment. These special assessments can be pledged by the city to secure 
bonded debt for the cost of improvements. 

lll. The Wisconsin Real Estate Tax assessment provess Is typical of many states 
throughout the country but considerably behind the best like California, 
New York, or Nebraska. 

A. There are 1!00 or more assessment districts, no more than 50 of whtch 

have professtona! appraisers for their assessor. Most assessors are 
still] elected at the township level. 

|. Wisconsin has been unable to pass legislation consolidating 
assessment at the county level because of rural distrust of 

professionals in this sensitive area. 

2. Wisconsin law does permit consolidation at the county level 
by referendum with the state then subsidizing most of the 
budget. For example, Kenosha County. 

3. The state provides an assessment manual which attempts to 
standardize procedures which assessors must follow. 

4. Responsibility for complex industrial appraisal has been taken 
over by the state. 

B. Statutes established seven general classes of property. Under special 
conditfons agricultural and conservation may be taxed on use value; 
all others at market value: 5. Retail 

1}. Agricultural 3. Commercial 6. Mining 
2. Industrial 4. Residential 7. Conservation
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The Real Estate Tax - Outline 

1. The public infrastructure enterprises depend primarily on the real 
estate tax levy for the revenues in its cash cycle. The real estate 
tax provides more than 80% of all locally collected revenues which 
support local government enterprises. The amount of money collected 
through the real estate tax Is only less than total federal income 
taxes and the total social security tax collected in both amount and 
numbers of taxpayers. 

A. There is only one federal income tax process to understand, perhaps 
50 state taxes, but over 14,000 real estate tax jurisdictions, : 
each administering the tax in their own way. 

1. The different systems lead to monumental misunderstanding. 
2. Unlike Income taxes, the taxpayer makes none of the calculations; 

thus he receives a bill but plays little part in the process. 
3. Despite the accounting burden placed on the local tax assessor 

and treasurer, lacal governments do not provide an adequate 
budget for collection so the cost of administering the tax 
per dollar of collections fs less than any other tax. The 
consequences are Inadequate or incompetent administration. 

4, tronically 90% of the taxpayers believe they are underassessed 
and are therefore less interested in restoring equity by 
improving the system than they are in matntaining an inequity 
they percetve as favorable to themselves. 

B. The historical origins of the real estate tax were in the Socage 
rents paid by yeoman and knights and tords to the king in exchange 
for tenure on their farms or castles. These rents could be paid 
by military service or labor on public project like road malntenance 
or in crops. 

1. Ortginal colonial settlers acquired their tenure to the land 
through the trading compantes which charged a socage rent in 
terms of the export surpluses of the colonies. 

2. Rents to the trading companies replaced by service to the local 
township in terms of road maintenance, etc. 

3. [In the more sophisticated developed areas it became possible 
to make a cash payment in lieu of service. 

4. Once feudal tenure had been broken by the American revolution 
the socage traditions were converted to a real estate tax. , 

5. Stnce the rural areas were agricultural, the tax was levied on 
productivity of the land, expected bushels of grain capacity 
to support a certain number of livestock per acre. 

C. As the country became more urban the base for the real estate tax 
gradually shifted to the value of the improvements (cost to replace}, 
rather than the land - an ad valorem tax. 

ll. The basic elements of the urban tax system generally found today were 
developed about the turn of the century In Minneapolis, Cleveland, and 
other cities by a municipal! engineer named Somers.
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A. To reduce political or discretionary valuation the system requires: 

1. Separation of assessment administration from the municipal 
budgeting function. 

2. A mechanical procedure to assess each property to reduce 
judgment calls to the minimum andpermit different assessors 
to arrive at the same conclusion. 

3. Since assessment was a device for proportionate distribution | 
of municipal revenue needs among al] property owners, it was 
not necessary that absolute values be correct; only that 
relative differences be consistent, equitable, and explainable. 

4. The process had to be simple to teach, low cost In administration, 

and simple to appeal or defend. 

B. First each property must be mapped and given an assessed value. 
All of the vaiues in the aggregate are then added to total the tax 
base. 

C. At the same time the community budgeting process would establish 
how many dollars must be generated for the next fiscal year from 
the real estate tax a5 opposed to user fees, federal grants, and 
other miscellaneous revenue. 

D. Each fiscal unit divides the required budget by its real estate 
tax base to determine the tax rate. 

|. The tax rate is called the mill rate - the fraction of a penny 
of tax per dollar of assessed value, 

2. The mill rate may also be stated in the vernacular tn dollars 
per $1000 of assessed value. In Madison last year the total 
mili rate was 51.90 but there was a state ald credit of 7.47 
milis which reduced the net mill rate to 44,43. 

E. However, this total mill rate represented a combination of tax 

entities wha may assess real estate taxes, including: 

state 32¢ per 1000 
County $4.73 per 1000 
Met. Sewer 0 

Library 12.8¢ per 1000 
Schoo | $29.44 per 1000 
Voc. School $1.88 per 1000 
Gen. City $14.25 per 1000 

F. Since each of these fiscal districts may include different geographic 
areas, the assessed values used as a base for the same tax may 
be done by different assessors. It is necessary to adjust 
between assessment districts for the reliability of the relationship 
of assessed value to market value. This function is performed by 
the state which establishes the historical relationship of assessed 
values to actual sales values fn each district - a ratio called 
the equalization rate. In Madison In 1975 homes were assessed at 
65% of expected sales price and commercial properties at 59%.
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G. Therefore the basic elements of the real estate tax process 
represent a formula something like this: 

Public enterprise budget x % from real estate tax = mill rate 
Market values x equalization rate = mil? rate or rate per 100( 

Market value of parcel x equalization rate x mill rate = $ tax per parcel 

H. A community may also charge properties receiving special benefits 
from public improvements such as sidewalks, streets, public malls, etc. 

a special assessment which prorates a portion of a municipal 
improvement to a selected group of properties. The taxpayer may 
be permitted to pay this special assessment over a period of 3 to 
10 years and these special assessments may be pledged by the city 
to secure bonded debt for the cost of Improvements. 

lil. The Wisconsin real estate tax assessment procedure is typical of the 
general approach thraughout the country, although some states are more 
sophisticated than Wisconsin. 

A. The Wisconsin statutes permit any unit of government, including 
the townships to have its own assessor so that there are over 1100 
assessment districts, no more than 50 of which have professionally 
trained appraisers for their assessor. Most of them still elect 
their assessor. 

1. Wisconsin has been unable to pass legislation consolidating 
assessment at the county level because of rural distrust of 
professionals in this sensitive area. 

2. Wisconsin law does permit consolidation at the county level 
by referendum with the state then subsidizing most of the 
budget. For example, Kenosha County. 

3. The state provides an assessment manual which attempts to 
Standardize procedures which assessors must follow. 

| 4. Responsibility for complex industrial appraisal has been taken 
over by the state. 

B. The Wisconsin statutes establish seven general classifications of 
property and each of these may be given further sub-classification 
by the local assessor, most of whom follow suggested classes in 
Wisconsin Tax Assessors Manual. 

I]. Agricultural 
2. Industrial 

3. Commercial 
4. Residential 
5. Retail 
6. Mining 
7- Conservation 

C. To classify each parcel of property the assessor must first develop 
a tax map which shows every parcel in true relation to its size, 
Shape, location, and general improvement.
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Lecture #13 

Government Regulation of Real Estate at the Local Jevel 

lL. Traditionally public regulation of land use and affecting real estate have 
been regarded as very personal and local and until recently the states have 

left these matters to the local government. 

A. Citizen can have direct administrative contact in situations like: 

1. Zoning variances and rezoning 
2. Appeal of tax assessment 
3. City services via intercession of the alderperson 

B. Indirect regulation of land use occurs through municipals policies for: 

1. Public works 
¢e. Building code enforcement and revision 

3. fraffic control and parking 
4, General property and assessment. 
S. Viewpoints of the Board of Estimates and tax rates 

C. Public administrator policies and attitudes have long term gradual 
effect on land use patterns: 

1. Influence of assessment policies over investment 
2, Attitudes toward annexation 

3. Public works planning and the five year capital budget 
4. Zoning policies to promote master plan 
>. Impact of government project 
&. Action of local government toward: 

a. Pollution control 
6. Effielency of transit 
ec. Mousing supplies 

ad. Desire for new industry 

D. In any micro situation all of these inputs appear democratic but when 
viewed in light of political fragmentation and duplication the result 
may be anything but publie control of land use, particularly land uses 

which reflect regional or national priorities. 

1, Competition for advantageeus land uses 
2, Self interest in avoiding less desirable responsibilities of 

government 

3. Justified local fear of state or federal controls 

4, Progress requires means to break stalemate of local partisan politics 

Ll. Dane County is a good example of political fragmentation and the patterns 

of government control of land use. 

A. fone) county 

1, Board of supervisors 

2, Executive administrator 

3. Regional planning commission 
4h. Various boards appointed by executive administrator or by supervisor
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B, (three) cities (Madison, Monona, and Middleton) 

1. Wards and aldermen 

2, Mayor (full-time or part-time) 
3. Department heads 
4, Commissions 

c, (20) villages 

L. Village board 
2, Village president 
3, Sub-committees of the board 

D. (25) townships 

1. Three elected supervisors 
¢, Chairman of the Board selected by the board 

E. (approx. 80) special districts and city authorities with real estate tax 
powers 

1, School, drainage, fire, water control, insect control, etc, (downtown 
©, Educational board elected but most are court appointed renovati on 

district s ) 
Fr. The Madison metropolitan area has 129 different units of government, 

the Chicago metropolitan area has about SOO and the New fork metropolitan 
area has 1300 various little political worlds. 

1. The Port Authority of New York 

¢, The Chicago Housing Authority 

3. Only a few big cities have tried to bring metropolitan areas under 

one government, such as Montreal and Miami and Indianapolis 

4. Milwaukee once considered voting itself out of existence so that 

all urban functions would be provided by the county 

til, Yo complicate local government, super-imposed problems of representation 

and apportionment, political parties, community power structure, and the 

urban-suburban clash, 

A. Significant breakthrough of reapportionment 

B. Geographic and party splits 

1, Economic segregation 

e. Fragmentation and abandonment of the city 

C. Community power structure 

1, Local government not influenced by big corporate business 
¢,. Power structure represents associations of local interests 

a. Chamber of Commerce 
b. League of Women Yoters 

ec. Board of Realtors or Home Builders Association 

d. Neighborhood Associations 
e, Variety of citizen pressure groups
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D. Communications management 

E. Public officials in a position to spend tax money or grant favors 

F. Shorteterm polities with won-lost fascination of power structure 

G. Regional planning commissions dilute political power of any one 
vested interest 

1. Bad example - the Commodore Building, Township of Madison 

2, Good example - SEWRPC, 1969 San Francisco Bay Development Commission 

W. Dane County Regional Planning Commission recently proposed five 
alternative strategies for land use planning - value judgments which 
could be converted to objectives and specific criteria and regulation. 

The five alternatives: 

1. Existing trends - corrected for worst mistakes 
e. Modified trends - cluster planning and less sprawl 

3. New directions to preserve prime agricultural or environmental lands 
4, Reduced population growth by control of economic base 
5. sharp reduction on land area acceptable for development to force 

higher densities in existing urban areas 

I. All strategies have violent resistance and emotional supporters. Thus, 
some compromise is being sought between exclusively local land use 
policies highly vulnerable to local political convenience and national 
jJand use control which would be too general and insensitive to special 
local needs and values. 

Jd. Next we will look at federal controls and state controls pushed by federal 
subsidies and penalties,
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LECTURE OUTLINE 

Federal Regulation of Real Estate 

|. Federal control of land use can be direct or indirect, can relate to public 
or private land and might be subdivided amoung three areas. 
A. Natural resources including public land holdings, coastlines, and | 

off-shore bottoms and navigable rivers. 
B. Rural hintertand - especially prime agricultural land 
C. Urban land development 
D. National policy has been to foster development and exploitation of 

agricultural land as land was considered an unlimited commodity 
E. National recognition of land as a depletable resource has made land a 

pivotal issue: 
i. Un environmental awaremess 
2. Pressure for reform of governmental structure 
3. Adjustment negotiation power among producer, consumer, and public 
4, Legal view of property rights (Justice Hallows quote from Just vs. 

Marinette Co. ~ 1972 - 56 Wis 2d 7) 

11. Federal government owns 1/3 of U.S. - about 755 million acres. Legislative 
battles have begun to establish national priorities and centralized federal 
control since currently each government agency has fits own land use program 
and land use policy. 
A. Some agencies controlling huge numbers of acreas are National Park Service, 

Dept. of Interior, Dept. of Defense, and GSA 
B, Other agencies control infinite number of small parcels, including many 

surplus. 
1 U.S. Post Office 

2. FHA Inventory of Foreclosed Properties 
3. HUD particularly its Division of Urban Renewal 

C. Current Congressional proposals Include bills attributable to Senator 
Jackson and Congressman Aspinall. 

D. Jackson approach to subsidize states which master plan land uses if state 
wil] 
1. Develop up-to-date Inventory of resource data 
2. Establish single authority to administer land use policy 
3. Develop technical and professional expertise 
4, Identify priority areas subject to land use planning 

E. Federal subsidy of coastal land planning on oceans, rivers and lakes 
F. Aspinall proposal not only includes provisions for private land control 

. as in Jacksonville but proposes bringing all federal lands under a 

single explicit land use policy. 
1. Present fragmentation permits frustration of single agency plan 
2. Conservationists violently oppose to Aspinall proposal as it would 

theoretically reduce segregation of protected uses such as parks and 
wild life and permit potential exploitation of federal lands by 
logging, mineral, and cattle interests. 

G. At the federal level rational policies are difficult to sustain under 
the vocal and articulate lobbying of extremists on all sides. | 

H. Some rational techniques do exist which might establish rational 
land policies. 

fll. A regional land use model can reduce facts to basic alternatives and provide 
Standards for selection but value choices will remain political decisions.
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A. Aerial surveylance and computer data processing permits develapment of 
a suitability matrix to fit activities to the land. 

B. Consider proposal of Gruen and Gruen for a cont_rol system relative to 
the coastline of California, 

C. Physical factors already available included such static attributes as: 
1. Physiographtic 
2, Pedologic 
3. Geologic 
4. Hydrologic 
5. Climatic 
6. Blotic 
7. Unftque site of sit pation of high scenic value 

D. Dynamic site attributes available from existing information Included 
factors: 
1. Population 
2. Historic-archeologic site 
3. Transpa_rtation 
4, Utilities . 
5. Public rece gnition 

E. Competitive uses would be examined for compatibility with alternative 
Sites and priority In terms of economic dependency on specific location. 

F. Economic dependency would be measured in terms af the opportunity costs 
of locating the establishment elsewhere for the private investor. 

G. The general decision process might follow the outline attached, 
H. Impact is not only a question of ecological or fiscal concern for 

eventually the choice means somebody gets " hurt to benefit somebody else. 
Issues of impact can be reduced to: 
1. Who benefits by how much? 
2. Who pays by how much? 
3. When does a change in land use take place? 

|. Cost benefit must also deal the transfer cost of lost opportunities which 
are the price of doing nothing with a scarce resource which will be the 
inheritance of the next century. 

J. Value judgements are eventually political decisions, For example, what 
of the issue of jobs now vs. the future landscape? Who decides? and If 
the work wekk week must be shortened who tells the public to choose 
recreation which does not waste energy am or contribute to pollutton? 

IV. Although federal government still lacks a total set of national priorityes, 
one consensus already apparant in federal programs is that the flow of rural 
poor to the city should be stopped or reversed. 
A. Programs for rural area development 
B. The Farm Home Administration 
C. The Small Business Administration and 

The Rural Assistance Administration 
D. Federal loans for constructlon of newtowns 
E. Federal programs for rural poverty pockets such as Northern Wis. and Mich. 

or Appalachia 
¥V. Land use decistons In the private sector can be manipulated obliquely by the 

federal government through a wide variety of governmental agencies. 
A. For example, IRS has shaped its depreciaxxamtion policy to encourage or 

discourage investment decisions. 
1. Certain kinds of industries are permitted a 5 year write-off of 

new plants and equipment k which are dispersed into rural areas. 
2. Renovation of old apartment units is encouraged by permitting a 

5 year write-off of all remodeling expense if it exceeds $3500 per 
dwelling unit.
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3. Investment in subsidized low Income housing is given more rapid 
relfef from the tax on excess depreciation and if the building is 
eventually sold to its tenants the investor pays no capital gains 
tax if he reinvests in housing for low iNcome families. 

4, Investment in farms by non-farmers has been discouraged by dis- 
allowing some of the interest and expenses as deductions to determine 
taxable income. 

B. FDIC and FSLIC can encourage or discourage certain kinds of land use 
by standards they establish for acceptable collaterol] on: 
1. Mobile home parks 
2. Vacation homes 
3. Inner core renewal loans 
4k, Subdivision design requirements 

C. The federal government presently has no coordinated national land use 
policy. Sometime this year it will establish a pragram to subsidize 
States in their battle to reestablish contral over local municipalities 
relative to land use,
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3. The externality criteria much go beyond the limited cost benefit 
question of whether the cost is positive or negative to the 
broader Issue of who loses and who gains now and in the future. 
The paper mill may offer a high ecological cost but provide the 
only immediate employment opportunities to otherwise unskilled 
families. A value judgement must be made between preservation of 
the environment for the future and opportunities which are fair 
to those here now. 

4, The question of who wins and who loses and when is involved in 
a basic social welghting of issues of equity and posterity. 
Each developmental decision now reduces the amount of choice 
which future populations will have. 

[. Systems thinking is just beginning m to operate on quantitative 
approached to ''Cost Effectiveness’ and capital investment efficiency 
test. These are the tools of logical argument. What are the transfer 
costs of lost opportunities which are the price of doing nothing with 
a 5carce resource to be the inherftance of the next century? 

J. What wil] regional planning of land uses doche values of parcels 
determined to be appropriate for a certain use or to be refused permits 
for specific uses? 

K, Eventually these value judgements will have to be political. For 
example, an application to build a gravel pit and processing plant 
for making cement with a dependency on a specific site is clear and 
the fiscal benefits and costs are negative. However, the plant will 
provide 100 jobs in an area of high unemployment while creating some 
visual Intruston for 10,000 employed persons. Jobs now vs. the future 
landscape. Who decides? 

IV. Federal government is still searching for a total set of national priorities 
but there is one element on which Congress has already agreed ~ namely that 
the flow of rural poor to the city should be stopped or reversed in order 
to reduce the pressure of the poor on blg city budgets. 

A. Even Nixon pledged to give the rural hinterland economic assistance to 
create jobs In homes of a quality competitive with urban alternatives, 
As a result a number of rural area programs have recently developed. 

B. The Farm-Home Administration (the other FHA) made possible no down 

payment and even subsidized loans to families in rural areas. While 
techniacally, a township is rural rather than urban if it has less than 
25 residents, the FHA could make loans in communities of up to 50,000 
people and it was creating new housing In areas where the majority of 
substandard housing in this country exist - In the rural areas. 
Most of its programs for low income families were frozen by Nixon in 
January of 1973. 

C. Both the rural assistance administration and the small business 
administration have made special loans available to develop recreational 

Industry and other employment opportunities in the hinterland and a 

wide array of government projects are given additional priority when they 

are located fn high unemployment rural areas.
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D. Special federal loan programs for new towns are In part intended to divert 
population migration away from existing metropolitan centers. 

E. In addition, federal government funds have subsidized the formation of 
agencies such as the Great Lakes Regianal Planning Commissgion to see 
how land use affects use of our inland lakes systems and how pollution 

um can be averted or reduced, 

V. Land use decisions can also be affected obliquely by a wide ax variety of 

governmental agencies. 
A. For example, the Internal revenue service has shaped its depreciation 

policies to encourage certain types of investment decisions. 
1. Certain kinds of industries are permitted a 5 year write-off of 

new plants and equipment which are dispersed into rural xa areas, 
2. Renovation of old apartment units is encouraged by permitting a 

5 year write-off of all remodeling expense if its exceeds $3500 
per dwelling unit. 

3. Investment in subsidized low income housing fs given more rapid 
reljef from the tax on excess depreciation and if the building fs 
eventually sold to its tenants the investor pays no capital gains 
tax if he reinvests in housing for low Itmcome families. 

B. The FDIC and the FSLIC and the FHA all encourage certain kinds of land 
use by the standards they establish for acceptable collawterol for 
mortgage loans on: 
1. Mobile home parks 
Z. Vacation homes 
3. Inner core renewal loans 

k. Subdivision design and requirements 
Bx 

C. At the moment there is no coordinated national or regional land use | 
policy. It is apparant that the federal government begins simply to 
establish same broad goals but leaves responsibility for its implemen- 
tation to the states. Tomorrow we'll talk about the present war 
between the states and their own municipalities. 

D. The Office of Interstsate Land Sales regulates any residential develop- 
ment with sales of more than 50 lots which is marketed on an interstate 
basis, and while it soes not directly regulate land use, it does 
require that the developer provide full disclosure In publicly filed 
reports which must be given each prospect before he buys. The assumptton 
is that if the developer tells the truth about his soils, the avail- 
ability af septic and building permits, the probability of flooding, 
the damage to the ecology, etc. that the consumer will not buy or 
invest in land which is not suitable for development. 

E. Recently the Securities Exchange Commission has ruled that the sale of 
partial interest in real estate for investment purposes, including 

— condominiums, syndications, and tenancies In common, are all securities 
under the meaning of the law and therefore must be registered and 
sald subject to state and blue sky laws. This regulation only indirectly 

affects land use to the degree that it Increases cost to the developer 
for gegistration and thus changes the scale of the project, efther 
forcing ft to be small to avoid registration or forcing it to be 

bigger than planned to spread the cost over a broader number of unfts. 

Since the law exempts projects under 50 lots, many existing projects 

are off the market while pondering the cast to register.
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Government Regulation of Real Estate - Part I! 

|. Land use decisions have historically Involved local participation by the citizen. 
A. Citizen has direct give and take in: 

1. Zoning varianced and reaoning 
2. Tax assessment appeal 
3. Correction of defects In city services 

B. Citizen has Indirect ImgAct through citizen commissions on: 

1}. Public works 
2. Building code enforcement and revision 
3. Traffie control and public transportation 

C. Attitudes of public administrators have long term effects which are obscured 
from but sensitive to public opinion. 

D. Fragmentation of metropolitan government makes long term priorities for 
regions impossible to sustain. 
1. Federal efforts to bribe regional planning lack legal clout 
2. Confusion of land use with balanced budgets makes local control 

parochial, partisan, and short term 

l!. Dane County is an emample of fragmentation. 
A. Three cities 
B. 20 villages 
C. 25 townships 
D. County Board of Supervisors 
E. 80 special districts and city authorities 
F. Expertise at each positionyaries greatly 
G. Special districts and city authorities can be nearly autonomous jn the short 

run or long run when membership is appointed by the courts. Their Jong 
range decisions may be internally logica] but undesirable from metopol i¥an 
point of view. 

H. While Madison has 129 different units of government, Chicago has 800 adn 
and New York has 1500 little political empires. 

l11. In addition to formal governments there are problems of equal representation as 
and apportionment, political parties, community power structure and urban-sub- 

urban clash, 
A. Apportlonment problems have been temporarily resolved. 
B. Political split is between the lethargic majority and the poor and the rich 

who are most injured by present urban conditions. 
C. Community power structure is a pyramid concept which is rearranged over 

each issue. 
1. Big business is not a significant factor 
2, Regretably, big business lacks a proprietary interest in community. 

D. rban political power is by association of special Interest groups such as 

Moher of Commerce, League of Women Voters, or neighborhood associations. 

E. Communtcation media represent a local power. 

F. Economic power of public officials with tax money ta spend or favors to 

rant. 
G. Politicians or citizen groups have short term viewpoints and a fasination 

with manipulation of the Bwer structure per se. 
1. Each problem is delt with as a separate crisis 

2. A comprehensive approach is frustrated unless there is a tremendous 

educational effort for each minor & reform and consensus © 

H. Regional planning commisston has had a little success In dilution of pwer 

of any one community but often its choices go against large groups of 

vested Interest.
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I. San Francisco Bay development commissian 
2. Dane County Regional Planning Commission discussions of 5 master 

planning alternatives 
3. Most people not Immediately effected are lethargic while vested Interest® 

are strongly represented. 
[. The search for a compromise between local land use control and federal control 

is focusing on state administered land use planning and control. 

IV. There are several approaches to state control ranging from total land use 
control to stand-by or floating cont#l which allows the ak state to intervene 
locally in matters of special concern or appeal. 
A. Hawaii, first state to designate all land use as of 1961 

1. 4 designated uses for conservation, agriculture, rural and urban 
2. \\As proven more politically a stable than Island County politics 
3. Suftable land uses do not match existing population distribution or 

job distribution 
4. State must now work to develop Jobs and voluntarily relocate people from 

Qahua to other islands. How do you match land use suitability to 
people's location preferences? 

B. Vermont in 1970 set In motion a state master land plan. [ft is controlling 
Speculative development but needs amendment so that tax assessment values 
are compatible with permissible uses. 

C. {tn 1970 Maine enacted a Site Location Law for all developments in excess 
of 20 max acres. [tt has controlled residential recreational land and 
costs them rejuvenation of their industrial base. 

D. Florida land and management acts permits states to intervene fn areas up 
to 500 acres in size. 

E. 20 states have some restrictive land use program 
F. Fierce local resistance to removal of local zoning perogatives as zoning 

has basic power to determine social mix, tax base, and burden of taxation. 
G. A federal land use act of 1973 may strengthen state pwers but answers will 

still be compromises. 

V. Land use control not only concerned with what goes where but also with the when 
of development 
A. No growth of slow growth policies due to court denial of exclusionary 

suburban land use zoning 
B. The significance of the Ramapo ordinance In New York 
C. In past zoning ordered land use spacially or regulated bulk and hetght of 

improvement. 
1. Since 1920 platting was only conditional on certain elements being 

present In the planm. No need to prave a market or favorable impact on 
community. 

2. Unique in Ramapo is that permit to subdivide is tied directly to 
schedule of capital improvements being built by the township for roads, 
sewage, etc. In short, township could expand at a rate that was 
fiscally praudent. 

3. Land acquires potnts as 5 basic facilities become available or were 
scheduled to be available according to an 18 year capital budget program. 

4&. Developer can buy points from a contiguous site which he does not 
wish to develop. 

D, Maryland is considering a state ordinance giving all land owners a certain 
number of points based on sq. footage or acreage. Developers with land 
suitable for development would have to buy points from landowners not 

wishing or unable to develop in order to have enough points to have 
economic density. The result would be to share land development profits 

f rom Monopo1¥ Characteristics of developable land. Land use control is value 
contro} and income redistribution.
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State and Federal Regulation of Land Use 
Lasture Cutline 

f. Aequiation of land use and raal estata deeisions hy the state and federal 
governments can taka a variety of forms and can be further subdivided | 
by several broad arcas af palicias atferting Jand use so that state and 

federal governments have a nervasive and growing role in land use decisions, 

big and small. 

A. Several broad decision areas includa 
1. Natural resources Including timber, mineral, shoreline, and off-shore 

ocean battoms. 
Z. The rural hinterlend, particularly aqricultural land 
3. Urban land and the urbanization process 

B. Direct control used by government include: 
J. Outright ownership 
2. Regutation of the property QWNGS Marcos Tadeo t Ly us 
3. Regulation of financing institutions” — 

C. Some indirect contrels would inelude: 
1, Creation of anabling legislation for palitical subdivision control 

| of thea property awner 
2. Subsidy of particular land uses 
3. Economic penalties on certain land uses 

D. Political fragmentation at the local level has Jed to pressure for 
regional and state recovery of regulation rights and the federal 

government hopes to encourage state action by subsidy of the staffing 
requirement. Even more Immediate is what the federal government will 
do with the lands which i owns. 

fl. U.S. Government controls 755 million acres of Jand representing 34% of the 
2.3 billion acres which make up the U.S. Almost every government agency has 
Its own land program and Jand use policy. 

fe.» Some agencies which contral huge acreage are: 
1. Cepartment of the Interior 
2. Qepartment of Defense 
3. National Park Service 
h. Bureau of Indian Affairs 
&. Government Services Administration 
Ww. “Buetae of Ling MAWA SCA KT 

B. Other government agencies do not control large acrcages Sut own an 

Infinite number of small Individual parcels, many of which are surplus: 

1. The U.S. Post Office 

2. Federal Housing Administration In its Inventory of foreclosed property 

; 3, HUD-Divisian af Urban Renewal 

¢, fongresslonal Proposals for establishing a Federal Land Use Policy have 
: passed at least one house; | 

1. The Aspinall (defeated in re-election) Proposal to bring all federal 

' government land under a single Federal Land Use Commission to pursue 

national priority without having one department defeat the objectives 

of another .
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2. Such an aoproach Is in direct ennflie2 with lond term strateqv of 
conservationists who are attempting ta compartmantaliza and seqregate 
snecifie pratected uses within qovermment aqencies they can control 

D. The Senator Jacksan aporaach would be to subsidize state efforts to create 
masterplans and gublic regulations for land use. Federal grants would 
probably senuire a svate to provide and maintain: 
1}. Inventory of resource data 
2. A slagic autherity to administer land use policy 
3. Traia an in-house capability for tachnicail and professional expertise 
h, Identify these land areas subject ta the public planning process 

£, Asimllar federal proresal relates only to coastal lands on the o¢sans and 
the Great Lakes which would provide $647 million to the state for shoreland 
fequiation as in Califaenia or Wisconsin. 

PF. To achiave a legislative consensus on qround rules and priorities for land 
usa, ft fs necessary to balance the Interests of consumer, praducar, and 
the publie when the anly articulate qroups renresent the view of extremists 
from among these who soaalk for: 
1, The no growth vieneint on the Sasis that we are rapidly exhausting 

the ability of earth to sustain life. 
2. The preeservatianists who regard it an acsthatic and moral [ssue to 

conserve tho natural just teeause it is netural. 
4. The business viewnoing shat all camacity ta selve prablens depends 

en unlimited business expansion, 
4. The opsortunisss who find the issues favarable to a sel fish point 

of view sa may want a nev aicpors or powerplant but in sometedy 
elses backyard. 

G. It appears that legislative moves to k]]] the Federal Land Use Act nave 
"bean successful for this year (as wall as im the Wiseensia Legislatures) 

as the lobbyists saise the enotional issue of private property rignts. 

111. At the state level thers has been more success in establishing scme degrea of 
land usa law Co control narrowness of viewnoing af the private land cwner anc 
eelleical dacislan making in fragmented Jocal government. 

A. Hawalt-=-the first in 19Gl--desiqnated every square inch cf its island as 

suitable far ona af four uses 
1. Uses were conservation, agricultural, rural, and urtan 
9. State Land Use Commission also serves as Caard of Anneals 

4, Unbalanced sagulation distribution cue ta daclina in agriculture has 

made for housing shartages on island of Gahu. ° 
4, To balance demand and designated sunplies if is new necessary to 

subsidize econemiec base employmene on the ether Islands 

8. 1970-<Vermont Environmental Control) Lawewthree stagcs 
]. Inventory 
2. Masterplan and zening for entirs state 
3. Caorrectian of economic confilets [mn terms of recreatiqnal develoemant 

to correct unemployment, changes ta markat valua and therefore tax 

basa, tec. 

#@, 1970—Halne--Stce Location Act requires state approval of major cevelapments 

in excess of 20 acres. |
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2. Suck an aopreach is in diracs confliat with fang tarm strateqy of 
conservationists who are atzemnting <0 compartmantalizs and seqregate 
specific protected uses within government aqenicies they can cartro! 

: + " 

0. tee Ret ee adeson” annroakel would be to subsidize stata efforts to creates 
maiterpians and qublic raqulations for land use. Federal qrants would 
probably renuire a sfatse &s provide and maintain: 
te taventory of rescursa dats 
2. A Siaqgia authority to administer land use policy 
3. Teain an [nehouse canability far tacknical and srafessicual exfertisa 
4. Identify shose land areas subjacs to tae public planning proeass 

EF. A similar federal erucosal relates oniy to <oastal lands <n the sesans and 
_ the Geese Lakas woich would provide $47 millfon to tha stata for shoreland 

regulation as in California or UIseansin. . 

EF. To achiave a legqistative consensus on ground ruies and priorities for land 
usa, [2 Is nee eat e St balanee che [nterasts of consumar, arsducar, and 
the public ween’ tha Sify articulate qreuss rearesent rie view af extremists 
from among those who snaak ford. ust “pep 2 ). 
1. The ne growth vicspaine on tha Sasia chat we are rapidly exhausting 

the ability of carth ts sustain lifes, 
2. The preservationists wig regard it an aesthetic and moral issue toa 

eansarre the Ahee Mrs beacause ft igs agtursi on 
3. The business viewnaiat tsat all ecanacisy co solve proflens denands 

on unlfmised business exgansien. 
: &. The opportunises who Find shea issues favoracla ta a sal fish seine 

of view sa may want a ney airport or powerplant Sus in somabody 
eises Sackyard. 

G. {8 acpesrs that Jegislative maves to 4/1] the Federal Land Use Act Save 
"been successful dee this-year (ag wall as in the Visesnsin Ledisiagure) 

a3 tha lobbyists raisa the exegional Issue of private property fidnts. 

til. At the state leval thara has beon more sucess in establisning sema deares of 
land use law to cantrol narrcwness of viewnpalat of tha private land cuner ane 

pollttical dacisian making in fragmented local qovermment. 

A. Hawalf--che first in 1oGl-=desiqnatad evary square inch of jets istand as 

suitable for cne of four uses 
1. Uses ware conservation, agricultural, sural, and urtan 

2. Seate Land Usa Commission also sarves as Ceard¢ of Appeals. 

4, Unbalanced sagulatian distribution cue ta caciina in agrieultura Aas 

made for housing shortages on island of Janu. ° 
4h. Tao balances demand and designated supplies it [3s new macessary to 

subsidize ecsnemia base employment on the othar islands 

8, 1970-~Vermont favirenmental Control] Law-~three stages | 

: 1, Inventory 
2. Masterplan and zening far entire scate 
3. Correctien of economic conflicts in terms of pacraationa!l develacmant 

Qo correct unensioyment, changes ta mareze value and <heratora tax 

basa, tec. 

é. “197 0eetalnas-Si te Location Act requires state approval of major cavelopmencs 

[a excess of 20 acres. |
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0, 972--florida Land and Management Act 
1. Give state permission to regulate or prevent development anywhere 

' In Florida desianated*an araa of critical concern not to exceed 
5% of state land area or 590 thousand aercs 

2. A fifteen MSR Commission has only two rops from land development 

Industry ‘ 

E, Twenty states have land use laws restricting development of special areas 
such ag shorelines, scenic areas, or parti¢ular regions such as the 

Adirondack Park Seqianal Plan Commission. 

F. In Wtsconsin under present statutes the state may Introduce zoning relative 

to shorclinas, streams, subdivistons, and health when counties have no 

laws which meet state minimums. 
I. Plotting laws may Involve a variety af state agencies but control only 

Caréas tn which five or more lots are less than one and a half acres 

2. Administrative arregance has a devise to project control beyond 

specifies of legislative intent. 

G. Federal and state level land management has fierce opposition from local 

| officlals with a vested Interest in zoning. Zoning is the basic power of 

a community to determine its social mix, its tax ratable base and who 

pays the tax. It determines land value and the character of the cash 

eyele. This resistance produces partial answers to broad scale land use 

- gontrol only when there is a consensus relative to wetland or large scale 

projects with negative consequences as found in Florida. 

. States are also becoming major ovners of the ftand within thelr borders ard 

like the federal qovernuent have no clear policy for its best use. Often 

state land policies ara counter productive even though they continue to 

ereate more reasons for aunership. 

A. Environmentalists are raluctant to see the University sell its remaining 

farms within the city of ttadisan ''to protect open space’ even though 

this forces greater urban spravl and extension of the city utilites and 

streets into the countryside prematurely. 

$G$. Purehase of wilderness areas by the state from private purchasers creates 

. publie pressure for access as sarks ama the private owners excluded 

everybody thereby reducing encroachment on natural areas. 

C. The state of Wisconsin owns vast acreages of woodlands on less desireable 

Lo lakes and streams and Jittle on deepwater lakes which feel pressure of 

Moana’. excess development. srill it would be reluctant to sell the marginal 

Aor?’ — wilderness land to generate funds to purchase land with more development 
pressure. 

DB. Thirteen states now have state hous{ng or development agencies which can 

finance and build low income housing projects. In general, these require 

guch large scale projects to be administratively cfficient it requires 

demolftion of the suoply of low cost hausing or locates in vacant areas | 

without the desired amenities.



ele 

E. Some agencies like the New York Pore Authority actually undermine the 
market demand and thus tax ratable base of private properties supolying 
the same nead by creating a surplus. (dormitory housing [n a university 
town for exampis) 

F, Seattered small parcel purchases without enrresponding sales of surplus 

properties leads to a cumulative cost of maintainance, loss of tax basa, and 
distertions af supplies in the private market.
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€. Some agencies like the New York Port Authority actually undermine she 
markeag demand and thus tax ratagle base of private preperties supealying 
the Same need by ercating a surplus. (dermmitery heusing in a university 
town for exam! a) 

F. Seattared small parcal purchasas without esrresponding sales of surslus 
properties leads to a cumulative cost of maintainanca, loss af tax base, and 

distortians of suppiias in the private maricat.
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Real Estate Investment and Federal income Taxation 

I. Nothing Takes the place of productive profitable real estate but federal 

tax policies on income, capital gatns, and estate transfer by gift 
or inheritance has had a significant impact on shaping real estate 
Investment decisions. 

A. Income taxes are oversold by brokers, over-valued by amateurs, 
and misunderstood by the public, 

1. Is it a loophole for the rich or inefficient federal subsidy 
for construction? 

2. Does benefit from strongest political lobby in Washington? 
3. Real estate development a major source of employment and assistance 

to fiscal desperation of municipalities 
4. Real estate business reverse of typical business - high 

Fixed asset, low worktng capital ratio 

B. Brooking Institute estimates single family home is the largest 
tax loophole in terms of tax dollars lost because of special privileges 

}. Interest and real estate tax deduction 
2. No capital gains tax on sale if you buy another in two years 
3. OQne time exemption of $125,000 capital gain if you sell after 

the age of 55 

C. Objectives of tax review in this course fs not to teach you the 
intricactes of the new tax law but rather: 

1. To show the sensitivity of investment to tax matters 
2. To show the use of tax law as a federal device for providing 

land use priorities 
3. To teach you some of the tax strategy in general with a few examples 
4, Recognition of the income tax law as a subsidy to make real 

estate competitive for capttal 

D. Real estate has the same tax treatment as any other bustness asset 

but has a higher silhouette as compared to other businesses 

1. A building is a single machine for making money as compared to 
other businesses using many smal] machines which can be bought 
and sold individually at a smaller scale of entry. 

2. The impact of rising prices on business equipment ts difficult 
to trace to product prices while the Imact of construction costs, 
real estate taxes, etc. can have an almost itmmedtate tmpact 

on rent which in turn fs a major factor fin household budgets 

ae For the taxpayer any tax strategy can be classified as a combination of: 

a 

%. 0 1. Reducing that portion of net receipts which is recognized as 

taxable income. 
& 2. Reducing the marginal tax rate applicable to the taxable receipts. 

3. Postponing the payment of taxes due to recognize the opportunity 

costs of present value money. 
4h. Avoiding one or more federal taxes through a change of involuntary 

shift in status of property ownership or condition.
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F. Government strategy relative to the income tax involves some 
combination of: 

}. Collecting adequate revenues to finance government operations 
2. Encouraging investment in productive assets as opposed to current 

consumption to close the savings-investment gap and to stimulate 

employment while generating a larger taxable income In the future. 
3- To channel investment and consumption toward nattonal priorittes 

4. To redistribute wealth and break up extra large family fortunes 

Il. The Basic Alternative [ncome Tax Stnategies or Tax Ploys will be 

identified (underlined) and then a couple of illustrations of each 
discussed below: 

A. Reducing taxable Income, particularly income subject to a progressive 
tax rate, to postpone income tax: 

1. Accelerated depreciation understates taxable income in the early 
years but overstates taxable income in later years. Opportunity 
costs of money must be higher than increasing marginal tax rates 

which would apply to recapture of tax shelter or overstated fncome. 

2. Investment tax credits which apply directly to taxes due; for 
example, buildings more than 40 years old and calssified as 
landmarks enable the developer to take an investment tax credit 

for 25% of all remédeling expense with Tong carryback to refund 
taxes paid in previous years. 

3. Taxpayer option to expense certain capttal expenditures such 
as development costs of a vinyard, jrrigated farming, or holding 
costs on vacant land awaiting development. Tax reform has 
severely reduced those but still favors such election for 
subsidized housing. 

B. Reducing the marginal income tax rate by shifting property to 
alternative forms of ownership or timing of proceeds. 

Tl. Shifting ownership from the individual at the 50% marginal tax 
rate to a small corporation which enjoys a low progressive rate 
on the first $1000 of taxable income. tncome from real estate 
can be further reduced by payment of salaries to the investor 

to escape higher tax rates on investment income and by establishing 

tax deductible contributions ta pension funds. 
2. Distributing receipts from sale over time through installment 

sales contracts or avoiding sales profits by leasing vacant 
Sites which have appreciated significantly tn value. 

3. Shifting income to individuals with low tax brackets by using 
short term trusts for the children, different classes of stock, 
or gifts of partnership units may put the tncome with the 
lowest marginal rate. 

4, Ownership of a home to permit deduction of interest payments 
and real estate taxes on personal income 

C. Converting taxable Income to capital gain to reduce the applicable 
tax rate 

1. Purchasing a home with a very large mortgage loan on which interest 

payments ate deductible converts net income to a future capital gain 
if the home appreciates In value each year more than the after tax
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Interest cost. This ploy is more feasible when interest rates 
are 7% rather than 17%. 

2. Accelerated depreciation before recapture laws permitted 
investors to understate taxable Income and then sell the property 

at an overstated capital gain, thus converting income to capital 

gain and its lower marginal rate. (Capttal gain = net sale 
price - book value). 

3. Purchase at a low price and then incrdasing income through good 
management and marketing and then selling the property for the 

present value of the future fncome converts the rewards of your 
services and expertise from taxable income to capital gain. 

D. Postponing the payment of capital gain taxes 

]. The owner-resident of a single family home can sell his property 
and postpone a capital gains tax by refnvesting in another home 

of equal or greater value within 24 months. 
2. {Involuntary conversion of a property to cash as a result of a 

natural disaster, casualty Joss, or eminent domain permits 
Investor to rebuild or relocate within a specified time 
without paying a capital gains tax. 

3. The trade or exchange of ltke kinds of investment property ts 
not taxed. Instead each party takes his old basis with htm 
which ts then adjusted for the net change in his debt position 
or the amount of "'boot'' he received. Boot {ts non-]Ike property 

such as cash. | 

E. Complete avoidance of all or part of the capital gains tax would 
result when: 

1}. The owner of a single family home is entitled to a one time 
examption of $100,000 profit or capital gain if he sells his 
home after age 55. The theory fs a home is his major savings 
program and the cash jis needed for retirement [ncome. 

2. When investment property is held until the owner dies the estate 
receives s stepped-up basis equal to market value on the date 
the owner dies. No capital gains tax is paid if the property Is 
then sold but market value is included [fn computing the taxable 
estate value, 

F. Real estate lends itself to reducing estate taxes In the transfer 

of wealth from generation to another. 

l. Real estate in farm and small b ustnesses will be included in 
the estate of the owner at thelr use value rather than their 
market value to reduce estate taxes and the need for cash If 

the heirs continue to operate the bustness or farm for at least 
10 yeans following the death of the original owner, thus 
achteving a partial avoidance of capital gains and estate taxes 

up to a maximum of $500,000.
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550/705 Income Tax Lecture Continued 

lll. Achieving the various tax ploys is complicated because federal policy 
provides incentives and penalties for different priorities of property 
development, tax purposes of ownership, and the form of the ownership | 
entity. 

A. There are three basic questions which need careful definition and 
structuring of answers for cach investment. 

1}. What type of rezl estate !s tt for depreciation and other tax 
ploys avallable? 

2. What ts the tax purpose of the real estate ownership position? 
3. Is the ownership entity a single tax or double tax situation, 

a tax conduit to the tndividual or a corporate organization? 

B. First a property must be classified both on the physical facts and 

the actual or implied intent of the owner as one of the following: 

1. The personal residence 
2. ‘Farm or extraction properties 
3. Investment residential 

a. First user, or second user 

b. Residential rehab 
c. Conventional financing or federally funded and subsidized 
d. Date acqutred 

kh. All other properties (limited deprectation and full recapture) 

C. Tax rules differ depending on the presumed purpose of the investment 
imputed to the taxpayer in any given property. There are three 

alternatives defined by the IRS: 

1. For use (users have more liberal ordinary income - ordinary loss 
elections) 

2. For investment income and long term appreciation (for which capital 

gain treatment fs avatlable with some elections to expense or 
capitalize holding costs) 

3. For trade or inventory (dealers status for which capital gain 
is almost never available) 

D. Because Investors in real estate want some of the short term tax shelter 

benefits at the same time that they can participate tn large group 
investments, real estate is very sensitive to whether ownership entity 
of a group investment is a single tax conduit or double tax corporate 
entity: 

dl. Stngte tax entities would include: 

a. Single proprietorship 
b. General partnership 

c. Sub-Chapter S$ Corporation 
d. Limited partnerships 
e, Other non-corporate assoctations 

2. Double tax entities would include: 

a. Corporations not exempt above 

b. Associations for profit with three or more of the following 

characteristics.
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3. In addition two or more people associated for profit Is corporate 
if it has three or more of the following attributes: 

a. Limited liability or investors 

b. Centralized management 

c. Unlimited continuity 
d. Marketable interests 

IV. There remains a general suspicion that real estate investment tax policy 
fs a-privileged domain of the rich. This may be because marginal rates are 

highest for the rtch and tax savings to other tncome Is highest to those 
with the highest marginal rate while interest cost has the lowest 
marginal cost to the same rich folks since we're soaking them pretty good, 
Then there is the fetish of the rich to spend $1.50 to save $] Tn taxes 

which leads real estate promoters to produce the best tax shelters rather 
than the best people shelters. . 

A. Critics who oppose tax shelters argue that: 

1. Present tax laws lead to excess building and misallocation of 
national resources and priority. 

2. The cost in lost tax revenues of 2-3 Billion a year would be 
much more effectively used tf collected and redistributes as 
a consumer subsidy for the low income family. 

3. The capital attracted to real estate Is siphoned off by developers 
and brokers up front since most of the property has almost 100% 
financed anyway. 

4. The ecanomic logic is faulty when it argues that to provide decent 
shelter for millions of Americans, the system must first produce 
several hundred thousand tax milltonaires. 

B. Such tax advantages that there are are justified according toa some 
because: 

1. Long term ownership is so risky, investors would not invest [If 

payback was not accelerated by tax saving. 

2. Unlike automobiles real estate depends on thousands of small 
investors far capital and could not compete for money unless 
there was an additional return in the form of tax benefits. 

3. By attracting new capital to real estate housing construction 
is stimulated, but rents can be lower since the Investor receipts 
part of his return th the form of tax savings. 

4, As a producer subsidy stimulates employmemt and matntenance of a 
competitive supply of space to reduce monopoly advantage of 
existing buildings. 

C. During the past several years gradual modification of taxes relative 
to real estate have been taking place in regulations, technical aspects 
of the law and auditing. Lobby interests have helped real estate fare 
better than the other tax shelter games such as cattle, professional 
sports, off, corporate farming and shipping. Such organizations as 
The Nattonal Assoctation of Realtors and the Nattonal Association of 
Apartment Owners have been able to convince Congress that the real 
estate Industry really consists of hundreds of thousands of small 
investors who are relatively disorganized and whose real estate gatns 
have cushioned the sitgnificance of inflation caused by Congress. 

As a result real estate investments have escaped to some degree the 
impact of such reforms as:
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1. Preferential income tax of 15% of capttal gains and accelerated 
appreciation, depletion of, etc. 

2. Limftation on deprectation to equity"at risk’! 
3. Limitatton on artificial accounting losses by expensing capital 

development costs 

4, The addition of special tax investment credit for renovation 
of older commercial buildings and elimination of architectural 
barriers for the handicapped. 

5. The addition of five year writeoffs for renovation of residential 
units and landmark buildings 

6. Special deductions for investment and pollution control, energy 
conservation, or gifts for environmental protection 

D. In 25 years federal policy on taxes has shifted from treating real 
estate like any other capital asset to detailed regulations praviding 
penalties and bonuses for real estate investors that express national 
priorities relative to land use and urban development. Ironically 
the federal tax laws represent the most explicit and operational 
federal land policy we have today.



LECTURE SIX - outline 
Introduction to Real Estate Cash Flow 

i. The clustering of activities which need certain locational attributes and 
the economic base and derivitive needs begin to define the opportunity 
areas for real estate enterprise. 

A. The facility to house any activity is a space-time product and the business 
of providing that product operates by converting space-time to money~time. 

B. The forecasting of future money returns to a present investment is the 
ultimate business problem and the dynamics of these problems explains 
the actions of consumer, producer, and the society. 

C. An Investment in a bond can be defined as to when it begins in time, when 
it Is sold, when coupons are collectable and total costs and total receipts 
under alternative outcomes. Thus, yield is easily computed and risk depends 
on whether you can rely on the promisor. 

D. Real estate financial forecasting seldom enjoys such a rigid set of 
financial specifications and therefore seldaa enjoys conservative 
conditions of certainty. An investment in real estate really means 
somebody ''bought'' a set of assumptions. 
1. Risk is the potential variance between assumptions and realizattons, 

between proforma prospects and the historical balance sheet and 

P&L statement. 
: 2. Degree of professionalism Is measured, ultimately, by the care with 

which assumptions are made and supported by careful research. 

E. Financtal analysis presumes rational decisions but later we can Introduce 
the Importance of the irrational or the tntuitive. 

lt. Basic cash flow analysis depends on four essential sets of assumptions: 
A. Schedule of cash outlays (capital costs and expenses.) 
B. Schedule of cash receipts (periodic and reversions.) 
C. Het cash flows for each period (negative and positive.) 
D. Devices for comparison of alternatives 

E. However It quickly becomes apparent when accounting for the dollars "'In 
and out'' that not all dollars are the same. Some are current expenses 
while others represent aquisition of assets and many are shared with 
local and federal government through various tax processes. 

F. tf cash solvency or cash profits is the eventual objective of decision 
making, ft is necessary to put all dollars on a common denominator ~~ 
after-tax dollars per period. 

fil. In that light, the basic elements of outlays and receipts can be expanded 

to include details or assumptions about the following factors: 

A. Definition of desired profit centers. 

B. Definition of a timeline over which events will stiil take place 

C. Assumptions on the capital budget and sequence of source and 
application of funds
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1. Direct construction or purchase cost 
2. Indirect and capitalized carrying cost 

D. Assumptions on operating budget and sequence of source and application 
1]. Pattern of sales revenues 
2. Pattern of operating expenses 

E. Financial plan 

]. Credit amounts and terms 

2.Equity amounts and terms | 
3. Holding power 

F. Profits classified as to type and tax 
1. Cash from operations 
Zz. Cash from capital gains 
3. Cash surplus from financing © 
4. Cash from tax savings on other income 

G. Selected measures of profitability | 

1. Definition of investment 
2. Definition of profit 

3. Selected ratios of profit to Investment 

H. Selected measures of risk 
i. Payback periads 
2. Capacity for vartance 
3. Variance controls 

'V. For a rental investment property the genera! format for determining after-tax 
cash flows for each period or year would generally be as follows: 

PART |. ANNUAL (PERIODIC) RETURNS TO INVESTOR 

A. Estimate potential gross cash income; Cash [income from space sales 

B. Deductions from potenttal grass 
]. Normal vacancy 
2. Seasonal income toss 
3. Collection losses 

4, Franchise fees, deposits returned, ete. 

C. Add “other'' income from service sales 

D. Derive effective gross income 

E. Deduct operating expenses (on expected cash outlay without 
accrual reserves) 
1. Fixed expenses 
2. Variable expenses 
3. Repairs and maintenance 

i. Replacements 

F. Derive net operating income (NO!) 

G. Deduct annual debt service 
}. Contract interest 
Z. Supplementary variable interest 

3, Principal amortization
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H. Derive cash throw--off 

|. Add back principal payments and replacements 

J. Deduct tax depreciation al lowance 

K. Derive taxable income 

L. Determine marginal income tax on real estate income 

M. Deduct income tax from cash-throw off (H) 

N. Derive after-tax cash flow 

O. Add tax savings on other income (if K is negative) 

P. Add surplus from refinancing 

Q. Derive spendable after-tax cash 

PART If. RESALE (REVERSION) RETURNS TO INVESTOR 

A, Estimated resale price (end of period) 

B. Deduct broker's commission and other transaction costs 

C. Derive effective gross proceeds from sale 

D. Deduct all credit claims outstanding (end of period) 
1. Short and long term note balances due 
2. Prepayment penalties 
3. Deduct equity shares to non-owner Interest 

E. Derive pre-tax reversion to equity 

F. Deduct tax claims on ownership interest 
1. Deduct capital gains tax 
2. Deduct income tax on disallowed accelerated deprectattion | 
3. Deduct surtax on taxable preferential income 

G. Dertve after-tax resale proceeds to [Investor 

V. Some modifications of this basic mode} 
A. Timeline could be extended to include construction phase and 

initial rent-up. 
B. Profit centers are assumed to begin with net income line but could be 

modified to include profits inherent in expense outlays. 
1. Requires definition of single enterprise or degree of consolidated 

accounting 
2. Requires clear understanding and allocation of profits for use of 

land, labor, capital, or management inputs. 
C. Definition of tax rate depends on whether investment is viewed alone 

or as part of larger portfolio. 
D. One set of numbers represents a set of assumptions assuming conditions 

of certainty. In practice investor would test alternative sets of 

assumptions and outcomes for the best and the worst and the central 
tendency of possibility.



The Real Estate Process ~ Business 550 

Windfall or Wipeout - Lecture Outline 

{. Assuming firm public control on land use both as to location and sequence, 
there are a number of undesirable impacts on cash flow: 

A. Public planning creates monopolies and destroys long term income 
expectations simultaneously, in effect changing the rules throughout 
the course of the game. 

B. The name of the game is therefore windfall and wipeout. 

1. The consumer may see his home price apprediate for a windfall 
gain or see his expectations of buying a home wiped out for lack 
of development land at a price he can afford. 

Zz. Existing businesses on long term teases gain a significant advantage 
since no duplicate facilities may be permitted or may find sites 
for future expansion devalued to virtually nothing due to greater 

technical precision in the definition of suitability. 

3. Communities may benefit by receiving the right to have industrial 
| and economic base development or may be banned by regional! planners 

from economic development which would restore employment and 
vitality. Communities may find they have overbuilt public service 
capacity in expectation of growth no longer permitted. 

C. Limitation on what {5s developable may accelerate intensity in certain 
areas at the expense on landmarks, aesthetics, or public infrastructure. 
Capacity or social reform. 

1. Land is a residual value. Total present value less construction 
cost equals maximum value which can be paid for a site. 

2. Site cost may include demolition of functional buildings if the 
present value is less than the residual] value of vacant site. 

ll. Since increasing amounts of space wil! be needed to house even our present 
population as it matures, public policy must be able to channel the physical 
development onto those sites which are best suited for It while diverting 
the wealth created in land residuals to all those owning land, many of 
whom have been denied development opportunity. 

A. The state has been conducting studies to compare the cost of aiternative 
Jand use polictes in terms of public capital and operating cost 
necessary to service 1,000 additional dwellings. 

1. Transportation and other utilities cost more in low density areas 
than in high density areas. Educational, protection, and recreatianal 
costs don’t differ that much. 

2. The study recognizes all transportation costs as a regional cost 
system including private vehicles, public transit, etc. Utility 
costs include substitution of private septic for public system.
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3. The study recognized five residential environments: 

a. Urban 

b. Suburban (Middleton, McFarland, etc.) 
c. Exurban (open countryside near Madison) 
d. Outlying Communities (such as Stoughton or Mount Horeb) 
e. Rural 

4. The study concluded that rural was cheapest because the level of 
protection, education, and recreation were a little lower, although 
on a state-wide basis energy costs were 50% higher. Rural used 
existing road networks. 

| 5. Urban development was close to rural in cost because density reduced 
transportation and utility cost per dwelling unit. 

6, Suburban and outlying communities cost 25% more than major urban 
while exurbar development might 502 more costly than compact 
urban development. 

7. The concluston was that if saving money on community Infrastructure 
1s Important to citizens, an increase [n density and a reduction in 
exurban leap-fragging will save significant sums. The report seems 
to be suggesting a change in pelicy to urban containment or compression. 

fil. That poticy would increase tand residual values for low intensity use sites 
in existing urban areas and create economic pressure for development of golf 
courses. 

A. The transferrable development right is thought to be a way to shift the 
economic pressure by giving the owner of a golf course or a landmark or 
wet land some of the residual land value created by transferring potential 
for intense development to another site. 

B. A TDR must be a fundable unit of development which is an appropriate 
measure of development potential. Various units suggested include: 

1. Owelling unit ratio per acre. 

2. Floor area ratio (FAR). 

3, People per acre. 

4, The cubit - one cubic meter or cubic foot including a permissible 
one-tenth of a unit of impervious surface. 

C. Note that each of these is a space-time unit which implies a high degree 
of correlation with money-time, although that coefficient of correlation 
may change from place and time. 

D. To maintain a space-time, money-time correlation the transferrable deve] ~ 
Opment right must be scarce or jimited in supply, in constant demand, and 
easily available without permitting monopoly, undesirable speculation, or 
significant discrepancy manipulation by public officials. It must relate 
to major land use problems including taxation, eminent domain, land 

planning with equity, as well as the nature of real estate enterprise.
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E. TOR's first depend on definition of the geographic area within 
which they are transferrable. The New York plan limits the 

range to a single square block, the Chicago plan to the Loop, 
Maryland to the county. The rights always attach to another 

piece of property or a public TDR bank to prevent speculations 

by outsiders of non-landowners. 

F. Public policy must define the measure of potential for the affected 
land and then grant increases in that potential to sites which 
the public would prefer to be developed. The increase is boucht 
from potential development sites on which no development is 

desired, 

1. Note the result is to transfer wealth created in the form 
of land residuals from one location to another. 

2. Note that compensation to private owners under eminent domain 

might be made in TDR's rather than cash. 

3. Note that the cubit system would apply equally to private 

developers or public projects such as roads, atrports, etc. 
4. Real estate taxes could be prorated in part on TOR's rather 

than values, creating a holding cost for tax exempt speculators 
like churches, private schools, or universities without the 

necessity of appraising their structures and facilities. 

iV. The TOR ts now beginning to receive legislative attention In many 

States including Maryland, New Jersey, and Connecticut. However, 
the mast significant legal recognition of the TOR has occurred in 
New York City relative to the Penn Central Station fandmark. 

A. New York City began to evolve a TDR in 1961 with a series of 
zoning law amendments. 

1. The definition of zoning lot was changed to allow the merger 
of two separate but contiguous zoning lots when they came 

under canmon ownership. This permitted the construction of 

a talfer building by "'clustering'’ the unused development 
potential of both parceis onto one. 

2. tn order to solve the dilemma presented by a landmark 
Structure which was already surrounded by development on al! 
contiguous lot lines, the city permitted unused development 
rights to be transferred across the street. This provided 
another means by which the city could equitably handle the 
possible negative economic impact of designations under 

the Mew York City Landmarks Preservation Law. 

3. Adding to the ability of the city to compensate landowners 

equitably for landmark designation was the 1969 amendment 
to the Zoning Resolution allowing the transfer of development 
rights to lots within a chain of common ownership. 

B. The first transfer of this type began with an owner-initiated 
proposal. The owner of Amster Yard, a nineteenth century 

collection of small residentjal structures, open spaces, and 
stores in midtown Manhattan, was allowed to transfer a portion 

of his development rights to a nearby parcel for use in the 

construction of an office building. As a condition, the city 
Insisted upon a promise to create a $100,000 trust fund, the 

Income of which would be used for maintenance of the landmark.



BUSINESS 550 
Consumer Protection and Land Use 

|, The real estate process diagram shows a tension among consumers, producers, 
and public services. However, there is also a major conflict of Interest 

among individual housing consumers, callective neighborhoods, and future 

consumers. 

A. 1t can be easily documented that land use and real estate operations are 

the most requlated enterprises in the American economy. 

B. {ts the impact of all this regulation a better product or a more expen- 
sive one? [In the land use game, who gets the monopoly on the good tife? 

C. Who pays and who benefits? 

I. Few of those who are responsible for housing policies and land 
use regulation understand impacts of what they do on housing 
price, quantity, and quality. 

2. Because the media tend to present complex subjects in a simple 
entertaining form, the housing consumer cannot tdentify who and 
what consumer protection systems are responsible for his not finding 
adequate housing at a price he can afford. 

fl. Consumer protection in the real estate area has always responded to 
disasters that were the result of a collective failure in common sense 
or collective belief that cash costs for a select few could be reduced by 
externalizing responsibility on others not a party to the dectsion. 

A. Land use controls reflected a consensus and a feuda!l tenure design to 

maximize food production with the resources at hand while placing the 
consequences of waste on those who did not husband the resource, 

1. Water rights and farmland in Mesopatamia. 

Z. Territortes for trapping on the Saint Lawrence Estuary- 

B. Building codes for safety derived from disasters like the London fire, 

innovations such as the cannon, and building collapse due to sotls and 
Water. 

C. Community infrastructure developed as health hazards were recognized 
from sewage and water supply as well as need for control of crime and 
crowds. 

D. Zoning was originally designed to exclude lfand uses which were thought 
incompatible with residential] neighborhoods and retail service areas 
because of noise, smell, safety, or health. 

—E. The real estate sales guilds were legitimized as self-regulatory 

agencies, presumably to protect the consumer from incompetence and
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to lobby for policies conducive to home ownership In homogeneous 
neighborhoods. (Of course, licensing and peer group membership 
also encouraged monopoly pricing for commissions and political action 
to prevent public housing alternatives). 

F, Earlier lectures have shown that consumer savers procted by FSLOIC or 
FDIC and borrowers under FHA-VA, gave the Federal Government the ability 
to set housing standards in excess of community requirements and the 
ability to indirectly hold down rents by encouraging production and 
sale of single family housing with long-term purchase financing. 

G. To protect the individual consumer, the ten commandments which were 
originally on two small stone tablets have been converted into a 
mittion tons of rules and procedures. 

I. To control profits af loan closing, the Federal Governement enacted 
controls on the indirect casts of a real estate transaction (RESPA, 
Real Estate Settlement Procedures Act, 1970-71). 

2. The Office of Interstate Land Sales Registration (OILSR - December 
1973). Exemptions are a subdiviston of less than fifty units 
or buik sales to developers, cemetary lots, or units to be regis- 

tered as securities. 

3. Since 1968, the SEC has regarded any partial interest in real estate 
which anticipates an investment profit from the management efforst 
of others to be an investment under either State or Federal! blue 
sky laws. Sales must be by registered security sales people or by 
employees of the builder. 

lil. The future consumer and collective consumer is also protected by a variety 
of laws, rules and regulations to reduce damage to the environment. These 
regulations come into play where there is governmental Involvement relative 
to approvals or financial assistance, or because of the proposed sites 

characteristics, or because the project will impact navigatable waters, or 

discharge any type of pollutant. 

A. If federal financial assistance or approvals are required, it will be 

necessary to examine the project for compliance with the following: 

|. The Natlonal Environmental Poiicy Act of 1969 
2. The National Historic Preservation Act of 1966 
3. The Endangered Species Act of 1973 
hh, Executive Order 11988 relating to activities in flood plains 
5S. OMB Circular A-95 

6. Section 401 of the Federal Water Pollutton Control] Act (''FWPCAT) 
7. Section 307 of the Coastal Zone Management Act (''CZMA'') 

B. The first four impose review responsibilities aon federal agencies 
while 5, 6, and 7? apply directly to private developers, 

C. JF state Financial assistance or approvals are required, then it is 
necessary to review a project for compliance, [n Wisconsin, with 

The Wisconsin Environmental Policy Act and the administrative rules 
thereunder. Documentation may consist of:
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T. An acknowledgment on the part of the agency's designated WEPA 

coordinator as to the actions taken by the agency in fulfill- 
ment of its WEPA responsibilities; 

2. <A copy of the statement of estimated project cost and any EIS 
submitted by Sears or the property developer in connection with 
DNR permit application; 

3. A copy of any DNR environmental screening sheet, PER or EIS 
prepared in connection with the project; 

4. Where an EIS has been prepared, evidence that all required 
notices have been given and public hearings held. 

D. In the name of environmental protection and consumer protection, the 
primary approaches to limit residenttal construction are zoning, 
direct restrictions on growth through growth management ordinances, 
and tndirect restrictions on growth by using the obstruction potential 
of environmental legislation to reduce governmental expenditures for 
utilities, roads and infrastructure. 

IV. The reduction in supply of residential lots, multifamily sites, and new 
land development will have a series of impacts easily forecasted buy 

typically not considered by those concerned with protection of the consumer, 
the environment, or their little neighborhood. 

A. New construction represents one to three percent of the total stock 
but these housing units provide the safety valve that prevents demand 
from increasing the price of existing units or lowering the quality of 
some parts of the housing stock. Should new construction fall white 
demand remains constant: 

1. Housing quality is polarized because the higher income consumer will 
see the value of his house continue to increase and therefore feel 
confident in Investing more to Improve their home. 

Z. Consumers In the lower Income spectrum will resist rents which 

permit maintenance of the apartments or strain to buy a basic house 
with Tittle money left for {mprovements. Absence of vacancies 

removes competitive pressure on landlords. 

3. Restraining production means higher values for some, lower quality 
for others and a breakdown in markets providing choice and competi- 
tive pricing. 

B. From 1962-72, number of households increased by 12 million while 17.7 

million new units were constructed. A ratio of 1.5 new untts fer every 
additional household meant the quality of the existing housing stock 
was improving while disposable income rose faster than housing cost. 

]. From 1973-1975, U.S. households increased by 4.5 million and only 
4.5 million new dwelling units were built. The recution paralleled 
growth management rules and government managed interest rates.
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2. Lower growth rates also meant increased costs to developers but 

not lower profitability. Developers could sell whatever they 
could build and pass costs through plus monopoly profit. In several 
areas, houses were soid on lottery and that tells the developer he 
is charging less than the market will bear. 

C. Shifts from laissez-faire to severe restrictions often typify government 
actions to solve one social evil by substituting another. The question 
is why a more balanced land use system is so difficult to achieve? 

D. The reasons there is so little balance between residential, commercial, 

agricultural, recreational, and open space land uses are: 

1}. The future consumer Is never represented at the baragining table 
when land use jegislative compromlise is necessary. Politicians 
speak for constituents who already own a home and live in their 
ward, not those who would like to move tnto the jurisdiction. 

2. Labor and material suppliers speak for those consumers who can 
afford new housing because that means construction jobs, material 
sales, and new developments. 

3. Taxpayers want to avoid infrastructure growth which must be 
funded from increased assessments or housholds who may require more 

in municipal services than they may provide in tax revenue. 

k. Households who already have what they want and will benefit from 
price increases of monopoly say they are preserving environment. 
Confronted with a dramatic increase in housing costs, they can 
salve conscience by advocating subsidized structures for the 

elderly. 

G. The housing consumer is difficult to represent because he js not 
4 singie entity in his values, like the Sierra Club, but represents 
many micro-markets. 

6. Those repsponsible for housing plans and regulations feel confident 

that they know what is best for the housing consumer or feel 
compelled to organize superficial surveys to support existing plans 
with favorable consumer input. 

7. Individuals responsible for housing princtples and land use regula- 
tions don't understand the feedback and adjustment systems fnherent 
in the real eState process. 

V. Land use policies for collective consumers which harm individual consumers 
can be reduced to some degree if the technology of impact models were con- 
sidered more carefully and voters were allowed to choose between alterna- 
tives as they were not permitted to do in the MATC case. 

A. However, many agencies will do what they wish to do because rationality 
in all group behavior is distorted by other motives. 

B. Ina reasonbly free society, one is permitted to be a damn fool or 
selfish. The Supreme Court makes [t possible for suburban jurisdictions 
to exclude the poor by zoning (Arlington Heights), restrict growth (Petluma
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and Ramapo), or deliberately under-bulld sewer, (Fairfax County) 
water, and highway systems in order to plead environmental damage. 

C. Sinee the American way is that you et what you pay for, an approach 
to mitigate fragmented and self-serving Tand use policies is to shift 
cash from those exclusive growth management areas to those whicn 
suffer the consequences In terms of higher cost they can il] afford: 

1, This is the logic tn Serrano vs Prest which requires equal distri- 
bution of school tax monies rather than allowing rich communitles 
ta have super systems and poor communities to have higher taxes 
or a minimal system. Governor Lucey wanted a negative school tax 
to shift funds from Madison and Milwaukee to areas of Jower tax 
base per child. 

Zz. A second shift would be to shift Federal and State grants for 
Sewer, water, open space, and roads from those areas unwilling ta 
accept more housing or low income households to those that dec. 

. 3. We could require that environmental protection agencles include the 
impact on consumer cost of housing, travel, and education over the 

life cycle of the decision as one element in the environment. 

VI. After all, consumer and environmental protection means we ought to be 
protected to some degree from decisions we cannot afford. in the real estate 
process, we require equilibrium in terms of the collective consumer and the 
individual consumer just as we do between the production sector and the 
consumer sector. Who will protect the consumer from the cost of consumer 
protection?



Lecture #11 Outline 
| {institutional Structure of Mortgage Lending 

1. High cost of real estate requires heavy debt financing. Real estate capital 
represents 2/3 of the nation's wealth and almost 50% of this is mortgage. 

A. A capital pool for loans requires assembly of small savings through : 
intermediary financial institutltons. 

B. Dominant Institutions have been insurance companies, banks, and savings 
& loan associations but in the last decade several new institutional 
Intermediaries have been created. 

C. Differences between itnstiutional intermediaries can be shown by 
comparison of five basic subsystems: 

1. A marketing system to compete for savings. 
2. A marketing to compete for loans 

3. The transaction preference system of the policy makers 
4. The Ifqutdity system 
5. The safety system 

D. This lecture will relate historical development and reform affecting 
subsystems above. 

11. Mortgage always associated with financial panic and brutality of capitalistic 
system. 

A. Absence of federal reat estate credit policy until after World War Ut, 
Cheap land was incentive for national development. 

B. Mortgage business very local, provincial, and cyclical and subject 
to abuse by promoter. 

C. Mortgage banking industry grew up after World Var | to bring capital 
surpluses into contact with real estate development needs. 

1. Prosperity made mortgages the blue chip Investment for the middle 
class. 

2. Savings pools were created by coaperative action (£ & L's) 

D. Flaws on mortgage tnstrument and lending procedures contributed to 
depression. 

1. Short tern [1-5 year notes, Interest only 
2. 509% loan ratios led to second and third mortgages to reduce down- 

payment . 
3. Decline in prices made borrower unable to refinance or unwilling 

to pay. 

4, Amount of loan depnded unon appraisal so competition took advantage 
of distorted annraisal. 

E. Depression made it impassible to finance which accelerated foreclosures 
which meant Intermediaries were iliquid. 

1. (Investors lost confidence in the mortgage forn, 
2. Savers lost confidence in Internedtary
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F. Collapse of orderly market gave liquid investors tremendous buying 
power. 

fl. 1930's were a remarkable period af successful federal reforms of the 

individual mortgage transaction and mortgage lending intermediary. 

A. Immediate termporary reltef through HOLC Home Owners Loan Corporation 
and Reconstruction Finance Corporation. 

. B. Protection of the saver through FDIC and FSLIC. 

C. For the borrower ~- long term, monthly amortized loan including 
Interest, principle, insurance and taxes at high ratios to eliminate 
need for large downpayments or second mortgages. 

D. Protection for the lender by insuring the loan against default by 

the Federal flousing Administration. 

E. Federal takeover of appraisal and credit analysis functions. 

F, Regional mobility and liquidity through Federal National Nortgage 
Association (FANA). Injection of federal funds into mortgage money 
supply through Fannie May. 

G. Modification of lenders ability to compete for funds to favor savings 
& loans as a residential mortgage intermediary. 

H. Depression taught federal government it could manipulate total supply 
of mortgage money available. 

1. Control of money supply led to spectal credit for special housing 
problems. 

1. Housing for veterans 
2. Housing for callege students 
3. Housing for the elderly 
4. Housing for low Income groups 
5. Housing for those displaced by urban renewal 

J. While protecting special groups it learned it could manipulate housing 
quality or relate to other social issues or cause problems In: 

1. Urban sprawl! or land conservation 
2, Soctal fraqmentation or Integration 
3. Proliferation of the aato or public transportation 
4. Inflation of labor-costs or labor saving innovatfon 

IV. Institutional fnnovation since 1960 brought about by tremendous demands | 
for mortgage money and serious credit cycles. 

A. For the saver looking for approprtate denomination, safety, and better 
ylelds. 

1. Varfletyd thrift plan offered by banks and S$ & L's for deposits 
of alternative maturity dates.
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2. Collateral trust bonds quaranteed by GMA. 
3. Real estate mortgage trusts. | 
4, New bond serfes issued by Home Loan Bank, Freddfe Mack, Fannle May 

and Ginnie Hay. 

B. For the tender looking for a better spread between cost of savings 
and yield on mortgages with liquidity, safety, etc. 

I, One bank holding companies with mortgage company. 
2. Savings and loan sabings corporation. 
3. Real estate investment truzs management company. 
4. Home Loan Bank subsidy by federal government, 
5. Private mortgage loan Insurance. 
6. Secondary mortgage market for both FHA and conventional loans. 

C. The borrower enjoys more liberal terms due to: 

95% loan ratlo conventional loans. 
2. Substdized loan rates for low income families. 
3. Subsidized loans for industrial development. 
4, Piggyback loans to reduce paints on multi-family projects via 

tandem plans through GHIA, and FHA, 

9. Capital requirements for real estate target of 26,000,000 new and 
rehabilitated housing by 1900 will require further reform of: 

~ |. Consumer savings patterns 
2. Reduction Tn non-durable financing 
3. Hodification of building cost 
4. Further modification of credit delivery systems 
5. Long term stabilization of the dollar.



REAL ESTATE 550/705 
Outline--Lecture #11 

TRE MORTGAGE 

The mortgage is one of the more amazing forms of financial documents 
as it succeeds in bringing together a lender and borrower whose | 
motivations in theory are virtually incompatible. 
A. The objectives of the mortgage lender; 

1. Safety of principal. | 
2. Reliable yield. . 

3. Planned recapture of initial investment, 
B. The objectives of the mortgage borrower: 

1. Cost of money is cheaper than yield on investment “Leverage”. 
2. Real estate is so risky the investor seeks an early payback 

of equity to reduce risk of loss. | 7 
3. Leverage permits increase in the span of control while 

increasing the risk of default. 
Cc. Important ratios for measurement of objectives: 

1. Default Ratio~-Measures financial risk from lendors view point. 

2. Payback Ratio--Measures equity exposure of investor. 
D. Positioning of participants: 

L.. Lendor = looking at a preferential position on project 

productivity. Lendor gets his before owner gets his. 
2. Borrower = "Equity Investor” is seeking control of real 

' estate cash outlays. 
Note that within the construct of the mortgage each can feel as 
though a good deal has been made. 

E. Strategic Dimensions of Mortgage Lending (5): 
l. The pleasure, pain, and bailout theory. 
2. Direct managerial control versus oblique pressure of creditor. 

3. Constant dollars versus inflation dollars. 
4. Present hard dollars versus speculative future dollars-- 

the quick and dependable nickel versus the slow quarter. 
5. Yield versus safety through planned recapture. 

Ii. The Mortgage 

Mortgage literally means déath pledge in that the original motivation 

to repay was the alternative of a death pledge by jousting or simple 

forfeiture of ones life. 
Foreclosure originally meant final elimination of your equitable 

rights rather than transfer of title. Since the Magna Carta borrowers 

and lendors have been seeking techniques to give one or the other the 
upper hand in the event of non-payment. 
A. A mortgage is the creation of an interest in property as security 

for the payment of a debt or the fulfiliment of an obligation. 

Consists of two basic documents: 

1. Note or contract of debt. 

2. Pledge of real estate as collaterial.
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B. Essentials of the mortgage elements of a contract: 
i. Competent parties. 
2. Offer and acceptance. 
3. Consideration. 
4. Legality of object. 
5. Because it is real property and subject to the Statute of 

Frauds, it must be in writing and signed. , 
Cc. The parties to the mortgage: 

i. The mortgagor--the party pledging the property and borrowing 

the money. 
2. The mortgagee--the party to whom the pledge of property is 

made and the lendor or the money. 

D. General clauses of the mortgage: 
iL. Covenant to Pay Indebtedness. 
2. Covenant to Insurance. 

+. Covenant Against Removal. 
4, Covenant to Pay Taxes. 

5. Covenant to Maintenance to prevent waste, 

E. Supplementary conditions to basic mortgage; 

1. Acceleration clause. 
2. Real estate ®*insurance, and escrow clause. 
3. Restrictions against other encumbrances or liens. 
4. Esculpatory clause. 

F. Recourse on Default: 

1, Sue for specific performance. 

2. Sue for damages for breach of contract without taking item, 
3. Foréclose and take property. 

III. Mortgage Lending is Risk Management 

A. Collateral 

1. Title 

2e Survey 

3. Property insurance 

4. Mortgage insurance 

B. Income of borrower 

i. Job history 

2e Insurance 

3. Economic base 
Cc. Interest 

L. AFM vs. FRM 

2. Portfolio management 
3. Hedging 

D. Purchasing power of capital 
1. SAMS 
2. Participation mortgages 
Je Convertible mortgages



REAL ESTATE FINANCE I: THE MORTGAGE 

I. The mortgage transaction 

A, The investment objectives of the lender: 

1, safety of principal 
2. Reliable yield 
3, Planned recapture or liquidation of the investment 

B, The investment objectives of the borrower are: 

1. Positive financial leverage 
2. Using other people's money (OPM) to increase the investor's 

span of control 

3. Reducing the amount of personal equity at risk if a 
nonrecourse mortgage loan is available 

GC, Strategic dimensions of mortgage lending (5) | 

lI. Mortgage literally means "death pledge" 

A. Under English common law, the "title theory" of mortgfares 
decreed that the mortgagee (i.e., the lender) received 
"defeasible fee" title to the real property, 

B. Viewing strict interpretation of the defeasance clause as 
being unfair at times, English courts of chancery (equity) 
began to deeree what became known as the "equity of redemption," 

Ce In response to mortgagees' complaints about the time veriod 
for the equity of redemption being teo liberal in many cases, 
the English courts developed the "decree of foreclosure," 

1. A reasonable period of time for equitable redemption 
2. A voublic sale (auction) of the real property pledged as 

collateral with any sale proceeds in excess of the cebt 
obligation (and all of the expenses incurred in connection 
with the foreclosure suit and sale) being given to the 
mortgagor 

D. The "lien theory" develoved at a later date than the title 
theory and views the mortgage as merely a lien (claim) on the 
real property, not a transfer of title, 

Ee An additional legal right in about half of the states is the 
"statutory right of redemption," This right to redeem starts 
at the time of the foreclosure sale and runs for several months 
to two years (varies by state). In the meantime the purchaser 
receives only "nascent title" -- often revresented by a 

"certificate of purchase" instead of a deed, 

F. In general, the evolution of the mortgage has concerned the 
"eive and take" between the lender's rights and equities and 
the borrower's rights and equities (also concerns the dyramics 
of the loan process from closing to termination),
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III, A morterare transaction consists of two basic documents «{- 
a oromissory note (i.6., a contract of debt) and a mortrare 
{1,@., & vDledge of real estate as collateral), 

A. Lender's recourse upon default consists of three alternative 
remedies: 

1. Sue for specific performance of the terms of the 
promissory note, 

2. Sue for money damages for breach of contract (without 
taking the collateral). 

3, Foreclose on the vledged real estate, 

B. Breach of contract means violation of basic covenants and 
is not limited to failure to make a vayment on time. General 

covenants include: 

L. Covenant to pay indebtedness on time 
2. Covenant to maintain adequate insurance coverage 
p Covenant against removal 

. Covenant to pay taxes on time 
5, Covenant to perform adequate maintenance fo prevent waste 

Cc. supplementary conditions to the basic mortrare might include: 

1. Acceleration clause 
2, Real estate taxes and insurance escrow clause 

3. Restrictions against other encumbrances or liens 
4, No assignment or sale subject to mortgage 
5. Esculpatory clause : 

De. The essential elements of the morteare contract are? 

1+ Competent parties 
2. Offer and acceptance 
3. Adequate consideration 
4. Legality of object 
5. In writing and signed 

IV. Key vocabulary terms of mortgage finance are? 

A, The parties to the mortgage transaction (mortgargor/mortgagee ) 

B. Loan-to-value ratio (LVR) and lender's yield 

C. Methods of repayment: 

1. FPully-amortizing loan 
2. Partially-anortizing loan (& ballon payment} 
p. Interest-only loan (a.k.a, a bullet, straight, or standing le 

. Gonstant term loan 
5. Gonstant payment loan 
6, Participation loan 
7. Glosed loan 
8, Prepayment penalties 
9, Blanket loan (& release vrices)
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D. Priority of claims must be related to the nature of the 
real estate interest assigned or pledged (e,¢,, first 
morteare on the leasehold interest}. 

V. Essentially, you can build whatever you can finance. Thus, 
real estate deals ultimately depend on the financing terms available. 

A. The downpayment required determines the effective demand 
by qualifying the number of buyers with sufficient means, 

1. Downpayments also control the rate of payback, yield on 
equi ty» and motivation to repay the loan. 

2e Efforts to reduce the downpayment may lead to "tiering" 
of the financing, 

B. As noted previously, "leverage" has many dimensions, including 
the relative cost of borrowed funds, span of control, and 
the amount of equity at risk if the loan is nonrecourse,. 

Ge The desire to "mortgage out," i.¢,, to eliminate equity money, 
is limited. my lepal loan ratios and tne desire to limit risk 
by holding all obligations within cash breakeven or default point, 

D., The variety of financing strategies that are commonly used include 

1. Creating a refinancing survlus 
2« Converting income to capital gain 
3. Covering principal payments with depreciation 

E, To understand the variety of financing devices that are used 

in the real estate industry, it is necessary to look at the 
revolutionary changes which have been taking place among 
financial institutions which is the subject of the next lecture,



REAL ESTATE FINANCE II: THE INSTITUTIONS 

TI. A historical perspective 

A, Prior to the Great Depression of the 1930s most real estate 
loans were in the form of demand loans or one-year loans, 

B. Just as the stock market had crashed in 1929, the mortgage 
market collapsed during the Great Depression that followed. 
There were several reasons for the collapse: 

1. Low loan-to-value ratios were lowered even further 
making refinancing very difficult, 

2. Need for additional financing resulted in the use of 
short-term second and third mortgages. High effective 
interest rates made this a costly source of funds which 
resulted in many foreclosure actions. 

3. Primary lenders!’ demands for repayment usually came when 
the demand for new loans exceeded the supply of funds, 
This also made refinancing very difficult, 

4, Many borrowers shopped around for excessively high appraisals 
to overcome the low LVR constraint. Lenders were not very 
knowledgeable about appraisal technigues at the time and 
often got burned. As a result, lenders lost confidenee in 
morteages as security instruments. 

5, Capital funds were not very mobile geographically at this 
time. Thus, some parts of the country might have a surplus 
of funds while another part suffered from a shortage of funds 

6. Construction quality varied considerably and suffered from 
& lack of standards. 

7. Many homeowners did not have the capacity to withstanl 
disturbances to their economic situations, Foreclosures 
fTlooded the market causing real estate values to fluctuate 
even more, . 

G, The collapse of an orderly mortgage market gave liquid investors 
tremendous buying power, 

Ds Fortunately, Uncle Sam came to the rescue (albeit a bit late), 
The post-1929 reconstruction of the mortgage market was a 
remarkable period of federal action in response to a crisis, 

1. To provide immediate assistance to current homeowners: 

@. Reconstruction Finance Corporation (RFC) 

b. Homeowners Loan Corporation (HOLC) 

2. TO protect the saver and to foster competition among 
financial institutions in attracting funds: 

a. Federal Deposit Insurance Corporation (FDIC) 

b. Pederal Savings & Loan Insurance Corporation (FSLIC)
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3. For the borrower: 

a. Long-term loans were introduced (up to 40 years). 

b,. Amortized loans via monthly payments of PITTI, 

4. To protect the lender (and as a bribe to participate) 
the Federal Housing Administration (FHA) was created in 1934, 

ae Three major objectives of the FHA are: 

(1) to operate a housing loan insurance program designed 
to encourage improvement in housing standards and 
conditions, 

(2) to facilitate sound home financing on reasonable terms 
(3) to exert a stabilizing influence in the mortgage marke 

db. The FHA took over responsibility for appraisal ard credit 
analysis, The result was a total reform of the appraisal 
industry. 

c, The FHA succeeded in standardizing the mortgage instrument 
and the lending process, 

d.» Accomplished these objectives through its own initiative 
and thus usurped the traditional power of the mortgage 
lender, 

5. To provide regional liquidity the Federal National Mortgage” 
Association (FNMA) was created by Congress in 1938. 

6, To aid returning veterans in obtaining home financing the 
Veterans Administration (VA) #- created in 1944 ~~ was 
allowed to introduce a loan puarantee program, 

7. “FNMA was rechartered by Congress in 1954 and assigned three 
objectives: 

| a. Secondary mortgage market operations (FHA/VA) 
% Management and liquidation functions with respect to the 

portfolio of loans that the previous FNMA had acquired 
¢, special assistance functions 

8. In 1968 the "old" FNMA waa reorganized. The assets and 
and liabilities connected with the secondary mortgage market 
operations were placed ina new private corporation which 
kept the FNMA name, 

9 The remaining functions of the "old" FNMA were placed in 
the newly created Government National Mortgage Association 
(GNMA) in 1968 GNMA has three major objectives --— the 
two the agency inherited and the guaranteeing of pass-through 
securities, 

10, After spinning off FNMA into a private corporation in 1968, 
Congress created the Federal Home Loan Mortgage Corporation 
(FHLMC) in 1970 as a government corporation under the 
sponsorship of the FHLBS, FHLMC has three major objectives:
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D. 10. Continued... 

ae To circulate funds from capital surplus geographical 
Sreas to capital deficit areas. 

b. To develop new sources of funds during periods of 
credit stringency, 

ec. To develop new financing instruments to aid in the 
development of the private secondary mortgage market. 

II, Major sources of mortgage funds & their respective regulatory agencie 

A. Savings & Loan Associations 

1. Federally-chartered S&Ls are regulated by the Federal Home 
Loan Bank System (FHLBS) which consists of: 

a. FHLBBoard | 
pb. FHLBanks 
e. FSLIC 
ad. FHLMC 

2e wnbvate chartered S&Ls are repulated at the state level and 
at the federal level if they desire FSLIC coverage, 

B. Commercial Banks 

1. National banks are regulated by several federal agencies: 

a. Comptroller of the Currency 
o,. Federal Reserve System 
oc. FDIC 

2. State chartered banks are regulated at the state level and 
at the federal level if they desire FDIC coverage, 

Ce. Mutual Savings Banks 

D. Life Insurance Companies 

E. Pension and Endowment Funds 

F. Note that all of the above groups are subject to IRS repeulations 
and often are also subject to SEC regulations, 

TII, Factors influencing the supply of loanable funds 

A, The Federal Reserve Board & Monetary Policy 

1. Open market operations 
2e Changes in reserve requirements / 
3, Changes in the discount rate 

B, Other factors 

1. Anticipated inflation 

2« Institutional restraints (e.g., usury laws) 
3. Employment and income levels
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IV. Primary vs. Secondary Mortgage Markets 

A. Primary mortgage market characteristics: 

1. Local : 
2. Supply and demand disequilibrium 

3, Primary lender & borrower 

B. Secondary mortgape market characteristics: 

1, National 
2, Third-party investors 
B° standardized mortgpare packages 

-= Institutions in the secondary market include: 

&.e FNMA 
b, GNMA 
Cc. FHLMC 

Ve. New institutional forces in the real estate capital markets 

A. National policy responses to capital shortage 

1, Modification of the propensity to save via the Bconomic 
Recovery Tax Act of 1981 (ERTA) 

2e Modification of institutional specialization via the 
Depository Institutions Deregulation & Monetary Control Act of 

3. Channeled capital distribution via: e° 

a, tax incentives 

b, Yield incentives 
ce. subsidy of special groups 

(1) housing 
te industrial 
3 infrastructure and urban redevelopment 

B.z New institutional forms of equity capital 

1, Pension funds 
2+ oyndications 
Be Public Sector Corporations 

+ Cooperatives 
§. Condominiums 
6, Public/private consortiums 

C. New sources of regulation 

1. Employment Retirement Income Security Act (ERISA) 
2-e Securities & Exchange Commission (SEC) 

D. In response to the above, we are now observing: 

1. Escalation clauses in loan agreements and in leases 
2. Less leverage (more equity) to reduce the risk of default 
3 More indirect profits being structured into deals 

. Exploitation of tax benefits for new capital investment 
5. A renewed emphasis on actual value creation (i.e., can the 

project stand on its own?)
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New Institutional Sources of Real Estate Capita! 

|. Natlonal Polley Responses to Capital Shortage . 

A. Modification of the propensity to save - Economic Recavery Act. 
B. Modification of Institutional speclalization--monetary Institution's 

Reform Act of 1980. 
C. Channeled Capital Oistribution 

tl. Tax Incentives . 

2. Yield Incentives 
3. Subsidy of special! groups 

@. HousIng 
b. fndustrial 
c. Infraestructure snd urban redevelopment 

ll. Real estate in general must compete with al! other capital needs 
without subsidy of its cost of funds. 

A. Since real estate does not provide enough income on capital Invested 
situation will require: 

. 1. Raising rents or 
2. Shifting cost and risk to tenant just as borrower must pay cost 

of tnflation and economic risk 
3. Less leverage--more equity to protect break-even point or 

default point. 
4. More indirect profits from operations, estate planning, value 

creation. 
5. Exploftation of tax benefits for new capital investment 

lil, New Institutional Forms of Equity Capital 

A. Pension funds 

B. Syndications - Balfour - Consolidated Capita! 
C. Public corporations ~ Wisconsin Housing Finance Authority 
D. Co-ops--Creatwood 

E. Condominiums 
F. - Public/private consortium (Capital Centre, Jackson Clinic) 

IV. New Sources of Regulation 

A. Group Investment brings in SEC and state securities regulation 
B. Pension fund brings in ERISA (employee retirement insurance + 

Security act) and creates fiduciary status real estate managers



Lecture #11 Outline | 
Institutional Structure of Hortgage Lending 

'. High cost of real estate requires heavy debt financing. Real estate capital 
represents 2/3 of the nation's wealth and almost S0% of this Is mortgage. 

A. A capital pool for loans requires assembly of small savings through 
Intermediary financial institutions. 

8. Dominant institutions have been [nsurance companies, banks, and savings 
& loan associations but In the last decade several new Inst{tuttonal 
Intermediaries have been created. 

C. Offferences between Instlutional intermediarles can be shown by 
_ comparison of five basic subsystems: 

1. A marketing system to compete for savings. 
2. A marketing to compete for loans 
3. The transaction preference system of the policy makers 
4h. The liquidity system 
5. The safety system 

D, This tecture will relate historical development and reform affecting 
subsystems above. 

ll. Mortgage always associated with financial panic and brutality of capitalistic 
systcn. 

A. Absence of federal rcal estate credit policy until after World Var !. 
Cheap land was incentive for national development. 

B. Mortgage business very local, provincial, and cyclical and subject 
to abuse by promoter. 

C. Mortgage banking Industry grew up after Vorld Var 1 to bring capital 

surpluses into contact with real estate development needs. 

1. Prosperity made mortgages the blue chip Investment for the middle 
class. 

2. Savings pools were created by cooperative action (S € L's) 

D. Flaws on mortgage instrument and Jending pracedures contributed to 

depression. 

1. Short term 1-5 year notes, interest only 
2. 50% loan ratios led to second and third mortgages to reduce down- 

payment. 
3. Decline fa prices made borrover unable to refinance or unwilling 

to pay. 
4. Amount of loan ¢eonded unon appratsal so competition took advantages 

of distorted anorcisal. 

E. Depression made it Impossible to finance which accelerated foreclosures 
which meant Intermediaries were iliquid. 

{. Investors lost confidence In the mortgage forn. 
2. Savers Jost confidence in interneciary
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F. Collapse of orderly market gave |iquid Investors tremendous buylng 
power. 

1h. 1930's were a remarkable period of successful federal reforms of the 
individual mortgage transaction and mortgage lending Intermediary. 

A. leamediate termporary relief through HOLC Home Owners Loan Corporation 
and Reconstruction Finance Corporation. 

B. Protectlan of the saver through FDIC and FSLIC, 

C. For the borrower - ltong term, monthly amortized loan including 
Interest, principle, insurance and taxes at high ratios to eliminate 
need for large downnpayments or second mortgages. 

OB. Protection for the lender by insuring the loan against default by 
the Federal tlousing Administration. 

&. Federal takeover of appraisal and credit analysis functions. 

F. Regional mobility and liquidity through Federal National Mortgage 
Assocltation (FNHA). Injection of federal funds into mortaage money 

supply through Fannie May. | 

G. Modifteacion of lenders ability to comnete for funds tn favor savings 
& leans as a residential mortgage intermediary. 

H. MNepression taught federal government it could manipulate total supply 
of mortgage money available. 

1. Control of money supply led to special credit for special housings 
aroblems. 

]. Housing for veterans 

2. Housing for colleqe students 
3. Housing for the elderly 
4, Housing for low income groups 
5. Housing fer those displaced by urban renewal 

J. While protecting special groups it learned it could manipulate housing 
quality or relate to other social issues or cause problems in: 

}. Urban sprawl or land conservation 
2. Social fragmentation or integration 

| 3. Proliferation of the agto or public transportation . 
4h.) «6otnflation of labor costs or labor saving innovation



The Consumption Sector The Financial Sector The Production Sector 

OCCUPANT PRIVATE INVESTOR GOVERNMENT SUBSIDY TECHNOLOGY 

l. Ability to pay rent lL. Type of investor 1. Type of programs 1, Land and/or building 
2, Requirements de- é. Rates of return available | 221 (d), acquisition. 

manded of the pro- (profit, present rent supplement! 2. Rehabilitation and/or 
duct value) £. Quantity of funds new constructions 

3, The supply of units 3, Efficiency of funds | 3. Fees, financing and 
and/or dollars Carrying charges 

4, Tax shields, depre- : 4, Operating costs 

. ciation, and tax 5. Standard conditions 
~ bracket of the above 

9+ Ability for train- 6. Forecast the impact 
ing and organiza- of technology on the 
Fon above and the other 

three sectors 

Figure 3.) The Three Sectors in the Housing Study
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Outline=--Lecture #13 

THE MORTGAGE 

The mortgage is one of the more amazing forms of financial documents 
as it succeeds in bringing together a lender and borrower whose 
motivations in theory are virtually incompatible. 
A. The objectives of the mortgage lender: 

1. Safety of principal. 
<2. Reliable yield. , | 

3. Planned recapture of initial investment. 

B. The objectives of the mortgage borrower: 
1. Cost of money is cheaper than yield on investment "Leverage". 
2. Real estate is so risky the investor seeks an early payback 

of equity to reduce risk of loss. : 

, 3. Leverage permits increase in the span of control while 

increasing the risk of default. 

C. Important ratios for measurement of objectives: 

lL. Default Ratio--Measures financial risk from lLendors view point. 

2. Payback Ratio=-=Measures equity exposure of investor. 

D. Positioning of participants; 

1.  Lendor = looking at a preferential position on project 

productivity. lLendor gets his before owner gets his. : 
2. Borrower = "Equity Investor" is seeking control of real 

estate cash outlays. 

Note that within the construct of the mortgage each can feel as 

though a good deal has been made. 

E. Strategic Dimensions of Mortgage Lending (5): 
1. The pleasure, pain, and bailout theory. 

2. Direct managerial control versus oblique pressure of creditor. 

3. Constant dollars versus inflation dollars. 

4. Present hard dollars versus speculative future dollars-- 

the quick and dependable nickel versus the slow quarter. 

>. Yield versus safety through planned recapture. 
iit. The Mortgage | 

Mortgage literally means death pledge in that the original motivation © 

to repay was the alternative of a death pledge by jousting or simple 

forfeiture of ones life. 

Foreclosure originally meant final elimination of your equitable 

rights rather than transfer of title. Since the Magna Carta borrowers 

and lendors have been seeking techniques to give one or the other the 

upper hand in the event of non-payment. 
A. A mortgage is the creation of an interest in property as security 

for the payment of a debt or the fulfiliment of an obligation. 

Consists of two basic documents: 

i. Note or contract of debt. 
2. Pledge of real estate as collateérial.
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B. Essentials of the mortgage elements of a contract: 
1. Competent parties. 
2. Offer and acceptance. 

3. Consideration. 
4. Legality of object. 

§. Because it is real property and subject to the Statute of 
Frauds, it must be in writing and signed. 

Cc. The parties to the mortgage: 

L. The mortgagor--the party pledging the property and borrowing 

the money. 

2. The mortgagee--the party to whom the pledge of property is 

made and the lendor or the money. 

D. General clauses of the mortgage: 

1. Covenant to Pay Indebtedness. 
2. Covenant to Insurance. 

3. Covenant Against Removal. 

| 4. Covenant to Pay Taxes. 

5. Covenant to Maintenance to prevent waste, 

E. Supplementary conditions to basic mortgage: 

l. Acceleration clause. 

2. Real estate insurance, and escrow clause. 
3. Restrictions against other encumbrances or liens. 

4. Esculpatory clause. 
F. Recourse on Default: 

i. Sue for specific verformance. 

2. Sue for damages for breach of contract without taking item. 

3. Foreclose and take property. 

[Ifl. Mortgage Lending is Risk Management 

A. Collateral 

l. Title 

, 2. Survey 

3. Property insurance 
4. Mortgage insurance 

B. Income of borrower 

1. Job history 

2. Insurance 

3. Economic base 

C. Interest 

1. ARM vs. FRM 
2. Portfelic management 
3. Hedging 

D. Purchasing power of capital 
1. SAMS 

2. Participation mortgages 
3. Convertible mortgages



Lecture #14 Outline | 
Institutlonal Structure of Mortgage Lending 

1. High cost of rea) estate requires heavy debt financing, Real estate capital 
represents 2/3 of the nation’s wealth and almost 50% of this ts mortgage. 

A. A capttal pool for loans requires assembly of small savings through 
Intermediary financial institutions. 

B. Dominant [Institutions have been Insurance companies, banks, and savings 
& loan associations but In the last decade several new Institutional 
intermedlaries have becn created. 

C. Olfferences between instiutional intermedlaries can be shown by 
_ €omparison of five basic subsystems: 

1. A marketing system to compete for savings. 
2. A marketing to compete for loans 
3. The transaction preference system of the policy makers 
Lh. The liquidity system 
5. The safety system 

D. This lecture will relate historical development and reform affecting 
subsystems above. 

ffi. Mortgage always associated with financial panic and brutality of capitalistic 
systcn. 

A. Absence of federal real estate credit policy until after World War !. 
Cheap land was incentive for nationa! development. 

8B. Mortgage business very tocal, provincial, and cyclical and subject 
to abuse by promoter. 

€. Mortgage banking industry grew up after \Vlor!d Var tf to bring capital 
Surpluses into contact with real estate development needs. 

1. Prosperity made mortgages the blue chip investment for the middle 
class. 

2. Savings pools were created by cooperative action (€ & L's) 

D. Flaws on mortgage instrument and tending procedures contributed to 
depression, 

1. Short term 1-5 year notes, interest only 
2. 50° loan ratios led to second and third mortqages to reduce down- 

payment, 
3- Decline In prices made borrower unable to refinance or unwilling 

fo pay. 

BK. Amount of loan deonded unon appraisal so competition took advantass 
" of distorted annoraisal. 

C. Depression made it impossible to finance which accelarated foreclosures 
which meant Intermediaries were iliquid. 

I. Investors Tost confidence in the mortgage form, 
2. Savers fost confidence [tn intermediary
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F. Collapse of orderly market gave Illquid Investors tremendous buytng 

power, 

fit. 1930's were a remarkable period of successful federal reforms of the 
Individual mortgage transaction and mortgage Lending intermediary. 

A. tmmediate termporary relief through HOLC Home Oimers Loan Corporation 
and Reconstruction Finance Corporation, 

B. Protection of the saver through FOC and FSLIC. 

C. For the borrower = tong term, monthly amortized loan including 
Interest, principle, insurance and taxes at high ratios to eliminate 
need for large downpayments or second mortgages. 

6. Protection for the lender by insuring the loan against default by 
the Federal Housing Administration. 

E. Federal takeover of appraisal and credit analysis functions. 

F, Reglonal mobility and liquidity through Federal National Hortgage 
Association (FNHA). injection of federal funds into mortgage money 
supply through Fannie May. 

G. Modification of Jenders ability to comnete for funds to favor savings 
& loans as a residential mortgage intermediary. 

H. DPepresston taught federal government It could manipulate total supply 
of mortgage money available. 

!. Control of money supply led to special credit for special housing 
problems. 

1, Housing for veterans 
2. Housing for college students 
3. Housing for the elderly 
&. Housing for taw Income groups 
5. Housing for those displaced by urban renewal 

J. While protecting special groups it learned [It could manipulate housing 
quality or relate to other social issues or cause problems in: 

1}. Urban sprawl or ftand conservation 
2. Soctal fragmentation or integration 
3. Proliferation of the atto or public transportation 
Go otnflation of labor costs or labor saving innovatton
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New Institutional] Sources of Real Estate Capital 

1. National Policy Responses to Capital Shortage 

A. Modification of the propensity to save ~ Economic Recovery Act. 
B. Modification of instituttonal speclalization--monetary Institution's 

Reform Act of 1980. 
C. Channeled Capical Ofstribution 

I. Tax incentlves ; 

2. Yield Incentives 

3. Subsidy of special groups 
a. Housing 
b. Industrial 

c. Infrasstructure and urban redevelopment 

li. Real estate in general must compete with all other capital needs 
without subsidy of its cost of funds. 

A. Since real estate does not provide enough Income on capital invested 
situation will require: 

; }. Raising rents or 

Zz. Shifting cost and risk to tenant just as borrower must pay cost 

of inflation and economic risk 
3. Less leverage--more equity to protect break-even point or 

default point. 
4. More indirect profits from operations, estate planning, value 

creation. 

5. Exploitation of tax benefits for new capital investment 

l1!. New [mstitutional Forms of Equity Capital 

A. Pension funds . 
B. Syndications - Balfour - Consolidated Capita! 

C. Public corporations - Wisconsin Housing Finance Authority 

D. Co-ops--Creatwood 

E. Condominiums 

F. + Public/private consortium (Capital Centre, Jackson Clinic) 

IV. New Sources of Regulation 

A. Group Investment brings in SEC and state securities requlation 
B. Pension fund brings in ERISA (employee retirement insurance + 

Security act) and creates fiduciary status real estate managers
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New Institutional Sources of Real Estate Capital 

{. Natlonal Policy Responses to Capital Shortage | 

A. Modification of the propensity to save - Economic Recovery Act. 
B. Modification of Institutional spectalization--~monetary Institution's 

Reform Act of 1980. 
C. Channeled Capital Distribution 

1. Tax Incentives , 

Zz. Yteld incentives 
3. Subsidy of speclal groups 

a. Houslng 
b. Industrial . 

ce. Infra-structure and urban redevelopment 

tl. Real estate in general must compete with all other capital needs 
without subsidy of its cost of funds. 

A. Since real estate does not provide enough income on capital Invested 

situation wil! require: 
1. Raising rents or 
2. Shifting cost and risk to tenant just as borrower must pay cost 

of inflation and economic risk 
3. Less leverage~-more equity to protect break-even point er 

default point. 
4. More indirect profits from operations, estate planning, value 

creation. 
5. Exploitation of tax benefits for new capital investment 

ffl. New tnstitutional Forms of Equity Capita! 

A. Pension funds . 

B. Syndications - Balfour - Consolidated Capital 
C. Public corporations - Wisconsin Housing Finance Authority 
D. Co-aps--Creatwood 
E. Condominiums 

F.- Public/private consortium (Capital Centre, Jackson Clinic) 

lV. New Sources of Regulation 

A. Group investment brings in SEC and state securities regulation 

B. Penston fund brings In ERISA (employee retirement insurance + 
security act) and creates fiduciary status real estate managers



THE REAL ESTATE PROCESS 550 : 

Lecture Outline 
Plant Location Chotce and Cash Flow Analysis 

|. Unlike the retail establishment which emphasises direct linkages to Its 
consumers and their costs of travel when visiting the site, the industrial 
location decision is much more concerned with linkages ta its input supplies 
and its own shipping cost and travel expense. 

A. Choice of the Industrial location may affect every component of the income 
Statement and the balance sheet of the firm. 

B. While mathematical models may be used to determine the optimal location 
for a warehouse or a feed mill, many location judgments reflect strategic 
positioning in the politics of business, value judgments, and idiosyncracies 
of management, and matters of accident. 

C. Nevertheless, once choices have been narrowed by qualltative screens or 
criteria, the final choice between alternatives must be measured In terms 
of which choice provides the best ratio of net cash flow to net equity 
Investment of the firm. 

1, Understanding of the cash flow dynamics permits public planner to 
provide bonuses or penalties which will tend to channel industrial 
site decisions consistent with public planning. 

2. Understanding the dynamics will also help the manager look at the 
real estate decision as more than a simple question of the cost of 
land and building which may not be relevant. 

(1. A simple format for the income statement and balance sheets of a firm might look 

something like this: 

A. Gross sales 
Less: delivery expense 
Less: returns and allowances 
Net sales 

Less: cast of raw materftals and transportation cost 
Less: cost of manufacturing labor including indirect benefits/unit of 

production 
Less: cost of occupying plant (real estate taxes, insurance, malntenance, etc) 
Less: cost of machinery and equipment 
Less: cost of energy inputs 
Less; cost of management salaries and benefits 
Less; cost of non-equity funds 
Net taxabie income 
Less: local and state taxes 
Less: federal income taxes 
Plus: state and federal investment tax credits 
Net Income avallable for distributton 

B. At the same time one must compute the net change in investment assets 
required of a new site or relocation of an existing site. 

]. Cost of land including search and acquisition 
2. Cost of building off-site utility and transportation linkages including 

cost of time delays 

3. Cost of plant and equipment net of borrowed funds 
4, Cost of moving equipment, staff, inventories 

29. Cost of training new work force and start-up cost
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6. Cost of maintaining double inventories or double plant factlities during 
change-over 
Total equity [Investment in new location 
Lesst net salvage from old plant 
Less: State and federal grants toward relocation and retraining, defens& 

or environment conservation Investment, or income tax refunds 
In case of short term operating losses 

Net investment at new location 

Cc. & net income abailable for distribution 

& net equity Investments at alternative locations | 
1. Compute for each location 
2. Highest cash return ts best alternative 

D. The site with the return on investment may not be chosen when management 
considers certain qualitative or political factors but at least management 

| will know the monetary cost or trade-off among alternative sites due to 
non-financial selection criteria. 

fil. Since the number of possible industrial locations may appear to be afmeost infinite 
management will narrow alternatives with a progressive serfes of yes/no or 
regional perimeter devices to exclude as many alternatives as possible: 

A. Definition of regional supply limitations on raw material and labor 

B, Definitions of marketing area to be served by facility 

C. Specification of energy source and price requirements 

D. Definition of selected interstate, regional or tacal highway systems, ratll 
lines, and airport capacity 

E. Specification of labor pool which is under-employed or unemployed in terms 
of number, age, sex, and skill levels 

F. Environmental sensitivity and regulatory control systems within area 

G. Compatability with existing employers competing for same labor pool, raw 
materials, etc. 

H. Specification of maximum size of community preferred ( 10,000 or less, etc.) 

i. Quality of community water system or ground water 

J. Capacity of community sewer and solid waste disposal system 

K. History of union activity in comnunity 

L. Availability of regional or community technical training schools 

M. Availability of ancillary supporting wholesalers, equipment dealers, trucking 
companies, etc. 

N. Community amenities or proximity to amenities desired by executive managemen
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O. These only suggest the type of criteria used to narrow the selection and 
each might have a different level of Importance for tndividual firms 

P. Many trade-off decisions may be necessary in choosing between sites with 
Similar investment advantage but dissimilar qualitative attributes. Often 
these trade-offs are implicit, unrecorded but should be made explicit: 

|. Statement of negotiation objectives for marketing, production, 
personnel management, etc. 

2. Simple list of "essentials" and ''desfrables'! 
3. Point system scoring charts for qualitative comparison 

IV, Industrial location Is constrained in part by cash Flow parameters, in part 
by systematic analysis of qualitative factors, and in part by subjectlve and 
Intuitive management bias.
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Retail Enterprise Location Choice 

|. The significance of retailing models for a first course in real estate 
goes beyond the [ssue of where should a supermarket be because: 

A, The retail concept is applicable by analogy to any land use requiring 
multiple customers which come to the site - store, dentist, 
restaurant, hotel, etc. 

B. Retail potential measurement Is instructive on devices for market 
segmentation. 

C. Retall experience is instructive on the sensitivity of people's 
behavior relative to locational linkages, cost of friction, stress 
or their sense of security. 

D, Retail strategies are instructive on how locations and improvements 
Impact on total cash revenues and cash expenses of an enterprise. 

Il. Most often retail location fs a site in search of a market, although 
a given retail operation knows its market from past experience and Is 
searching for a site which meets its specification. 

A. A site must be referenced to a specific use to test it for suitability 
or Fit as a supermarket, a florist, dentist, campground or whatever. 

B. Identification of the proposed use implies [Identification of a 
customer group and the need to relate that group to the site. That 
relationship leads to... 

C. Definition of primary and secondary trade areas is a device for 
segmentation of the relevant. The primary trade area is typically 
that area which will provide 60-70% of the customers while the 
secondary trade area represents 10-20%. There is always a small 
random element to most enterprise sales. The perimeter of a 
trade area may be defined by a critical linkage of the retail use 
to: 

1. A general area by driving time and road pattern. 
2. By clusters of potential customers organized by income, 

employment or some other common interest such as school, 

recreation, etc. 

3. By linkage to primary centers of employment, etc. 
4, By the decision point of the consumer to utilize the given 

retail service such as the interstate filling station, a Fanny 
Farmer candy store, etc. Is It an impulse good, a carefully 
planned trip, a shopping item, or a search item. 

I! 1. Ultimately the retailer will relate to the frequency of customer 
visitation the average expenditure of the customer per visit and the 
loyalty ta the customer of a particular retail source, either by choice 
or necessity. The analysis of sales potential within a retail area as 
initially defined above may follow a pattern something Itke this:
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A. Typical expenditures per customer for selected retail items as a 
percent of disposable Income or as a percent of some category of 

expenditure such as medical, travel, clothes, etc. 

B. Reduction of that total expenditure by leakage of sales to: 

]. Other geagraphic areas 
2, Other non-competitive suppliers 
3. Special buyer reallocatitons of discretionary purchases 

C. The potential demand must then be related to available retail capacity 
already available in the area before the next proposed unit goes 
on stream. Only capacity competitive with the proposed project 
must be considered if leakage has been reasonably identified. 

D. If capacity ts low relative to potential demand then the retailer 
can expect to penetrate that demand without necessarily encroaching 
significantly on existing retail sources. This may be correlated 
to significant leakage. 

E. If capacity of existing retail services is high relative to existing 
retail demand and there is little leakage, then the retailer must 
make the competitive decision as to who he expects to replace 
competitively. 

F, tn either case the retail analyst makes a high and low estimate of 
the capture rate which the new facility would enjoy as a percentage 
of both unmet demand and competitive encroachment on existing sales 
of other retailers. 

G. An estimate of potential sales must be made for a sequence of 
periods and the analyst must determine the reasonable ltevel of 
sales that might be expected of operations following the initial 
entry Into the market. 

IV. Potential sales volume can then be converted to determine both the 
total space requirements necessary to support a given sales volume and 

the dollars per space unit which should be paid for rent or to support 

the justified investment required of purchase. 

A. Gross sales can be converted by various standards to an indication 
of space needs and justified budget such as: 

|. Sales per sq. ft. of customer area, gross building area per 
table of four, per bowling alley, per bar stool, per parking 
Space, per room, per gas pump, per 1000 cars of traffic count, etc. 

2. Established retailers have the advantage of either knowing who 
their customers are or of statistical analogs of various operatlons 
(filling station models, fast food models, Sears, Roebuck data 
on one out of every five families in the U.S., etc.) 

3. Laymen and outsiders can find public standards of rent as a 
percentage of sales, etc. in a varfety of trade publications 
and services such as Dollars and Cents of Shopping Centers, 

published by the Urban Land Institute, bulletins by International 
Council of Shopping Centers, and many trade publications of NAR.
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B. Obviously the forecast of sales is subject to a good deal of variance 
with the landlord maintaining that the site will do wonders for 
sales volume and the retailer maintaining reluctance to accept 
a fixed cost for an unproven advantage. 

|. Therefore retailers use a percentage rent lease. The Jandlord 
receives a percent of sales reported quarterly and a minimum 
rent calculated to cover the landlords cash breakeven point. 

2. Notice the variance due to error and estimating potential 
sales or the delay in reaching maximum market penetration 
is shared by contract. 

3. Percentage rents In excess of required minimum rents [5s called 
overage rent. 

C. However, retail management can relate rental cost to a variety 
of location strategies as they impact on his costs and sales volume: 

1. The retatler of impulse goods must pay a premium rent to be at 
locations where people already are in sufficient density to 
give him adequate walk-in or drive-in volume. 

2. Retailers of shopping goods might decide that the congestion 
of popular locations and the high rents requiring higher 
prices reduces sales so that a strategy of a peripheral 
location with lower rents can capitalize on more convenience 
by Increasing advertising expense (Sears, Roebuck). 

3. A retailer could start with a cheap location but create such 
an elaborate display or building that people are drawn out 
of their way to see the operation. 

4. A discount retailer could take a cheap location with obsolete 
improvement and presumably pass the savings of low overhead 
to the consumer and rely on demand elasticity to provide greater 
frequency of visit and more sales per visit. 

V. Many of these factors can be systemattzed by looking at the evolution 
of Reflly's Law (not Murphy): 

A. Diversity of merchandise attracts customers but they are discouraged 

in visiting the stte by the distance necessary to reach those goods 
at an Increasing rate. Therefore the relative draw between two 
competing retail centers is represented by the sq. ft. of retail 
area divided by the travel distance squared. This presumably 
measured the break poInt between the primary trade area of Store A 
and Store B. 
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B. The age of the automobile modified that to be retail area (as a 
proxy for diversity) divided by travel time (from the consumer 
to the store) squared. 

C. Behavioral psychologists have greatly modified the concept of 
diversity by substituting the concept of mass for retail area 
and a concept of cost of travel for the old idea of time or distance 
squared, 

D. The concept of mass essentially modifies size by a factor 
representing perceived quality of bargain (fair pricing) and a comfort 
index in terms of (well being). If positive the factor fs greater 
than one; If negative the factor is a fraction of 100%. 

E. The concept of travel costs includes both cash cost of the trip 
and the elements of time, mental stress, and temptation to trade- 
off short term convenience for long term satisfaction (Interception 
by a competitor). 

F. Any site, transportation or neighborhood feature that increases 
the denominator will increase the numerator will increase the 
frequency of visits or the average of expenditure per visit or 
both. Anything that increases the denominator will reduce the 
drawing power or frequency of visit. 

1. The impact of increasing travel costs may actually increase 
the average purchase per visit as people travel to the center 
only for the most important purchases. 

2, The regional shopping center may eliminate high frequency 
low volume stores like a food market or a drug store if it 
creates 50 much congestion it discourages shoppers for higher 
ticket items. 

3. High frequency may reduce needs for parking area and permit 
more systematizing of the process. (4 of every 5 feet of retail 
land is for parking; only 20% is floor area). 

G. The value of mass leads individual establishments to cluster as 
two or more create more total volume for each than a single isolated. 
enterprise might have enjoyed - thus the tendency of shopping centers, 

hotels, etc. to stick together. 

1. As an alternative the isolated enterprise must offer diversity 
and percelved uniqueness to create mass and drawing power of 
its own. 

2. Location analysts spend many hours analyzing traffic approach 
zones, anxiety caused by various traffic attributes, and the 
abllity of the shopper to perceltve traffic patterns, destinations 
at the center, and routes which are direct and free of stress, 
such as left turns, pedestrian conflicts or long walks uphill or 

downhill from parked cars to store,



Bustness 550 - Lecture Outline 
CASH FLOW AHD THE HOUSING LOCATION CHOICE 

Ca. 

|. A number of recent surveys indicate the great majority of American families 
still plan or prefer purchase of 4 single family detached home as their 
housing objective. Ueverthe less the cost of construction, land development, 
real estate taxes and interest rate suggest that less than 50% of American 
families could afford to purchase such a house at this time. 

A. The purchasing power of a family is set by the amount of savings in 
excess of cash reserve funds available for a down payment, the direct 
cost of maintenance and operation and the cost of borrowed money as 
determined by interest rate and term of loan available. 

B. As a housing cost calculator for’ purchase of a basic 1000 sq.ft. living 
area home consider the following: 

1. Mortgage canstant of .10 X 904 loan = ,Q9 
2. Real estate taxes at .65 of value and 45 mils = .03 

| 3. Property insurance = ,Q] 
L, Utility services (percent of value) = .035 
S. Maintenance (percent of value) = 015 

.18 per year 
or .015 or 1.54 per month of capital cost 

6. The chart below assumes 5 differnet levels of construction quality 
from$15 per sq.ft. for a basic house without garage, appliances, etc, 

to a $27 per sq.ft. including a two car garage and basic appliances. 

Actually the $15 price would be true only of an older home [In the north. 
 . @r the cheapest type of housing in the south, 

Housing Cost Calculator 

Size (area in sq.ft.) 
Quality (dollars per sq.ft.) 

15 18 Zi 24 2/7 

75,000 13,000 21,000 24 ,000 27 ,000 

~ 8 ($15,120) * 
9 3 315 360 4O5 450 495 

o 0 ($1260) #* 
Se 
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2&3 eg 22,360) * 
“wa 375 420 465 510 555 
99 9 ($1665) #* 
—_ 

YD 
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2 9 
+ 

~ 3 $29 ,520)* 
° 435 450 525 5/0 615 

| un ($2460) ** 

* Annual income after tax 
#%* Monthly take home pay
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B, Given a site which is a farmhouse or a co-op it is passible to identify 
how many consumers there are, the relative supply and demand, and the 
longer term influences of enrollment, distribution of grads. and undergrads., 

. and impacts of trends on the long term perspective. 

]. There are a variety of ratios and models which begin to relate aggregate 
| data or the scale of users to the capacity of a particular site. These 

demand models take many forms. 
2. The site may suggest the group and then it becomes desirable to name the 

prospect for primary survey research; conversely, 2 group may be seq- 

mented ta identify significantly different subgroup patterns. Consider 
the elderly on the attached chart. 

C. In a pioneer economy when space is short people are not too fussy about 
housing, office space, or whatever. Historically in America scarcity 
permitted the production segment to initiate construction and price ona 
take-or-leave-it basis. 

|. More recently a surplus of space requires that the producer first research 
the market and custom tailor to the special needs of smali consumer 
groups - MICRO MARKETS. 

2. 24 customers today for 2-bedroom apartments requires a capital investment 
of $500,000 and a rent roll approaching $100,000 (annual sales). 

D. The complexity of fitting space-time users to particular sites and structures 
is an exacting and creative marketing problem. 

lll. Project feasibility therefore involves an iterative and reversable series of 
studies: 

A. Market trends (apportunity areas). 

B. Merchandise targets (micro market consumer groups). 

C. Physical-technical site/use context. 

D. Legal-political context. 

E. Financtal context (frontdoor/backdoor approaches; long term cash flow). 

F. Strategic objectives of producer and community.



Necture #4 
Urban Land - 559 

Prof. James A. Graaskamp 

Outline of Property Development Lecture 

1, Definition of Property Development and Management 

A. The commadity ‘real estate'' is manufactured space with service amenities 

- B, The manufacturing process is termed property development 

C. Maintenance and services to create environment can be termed property 

management. 

LD. Development includes great variety in type and scale of project 

EF. In the long term view development is not distinct from management 

tt. Areas of Decision Making Giving Form to Development 

A. The grand strategy - value framework - objectives - criteria 

B. Identification of opportunity areas in demand sectors 

C. Selection of merchandising target 

0, Uetermination of legai-political feasibility . 

E. Ethical and social acceptability 

F, Wetermination of physical-technical feasibility 

G. Elements of financial feasibility 

1. Profit centers 

2. Calendar of financtal events 

3. Capital budget 

4, Pattern of operating revenue and expense 

5. Financial package 

6. Tax strategy 

7. Measures of yield 

8. Measures of risk 

H. Execution of development plan 

1. Operation of project 

J. Monitoring process for feedback cycle



fll. Property Development and the Time Constraint 

| A. Capital cost and revenue schedule equated by timeline of development 

B. Value is a function of time lapse between outlay dollar and revenue dollar 

C. Time is critical resource to be controlled through planning and 

management according to plan 

D. Capital budget schedules, operating schedules, and time schedules 

1. Lead time for planning and regulatory review 

2. Construction tn process time 

3. Start-up or rent-up time 

4, Receipt schedule - the collection lag 

| 5. Schedule for refinancing of equity buituup 

E, A nightmare of deadline dates: For example: 

1. Option date to acquire site 

Z. Regular meetings of regulatory boards 

3. Lead time dates to meet completion dates to serve a market 

4, Take-down dates on loan agreements 

5, Seasonal limitations on construction factors 

b. Occupancy clauses in tenant leases: 

7. Repayment dates on temporary financing 

&. Employment dates for staff 

F., Talent, time, and momey are interchangeable raw materials 

1. Trade talent for money | 

2. Packaging - trade access to money for percent of gross 

3. Fast track construction - trade time for contract 

4. Developer is the central management of a multi-business venture 

{V, Property Development Trends 

A. Historical segmentation by function and land use type 

B. Current trend - planned unit development



1. Balanced residential community complexes 

2. Balanced industrial~commercial complexes 

3. Balanced retail-residential complexes 

4, New town development 

C. Big business means btg capital 

1. Creative financing via multiple approaches to capital markets 

2. Large corporate investors 

3. Insurance company participation 

kK, Construction material suppliers-vertical integration 

Dv. Partnership between public agencles and private enterprise 

1, The entrepreneur ego in public administration 

2. Turnkey projects - integration of construction management 

3. Government subsidy for selected private projects



Business 7~ 550 

Urban Infrastructure Systems - Outline 

{. Real estate in an urban area depends on a complex web of mechanical! 
and service systems to operate. 

A. People create real estate value to the degree that they concentrate 
in a given area but as the concentration Increases more and more 
of the life support systems must be artifictal rather than natural 
until] at some critical pofnt the benefits of urban living are more 
than offset by the cost of maintaining an aritficial terrarium. 

B. Population and industrialization leads to a ‘take-off principle’! 
of environmental imbalance and economic costs of urban environmental 
systems. . 

C. Human capacity to tolerate must be measured In physical, mental, 
and sociological standards and expectations. 

D. As environmental problems become more complex so do the responsibilities 
of urban government [n the development of systems to offset the 
problems; 

Mechanical Systems Professional Services Systems 

1. Water |. Fire 
~ 2. Sewer 2. Police 

3. Solid waste 3, Education 

4. Air pollution 4. Health 
5. Transportation : 5. Recreation 
6. Communication services 6. Justice 

(including mai 1) 7. Arts & culture 
8. Political organization 

E. Lecture will focus on the real estate process, mechanical systems, 
and economic constraints related to environmental quality, or 
conversely urban pollution. 

i. Pollution has been defined as a resource in the wrong place 
at the wrong time. 

2. For the Individual deciston maker the impact of pollution leads 
to malfunctioning of the market system because the aggregate 
consequences would be difficult to regulate by private agreement. 

3. Impact on Individual consumption decisions (demand side) such 

as altered housing pattern. 

4. Impact on Investor-developer altering cash flow, feasibility, 
present value of investment (supply side) changing quantity 
and location of new real estate. 

5. Pure hearts and high standards do not make fresh water and 
clean air. Solution requires technology, financing, and social 
mechanism for pollution decision. 

l!. Technology of water and air quality is obsalete. Water quality and air 
quality are interrelated problems, 

A. Water is used as vehicle for solid waste disposal but limited in 

capacity both in nature and in processed form.
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|. Primary treatment 
2. Secondary treatment 

3. Advanced treatment 
4, Sewer taps limit urban growth 
5. Recycling of sewage water in Denver 
6. Cost to transport fresh water or remove waste water 
7. Combining waste disposal with agricultural irrigation 
8. Recycling of sewage sludge as animal feed 
9. Grinding sewage and pumping solids 

B. Vacuum systems, home oxydation systems, or home recycling means 
increased housing costs and resulting impact on demand. 

C. Water quality and solid waste disposal 

1. Facts: 365 million tons per year, 10# per capita per day. 
Only 50% collected. Industrial waste burned (10%), 90% of 
municipal waste is dumped on land fills. Substantial industrial 
recycling. 

2. Sanitary land fill threatens water table pollution 
3. Incineration for sterile fill creates air pollution 
4, Trends: ‘ncreastng cost of removal implies increasing efforts 

to recycle, re-use, re-power, restrain wasteful and inefficient 
use. Awareness of real social cost creates incentive to find 
alternative uses. 

5. Effects on real estate process: Increased emphasis on separators, 
efficient intra-firm collection, sophisticated (and costly) 
public facilities for recycling. All imply fnereased land and 
structure taxation, greater land acquisition cost and more costly 
Structure requirements. 

lit. Atr pollution related to Investlon of fire and fossil fuels 

A. Facts: sources are 60% from automobiles, 16% from industry, 14% 
from electrical generation, 5.5% from heating, and 3.54 from refuse 
disposal. 

B. The fasoline engine and the private automobile 

|. Paving for automobile destroys necessary green oxygen producers 

2. Exhust is major source of urban pollution 
3. Public transportation or electric automobile requires urban 

density and compactmess. 
4, Modern location theory implies private mobility and inertia of 

convenience. 
5. Environmental theory for urban economics requires public systems 

of mobility and consumer preference for active motion. 

C. Electric capacity related to coal and natural gas 

1. Purification of exhausts means contamination of water 
2. Transmisston problems mean inefficient land use 
3. Inert gas and transmisstion line insulators 
4. Atomic power, water pollution, and air pollution
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IV. Nofse, Privacy, Aesthetics 

A. Close relationship between income and level of privacy. Sacia! 
tension increases not in high denstty urban areas but in housing 
with many individuals per room. 

B. Privacy is a resource whose value is measured by the productive 
and creative potential of the central city. Privacy is a2 space 
attribute leading to essential sensory regeneration. 

C. Residential design to enhance privacy, aesthetics, and freedom 
from noise, imply greater development costs. 

V. Market economy does not work well to internalize cost of environment 
controls. Economics of controls differ for soclety as opposed to 
individual investor in the urban site. 

A. Marginal benefit vs. marginal cost for society 

B. No benefit for cost [ncurred for investor 

C. Competing claims for investment productivity 

D. Some urban environment has benefit for developer 

1. Goad esthetics can be good merchandising 
2. Environment undisturbed lowers cost 

E. Legislative mechanisms to internalize cost 

1. Uniform cost allocations shifted to consumer through price 
Z. Legal penalties 

3. Incentive tn the form of subsidies, tax relief or privilege 
4, Education to create social approval or disapproval for 

individual actions. 

F. Problems: Individual Investor [ts subject to cash flow solvency limits. 

Any economic entity will suffer to a greater degree when costs cannot 

be shifted. But some market reallocation of goods and activities 
is required because of long term pollution products misallocation. 
(it Is cheaper to pollute) 

G. Final guidelines 

1. Avoidance of the catastrophic loss 
2. Maintenance of large choice set for future generations/ 
3, Maintenance of institutional flexibility and abl }ity to change.
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C. This chain of common ownership was the means sought to entice 

the owners of the Grand Central] Terminal to transfer the development 
rights from the landmark on 42nd Street to various other lots 

they controlled. In 1967 a proposal by the Penn Central and a 
British developer to construct a 55-story tower on the roof of 
the termina: was rejected by the Landmarks Preservation Commission. 
in 1969 Penn Central and the developer were eqain before the 
commission, tnis time with a propasal for a 59-story tower requiring 
demolition of the terminal facade. When this proposal was rejectad-- 
the city still insisting an transferring the develoomen: rights--~ 
Penn Central and its partner sued. 

1. The trial court's decision did not question the constitutionality 
of the Landmarks Preservation Law but did find the law's 
application to the Grand Central Terminal to be an "economic 
hardship’ because it prevented the bankrupt rallroed fram 
earning the income it would raceive from the office tower. 
ror this reason, the court invalidated the landmark designation. 

2. The New York State appellate court, however, has recently 
overturned the trial court, conceding that hardship might 
be suffered by che Penn Central because of the landmark 
designation, but stating that "such hardship, in the proper 
exercise of the city's police power, must be subordinated to 
the public weal,!! 

0. Qn June 29, 1977, the Supreme Court in the State sf New York 
heid that TOR's are cof value and can be used to determine whether 
cr mot 3 property owner can receive a raasonable return on his 
Investment. A summary of the case of Pann Central Transportation 
Company versus the City of New York Is attached. 

1}. dt is unique because the development rights have been transferred _ 
to other properties owned by the plaintiff and also connected 
fo the station. 

2. Jt is controversial because of the distinction [it draws 
between privataly created capital and socially generated 
capital. 

3. It distinguishes between existing management and potentially 
efficient management. | 

E. TDR's are significant because it illustrates the tarnsferrability 
of space~time units and money-time units, the significance of 
expertise in creating solvent real estate which fits social 
priorities, and the need for ingenuity to achieve socia! goals 
without placing an impossible or unfair burden on the individual 
property owner, the public treasury or the general taxpayer. 
Finally, it shows the measure of gain or loss is the net chance 
in spendable cash or liquidated net worth and not unrealized | 
potential.



CONSUMER PROTECTION & LAND USE 

250/ Jos 

I. Historical Examples 

A. Land Use Controls 

B. Building Codes 

C. Community Infrastructure 

D Zoning 

EB. Real Estate Sales Guilds 

F, FSLIC & FDIC 

G. FHA/VA Housing Standards 

H. RESPA 

TT. Truth-in-Lending 

J. ECOA 

K. Regulation Q 

L. oC 

M. Environmental Protection 

II. Growth Management Issues 

A, Polarization of Housing Quality 

BE. Increased Cost of New Housing 

C. Allowable Growth Management Policies 

Ll. Petaluma, CA 

2. Ramapo, NY 

D. Unacceptable Exclusionary Zoning Policies 

1. Mt. Laurel I & Mt. Laurel II WJ) '75 «& '83 

2. Knee v. Town of Atkinson WH) ‘8&4 

3. Eerenson v. Town of New Castle WY) '75 

4. Asian Americans for Equality v. Koch WY) '84 

E. Ineclusionary Zoning 

III. Reasons for Land Use Imbalance 

A. Future Consumer 

B. Labor & Materials Suppliers 

Cc. Taxpayers 

D ExXisting Homeowners 

E. Heterogeneous Housing Consumers 

F. Planner, Designer, & Developer Arrogance & Ignorance 

IV, Proposals to Improve Land Use Decision-Making &/or to Reduce Inequities 

A. More Insightful Studies of Alternatives 

B. Government Policies & Programs 

A. School Funding 

B. Public Works Funding 

CC. Court Rilings



REAL ESTATE DEVELOPMENT AFFECTED BY MAJOR FEDERAL ENVIRONMENTAL REGULATIONS 

July, 1975 . 

Purpose of Itnter-Govt. Overall Land Use Noise 

Regulation Consistency Environmental Quality Quality = Water Quality 0 Air Quality Quality 

Responsible HUoS USDA HUD 
Agency (4) OB (2) ~FHA (3) VA (4)FmitA (5)FIA (6)coMt. EPA HUD 

Air Quatity 

Environmental {(S)Waste Pollution State MHalntenance 
Clearance Flood Coastal (7)Bastn Treatmt.(9)Dischge tmp é Siantf. 

Regulation A-95 _ Procedures Ins. Zone Mgt. Plans Plans Elim,  (10)Plans (11)Deter. (12) Noise 
RESIDENTIAL: — oo OT ee _ 

Single-Family K x x x x x x m x % x x 

Multifamily (sales 
or rental) x Xx x x x x x x x x x 

Townhouse (sales 
ar rental) x x x x x x x x x x x x 

Hobi le Home Parks x x x x x x x x x x x 

COHHERCTAL: 

Shapping Centers x x x x x x x 

Office Parks x x x x x x x 

Multi-Use x x x x x x x 

INDUSTRIAL: 
Industrial Parks 

(Including warehouses) x x x x x x K 

Heavy Industrial x x x x x ba x 

RECREATIONAL: 
Second Home (Investment Properties) x x x x x x x 

Note: Nembers indicate description reference in text.



ROS T Sr tae, yb RE Oe 

Urban Land 550 - Final Lecture 

Final exam covers only Jast 1/2 of course including week #8, October 15-19. 

Exam will be held in Chemistry, Room 1351, at 12:25 Thursday, December 13 

Some lessons to be learned from Columbia: 

|. Capttal budgeting for 20 years established with an economic model 
using average costs per acre for different types of land use 

2. Developers set up simultaneous equations to determine: 

a. Budgets and funding for public resources 
b. Budgets and funding for consumer services within their means 

c. Devices for providing equity money with profit participation 

for long term risks. 
f. A decision system which permits the social planners and physical 

planners complete latitude within the solvency constraints 

of the consumer, the county government, and the developer 
g. Rouse provides the entrepeneurial management and Connecicut 

General supptfies the money. Two former Industrial cost accountants 
actually manage the day to day operation of Howard County Develop- 
ment Corporation. 

3. Underlying the real estate physical structure are a large number of 
software delivery systems. 

a. Medical health system 
b. Recreational utility 
c. Political system butlt on neighborhood-village modules 

d, Educational system 
e. Arts and culture system 

fF. Public transit system 
g. County government system 
h. Ecumenical church system stressing services rather than buildings 

4. Some lessons learned for adaptation 

a. The Hartford process ~ applying techniques to an existing city 
b. Creation of smaller satellite of communities of village scale 
c. Delivery of soctal systems by private expertise and capita! 

Collect course evaluation sheets 
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HANDOUT - Business 550: REAL ESTATE MATHEMATI Ss 

Terms to Know 

Amortization 

The process of payment of a debt or obligation by a series of payments 

over time. Generally the payments are in equal amounts that include 
principal and interests; and generally the payments are made at uniform 
intervals of time. . 

Capital Gain 

Income that is a result of sale of an asset and not from the general 
course cf business. Capital gains are taxed at a lower rate than 

ordinary income. 

Capitalization 

The process of reflecting future income in present value; the dis- 

counting of the future income stream to arrive at a present value. 

Capitalization Rate 

The rate at which future income is discounted. | 

Cash Flow 

The net income from a property before depreciation and other non cash 

expenses. 

Depreciation 

Loss in property value due to any cause. 

Disnosable Income | 

After tax income. 

Eouity 

The value of the interest of an owner of property exclusive of the 
encumbrances on the property.



Sec. 28.11(3)(g) ZONING CODE 

® (g) In Yards. 
I. Unless the \district regulations provide otherwise, off-street 

vehicle parking is permitted in the following yards: — 
a. A rear yard. 
b. A side yard\not adjoining a street. 
c. A side yard\adjoining a street, including/ the extension of a 

Street side lat line, but only on one pavéd or graveled drive- 
way existing prior to April 1, 1978, not/exceeding twenty (20) 
feet in width, \and for not more than (2) vehicles parked 
not nearer than three (3) feet to a sidé or rear lot line. 

d. A front yard, but, only on one paved/or graveled driveway not 
exceeding twenty 70) feet in width/ and for not more than two 
(2) vehicles parked not nearer thgaH five (5) feet to a front 
property line or three (3) feet to/a side lot line. 

(Sec. 28.11 (30(g)1. An. by Ord.\6271, 6-9-78) 
2. Regardless of the provisions of Paragraph 1, the Plan Commission may 

permit off-street vehicle \parking/in any yard of a _ residential 
development where the overall h@using plan and design for such 
development, in the judgme f the Plan Commission, i1s_ sub- 
Stantially improved thereby, a&/compared to where off-street parking 
is limited by Paragraph 1, and/Wwhere sole access from such develop- 
ment is to local and colJector streets. In this paragraph, 
“substantially improved" meayis a ‘substantial increase in the value 
of the property. Such oT micsik shall be granted only after 
proceeding under Section 28.12(10)\ No such permission shall be 

© granted for any residentif! developmént which is adjacent to either 
& public right-of-way of other residences umless sufficient and 
suitable screening is provided so as\ to prevent, to as great a 
degree as practicable, Airect view of sych off-street parking areas 
from such adjacent areaS. (Am. by Ord. 7223, 1-29-81) 

(h) Design and Maintenance. 
. Ypen and [mclosed Parking Spaces. AcceSsory off-street parking 

spaces located on thé same lot as occupied By the use served may be 
open to the sky oy enclosed in a building. Accessory off-street 
parking spaces logated elsewhere than on the\same lot occupied by 
the use shall be/open to the sky, except wher an off-site storage 
garage or parking structure is approved for such required accessory 
parking. f 

2. a. Surfacing./ All open off-street parking areas, except a parking 
space accessory to a single-family dwelling, \shall be improved 
with a Wituminous or Portland cement conctete pavement or 
paving brick surface in accordance with City of Madison 
standards and specifications. Such parking aréas shall be so 
graded and drained as to dispose of all surface water. Such 
parking/ areas shall also be so arranged and marked to provide 
for orderly and safe parking and storage of vehicles, and shall 
be so/improved with wheel stops or bumper guards to prevent 
encroachment into adjacent lots or public ways. (Am. by Ord. 
5800, / 3-28-77) 

Rev. 6/15/81 28 - 122 467



Present Value Concepts 

The entire concept of value is based on a determination of the 
. present value (worth) of future dollars of anticipated income. 

The driving force of present value determination is the concept 
of compounding of interest; only running backwards. Thus with com- 
pounding being of primary importance it is important to understand 
what compounding is and how it works. 

By definition, compound interest is interest calculated on an 
accumulation of principal and prior earned interest--not on the original 
principal only. Compound interest is not paid when earned, but is 
added to the principal balance, thus causing the balance to continually 
change. . 

In contrast, simple interest is interest on original principal 
only. The base does not grow, for interest does not accumulate. It 
is paid and collected periodically as it is earned. For example, 
suppose we have 1,000 to invest and we have a choice of placing this 
money into (a) a simple interest account of (b) a compounding account, 
both at the same interest rate of 5%. Suppose further, that we have 
decided that regardless of which account is chosen we will leave the 
money in the account for five (5) full years. 

Question: Which should we choose, (a) or (b)? 

(a) Int. Paid 
1. 1,000 * .05 = 50 

2. 1,000 * .05 = 50 

3. 1,000 * .05 = 50 

4. 1,000 * .05 = 50 

5S. 1,000 * .05 = 50 

250 

(b) Int. Paid 
lL. 1,900 * .05 = 50 m 1,050 
2. 1,050 * .05 = 52.50 m=z 1,102.50 

3. 1,102.50 * .05 = §5.125 z 1,157.625 

4. 1,157 .625 * .05 = $57.88125 = 1,215.50625 

S. 1,215.50625 * .05 = _60.77631 = 1,276.28156 
276.28 

Under proposition (a) the value of our investment is equal to the 
original deposit of 1,000 plus all interest earned, the 250, which is 
equal to 1,250. Under provosition (b) the same holds true, but since 
we earned an extra 26.28 of interest (276.28 - 250.00) the value of 
this proposition is equal to 1,276.28. Therefore, if our goal is to 
maximize our income during the five year investment period (holding 
period) we would choose proposition ‘(b). | 

| — - 469
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With this basic comprehension of elementary compound interest, 

it is now possible to develop a knowledgeable basis for understanding 

the derivation, interrelationships, and functions of the six standard 
functions of a dollar. . 

Names of the tables vary in different texts, but the factors . 

themselves are uniform. The following summarizes the basic function 

ef each table and illustrates the interrelationship between the tables. 

#1 AMOUNT OF 1 AT COMPOUND INTEREST 

Shows : Growth at compound interest of a single tnd Fipt deposit 
or .investment. ~~ recommenda conceptual ndtdtic 

“oS iC . 
Formula: S® = (1 + i)® = CA, Cn 

actaarial netition _— : 

Example: (All examples taken from page 92 of Ellwood Tables}) 

What will 655 be worth after 5 years in an account 

compounding annually at 8-1/2%. . 

Factor (COL. #1 and 5 yrs.) 1.503657 
from SQ = (1.0 + .085)5 

Table: . 

PMA CF, 82%, Sn) = Vs : 
’ Answer: 655 * 1.503657 = 984.89 (rounded) 

Proof: ¥r.1- 655 * 1.085 = 710.67 
Yr. 2 = 710.67 * 1.085 = 771.08 

Yr. 3 - 771.08 * 1.085 = 836.62 

Yr. 4 - 836.62 * 1.085 = 907.74 

Yr. 5 = 907.74 * 1.085 = 984.89 

#2 ACCUMULATION OF 1 PER PERIOD : 

Shows: Growth at compound interest of a level, i.e. equal, 

ae of periodic deposits. | | 

\n n 
—_ o S a-1 _— F *- Gre) f Formula: Shy = = = CH, ran n) | 

¢C 
Example: What will 166.23 deposited annually for 5 years be worth 

if the account compounds annually at 8-1/2%? 

Factor (Col. #2, 5 yrs.) 5.925373 
from Si] - 1.503657 =- 1.0 

2085 

Table; = _ FV. 

A x (A 84 %,5;x) = Ss 

Answer: 166.23 * 5.925373 = 984.97 (rounded) 

~ 4 
~a7i -



Proof: Yr. l= O + 166.23 = 166.23 * 1.085 = 180.36 
Yr. 2 ~ 180.36 + 166.23 = 346.59 * 1.085 = 370.05 
Yr. 3 = 37005 + 166.23 = 542.28 * 1.085 = 588.37 
Yr. 4 - §88.37 + 166.23 = 754.60 * 1.085 = 818.74 
Yr. 5 =- 818.74 + 166.23 = 984.97 

Note: An annual deposit of 166.23 was made 5 times, but 
compounding took place only 4 times. The question 

states 5 equal deposits not 5 compounding periods. 

#3 SINKING FUND 

Shows; Amount of periodic deposit required which will grow at 

compound interest to a specified future amount. 

t eo i _ A y 

(4+¢)" - 1 oF) %) 
Example: An investor plans to repaint an apartment house in 5 years 

at an estimated cost of 985. What amount must be de~ 

posited annually for 5 years in a sinking fund savings 
account paying 8-1/2% annually? 

Factor (Col. #3. 5S yrs.) .168766 
from SO35659-L 0 = .168766 

. Table: Le 

FVs * (Be BhZ 5m) = A 
Answer: 985 * .168766 = 166.23 

Note: Special relationship between Table #2 and #3. They 
are just opposit each other, i.e. reciprocal. 

Proof: See #2 above. 

#4 PRESENT VALUE REVERSION OF 1 

Shows: Present worth of a single future income payment. 
Computes and deducts compound interest from a known or 
assumed future worth, at a stipulated interest rate 

yo for a given period of time. 
nel _ ~ a ) | 

(1+) Example: What is the most that an investor should pay today to 

receive an item worth 985 five years into the future, 

assuming an alternative investment rate of 8-1/2% 

annually?



Factor (Col. wa S yrs.) .665045 
tT = -O = e from V TSos6s7 665045 

Table: - Le DY 
Fis x (re S452 Sie) = PVe 

Answer: 985 * .665045 = 655.069 

Proof: See Proof #1. Note special relationship between 

Tables #1 and #4, Reciprocal. 

#5 PRESENT VALUE OF 1 PER PERIOD - ORD. ANNUITY 

Snows : Present worth of a series of future income payments. 
Computes and deducts compound interest from any level 

(equal) terminal series of future income payments, 
such as a lease or annuity of any type. 

A= Gor romiar ag 2 = Cw en 
é 

Example: What is the most that an investor should pay today to 

receive 5S annual payments of 166.23 beginning 1 year 
from today, assuming an alternative investment rate of 
8-1/2% annually? | 

Factor (Col. #5, 5 yrs :) 3.940642 

_ from a" 40>. 662005 = 3.940642 
Table: 

This same factor can be derived by summing the 5 

annual factors for reversions, Col. #4. 

Yr. 1 = .921659 
2™= .849455 
3 = .782908 

4 = .721574 

S = _.665045. 
3.940642 BS 

A x (4,886 5=)= Ve 
Answer: 166.23 * 3.940642 = 655.05 

Proof: 655.05 * 1.085 = 710.73 - 166.23 = 544.50 

544.50 * 1.085 = 590.78 —- 166.23 = 424.55 
424.55 * 1.085 = 460.64 - 166.23 = 294.41 
294.41 * 1.085 = 316.43 ~ 166.23 = 150.20 

150.20 * 1.085 = 166.97 =- 166.23 = -.0326 (Close enough)



#6 INSTALLMENT TO AMORTIZE 1 

Shows : Amount of periodic payment required to amortize a loan. 
—_ 

= < _—_ A w : 

TE 
4 - ft Example: What is the annual payment required to amortize 

(1+é)” (pay-off) a 985 loan over a period of 5 years at an 
annual interest rate of 8=-1/2%. 

Factor (Col. #6, 5 yrs.) .253766 | 
from Tos essogy = -253766 
Table: “~ * 

Also by sinking fund plus interest: 
~L168766,+ .085 = Ro376 

Pe x Ce $5 ZSy5)= 
Answer: 985 * .253766 =“24$.96 

Proof: 985 818.77 638.40 442.70 230.37 
* 085 * 085 *.085 * 085 * 085 

~83.72 -69.60 ~54.26 -37.63 -19.58 
249.96 249.96 249.96 249.96 249.96 
166.23 180.36 195.69 212.33 230.37



EXAMPLE PROBLEMS 

Here you have the sum total of what is known as Present Value 

Calculations as they relate to real estate. 

Problem #1 

Present Value of “Lump Sum” in the future. 

Given: 

Reversion value of property in future is $5000. x 

5 year term. FY,-= ‘S000 
6% interest rate. a | 

poi pL Timeline 
Question: b t+ 2 eS 

Pye? 
What is the present value of this property? 

Calculation: 

FV X C¥, CL, Syn.) = Pl, 
5000 * .7473 = 3736.50 

Because we are asking for today's value of a future amount at a given 
interest rate we simply locate in the Present Worth Table the factor 
for 6% at 5 years, i.e. ./7473. 

We have discounted the $5000 amount back to today's value, using the 

6% rate. 

Problem #2 

Present value of an income stream. 

Given: 

$1000 MWeweeeeree 
QO income per year. f t A A wm 4& 

~ b wh 4... ane dan h- line 
10 year term. i 42 Vf tt 7 r ¢ mo 
7% interest rate. + 

Pw,=¢ 
Question: 

What is the present value of this income stream today? 

Calculation: _. | 
Ax (ATS ll) =tVe 

1000 * 7.024 = 7024



This means that a constant income of $1000 for 10 years is worth 7024 
today if the best rate of interest is 7% per year. The difference 
between the total monies received (10,000) and the Present Value of 
these monies, 7024, is the interest (2976) which could be earned on 
the 7024. 

Given: 

$2000 income per year. 
20 year term. 

7% interest rate. 

Question: 

What is the present value of this income stream today? OR How much 
is the income stream worth in a lump sum today? 

Calculation: 

2000 * 10.594 = 21,188 

Today this income stream is worth 21,188. Note that this amount 
is much different then the total income (2000 per year * 20 years = 

, 40,000). This is the effect of the compounding at 7% interest. 

Problem #3 

Present Value of a stream and reversion. 

AtEVin = %Qow0 

Given: 
AMD, 4 pp A kh A A 4 

10,000 income for 10 years. t t f 
50,000 reversion at end of 10 years. a 1 fT] Tl 7 3 ¢F fe 
8% interest rate. + 

Puy=? 
Question: 

What is the total value of this project today? 

Calculation: 

Here we have two items of value and we must calculate the value for | 

both.  Recther than Compe thew te P's sepanite! » Tey soluina Rr Hh, 

v) toked preset value divectt, Ge, as Lae ety cuct™ én. 
A. Income Stream Total value today: 67,100 

10,000 * 6.710 = 67,100 23,160 . eee ae 

A * (A, 8% Ovrs\ =P, PTacone Stren 90, 260 JY 
B. Reversion 4 oe 

50,000 * .4632 = 23,160 PY = /P. 87 It \ EY 4/4 ©. 
/ ? a ee ig AN CO OT ‘0 = Sh loge. Fa & (YE, 9%, Wyre )= PV, P Reersien I EY BO 

ee carne capac tte rere taser ° - STeP 3d) a" 
6



Problem #4 

He 
Present Value of a variabie stream A= "1602 a Ay 4 A Ar Aa A 

POET T TTT | Tete tea stat § Given: ; “Timeline => [Hele pdb t t t t \ 70 

x 10 1S 
10,000 income for years 1 to 10 Y + Oe, 
1,000 income for years 11 to 20 py =° - hith dee) a Aaah bos) 

12% interest for al years A Cait 

Question: Selition Gnceptiul ly = 9 = 10 ~ 

P=: 

What is the present value of this income stream? 

Solattion . . eteaasinss Bg PUA, (%, 2% le) rh 26 NCE 
10,000 * 5.650 = $56500, ToD | 
1,000 * 5,650 = $5650. “Trytosche ts. : 

So far so good, but because the 1,000 per year income is for a 10 year 
period but for years 1] to 20 this amount 5650 must be discounted back 
to year | by adjusting with a Present Value such that ; 
the $5650 earned in years 11 to 20 is worth 5650 ~* .3220 = $1819. today. 
Today's Value is 

a. 10,000 * §.650 # 1-740 $6,500 | 
b. 1,000 »« 5.650 =* 5650. 11-20 
c. §650 w 3220 = 1,819 | 

Total §8,319 

ue age Take special note of the way the income in years 11-20 was precessed 
aK this is very important. 

Given: 

2000 income for years 1 to 10 
4000 tncome for years 11 to 20 
5000 income for years 27 to 30 
All at a 10% interest rate 

Question: 

What is the present value of this income stream. 

Calculations ; 

a. Yrs. 1-10 2000 * 6.145 = 12,290 
b. Yrs. 17-20 4000 * 6.145 = 24,580 

adj. to yr. 1 # 24,580 * .3855 = 9,475 
¢. Yrs. 21-30 5000 « 6,145 z= 30,725 

adj. to yr. 1 = 30,725 « .1486 = & 565 

Total Value Today 26,330 

: AT



Note that the adjustment for years 11-20 was .3855 this is equal 
to discounting the dollar amount back to today from 10 years in 
the future. The adjustment for years 21-30 was .1486 because even though 
the interest rate was the same i.e. 10% the number of years had 
changed from 10 years in the future to 20. Thus the different 

a oO 

Problem 5 A. + FVip = 33,000 

Present Value of variable income stream plus reversion. | 
A,=1G000 4, Ay A OA; ae he A 

Given: A A t f im t ‘4 | 

10,000 income years 1-5 6 —_ - | OD 
2,000 income years 6-10 

30,000 reversion year 10 a=? 
6% interest rate oT * . “ 

Question: Solution tevmule > PULA, (% 64 Smt A, (KO Jat 5 e 7 i 8, 

Ths Fao C \+ 12,000 C "6 Yt "FG 000( 
What is the present value of this property? 

Calculations: | | 

a. 1-5 = 10,000 * 4,212 =» 42120. 
db. 6-10 = 2,000 * 4,212 = 8424 

adj to 1 = 8424 « .7473 = 6295. 6295. 
¢. Reversion = 30,000 * ,5584 = 16752 

Today's Value $65,167 

Why adjust years 6-10 with a factor of .7473 while the reversion US ocvco 
adjusted with a factor of .5584? 5.000 segid Ag V9 THOM™ 

_+ oe -: fh ¢ 6h Ar Ff 
Aa" 65,00 { the 4... ses C Ay here’ 

Given: tt itt [rh od 

65,000 for years 1-10 O12 7-7  --- Gg Helen a 30 
60,000 . * 11-20 Pua? 
55,000 . * 21-30 - o7 
17900 000 reversian at year 30 P | ye 4 
A % + Pp ry i: £27 Dee. 

fat 125 raseres’ TS PUA (hem Yabba CUAL TEI 
: eo oe oa = / OP & | + ; a L vs. 

Question: “Py,=Gwol  )rkgmt YX )+ Samy ra FTES 
What is tne present value af this project Aegon ) 

Calculations : 

a. 1-10 = 65,000 « 5.650 367250. 
Bb. 13-20 = 60,000 *« 5.650 = 339000 

339000 « .3220 = 109158. 
¢. 21-30 = 55,000 *« 5.650 = 310750 

310780 * .1037 = 32,224 
d. reversion = 1,000,000 *« .0334 = 33 , 400 

. Today's Value $542,032.00 

478



UNIVERSITY OF WISCONSIN 
Real Estate Investment Teaching Hode]l 

Demonstration Case Study #2 

ANALYSIS FOR PURCHASE OF APARTMENT HOUSE ENVESTHENT 

1}. Assume you wish to analyze the investnent value at alternative purchase prices 
of a 24 unit apartment building, located at 2575 University Avenue, ftadison, 
Wisconsin. The building has twelve two-bedroom apartments that each rent 
furnished for $140 per month and twelve one-bedroom apartments that rent 
each for $125 per month. The building is five years old, unfurnished, tn 
need of maintenance and available as is for about $225,000. 

2, The building is well located and vacant land in the area is selling for 
about $1700 per unit. This means that $40,000 of the purchase price could 
be designated as land value. In addition to the land and building, the 
purchase price could be allocated to include $12,500 for the elevator an? 

$7,200 to the parking stalls. 

3. Market analysis indicates that the building would rent very well if al] the 
units were carpeted and furnished. For this work it ts estimated tuat 
it would cost $600 per two-bedroom unit and $500 for each one-bedroon unit 

or a total investment of $13,200 by the prospective buyer. 

4k, The total capital expenditures could be allocated for depreciation purposes 
as follows, keeping in mind that the prospect would be a second user and 
therefore only entitled to a maximun of 125% declining balance except 
for his new investment in furnishing. The percent depreciable anu the 
number of years of remaining useful life are reasonable estimates given 
some Knowledge of the practices of the Internal Revenue Service and the 
condition of the building: 

Land $40,000 iio depreciation allowec 
Parking 7,200 50% 10 yrs. 125% 
Elevator 12,500 Gus }2 yrs. 125% 
Building 165,360 100° JD yrs. 125% 
Furnishings 13,200 100% 7 yrs. sum of digits 
Transaction costs 1,300 100% 35 yrs. 125% 

5. After completion of repairs and refurbishing it is anticipated that the two- 
bedroom apartments will rent for $170 a month and the one-bedrooms $150 
per month. The gross rent roll of the building would then be: 

$170 x 12 x 12 = 24,466 

$150 x 12 x 12 = 21,600 
$ 46,080 

6. During the first year of changeover in ownership, refurbishing and re-leasing 
you estimate that each unit will be vacant about two months, that {ts about one- 
sixth of the time, (i.e. a vacancy of 17%) so that your average occupancy will



Page 2 

APARTMENT CASE STUDY #2 

be 83% of potential for the first year. Thereafter you anticipate a normal | 
vacancy rate of 5%, or an occupancy of 95%. Thus first year extra expenses 
include an additional 12% of future gross for rental losses. 

7. The current real estate and personal property taxes to be paid in the first 
year following purchase are estimated to be $9,000. The normal current 
operating expenses, excluding real estate taxes but including management 
fees, are determined to be $3,400. 

8. The property has been poorly maintained and will require additional expen- 
ditures of $2100 in the first year to justify the new rent schedule. This 
deferred maintenance charge will be added to the extra operating expenses 

. of the first year washing it out as a tax deductible expense. 

9. The buyer is considering this property because his accountant suggested 
that with his 30% tax bracket, including state and federal taxes, he 
should look for some tax shelter to offset some of his other current 
income. Using the accelerated method of depreciation, this real estate 
project should satisfy this requirement. 

10. The investor feels that while the normal ratio of market value to income 
in his conmunity ranges between 8% and 11%, proper financing should raise 
the pre-tax yield on his cash equity to at least 18%. The accountant 
suggests that if the investor considers the cash saved on deferred income 
taxes due to depreciation, the investor should seek at least 18% to 22% 
on his investment annually on an after-tax basis. His opportunity cost 
is 124 as that is his common stock return including capital gains. 

It. The financing available to the investor would initially combine the 
assumption of a first mortgage with a balance of $160,000 with 240 months 
to run and a second mortgage taken back by the seller to be repaid in 
ten years, in monthly payments. The investor would plan to refinance 
both loans at the end of the sixth year of ownership when the prepayment 
penalty would lapse on the first mortgage. The seller feels he should 
receive $1000 as points on the second mortgage since that is the discount 
he will take when he sells the note. 

Ist Mortgage 180,000 20 year 7 3/4% 
5 year balloon 

| Private loan 15,000 10 year 8 1/2% $1000 discount 
5 year balloon 

12. While the seller will pay for title insurance, a survey, and related 
items the buyer expects to pay about $800 in professional appraisal and 
legal fees related to this transaction. These fees plus points in #11 
equal transaction costs of $1800 which increase original cash required 
and must be amortized over life of structure. 

13. Temporary cash deficits at the end of any month can be covered with 
bank notes at a rate of 9% per annum and repaid out of positive cash 

flows when available.
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APARTHENT CASE STUDY #2 

14. The financial plan fis to maintain a highly leveraged position and therefore 
payoff the original loans at the end of the fifth year by obtaining a 
new mortgage. To discover some measure of Influence of such refinancing 
on yfeld to equity and cash flows, the investor will assume that in five 
years the best loan he could obtain would equal $190,000 for 20 year 
term at 8$ interest. The age of the building at that time would require 
granting a bonus interest feature equal to 4% of gross rent as of the 
beginning of sixth year when the loan begins.
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UNIVERSITY OF WISCONSIN SCHOOL OF BUSINESS | 

Real Estate Investment Teaching Model Page 1 of 2 

February, 1971 

Equity Income # # 
Student's Name Last 2 Digits of Course & Discount Tax Cards Cards 

Card 1 Social Security # Section #'s Rate Rate #3 #4 
9 IO 363? 3839 40 Al 427 43 44 45 46 47 48 49 50 St 5253 54 55 56 57 58 59 60 41 62 69 64 65 

orToace BankeRs ScHi GRE - Besey |.) so08 copa MS Gag 

Cost of 
Project Description Extraordinary Equity Staging Staging 

Card 2 Expenses Capital ‘Multiplier Year | 

a4 untr aft — dese a oo | GlyeoH. | @ EF Gis F 
PT 2? 34 5 1617 8 9 10 1112 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 50 SI 52 53 54 55 56 57 58 59 60 6! 62 63 64 6 

Component Description Original ' Percent ‘Depreciation Starting Useful 
Card 3 Cost Depreciable Method Year Life 

pi 2 3 4 5 16 7 8 8 10S 2134 15 16 17 18:19 =20_ 2) ~2? 23:24 25 2 27 28 27 30 3t 32 33 34 35 36 37 38 39 40 41 42 43 44 45 4ge47 48 49 50 SI 52.53 54 55 56 57 58 59 60 61 62 63 64 65 

bAND] | | RM Bo oo da | Co RB 
ge . = wes ps a a ie Bs euzitirnG: | | ss /élszoc =| Yl oo od «| Mosk Bl Be of 

: a. | Mos Ba Bob 
7 -t . as ‘5 * # a ra 7 [FURNISHINGS $ en00m | ook - | Move Ra Bok 

‘ ; i. wy re s Py eis KS , LeVAITOR, | 25008 Bo soo dd - | Bos Ba wivok 

rH YR REFURBISHING F fq | BY. cocokt forbs Kaciio 
i a E a F i. Se ) [| | @ | @ | @| ff | @ @ Ga & 

Bonus Ref inanced 

Mortgage Description Principal Monthly Interest Interest Start End Term By 

Card 4 . Amount Payment Rate Rate Mortgage # 

Leene ! ot - ta FIRST Assumed MoRTG, Mf. | glooooll iE: on7dA «| BD (Bo stall o 2m 
S€e.elas ANID MoRTE Hi 1/50 008 —f -08c0ff | _Be fas fl Oe Os 

: £ Bo Cy of | REFINANCED, FIAsSIT | /9lod0d A |-02 0d) -o4l mo cy OmeOR OE 
REFuNersd CHATTE, Bf . /looocm som |ogoo - | Bore of |e 
F123 4 516)7 8 9 1 11 32 12 14:15 16 17 16 19 20 21 22 23 24 25 2 27 28 29 HX 31 32 33 3 38 Ac 27 38 39 ei 4! 47 43 44 45 46 47 48 49 50 S152 53 54 55 56 57 58 59 60 61 62 63 64 65
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UNIVERSITY OF WISCONSIN SCHOOL OF BUSINESS 

Real Estate Investment Teaching Model Page 2 of 2 

February, 1971 

Rental. Expense 
Gross Rent Expenses Growth Growth 

Card Type 5 Rate Rate 
ry 2 3 4 5 fo 7 8 9 10 1 1213 a 1516 17,18 19202122 2324 25 26 27-28-29 3031 32_33_ 34 35 36 37 38 39 40 4! 42 43 44 45 46 47 48 49 50 515253 5657 5859 60 61 62 63 64 

RE Tax 
R E Taxes Growth Project Value 

Card Type 6 _ . Rate Rate of Growth 

ry 23 4 Sf6]7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 2 27 28 29 3 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 SB 59 G0 6) 62 63. 64 

Working Capital 

Vacancy Loan 

Card Type 7 Rate Interest Rate 

= a | -osooll . c2looRiaEammnaa 
P1234 S]6]7 8 9 10 1) 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 61 62 63 64 65 

To code Depreciation Method, use the following code no's. 

0 = no depreciation 
1 = sum of the digits 
2 = straight line deprectation 
3 = 1252 declining balance 
4h = 150% deciining balance 
5 = 200% declining balance 

HAVE YOU CHECKED CARD | COLS. 61 and 647



UNIVERSITY OF WISCONSIN SCHOOL OF BUSINESS 
Real Estate Investment Teaching Model 

February, 1971 
Basic Definitions of Model Outputs 

1) Current period return on Net Worth before taxes = 

Cash Throw-off + Change in Net Worth 
Net Worth at End of Previous Year 

| 2) Current period return on net worth after taxes = 

Spendable cash + tax savings on other income + 

(Change in_net worth - change in cap. gains tax) 
Net worth at the end of previous year less capital gains tax of 

previous year 

3) Cash return on original cash equity before taxes = 

Cash throw-off 
Total initial investment less initial mortgage debt 

(This is adjusted for staged projects) 

4) Cash return on original equity cash after taxes = 
(This is adjusted for staged projects) 

Spendable Cash after taxes + Tax savings on other income 
fotal initial investment cost less initial mtge. debt 

S) Net income - market value ratio 

Net Income 
Market Value for the same period 

6) After tax cash recovered - cash equity ratio (payback) = | 

Accumulated spendable cash after taxes + accumulated tax savings 
other income 

Cash equity required 

7) Default ratio = 

Operating Exp. + R.E. Taxes + Prin. & Interest on Mtge. + Working 
Cap. Loan Prin. Repayment 

Gross Income



8) Lender Bonus Interest Rate = 

% of effective gross (not to exceed cash throw-off for period) 
Balance due on loan at beginning of perlod 

9) Resale Market Value at End of Year | 

Total Initial Investment Cost + Additional Staged Investment X 
Index for Year 

10) Net worth of property = 

Market value less balance of loans less working capital loans 

11) A. Sales proceeds subject to capital gains tax = 

Market value - (Total Capital Investment - Straight-line depreciation - 
Allowed excess depreciation) | 

B. Sales proceeds subject to income tex = 

Cumulative depreciation taken - Straight-line depreciation - 
Allowed excess depreciation 

C. Taxes on sale = (A X 1/2 Income Tax rate*) + (B X Income Tax Rate) 
* Not to exceed 25% 

12) Present value of project before taxes = 

Original mortgage balance + PV of received stream of cash throw-off 
+ PV of net worth if sold at end of year indicated by column number. 

13) Present value of project after taxes = 

Original mortgage balance + present balue of received stream of spendable 
cash after taxes + PV of received tax savings on other income + PV of 
(net worth less capital gains tax) if sold at end of year Indicated 
by column number. | 

14) Cash Equity Required = Ss components utilized - | 

S face value of mortgages in force 

15) For each year N (net worth - cap gains tax) + | 

M 
X = Sf = | (spendable Cash Aft Taxes + Tax Savings)*(1. + Cost of “| 

Equity Cap) N | 

Y = (LOG (X) - LOG (Original tnvestment) /N 

Equity Rate = Exp (Y) - 1.



___ MORTGAGE BANKERS SCH __ | | ANALYSIS UF PAGE 1 

24 UNIT APT - CASE I 71123 
ne 

COMPONENTS. __ . . __PCTe BEGIN USEFUL _DEPR... | 
DEPR USE LIFE METHON COST GROSS RENT $ 46080. RATE GF GROWTH OF GROSS RENT ~0200 

_ LAND .. 200 2 —_ 0 $ 40000. «EXPENSES $ 8400. RATE GF GROWTH OF EXPENSES -0200 

BUILDING 1-00 1 35. 3 $ 165300. RE TAXES $ 9000. RATE OF GROWTH OF & E TAXES -0500 

ELEVATOR .80 1 9. 3 $ 12500. [NCOME TAX RATE . 3000 RATE OF GROWTH OF PROJECT VALUE .0100 _ _ 

FURNISHINGS 1.00 1 Te 5 $ 13200. VACANCY RATE -0500 WORKING CAPITAL LOAN RATE -0900 

PARKING 5 _ 50-108 8 7200. = EQUITY DESCOUNT RATE ~1800 EXTRAGRDINARY EXPENSES $ 7625. 

TRANSACTION COST 1-00 1 35, 3 $ 1800. STAGING YRC 0),FACTOR .00 COST OF EQUITY CAPITAL ~1200 

7TH YR REFURBISH 1.00 8 ~~ 7. 2. $ 10000. 
TOTAL INITIAL INVESTMENT $ 240000. 

oe oe 

ee 2 4 —  § 6  T 8 9 10 

CASH EQUITY REQUIRED 45000. 45000. 45000. 45000. 45000. 50000. 50000. 50000. 50000. 50000. 

INANCING PLAN nn ee ee 

FIRST ASSUMED MORTG  $  180000- oe — 

MONTHLY PAYMENT $ 1477« INTEREST RATE .0775 STARTS 1 ENDS 5 BONUS INTEREST .0000 OF GROSS RENT 

eS 8 Af 3 6 q 8 9 10 

PRINCIPAL 3919. 4234. 4574. 49420 5339. . . . . - 

INTEREST BBU2. 234 9T. BST. 27906 sd32393® El a en 

BALANCE = 176080. «171845. = :167270. 162328. 156989. . . . . . 

oo ELELERS 2ND MORTGe.  $ 150005 } © | 

MONTHLY PAYMENT $ 185. INTEREST RATE 0850 STARTS 1 ENDS 5 BONUS INTEREST .CO00 OF GROSS RENT | 

1 2 3 4 5 6 7 8 9 10 

— ee PRINCEPAL 994. 1082. 78. «sss 2282-5 a1: 98 oe ° * e ° 

INTEREST 12 36-6 1148. 1053. 948. 835. os * * = a 

TS SET ONCE. ~——S—~OSdHOOSS—O«*dL29ZZ2W—SOdCLCT£@3W~—CiCLGBOe = 904 : ; : . . 
ee 

—COREFANANCED FIRST = =—=$ = 290000600 °° ee a | 

MONTHLY PAYMENT $ 15892 INTEREST RATE -0800 STARTS 6 ENDS 10 BONUS INTEREST .0400 OF GROSS RENT 

a ek 8 6 7 8 9 10 

PRINCIPAL . . . . . 4016. 4349. 4710~ 5101. 5524. 

INTEREST Ne NTE 14360. (13969, 135465. 

BALANCES we yg . 185983. 181634 176924 171822. 166297. 

RR EFURBISH CHATTEL $ 10000. © ee 
MGNTHLY PAYMENT $ 150. INTEREST RATE .0900 STARTS 8 ENDS 10 BONUS INTEREST .0000 OF GROSS RENT 

1 2 3 4 5 6 7 8 9 10 

— PRINCTPAL ie og 4 . . . . 938. 1026. 1122. 

[INTEREST . . . . . . . B61. 713.0 677. 

Tene BALANCE.” . re . . . . . 9061. 8035. 6913.



MORTGAGE BANKERS SCH = si | — ANALYSIS OF PAGE 2 
24 UNIT APT - CASE I 71123 

oe . ee hb! 3 . 4 5 & q 8 9 10 
GROSS RENT 46080. 47001. 47923. 48844. 49766. 50688. 51609. 52531. 653452. 54374. 

LESS VACANCY ALLOWANCE = — 2304. = 2350.2 2396. 2442 2488. 2534. 2580. 2626. 2672. 2718. 

EFFECTIVE GROSS INCOME 43776. 44651. 45527. 46402. 47278. 48153. 49029. 49904. 50780. 51655. 
LESS REAL ESTATE TAXES 9000. 9450. 9900. 20350. 10800. 11250. 11700. 12150. 12600. 13050. 
LESS EXPENSES = 16025. = 8568~ = 8736. = 8904. ~=—s«90072 9240. 9408. 9576. 9744. 9912. 

NET INCOME) = =————————‘“‘“‘—~—™S™SCC*Cé‘«i SL 26633. 26891. = 272486 = 274064 = 2 7663- «=. 2 79216 «= 28178. «= 28 436. = 28 693 
LESS DEPRECIATION 115786 10038. 8847.6 7913. 7169. 65656 6067. 7790. 7178. 6223. 

— SOLES OINTERESTOOOUUUC—CC 4D, 14646. 14210. 0 137389.) «62832292 617082. = 16785. 17323. 16881. 163982 | 

TAXABLE INCOME  =—=————— 78TH == i948. = 38326) 5495 7007. 4015. 5068. 3064. 4375. 6071. 
PLUS DEPRECIATION 11578. 10038. 8847. 7913. 7169. 6565.~ 6067. 7790. 7178. 6223. 
LESS _ PRINCIPAL PAYMENTS 4914. = 317.) s«5 753. 6224. 6735. 4016< 4349. 5648. 6127. 6647. 

CASH THROW-OFF -1213. 6669. 6926. 7184, 7441. 30510. | 6785. 15206. 5427. 5647. _ 
LESS TAXES . 584. 1149 1648. 2102. 1204. 1520. 919. 1312. 1821. 

"GASH FROM OPERATIONS 42213. £6084. S777. 5535. 5339. 29306. 5265. 14287. 4114. 3826. 

WORKING CAPITAL LOAN(CUM BALANCE) £12132  °&°»&=3« : - . . . . oe 

SPENDABLE CASH AFTER TAXES : 47626 57776 5535. 5339. 29306. 5265. 4287. £4114. #3826. _ 

FAX SAVINGS ON OTHER INCOME °° 236358 °° #8« og . . . . . . 

ee et x * * _ * * kok * * * | * * * * * * * x*x * * * * *x * * * * 

MARKET VALUE 240000. 242400. 244800. 247200. 249600. 252000. 254400. 266800. 269200. 271600. 
BALANCE OF LOANS ——™—“‘—s~—~—~—”——CsC 9B. 184767. 179014. 172789. 166054. 185983. 181634. 185985. 179858. 173211. 
NET WORTH OF PROPERTY 4870le 576326 65785. 74410. 83545. 660166 72765. 80814 89341. 98388. 

CAPITAL GAIN ©. |  -BL31le «=. 18662. 2=—s- 29193. 3) 339724. = 50255. 60786. 7131T. 83277. 95046. 106605. 
CAPITAL GAINS TAX 1219. 2799. 4378. 5958. _ 7538. 9117. 10697. 12491. 14256. 15990. ; 
INCOME TAX ON EXCESS DEPRECIATION 1034. 1606. 1821. 1756. 1467. 997. 378. . ; . 

__ ee _* _ * *  * * ; * _ _* 7 * . * 7 * * * * * * . * *x * x * * * * * * + * * x * * 

_ ____ PERCENT INITIAL EQUITY PAYBACK AFTER TAX .0525 21583 ©2867 04097 05283 1-0616 121669 1.2527 1.3350 124115 

NET INCOME-MARKET VALUE RATIO 0781 .1098 -1098 ~—=.1098 ~—-«« 1098 ~—s«w 0097 1097 21056 =.21056 Siw 1056—t™ 

_. __ RETURN ON NET WORTH BEFGRE TAXES 4.9652 23203. a 2616 62403 02227 1553 ~2050 23195 01726 ~ 1644 
RETURN ON NET WORTH AFTER TAXES ~0846 02484 » 2280 02122 21976 «1430 21977 .1770 1591 - 1483 

__. .. CASH RETURN ON ORIG CASH EQUITY BEF TAX -.0269 -1482 21539 = 4.1596 - 1653 ~6102 ~1357 23041 ~1085 21129 
CASH RETURN ON ORIG CASH EQUITY AFT TAX  .0525 ~1058 ~1283 ~1230 ~1186 -5861 -1053 0857 ~0822 20765 

DEFAULT RATIO..-—=—™—r—r——CCTCTT.. TY 09763 0833) «8054 .8029 °}#.8004 28204 8185 -8508  .8484  .8461 

LENDER BONUS INTEREST RATE 0000 0000 .0000  .0000 0000 ~0122 ~O1LLO 0115 0114 20120 

kK Kak 

PRESENT VALUE OF PROJECT BEFORE TAXES 236272 241180. 244044. 246091. 2474826 246720. 247239. 254941. 254808. 2545434 | 

-—,s PRESENT VALUE OF PRUJECT AFTER TAXES 236364. 238649. 240204. 241194. 241709. 240691. 241002. 245953. 245633. 245179. 

---FQUITY RATE W/ COST OF CAPITAL AT 2120 .0846 41607 41785 11825 21817 21742 1716 21683 21648 ~1615



BUSINESS 550/705 
THE REAL ESTATE PROCESS 

Cash Flow Handout #2 

Given; 

@e Investor equity rate = 13% 
be Income. 

1. years 1 - 10 = $60,000 per year 
2. years 11 - 20 = 65,000 per year 
3. years 21 - 30 = 90,000 per year 

c. Reversion value = $600,000 

Question 

What is the most that this investor should pay for this project 
with 100% equity money? 

Calculations 

PVo = A, (P/A,13%,10yrs.) + Ap(P/A,13%,10yrs.)(P/F,13%,10yrs. ) 

+ A3(P/A,13%,10yrs.)(P/F,13%,20yrs.) + FV30(P/F,13%, 30yrs.) 

 PVo = $60,000( 5.42624) + $65,000( 5.42624) (29459) 
+ $90,000(5.42624)(.08678) + $600,000(.02557) 

PVy = $487,200 m-— This is the present value of the cash flows to 
——=—= the equity investor if 100% equity is used to 

finance the purchase (i.e., no debt). 

Solution Conceptually: oe - 

Fir. b De 
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Given: 

A. Bank financing 
Repayment = $50,000 per year 
Interest = 10% 
Term = 20 years 

Be Insurance Co. financing 
Repayment = $40,000 per year 
Interest = 9% 
Term = 25 years 

Question 

Compare these two financing packages. 

Calculations 

A. Bank financing 

Step 1: PV of mortgage loan = ADNXP/A, 10%, 20yrs.) 

= $50,000 (8.51356) 

= $425,678 

Step 2: PV of cash flows to equity investors; 

PVo = (Aq-ADS)(P/A,13%,10yrs.) + (Ag-ADS)(P/A,13%,10yrs.) 
x (P/F, 13%, 10yrs.} | 

+ (A3-ADS)(P/A,13%,10yrs.) (P/F ,13%,20yrs) 

+ FV39(P/F,13%, 30yrs) 

PVy = ($60, 000-$50,000) (5.42624) 

+ ($65,000-$50, 000) (5.42624) (.29459) 

+ ($90,000-$0)( 5.42624) (.08678) 

+ $600,000(.02557) 

Step 3: Investment value of project = PV of loan + PV of equity 

= $425,678 + $135,962 

= $561,640 

Remarks; | 

1. Note that the lender discounts his(/her) cash flows at 10% in this 
example while the equity investor(s) discounts his cash flows at 13%. 
Always be careful that you are using the appropriate discount rate. 

Ze At the end of 20 years in this example, the mortgage loan has been 
fully repaid; hence, no annual debt service (ADS) is deducted from 
the income during years 21 through 30. ASQ



Calculations (Cont'd) 

B. Insurance Co. financing 

Step 1: PV of mortgage loan = AD(P/A, 9%, 25 yrs.) 

= $40,000 (9.82258) 

, = $392,903 

step 2: PV of cash flows to equity investors: 

PVo = (A, -ADS)(P/A, 13%, 10yrs,) 

+ (Ao-ADS)(P/A,13%,10yrs) (P/F,13%,10yrs,) 

+ (A3-ADS)(P/A,13%, 5yrs) (P/F,13%, 20yrs,) 

+ A,(P/A,134%, 5yrs) (P/F, 13%,25yrs.) 

+ FV30(P/F,13%, 30yrs) 

PVo = ($60, 000-$40, 000) (5.42624) 

+ ($65,000-$40,000) (5.42624) (.29459) 

+ ($90, 000-$40,000) (3.51723) (08678) | 

+ $90,000(3. 51723) €.047102) 

+ $600,000( .02557) 

PVo = $194,001 
: Step 3: Investment value of project = PV of loan + PV of equity 

= $392,903 + $194,001 

m $586,904 

Comparison of financing packages 

The insurance company financing package is more valuable since it 
produces a higher investment value for the project. This is due 
to the lower interest rate and the longer term of the loan. Note 
that the insurance company financing package involves a smaller 
mortgage loan, however. 

481



FRONT DOOR/BACK DOOR DEMO PROBLEM | 

The purpose of this problem set is to demonstrate the two general 
approaches to value. The first approach is called the ''FRONT DOOR! 
approach and represents the Capital Allocation form of real estate 
valuation. The “solution'’ of this approach is value of the investment 
to investors. | 

: The second approach is called the ''BACK DOOR' approach and represents 
the Revenue Justified (RJV) form of real estate valuation. The ''solution!! 
of this approach is the justified capital allocation costs. This is 
determined on a Before Tax Basis. 

GIVEN INFORMATION 

[. Basic Building 
Gross Area 60' x 228' = 13,680 S.F. 

13,680 * 3 floors = 41,040 S.F. 
Office Space on First Floor 

26' * 228 = 2,964 S.F. 

fl. Revenue Units 
A. Apartments 

1. 10 efficiency @ 400 S.F. = 4,000 S.F. 
2. 30 one bedroom @ 650 S.F. = 19,500 S.F. 
3. 10 two bedroom @ 925 S.F. = 9,250 S.F. 

Net Rentable Area-Apartments = 32,750 S.F. 

B. Office Space 
Net Rentable Area-Office Space = 2,839 S.F. 

ill. Building Efficiencies 
A. Apartments 

32,750 S.F. 
38,076 S.F. (41,040 - 2,964) = 86% 

B. Office Space : 
2,839 S.F. 
2,964 S.F. = 96% 

C. Building Average 
35,589 S.F. . 
41,040 S.F. = 87% 

IV. Gross Income 
A. Apartments 

1. Efficiency (400 S.F. * .475/S.F.) = 190/mo/unit 
190/unit * 10 units = 1,900/mo. 

2. One bedroom (650 S.F. * .400/S.F.) = 260/mo/unit 
260/unit * 30 units = 7 ,800/mo. 

3. Two bedroom (925 S.F. * .324/S.F.) = 300/mo/unit 
300/unit * 10 units = 3 ,000/mo 

Total Monthly Income~Apartments = 12,700
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4. Gross Income-Apartments 
12,700 * 12 months z 152,400 

5. Parking Income 
20 stalls @ 12.50/mo * 12 mo zt 3,000 

6. Miscellaneous Income (washer & dryer) 
6.00/unit/mo * 50 units * 12 mo = 3,600 

7. Furniture Rental 

25.00/unit/mo * 10 units * 12 mo an 3,000 

Tota! Apartment {Income = 162,000 

B. Office Space 

2,840 S.F. * 6.50/S.F./yr = 18,460 

Total Gross Income 180,460 

V. Expenses 
A. Operating Expenses 

]l. Utilities (.28/S.F.)% ms 9,170 
2. Insurance (.04/5.F.) = 1,424 
3. Leasing Comm (8.00/unit/yr) = 400 
4. Payroll & Taxes (.18/5S.F.)%* = 6,406 
S. Management Fees (6% of gross) = 10,827 
6. Matntenance (.30/S.F.) = 10,677 

Total (25.55% gross) 38,904 

*Apartment units only 

B. Real Estate Taxes 

(11.5% of gross) = 20,753 

Total Expenses = 59,657 

Vi. Replacement Reserves (Sinking Fund Deposit @ 5.5%) 
A. Replacement of carpeting - 5 year life 

3911 Sq. Yd. @ 8.00/Sq. Yd. = 31,288 
31,288 * .179176 = 5,606 

B. Replacement of A/C units - 7 year life 
50 units @ 485 ea. = 24,250 

24,250 * .120964 ms 2,933 

Total Reserves (4.73% gross) = 8,539
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Vil. Vacancy Determination 
A. Apartments 

1]. Efficiency = | unit/month 
} * 12 = 12 * 190/mo = 2,280 

2. One bedroom = 1.75 unit/month 
1.75 * 12 = 21 * 260/mo = 5,460 

3. Two bedroom = .5 unit/month 
-5 * 12 = 6 * 300/mo =x 1,800 

9,540 

4, Fixed Income Vacancy As A % 
9,540 

152,400 = 6.26% 

5. Variable Income Vacancy As A Dollar Amount 
.0626 * 9,600 = 600 

Total Apartment Vacancy Amount = 10,140 

Total Apartment Vacancy 
% of Gross [Income 

10,140 

180,460 ~ 9-628 
B. Office Space 

5 year triple net lease - no vacancy 

Vili. Projected Costs 
1. Land (36,000 S.F. @ 2.50/5S.F.) =x 90,000 
2. Building Shell & Mech. (24.56/S.F.) = 1,007,943 
3. Architects Fees (6% of building) = 60,477 
4. Accounting & Const. Mgnt. (3.5% of Building) = 35,280 
5. Parking Lot (8,000 S.F. @ .5 S.F.) = 4,000 
6. Washer & Dryer (5 sets @ 650 ea.) = 3,250 
7. Furnishings (10 units @ 1,150 ea.) = 11,500 
8. Legal & Insurance = 15,000 
9. Promotion = 5,000 

Total Cost 1,232,450 

*Furnishings 
]. Hide-A-Bed 450 

2. Dresser 200 
3. 2 Chairs 300 
4, 2 End Tables 100 

5S. Dinette 325 
6. 2 Lamps 65 

1,440 

1,440 * 20% discount = 1,152 = 1,150
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IX. Unit Costs - Less Land 
1,232,450 - 90,000 = 1,142,450 

A. Apartment Costs 

1,142,450 * .9278% = 1,059,965 

1,059,965 
38,076 = 27.84/5.F. Gross 

1,059,965 
32,750 = 32.37/S.F. Net Rentable 

1. Efficiency = 400 S.F. * 32.37 = 12,948 
2. One bedroom = 650 S.F. * 32.37 = 21,040 
3. Two bedroom = 925 S.F. * 32.37 = 29,942 

B. Office Space 
1,142,450 - 1,059,965 = 82,485 

82,485 

2,904 = 27.83/S.F. Gross 

82,485 

2,839 = 29.05/S.F. Net Rentable 

X. tnvestment Assumptions , 
A. Mortgage 

1. Loan-to-Value Ratio am 80% 
2. Interest Rate = 9% 
3. Term = 30 years 
4, Payments Per Year = 12 
5. Mortgage Constant = ,096552 
6. Default Ratio = 852 

. B. [Investor . 
1. Maximum Equity 2 250,000 

2. B/4 Tax Return = 7.5% 
3. Payback Year = 7 
4. Marginal Income Tax Rate = 50% 

C. Components 
I. Depreciation Rate ad 200% D.D.B. 
2. Annual Growth Rate = 1.75% 
3. Working Capital Loan Rate = 13%



yi CAPITAL BUDGET 

AGcLITESTUBRAL PRoeeAM THE ADVANCED 

Sees ee ‘ i cs eee: E aleln ateeretstotelatetaty ate | 

! Suiromce Theos 

Gross Buirping An (. & BEPICIeNCY | 

SS a ra 
Bowscine Ducgtr 

eRe epee 

a; = WY ‘ . 
(pa —— a) 

FEES : { 

Lanavine CHARGES frhosscr VALUE | 

Suwwess Frorr l ota ry 
o { ° , } 

Some Nee lucowe Muerte | 

[Heeroma] s =a 
— Nicest gis Hees 

Monradee Loan fe. Nostenge ComsianTi ==) [ANNUAL Dear Semvicey 
re SORE TESS poem 

aR ee Sooo — L ES aes 4 

_ et pS Be b 

| EQUITY Le Losiion Cas Bats} ss. | Cosi Taow -Orr | 3 
a eS % 

a 
ae nt 

— oe SV a 3 

| — a a ee end . Seca 

l 
| Te S come | RestAves 

| ros - VERSES emer oe 

(| Tax are |! Pe Seen 
: Ootnaming® Exrenses 

{ — ' ° EET afer cnet 

[{—-Tax Liagiuity || VaAceMey ¢ 
4 -_ 
+ Tax CAEN Ban Dea | 

| ar me 
" eee els, eam ete 

. ere 
Pe nto EES 

| Cas Thaow-Orr |! , FoveTisL 
1 Coots INLCoAAE. 

= | hoe 
| PSoencoms Case || (een 
[| Aare, TAxes (|: , are 

oo | (Nor Leaceam= Dees | 

Tax DSvuesior : } ne | 
. Laos nan mgt FE OE eeannnnne senges, 

( pent / Se 7 

MBBAES TARGET 

OSERATING BSuUOoGET



rigarteatetaatee eee eies 
“Nien oeenrptoteenton senses 
REO RE . 

wot CAPITAL BUDGET 
ONS Seri eeteteneaaelenerenerecetceinersegten = cj 

SIRELPUBAL PROG BAN THE ADVANC 
Ea aa, rR C3 Mm Tt’ _ C3 cj c5 rt 
me as 

< ACH EE a [ APPRO 
o is 

eR ae 2 

i | | 
{ = 

{ 
1 ee / 

| 

ee. | | 

Sela 
: | MARKET CHece 

. ’ . neq een ee «Se ee ee ree eee ee 

. | Loe vO, é \ 
. a pt f 

. + : + . . ’ ae ’ 

: . , ' <. } 

EEE a SS j . | 

as VL _essonenee | Loses, 
oo Se emma 
mew Bee Pee PE Al 
ELE, PETE REO era eee 

ehh Sanco | Ee 2 maces Fe SE 3 
oe SEPT: 2 

ne =[ sd 2 
ee soins x 

7 ee ‘ 
a nine mec | a’ 

a ne ee Sinn aS \ 

! 
{ pf 2. — a 

————e ee ae | ees 

pO I 
| 

1 (] ? Ld 
[ —— { SEEPS 

| —j~ i SSS eee 

! = [ __ 
[ { SESE emma OI 

{ { 

r { | 

E a 

EA amet | 
sictititalerettcace stare ater ee oes ae nes: meni aim nigrmaget 

MAAMED TARGET 
OFEeRATING: BUOGET 

| co IEE 2°%e



SEE ER ERE UNG BUSGET | 

(Gen/ecr)t (ez) | sagt gcer 
iin ate ahaa sa ayes Soe wsetetetet cates +} * = Os | A = e FR o A c ri 

«Sees states | 

(eens) ome) | 
ee | (Srace Unie Dean) | MamKer Cues, : 

=— Ninel —_——_ ae — —— <u —_ —__ > ) | 

TEIN T Pel TIT EIS | Lecene ore | | Denver fener } | 1 AERP NES KS | 
Ne lTy . - cont} . ACANCY, REThxes ¢| | 

Ferra. Cast Ouriavs) OPERATING EXPENSES | | OPEsaTING Siroaes| 
ee SSS ERS eee — ] 

Cash MARGIN | Net OP ESaTne Inco, 

. He cet . CaoH AVAILASLS Fen <= aae) 
Derr Seavice - 

sgutiortete tee — oo N 
Se MORTaaGe CONSTANT | 4 MORTGAGE LOD {3 
Denese netenieceniinrings Pusan 

i = —eee = ee SEE seg — . 3 

= Sed Ree . OOP ‘ aaa ERE nT o= 

Il BeinereaL t 
lf Beravaenr ' | OTAL. Feaiecr Vaiss 

— BEES ome ES! } 

— Sitz Woes 

3 = ! Cocnving Co - | | AVING Ciibaces 
TAKS Income | : Pursceas Foor , 

! ae 
ES Ce 

1 - 
| TAX FRsve | Buiwing Bose 

| = | -—-— = 
Lisaimity : . Q 1 

+. “TAX CSEDIT | |}GROss Buicine Laza ) 

UT Cent Thow-Cee | | t (Comareuoron : 
: fy coor $9.FT. 8 
} . = — tee re aielatele “ 
\fapanceccec 3 A ACHITESOT ORAL. Paces 

Vesper asses OEE



EOS: BESS RERATING BwoGcet 
baa ta aa ana aan a ae a ae 

‘ 3 BACK - ogoaor 
f é | : : 
FE = { APPAOACH 

i en a ee 2 ene { . “ReMi e oleraete ta aei ates I 

| ( ( | { 

| Ree | 
SES eas { 
SESS SS poem ee et | 
SE ech . ™ EG ee wee MagiKer cn Ree ees ' 

Stes eee 

Eres . f. = i 
| . Eo 7 - I 

. ‘ , Bh aie : * : ae: + : . { i 

snenseunpeneneenes ee a | f l 
SOE SS REE orem | { —— | 

| ER at Ee f . rs | oe eee Tete erate Tp ee Saas | 

. cee nn eee eee eee ee eee { i 

[7 
| EEN pene SIRE cera a are ae aCM seeceuntete Al 

, Ue ieiiest Sn ° 

vtate hatter acele tatat tate teeter ‘ ate : be eR i CR ES 5 
{ ebb ee : ere Briteret sees eter: nr. aan." * 
' pees See rj BEY Pence CaORORN = f —pw ’ Tfelelele aan te 

t ge OE Ny 

f ——s SESE TS Semon 

! | ; | | | | | | | , | } | 

| oa oe ! ° Seeks pews 
| f vate ele a! pene 00 ae” 

t [ . [Cd 
. Se ee Me 

' = fro 
{ | : { } 

{ : | { { — ome { 
Lene cote tes SAORI ! + | _goeseernenmeneg 2S HRS peaceamaseaneete | 

ap | Roy inte 
ee = 

| } Re : 
{ : Ct one ny 

. - ane Werewrretereteneg Site ee an be TE tte 
i eee cals’ pee Se ents etre cape Pace Pe 

' te Le dad IT aT CR FO ae 

, : CARITAES RBUOGET 
“See? , 
RO 

Nee | a ee eee eee wave . ' ele 

Tx SOBsicy : JICL 2-% 
f



Reprinted with permission of Dr. Michael L. Robbins, CRE, President GRAASroot Real Estate Counseling, Inc. 

Te INVESTMENT VALUE 

: MORTGAGE AMOUNT 2 PROJECT VALUE ym LOAN-TO-VALUE RATIO 
= owe 

* 

REQUI RED | NTO 
LOAN-TO-VALUE RATIO 

NEW MORTGAGE AMOUNT 

PREVIOUS 
, MORTGAGE AMOUNT 

MORTGAGE ADJUSTMENT 

UIT MORTGAGE CONSTANT MO 

PREVIOUS PREVIOUS 
: CASH F 

CASH THROW~-OFF _ LOW ADJUSTMENT +. DEBT SERVICE AMOUNT 

ADJUSTED ADJUSTED 
CASH THROW-OFF DEBT SERVICE 

* e 

— —— 

B/4 TAX RATE DESIRED MORTGAGE CONSTANT 

ADJUSTED ADJUSTED JUSTIFIED 
JUSTIFIED EQUITY MORTGAGE AMOUNT 

ADJUSTED 
PROJECT VALUE 

mir 3/77



Reprinted with permission of Dr. Michael L. Robbins, CRE, President GRAASroot Real Estate Counseling, Inc. 

ENVESE® MENT VALUE 

CC 
a % — 

ui 

| Ae 

EQUITY CD MORTGAGE } 

=e 

mir 3/77



Business 550 

The Real Estate Process 

Project I - Part e Name 
Due February 23 (in class) 

section 

Grade 

Mortgages & Annual Debt Service 

(15 points) 

~ From the lab sessions to date you should understand the operation of mortgage 

financing in an income producing property. To test this proficiency, you are 

asked to carefully review the Project Data Sheet and in the space provided below 

determine: 

A. the mortgage coefficient for the mortgage debt of $277,600. 
B. the mortgage term using the 11% compound interest tables. 

C. the portion of annual debt service which is the interest payment, 
for the first five years of the mortgage. 

YEAR 1 2 3 4 5 

MORTGAGE BALANCE 

INTEREST RATE 

ANNUAL DEBT SERVICE 

INTEREST PAYMENT 

PRINCIPAL REPAYMENT 

L The mortgage is used as a means of increasing leverage for the investor and 

thus providing a greater return at a specified purchase price or allowing 

the investor to purchase the property at a higher purchase price while still 

maintaining his desired rate of return. In this case an investor is considering 

the purchase of an income producing property which has the following characteristics: 

$25,000 net operating income for years 1-5 
$30,000 net operating income for years 6-15 
$35,000 net operating income for years 16-25 
$30,000 net operating income for years 26-30 
$300,000 reversion in year 30 

The investor will discount returns to equity at 12% and has his choice of using: 

1. 100% equity financing 
2. .11% interest mortgage with a 20 year term and $20,000 annual debt service 
3. .105% interest mortgage with a 25 year term and $17,500 annual debt service 

4, .105% interest mortgage with a 20 year term and $19,000 annual debt service 
and 

12% chattel mortgage for a 5 year term with a $4,000 annual debt service 

Which financing option allows the investor to pay the highest price for the property 

and still maintain his 12% rate of return. Show calculations for all feur financing 
options.



URBAN LAND ECONOMICS 

Spring 1974 

Project II. REAL ESTATE INVESTMENT PROPOSAL FOR A SELECTED SITL 

A. PURPOSE 

The purpose of this project is to formulate a proposal for a real estate 
investment project situated at the site which you selected. Present vour 
report in a form which would be convincing evidence for a financial in- 
stitution or investor. Presentation is important. The report should be 
typed and neat. 

A preface to the report should include summary statements concerning: 
the proposal use, purpose of the report, findings, date, address, legal 

| description, and brief physical description. You are encouraged to use 
a partner for this project. However, only two people may work as partners. | 

Be OUTLINE OF PROCEDURE 

1. As a back drop for your investment decision, make a brief but thorough 
. analysis of the city of Madison. Examine the nature and trend of im- 

portant socio-economic and physical indicators. What is (and will be) 
the economic climate for an investment on your site? Use the sources 
listed below. 

2. Make a decision as to the best suited use for your site, briefly 
supporting your conclusion from your knowledge of the local market 
and your analysis above. The use selected will be a function of the 
land uses that surround the site, the land uses that serve the site, 
other linkages, and the zoning and other constraints affecting the site 
in question. The basic elements of the micro locational analysis can 
also be illustrated with the use of maps. Suggested: zoning map, 

' transportation map, and land use map. Property data should include 
the following: 

a. address and legal description 
b. relevant transaction data, i.e., important history affecting the 

| site, dates, volume and page of deed in Register of Deeds Office, 
grantor, grantee, stamps, amount of consideration, etc. 

c. site: size, topography, etc. 
d. zoning and deed restriction 
e. taxes and special assessments 
f. visibility (sight lines to and from site) 
g. existing. building: size, type, architecture, age and condition 
h. special features 
i. location: market and neighbor influences 
j. usual elements of functional or locational obsolescence 
k. linkages between site and surrounding uses 
1. transportation, traffic, and parking 
m. dynamics of above and probable future changes which will affect 

the site
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38. Outline a general description of your concept of a proposed investment 
and any necessary improvements as related to land use trends, value trend, 
zoning, and critical design element. Indicate the forms of ownership, 
organization, etc. 

4. Make a statement of your investment objective. That is, your invest- 
ment objective is income, long term capital gain, short term specualtion 
as related to potential of highest and best use. 

5. Estimate the total investment, in dollars, that will be necessary for 
a completed project. 

a. Substantiate land costs with market information. 
b. Estimate the total construction costs of the improvements. 
c. Indicate all other cost that may be necessary. Such as title 

search, architect's fee, etc. 

6. Calculate the income that your project will generate: 

a. Local market information should be used to substantiate gross 
income, vacancies, and management and operating expenses based on 
simple market study. 

b. Indicate the income pattern for the life of the investment. 
Consider city-wide economic factors as well as local factors and 
the nature of the propcsed improvement. 

c. Indicate the typical expense breakdown for your selected use and 
how these expenses are likely to vary over time. 

7. Indicate the financial arrangements that are feasible for your project. 

8. Place a valuation on your investment proposal using minimod (include 
only one minimod run. in the report). 

‘a. State your pertinent assumptions as to the desired returm on 
equity, economic life, depreciation, income and capital gain 
taxes, residual value, mortgage terms, etc., which you have not 
supported from the local market. 

b. Analyze the minimod output. What do the ratios mean? 

C. CONCLUSION AND SUMMARY 

L. Summarize your thinking up to this point. Make a decision as to the 
desirability and risk of your investment proposal. Would it be a wise 
investment? 

2. Point out any special problems of your site, zoning, or neighborhood 
trends that might change the results. What pertinent assumptions in 
your financial analysis could you change to improve or make project 
feasible?
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3. Review again your best use. In view of the knowledge gained from this 
project, would you propose the same use again? 

4, List those individuals or firms who were particularly helpful to you. 
Also list any periodical or other sources of information. (simple 
list is adequate). 

5. The overall strategy for completion for this project is to find as much | 
relevant information as possible concerning the site and your assumptions 
in arriving at a decision. Strong factual data, concise presentation, 
logically supported assumptions, and criteral analysis are important 
factors in your presentation.



Business 550 
Urban Land Economics 

Project [ spring, 1975 

Prepare to hand in for a grade, solutions to the following problems. - 
Show all work and indicate any assumptions made beyond those pro- 
vided in the problems. 

Problems 1 and 2 are designed to suggest to the student some basic 
tools of financial analysis in real estate investment. These two 
problems provide a practical introduction to present value theory 
and the use of mortgage funds. Problem 3 includes both of these 
concepts, but also causes the student to focus on after-tax income, 
accelerated depreciation and income and capital gains taxation as 
important facets of real estate investment analysis. For purposes 
of these problems, the present value factors may be selected from 
the tables of the text. for 

1. The Civic Center commercial proper#y has been analyzed and it 
has been determined that its earningsf from henceforth can be pro- 
jected on a step pattern as searningy/ tron he annual net income 
before income taxes for the second ten years, $90,000 annual net 
Income before income taxes for the following ten years, after 
which time the property would have a residual capital value of 
$600,000. An investor wishes to purchase it with 100% equity equity 
money at a price that will give him a 13% return before income 
taxes. What is the most he should pay for this property? 

2. Now assume that the above investor would be willing to borrow 
money to finance purchase of the property, but he still wants a 
13% return on his equity down payment. The bank offers him a loan 
that could be repaid with a debt service of $50,000 per year at 
10% for 20 years. An insurance company offers to lend him an amount 
that could be repaid at a rate of $40,000 per year at 9% for 25 
years. Compare the investment under the two financing arrangements: 

(a) How much of a loan is the bank willing to make? How much of 
an equity investment would the investor be willing to make? 
What is the total price offer for the property that would be 
justified under the assumptions? What percent of the total 
value is the loan? 

(b) Answer the same questions for the insurance company financing 
proposal. 

(c) Decide which method of purchase, all equity, bank loan, in- 
Surance company loan you would accept, briefly state your reasons. 

3. For this problem, assume that an investor is considering paying 
$40,000 for an apartment site. You are analyzing his proposed pro- 
ject, and are trying to determine if it will be economical for him 
to go ahead with the project (that is, will the after-tax productivity 
of the project justify the land and improvement cost?). In making 
your analysis, you incorporate the following assumptions:



a) First year gross annual income of $43,000 increases by 3% per 
year for 10 years. 

b) Vacancy allowance is assumed to be 5% of gross income. 

c) Real estate taxes are $8,500 for the first year and increase 
at a rate of 5% per year. 

d) Expenses are $6,000 for the first year and increase at a rate 
of 6% per year. 

e) The total cost of the project is $280,000. Improvements are 
valued at $240,000. Land is valued at $40,000. 

f) Mortgage debt of $210,000 is available. This debt is to be 
amortized at 12% with annual payments of $27,000. 

g) The improvements will be depreciated through the use of the 
double declining balance method; the economic life of the 
improvements is 40 years. 

h) The project value is expected to grow at 2% per year. 

i) The investor's marginal income is taxed at 50%. 

j) An after-tax return on the equity investment of 13% is sought 

k}) Capital gains on the sale of the property are taxed at 25%. 

With this information provided, answer the following questions: 

a) What is the total depreciation that the investor will take on 
the improvements over a ten year ownership period? 

b) What is the amount of the capital gains tax? 

c) What is the amount of mortgage amortization? 

d) What is the present value of the spendable cash after taxes 
plus tax savings on other income generated by the project 
over its ten-year life? 

e) What is the present value of the net proceeds from the sale of 
the property? 

f) What is the total investment value of the project? (This may 
be more or less than the cost of land and improvements). 

Note: you will probably find lecture handout materials halpful in 
completing these problems.



THE REAL ESTATE PROCESS 
Business 550/705 

TAKE~HOME QUIZ / 
PROBLEM SET #2 

Due at the beginning of lecture Name 
on Monday, March 3, 1986. Disc. Sec. Attend 

SUBJECT The eastern portion of the block bounded by Park Street 
PROPERTY on the east, Fahrenbrook Court to the north, Brooks Street 

to the west, and College Court to the south. 

ZONING Mixed between R-5 and C-3 presently, but assume that the 
subject property will be rezoned Ce2,. . 

LEGAL Lots: 1-7 and 13-18 of Block 4 of Outlots 11 and 12 of the 
DESCRIPTION University Addition to the Central Homes Addition to the 

City of Madison. 

DIMENSIONS Irregular -- see dimensions on page 6. 

ATTACHMENTS: 1. Tax Parcel Map - current as of 11-83 
2e Plat Survey - original plat 
ps Problem Worksheets 

« *in your Reading Packet* C2 Zoning Ordinance, et al 

KEY 1. Park Street will be the frorit of the lot. Note: Street 
ASSUMPTIONS widening has claimed part of Lots 1, 2, 17, and 18. 

2e Assume that the subject property is vacant and zoned Ce2 
while the rest of the block is zoned R-5,. 

3. Assume that utility easements now exist which require 
a 10' setback from all streets (as illustrated on the 
worksheets) and which forbid any "use" of the setback 
areas (including use as part of the building pad, as 
parking space, or as “useable open space"). 

4, Assume that the client requires each floor of the 
building to be the same size. | 

5. Building efficiency factors: 

One-story building 95% 
Two-story building 91% 
Three-story building 87% 

6. Each parking place will require 375 sq. ft. (on average) 
and all parking will be at grade. 

7. Open space, if required, will be allocated # to the 
ground area and # to the roof, 

‘8. Ignore (f)2.d under R-5 Yard Requirements. 

9. All zoning questions/clarifications will be handled in 
the T.A.'s Office. DO NOT GO TO THE BUILDING PERMIT OFFICE
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BUSINESS 550/705 

THE REAL ESTATE PROCESS 

PROBLEM SET #1 

SHOW ALL CALCULATIONS! ! ! NAME 

A. ONE-STORY RETAIL BUILDING ~ 14 POINTS 

1. Lot Sizes 

2. Area Lost to Set-backs: 

3. Buildable Areas 

4. Maximum Allowable Floor Areas 

5. Calculation of Standard Allocation Unit (SAU):



5 

6. Number of SAUs within Buildable Area: 

Total 
7.*Building Areas Gross Net 

8. Parking Areas 

9. Open Space Areas 

| On ground 

On roof | 

Total 

10. Base Area Checks | 

| _ Building : 

Parking 

Open Space 

Total 

11. Is there a difference between #3 and #10? If so, how much? Why? 

12. Illustrate on the attached sheet how you might allocate the 
required building, parking, and open space.
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| 8 41 | 

| 

Loo Lt Ld 

Your illustration should show: 

(1) setbacks; 
(2) location of building, openspace, and parking; and 
(3) dimensions; 

and should be drawn with a ruler roughly to scale.



, 7 

SHOW ALL CALCULATIONS! |! {| NAME 
NET - 

B. FIRST FLOOR RETAIL, SECOND FLOOR 950°SQ. FT. TWO-BEDROOM APARTMENTS 
18 POINTS 

1. Lot Sizes 

2e Area Lost to Set~-backss 

3. Buildable Areas 

4. Maximum Allowable Floor Areas 

5. Maximum Number of Apartments Allowed by Lot Area Requirements: 

6. Standard Allocation Unit (SAU): 

7s Number of SAUs within Buildable Area: 

&. Number of Apartments on Lot Based on Number of SAUs on Lot: 

9. Given Constraints #5 and #8, the Largest Number of Apartments 
that Can Be Built Iss |



Total 
10.“Building Areas Gross Net 

Apartments 

Retail 

Total 

11. Parking Area: Gross 

Apartments 

Retail | 

Total 

12. Open Space Areas Gross 

On ground 

On roof 

Total a, 

13. Base Area Checks Gross 

Building 

Parking 

Open Space 

Total 

14, Is there a difference between #3 and #13? tf so, how much? Why? 

i5. Illustrate on the attached sheet how you might allocate the 
required building, parking, and open space. |
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Your illustration should show: 

(1) setbacks; | 
(2) location of building, openspace, and parking; and 

(3) dimensions; 

and should be drawn with a ruler roughly to scale.



IC 

SHOW ALL CALCULATIONS! ! ! } NAME 

C. T'WO FLOORS OF ONE-BEDROOM YOONET SQ. FI. APARTMENTS (ASSUME 
APPROVED AS A CONDITIONAL USE) 

1. Lot Sizes 

2e Area Lost to Setbacks: | 

3. Buildable Areas 

4. Maximum Allowable Floor Area: 

5. Maximum Number of Apartments Allowed by Lot Area Requirements: 

6. Standard Allocation Unit (SAU): | 

7. Number of SAUS within Buildable Area: 

8. Number of Apartments on Lot Based on Number cr SAUS con Lots 

9. Given Constraints #5 and #8, the Largest Number of Apartments 
that Can Be Built Is:



/ 

tj 

Total . 

10. “Building Areas Gross Net | 

Apartments | 

Retail 

Total 

11. Parking Areas Gross 

‘Apartments 

Retail 

Total 

12. Open Space Areas Gross | 

On ground 

On roof | : 

| Total 

13. Base Area Checks Gross | 

Building 

| Parking 

Open Space 

Total 

14, Is there a difference between #3 and #13? If so, how much? Why? 

15. Illustrate on the attached sheet how you might allocate the } 
required bullding, parking, and open spacey.



Zu. NORTH PARK STREET 

TT 

| | 
Scale: 1 cm = 20! | ! | 
(before it was re- | | 1 | 

duced by copier) ) 1 460% : Po 

eT 

a | : | 

) Utility Easement 

| | 
| | 

| | . | 190 

| | 
230! | 

| | | 
| | 
| 7 
| | 

| | : | 
| 
| go! 

| | 
| Lot i2 

| 
| | 
| | 
| pot | Lot 9 |Lot 10] Lot | 
| 8 41 | 

| 
Loto tL Ld 

Your illustration should show: 

(1) setbacks; 
(2) location of building, openspace, and parking; and 
(3) dimensions; | 

. and should be drawn with a ruler roughly to scale.



THE REAL ESTATE PROCESS 
Business 550/705 

TAKE#}HOME QUIZ / 
PROBLEM SET #3 

Due at the beginning of lecture Name 
on Monday, March 17, 1986. Disc. Sec. _ Attend 

GENERAL COMMENTS: 

*All interest rates given are nominal annual rates. 
*Ignore taxes and transaction costs (for now). 
*Calculations are worth most of the possible points, so show all 

of the steps necessary to arrive at the correct solution 
manually --= tne tuding a clear specification of all interest 
factors and their values out to at least five decimal places. 

1. Doug and Rose are newlyweds planning to buy a house five years 
from now. To accumulate a downpayment, the newlyweds plan to 
deposit $300 at the end of each month into a savings account 
yielding 7% (use monthly compounding). Bankers predict that 
the interest rate on a 30-year, fixed-rate loan will be around 
12% five years from now. 

(a) If Doug and Rose will be able to pay $800 in monthly debt 
service at that time, what's the most they'll be able to 
pay for a house? (6 points) 

(b) Continuing with part (a), if Doug and Rose deposit a gift 
of $2,000 that they just received into the savings account 
now (i.e., at time zero), how much will they be able to 
pay for a house five years from now? (6 points) 

(c) Continuing with part (b), how much will they be able to pay 
for a house five years from now if they increase their 
monthly deposit in the savings account to $400 after two 
years and to $500 after four years? (8 points) 

(Place your solution on the back of this page.)



Z2.e An investor is contemplating the purchase of an apartment | 
building in the Chicago suburbs. The seller is asking $1,700,000 
for the building. Alternative investment opportunities of 
comparable risk are expected to yield 15% (before-tax). The 
net operating income (NOI) of the apartment building is projected 
to be as follows: 

Years i1- 5: $200,000 per year, 
Years 6-10: $240,000 per year, 
Years 11-15: $700" ooo per year, and 
Years 16-20: 0,000 per year. 

At the end of 13 years, however, the investor would sell the 
apartment building. The investor is confident that she will 
be able to sell the building for a net income multiplier of 8 
at that time. 

(a) How much is the apartment building worth to the investor 
according to a before-tax present value analysis of 
expected cash flows? Should the investor buy the building 
or not? (7 points) : 

(bd) Suppose that the investor can borrow $1,275,000 at 12% for 
20 years (assume annual payments and a mortgage will secure 
the loan). How much could the investor now justifiably pay 
for the apartment building (again, according to B/T present 
value analysis)? Should she buy the building? (11 points) 

(Place your solution on the back of this page.)



3. Compute how much of the annual debt service on a $250,000 loan 
at 14.5% amortized monthly over 20 years is interest and how much 

: is principal for each of the first three years. Use the "shortcut 
method" and do not interpolate -- i.e., use the appropriate 
formulas. (12 points)



THE REAL ESTATE PROCESS 
Business 550/705 

TAKE=}HOME QUIZ / | 
PROBLEM SET #4 

Due at the beginning of lecture Name 
on Wednesday, April 2, 1986. Disc. Sec. Attend 

REMEMBER TO SHOW ALL CALCULATIONS! 

1. Being halfway through the introductory course in real estate you have 
agreed to assist a friend in determining whether an apartment building 
he is thinking of buying is a good investment. The building will be 
gfoing under construction soon and the developer needs an answer by 
April 2, 1986. The apartment building will have 100 two-bedroom apart- 
ments of 900 net sq. ft. each and the building will be 92% efficient. 
Construction cost estimates are $30.00 per gross sq. ft. and land will 
cost $45,000 per acre (note: current zoning limits density to 12 units 
per acre). Soft costs (i.e., indirect development costs) are estimated 
at 20% of the construction budget. 

Your experience in the Madison rental market tells you that operating 
expenses will run $80.00 per unit per month, a vacancy rate of 5% is 
to be expected for this type of property, and Madison's property taxes 
are based on a mill rate of $28.45 per thousand of assessed value 
(assume that total project cost will equal market value initially) 
and an equalization rate of 98%. In addition, a replacement reserve 
of $300 per unit per year is anticipated. 

A local mortgage broker has indicated that interest rates have just 
come down and that financing would be available on a 75% loan-to-cost 
ratio at 11.5% for 20 years (payments monthly). 

Your friend has indicated that a cash-on-cash return (before taxes) 
of 8% would be required. 

On the attached sheet derive the monthly rental required for feasi- 
bility using the front-door approach (be sure to use the appropriate 
space-time unit for this type of property). (14 points) 

2e After calculating the required rent using the front-door approach 
you made some calls to check current market rents and found that 
current rents for this type of apartment are running about $550 per 
month. Assuming a default ratio of .80 (holding land costs, soft costs, 
and real estate taxes fixed), how will this affect your justified 
construction budget and construction cost per square foot? (Use the 
backedoor approach on the sheet provided and assume that all other 
parameters will remain the same.) (10 points)



3. Compare and contrast the rent levels and construction costs from 
parts 1 and 2 (include the actual numbers in your answer) by 
briefly explaining what each number represents conceptually. (Be very 
careful with your terminology.) (8 points) | 

4, Still feeling that there is merit to the project, you have done 
further study and have discovered that most apartment buildings 
in town are anticipating a 5% increase in rent levels next year 
combined with a 6% increase in operating expenses and a 7% increase 
in real estate taxes (replacement reserve will not change). In 
addition, the interest rate is about to be lowered to 10.5%. From 
previous experience with this developer you know that he has built 
a developer's profit into his quoted land price. Using this new 
information and the back-door approach, holding construction and 
soft costs constant (i.e., use what was computed in part 1's solutio®yy 
what is the most your friend can afford to offer for the land? 
{1412 points) 

5. Knowing that the developer will not drop below $42,500 per acre 
and that the justified project value (from part 4) is a good 
estimate, what would the per square foot construction cost 
have to drop to in order for the prod aen to work? What then 
would be the amount of soft costs? Hint: This time use simple 
algebra to find the new amount of soft costs.) (6 points)
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THE REAL ESTATE PROCESS 
Business 550/705 

Due at the beginning TAKE=}HOME QUIZ / Name 
of lecture on Monday, PROBLEM SET #5 Disc. Sec. 
April 14, 1986. Attend > 

Yr. Yre2 Yr.3 Yr.4 

GROSS POTENTIAL INCOME _ ____- —_—____ eee 

LESS VACANCY ALLOWANCE _ —_—_ _ eee 

EFFECTIVE GROSS INCOME _ —_—_ —_—— as 

LESS REAL ESTATE TAXES —_— eee ere 

LESS EXPENSES __ __ ee ec eeneeoeneeenn 

NET OPERATING INCOME a t—<—OeesesSSs—‘“‘—‘(COtstsi‘(itsS 

LESS DEPRECIATION _ _ ———— eter 

LESS INTEREST ___ — ———— en 

TAXABLE INCOME ____ —— —_— en 

PLUS DEPRECIATION ___ ___ —_ ee 

LESS PRINCIPAL PAYMENTS —_ et —_——— eee 

CASH THROW-OFF __ —— —_ eee 

LESS TAXES __ _—__ —_— een 

CASH FROM OPERATIONS _—_ —_ — ee 

WORKING CAPITAL LOAN _ __ ___ en 

DISTRIBUTABLE CASH AFTER TAXES __ —_— a 

TAX SAVINGS ON OTHER INCOME ___ — ee 

SPENDABLE CASH AFTER TAXES —_— —_— ee 

PRESENT VALUE FACTOR AT 

PRESENT VALUE OF SCAT _ —_— —_— rege. 

WORKING CAPITAL LOAN (CUM BAL)
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TAXES DUE AT TIME OF SALE 

HOLDING PERIOD 

TAXABLE BASIS 

SELLING PRICE 

DEPRECIATION TAKEN ON IMPROV. 

DEPRECIATION IF STRAIGHT-LINE | 

TAXPAYER'S INCOME TAX RATE 

DETERMINATION OF TAXES DUE 

TOTAL GAIN SUBJECT TO TAX __ 

CAPITAL GAIN: 

INCREASE IN PROPERTY VALUE 

DEPRECIATION IF STRAIGHT-LINE 

TOTAL GAIN TAXED AT CAPITAL GAIN RATE 

ORDINARY INCOME (RECAPTURED): 

EXCESS DEPRECIATION 

TAXES DUE COMPUTATION: 

CAPITAL GAIN TAX = x = 

ORDINARY INCOME TAX = x =



-3- 

TOTAL INVESTMENT VALUE 

TOTAL P. ¥. OF SCAT 

TOTAL SALES PRICE 

LESS TAXES ON SALE OF PROPERTY: 

CAPITAL GAIN TAX | 

ORDINARY INCOME TAX 

TOTAL TAXES DUE 

LESS MORTGAGE BALANCE ee 

CASH RECEIVED AT TIME OF SALE 

PRESENT WALUE FACTOR AT < 

PRESENT VALUE OF REVERSION 

TOTAL PRESENT VALUE OF EQUITY INVESTMENT | 

ORIGINAL MORTGAGE BALANCE 

TOTAL PROJECT VALUE



THE REAL ESTATE PROCESS 
Business 550/705 

TAKE-HOME QUIZ / 
PROBLEM SET #6 

Due at the beginning of lecture Name 
on Monday, May 5, 1986. Disc. Sec. Attend 

The purpose of this problem set is to make the student aware of MRCAP, 
the Department of Real Estate and Urban Land Economics! computerized 
after-tax cash flow analysis model, and to perform a financial ratio 
analysis using the data each student received for Problem Set #5. 
Examples of how to use CAPFIL (a preliminary MRCAP program) and MRCAP 
were handed out in the discussion sections. Be sure to attach the 
computer input and output that is requested securely and ina cleanly 
edited manner (i.e., use scissors) -- failure to attach or to edit 
requested information will result in a substantial penalty. 

1. Financial Leverage Analysis: 

a. Calculate whether your project has positive or negative 
financial leverage in year 1 according to the traditional 
measure of financial leverage (i.e., is NOI/Total Investment 
greater than,equal to,or less than the annualized mortgage 
constant?). Use your initial data without extraordinary 
expenses in it (note: leave extraordinary expenses out of 
the remaining analyses as well). 

Data Input Pile NOI in Year 1 

(tape here) 

(tape here) 
Initial Cost 

(tape here) 

Financial Leverage Calculatic 

Type of Financial Leverage: 

NOTE: See 1.b. before tossin 
out the rest of your 

1.a. computer output.



1. Financial Leverage Analysis (Continued): 

be A More comprehensive definition of financial leverage is the 
following: If the modified internal rate of return (line 49 
for year 8) increases (decreases) when the mortgage loan amount 
is increased, then your project has positive (negative) 
financial leverage. (Note: If the MIRE decreases when you 
decrease the mortgage loan amount, then your project has 
positive leverage.) 

Demonstrate this by either increasing or decreasing the amount 
of the mortgage loan as needed to maximize the MIRR subject to 
the following two constraints: 

(1) the default ratio in each year cannot exceed 75%, and 
(2) you must maintain at least $100,000 in equity. 

Briefly discuss what you have done and then explain the impact* 
of your modifications on: 

(1) the total amount of equity required, 
(2) the before-tax cash-on-cash return on equity (compare 

the relative change in the numerator and the denominator), 
(3) project risk as measured by the default ratio. 

Also, be sure that your attached computer output and write-up 
prove that you've maximized the project's MIRR subject to the 
above two constraints. 

(*i.e., how have these figures changed and what does each change 
mean? ) 

Data Input File MIRE from part 1.4. 

(tape here) 

MIRR from part 1.b. 
(tape here) 

(tape here) 

Default Ratio from part l.a. 

(tape here) 

Default Ratio from part 1.b. 

(tape here)



1. be (Continued) 

Initial Equity from 1.a. Initial Equity from 1.b, 

(tape here) (tape here) 

B/T Cash-on-Cash Return on Equity (Year 1) from i.a. 

(tape here) 

B/T Cash-on-Cash Return on Equity (Year 1) from 1.b. 

(tape here) 

Discussion Write-up:



Ze Net Operating Income Analysis: 

ae You've just found out that HUD will allow you to increase 
your first year gross rents by 10 percent and will allow 
gross rents to increase by 5.0% annually (instead of the 
prior 2.5%). In addition, local fiscal troubles have caused 
you to revise your estimate of the annual increase in real 
estate taxes to 6.0%. Input these changes to your current 
data input file (i.e., that used in 1.b.) and rerun MRCAP. 

Briefly explain the impact of these modifications on the 
total amount of equity required, the before-tax cash-on-cash 
return on equity, the MIRR, and the project risk as measured 
by the default ratio. 

Data Input File Initial Equity from 2.a. 

(tape here) 

B/T Cash-on-Cash Return 
on Equity from 2.4. 

(tape here) 

(tape here) 
MIRR from 2.8. _ 

(tape here) 

Default Ratio from 2.a,. 

(tape here) 

Discussion Write-up: |



2. Net Operating Income Analysis (Continued) 

be If you assume that market value is a function of net operating 
income and that the next buyer will have the same investment 
criteria as you, then the "net income to market value ratio® 
should change very little over the eight-year holding period. 
If your net income to market value ratio has changed by more 
than 0.005 from year 1 to year 8 (using your 2. a. results), 
adjust the appropriate variable to bring this ratio in line. 
(Note: With respect to the "appropriate" variable, no numbers 
above net operating income can be changed nor can basic project 

| data (i.e., costs and loan terms) be changed.) 

Briefly discuss what you had to do to bring the ratio in line 
and explain its impact on the total amount of equity required, 
before-tax cash=-on-cash return on equity, MIRR, and project 
risk as measured by the default ratio. 

Data Input File Initial Equity from 2.b. 

(tape here) 

B/T Cash-on-Cash Return 
on Equity from 2.b. 

(tape here) 

(tape here) 
MIRR from 2.b. 

(tape here) 

Default Ratio from 2.b. 

(tape here) | 

Place your discussion 
write-up on the back 

| of this sheet. 

Net Income to Market Value Ratio from part 2.a. 

(tape here) 

Net Income to Market Value Ratio from vart 2.b. 

(tape here)



THE REAL ESTATE PROCESS 
Business 550/705 

TAKE=HOME QUIZ / PROBLEM SET #6 

Due at the beginning of lecture _ 
on Tuesday, August 5, 1986. Name 

4. %Enter your Problem Set #5 data inputs into MRGIB's ATCF program. 
To simplify the task, forget about your extraordinary expenses 
and add operating expenses and real estate tax together before 
entering their sum into "Fixed Operating Expenses" (i,e,, enter 
O's as needed for "Variable Expenses"), For lines that don't 
apply, such as Rehabilitation Tax Credit, enter "N" or "0" as is 
appropriate, 

Print out a paper hardcopy of the "INPUT ASSUMPTIONS FOR -=", 
"CASH FLOW REPORT FOR -~"; and "SUMMARY OF FINAL SALE OF PROPERTY FOR 
(hardcopy of the other reports is optional for your own use), 

| Using your output, determine whether your project has positive, 
neutral, or negative financial leverage according to the traditional 
definition (i.e,, compare the OAR to the annualized MC using Year 1 
data). 

Also, extract or compute the following amounts and financial ratios: 

(1) the total amount of equity required, 
2 the before-tax cash-on-cash return on equity, and 

3) project risk as measured by the default ratio and the debt 
cover ratio. 

2. A more comprehensive definition of financial leverage is the 
following: if the modified internal rate of return increases 
(decreases) when the mortgage loan amount is increased, then the 
project has positive (negative) financial leverage. (Note: If the 
MIRR decreases when you decrease the mortgage loan amount, then 
the project has positive leverage.) 

Change your loan amount and evaluate the impact of the change on 
the project's MIRBR to determine whether the project has positive 
or negative financial leverage according to this contemporary 
definition. | 

Print out a paper hardcopy of the three reports asked for above in 
part 1. 

| Evaluate and explain the impact of the change in the loan amount 
on the following amounts and financial ratios: 

(1) the total amount of equity required, 
te the before-tax cash-on-cash return on equity, and 

3) project risk as measured by the default ratio and the debt 
cover ratio,
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IM. Market Attributes 

The initial analysis of the physical attributes of the site included a 
discussion of the linkages, or connections between the site and other 

establishments in its urban environment. This discussion was primarily 

an inventory of the connectors, and did not establish the characteristics 

of the people with whom the site is linked. 

These people, in most instances, will form the market for whatever is 

developed on the site. This segment of the report will be devoted to 

understanding the characteristics of the people who make up the market 

for uses developed on our site. We will look first at the delineation 

of trade areas, then at developing profiles of the population in each 
area, and finally analyze the supply and nature of competing uses. Our 
conclusions regarding the market for and marketability of a given use 

will be the result of this analytical procedure. 

A. Alternative Uses 

Based on the physical attributes of the site, and a preliminary analysis 

of the Linkages between our site, we will narrow the universe of alter- 

native uses still being considered to the following four: 

ae . 

De 

Cc. 

d. Other: your choice of another alternative. 

In your feasibility report, select three of the four uses we have 

identified and carry through the market attribute analysis as we outline 
it here. 

B. Trade Area Delineation 

On page B-l of the appendix to this workbook, we have provided a map 

which delineates two different trade areas of tributary areas that might 

be the source of the people who form the market for a use on our site. 

These two trade areas are: 

The 3-Tract Area: An area consisting of three census tracts 

centered around our site. These tracts are within a short drive 

of our site. 

The Arterial Trade Area: An area consisting of those census tracts 

assumed to be the source of most automobile traffic past the site. 

The arterial trade area is distinct from the 3-tract area.
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To a certain extent, these areas have been chosen arbitrarily, within the 
Limitations imposed by the availability and form of the census information. 
As a result, each of the different alternative uses that you examine may 

require a different combination of the trade areas that we have defined. 

As an example, we might expect that a gasoline station would draw most 

heavily on the arterial trade area, while a fast food restaurant without 

parking might rely most heavily upon the 3-tract area and its immediate 

neighborhood. 

As part of your analysis, you should identify the trade areas you use, 
and describe how you selected those which apply to each use. 

C. Population Profiles 

Having delineated trade areas, and identified which trade areas apply 
to which potential uses and why, we move on to an analysis of the char- 
acteristics of the people who live and work in those trade areas. Our 
objective is to develop a profile of each readily identifiable sub-group 
that exists in the trade area. Our source of information will be pri- 
marily the census data found in the appendix. 

A profile of a group of people characterizes them according to some or 
all of the following: 

a. demographic characteristics: age, sex, family status, 
marital status 

b. income characteristics: income levels--per capital, per 
family, per unrelated individual 

c. housing characteristics: renter, owner, type of unit, 

rent, age of unit, size of unit 

d. employment/education characteristics: education level, 
student status, employment status 

e. transportation characteristics: trip to work by car, foot, etc. 

Careful study of the census information should enable you to identify 
sub-groups within the trade areas. You might begin by finding large 
demographic groups, such as "single people under 25", then further 
characterizing them according to income levels, housing characteristics 
and the like. 

Try to describe the "typical resident" of the trade area. Note that 
where more than one clearly identifiable sub-group exists, you will 

have more than one such "typical resident".
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The population profile permits us to make some assumptions about 
the lifestyle and spending habits of the people in the trade area. 

Based on your own experience, you should make some predictions 

about the spending habits of at least one sub-group-~those students 

living in the 3-tract area. 

To summarize: The population profile segment of your report should 

include descriptions of the typical residents of the trade areas you 

developed for each alternative use. It should indicate whether there 
is a match between the profiles of the people in the trade area and : 
a profile of a typical customer for that alternative use. 

D. Supply/Demand/Competition Analysis 

The objective of this portion of the market attribute analysis is to 

determine if there are enough people willing to spend enough money 

at our site to support any of the uses we are still considering for 

the site. We will carry out this analysis according to the simplified 

methodology outlined below. Your report should include this analysis 

for each of the three uses (and their respective trade areas) that you 
are contemplating. " 

‘1. Estimate Spendable Income 

Using per capital income figures, population estimates and a 

savings rate, estimate spendabie income in the three-tract and 

arterial trade areas. 

Spendable income estimates have been prepared for you, and are 
| presented on page B-16 in the attached appendix. 

2. Estimate Available Income by Catagory 

Once we know aggregate disposable income, we can estimate how that 

income will be spent. For retail goods, estimates of the “Percentage 
of Disposable Income Spent on Retail Goods" have been developed. 

Applying these estimates to the spendable income estimated above 

produces the results shown on page B-17 in the appendix. 

The columns titled “estimated Average Retail Revenue in Mill ions" 
show how much money is available to be spent on "Food Stores" and 
other types of retail uses in each of the trade areas. 

Similar figures can be obtained giving the approximate portion of 

income that will be spent on housing. These are presented as 

"Annual Budgets" in table B-23 in the appendix.



p. 4 

3. Adjust Available Income 

a. Retail Uses 

The figures used to estimate available income by retail category 
above were for Madison as a whole. It is quite possible that the 

students in our 3~tract trade area will spend their disposable 
incomes Modest as they are) differently than will the "average 
resident" of the city of Madison. 

We would therefore like to adjust the percentage of disposable 

income spent on retail goods to reflect our subjective views of 

the differences between our potential market and the city as a 

whole. These adjustments may be subjective, but they must also 

be reasonable. They should be justified by the information about 

characteristics and lifestyle that you developed in the population 

profile segment of the report. 

We are outlining a method here that you might use to make your 

adjustments. Look at it critically, and develop your own adjust- 

ments! Those selected here are just an example! 

_ CITY TO MARKET SALES ADJUSTMENTS 

Ltem Rate Adjustment Adjusted* Revised Available Revenue 
Rate 3-tract Arterial 

(Repeated) 

Total retail 65.4% 0 65.4 $63.5M $ 75.4M 
Food 12.8 - 9.6 9.05 14.7 
Gen. Merch. 14.8 + 16.7 16.2 17.1 
Furn. & 2.4 -_— 1.2 1.2 2.8 

Appl. 

Auto 10.4 -— 5.2 5.0 12.0 

Drug 2.0 + 3.9 3.8 2.3 
Bldg. Main. 2.5 —— 1.25 1.21 2.9 

& Hard. 

Gas 4.3 - 2.15 2.1 4.95 
Apparel 3.2 ++ 6.9 6.7 3.7 

Dept. Stores 8.6 + 10.5 10.2 9.9 
Eat & Drink 5.1 ++ 7.0 6.8 5.9M
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We adjust all retail categories because we assume that sales lost to one 

category are transferred to another. We make the adjustments as follows: 

Identify those categories where spending is expected to be lower than for 
the city. Each" " represents a 25% decrease in the "rate". Sum the decreases 
in percentage points as follows: 

Food 3.2 
Furniture 1.2 

Auto 3.2 
Bldg. 1.25 
Gas 2.15 

: Total 13.00 

(You should be able to interpret what these adjustments mean in terms of 
the population being discussed.) 

These decreases will be allocated to the categories assumed to have higher 

levels of retail spending by dividing 13.0 by 7 = 1.86. Each "+" will 
then mean an upward adjustment of 1.86 percentage points. 

b. Residential Uses 

Similar adjustments should be made for multifamily housing. The Table on 

page B-23 shows several different spending patterns. These patterns 
vary according to family status and income level. From this table, you 

may obtain an estimate of the percentage of income spent on housing, which 

you will probably adjust to reflect the characteristics of the people in 

your trade areas. Any such adjustments will necessarily be subjective. 

Base on this adjusted "percentage of income spent on housing", and the per 
capita and family income figures developed earlier, you should develop an 

estimate of how much monthly rent the “typical" resident would be able to 
pay. How does this figure compare with rents currently charged by existing 

units? 

4, Revenue Lost to Competition 

a. Retail Uses 

Whatever use is developed on our site will not be able to capture more 

than some relatively small fraction of the revenue available trade areas. 

How much it will capture is in part a function of how many other similar 

stores are competing for those dollars. At this point in your anlaysis, 

you should inventory the competition within your trade areas. 

The Yellow Pages of the Madison Telephone Book is one good source for a | 
competition inventory. The Madison City Directory, found in the reference 

collections of several Libraries in Madison, fis another source you might 

consult. 

Our competition analysis will operate on the assumption that the competing 

stores are surviving, and that they have the same characteristics of size 
and sales volume as those stores shown in table B~-18 in the appendix.
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Since we know how many competing stores are in our trade area, we can 

use the revenue requirements shown in table B-19 to estimate how much 
of the available revenue would be lost to these competing stores. 

As an example: If you were considering a liquor store for your site, 

and you identified 3 competing liquor stores in your trade area, you 

would be able to estimate that 3 x $438,312 = $1,314,936 was being spent 
on liquor at these stores. 

b. Residential Uses 

You should be able to evaluate revenue lost to competition in a similar 

fashion for residential users. Beginning with an inventory of existing 

competing residential units, and estimates of average or typical rents 

in your area, you should be able to estimate how much money is being spent 

for housing in those units., 

An analysis of competing residential uses can provide additional insight 

into the supply/demand relationships in the residentail market. The level 
of vacancy in the existing units gives some indication of the strength of 

demand for the existing supply of housing: a high vacancy rate suggests 

that the supply of housing exceeds the demand for it. 

>. Go No-Go Decision 

A decision as to whether or not there is a market for a given use can now 

be made. By subtracting the amount of revenue lost to competition from 

the total amount of revenue available to be spent on a specific type of use, 
you can determine if there is enough revenue remaining to support the use 

you are testing. 

The revenue available for the store or apartments on your site must at 

least equal either the required revenue for retail stores shown on the 
table on page B-19, or the typical apartment rent prevailing in your area. 

If the required revenue is there, you have reached a "GO" condition. If 
the required revenue is lacking, you must conclude that your project is 

a "NO-GO". 

6. Checking your Conclusions 

You might check the results of your retail analysis by estimating how 

many people, spending how much money, will have to walk through the doors 

of your establishment on any given day in order for it to realize the 

revenue that you are projecting. 

If you projected a yearly revenue of $275,000 for a camera shop that would 
be open 6 days a week, you are estimating daily sales of $881. If a "typical" 
camera sale totals $250, you are estimating a little more than 3 such sales 

every day, all year long. Does that seem to be a reasonable assumption? 

The response will depend upon the nature of the trade areas, the potential 

customers and the competition.
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E. Merchandising Guidelines 

The market attribute analysis should conclude with a discussion of the 

competitive standard. Those features of competing sites and uses that 

must be included on our site if it is developed in a given use. You 

should also speculate on what features might provide your site with a 

competitive edge, enabling it to capture a larger share of the available 

revenue. 

F. Summary 

To review, your Market Attribute Report should cover at least the following 

points: 

1. Description of 3 alternative uses, and why they remain under consi- 
deration at the start of the analysis. 

2. Delineation of trade areas for each alternative use. 

3. Profiles of the population in the trade areas, with descriptions of, 

broad population characteristics, typical residents’ and some assump- 

tions regarding the lifestyle and purchasing patterns of one major 

sub-group--the student population. 

4. Supply/Demand & Competition Analyses, as outlined in the previous section, 

for each of the three alternative uses. 

5. Summary and Conclusions, with specific reference to merchandising 

techniques suggested by the market attributes.
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INTRODUCTION AND PROJECT OVERVIEW 

The primary goal of Business 550 is to heip you develop an 
improved understanding of the real estate process, so that 
you have a better appreciation of why our cities look and 
work the way they do. One of the major tools we will use 
in our efforts to understand the real estate process is the 
feasibility project. 

The feasibility project is an academic exercise that closely 
parallels the process that a practicing feasibility analyst 
would use to answer some of the questions posed by his 
client. In the interests of maximizing its effectiveness 
aS a learning tool, wetve simplified some parts of the project, 
while elaborating other segments. The overall question the 
project must answer remains unchanged: what is the most pro- 
Fitable use to which we can put our study site, recognizing 
that our decision must be reached within the context of 
physical, legal, political, financial and ethical constraints? 

Developing an answer to that question will take most of the semester, 
and should expose you to many facets of the real estate process. In 
an effort to keep the project scope within limits, each person in the 
class will prepare an answer to that question, and present it in seg- 
ments during the semester. Reports will be limited in length. These 
page limits will require you to exercise all of your organizational 
skills, so that your presentation is as complete as possible, while it 
omits any extraneous material. 

This feasibility workbook has been put together to help guide 
you through the feasibility process. The narrative sections 
of the workbook discuss the analysis you will be making, 
while the appendices provide you with all of the data you will 
need. (Those of you who are familiar with this course from 
past semesters will notice a change here--no more treks to 
and from the city-county building!) The data have been pro- 
vided in the appendices so that you wiil devote most of your 
efforts to thinking about those data and perfecting your 
analytical skills. In our analysis of your projects, the 
volume of data you'fve assembled won't count nearly as much as 
your discussion of it. 
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INITIAL SITE VISIT AND REPORT 

One of the very first steps in a feasibility analysis is a 
visit to the site. We would like you to make your initial 
visit to the site as an interested observer. Walk around 
the site (not over it, since its private property!) Study 
the site and its neighbors. Look at the streets and transit 

Systems that serve the site. 

After your visit to the site, describe in no more than 3 
doublespaced typewritten pages: 

1. the physical features of the site 

22 the neighborhood 

3. the streets and transit systems. 

You should be able to complete the assignment using only 
your own observations. Dontt go to the city-county build- 
ing; dontt consult the appendices to this workbook (yet!). 

The information that you gather in this first site visit 
will form the foundation for the analysis of both the 
site and market attributes, the next two sections of the 
report.
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SITE ATTRIBUTES 

The search for a range of suitable uses for a given site begins 
with a close look at the characteristics of the site itself. 
This segment of the feasibility process involves making a 
thorough inventory of the characteristics of the site, analyzing 
the limitations that these characteristics might impose on 
potential uses, and drawing some interim conclusions about 
which uses are most appropriate. In our analysis of site 

attributes, we will group the site characteristics into four 
general categories and we'll look at them in more detail below. 

Ae Physical Attributes 

An inventory of the physical attributes of the site is usually 
compiled from a variety of sources. The primary source of 

-information about the physical features of the site should be 
the initial site visit. It is imperative that you visit the 
Site, look at it, and think about the things that you see 
there. You may also collect information about the site from 
several secondary sources. In this project, most of the 
secondary information that you will need has been assembled into 
the Appendices. For your reference, these secondary sources 

may include the local Register of Deeds, USGS soils maps, 

utility companies and the like. 

A checklist highlighting the information that should be con- 
tained in your inventory of physical attributes is given here: 

1-2 Parcel Size 

ae area 
be number of lots 

2e Parcel Shape 
ae number of sides 
be dimensions 
Ce street frontage 
de. access points 

3.- Topography 
ae average slope of parcel 
be Street grade 

Ce Sidewalk grade 
ee. slope stability 
fe Suitability for building
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4. Soils 

ae soil type(s) 
be depth to water table 
Ce potential for subsidence 

de suitability for building 
Qe. suitability for septic systems 

5e Water Resources 
ae streams/ponds 
be matural drainage patterns 
Ce flooding 

6- Adjoining Property's Set-Back Lines 
ae front 

De. rear 
Ce side 

7. Services/Utilities 
ae electricity 
De gas 
Ce water 

de. sanitary sewer 
@. storm sewer 
f. refuse collection 

8. Existing Structures 
ae number 
be dimensions 

Ce age/conditinn 

9. Other (at your discretion) 

A word of warning that will be repeated from time to time: Consider 
as much information as possible, and refine it to reach your conclusions. 
Don't put lots of extraneous material in the body of your report; if 
it is not immediately pertinent to the point you are trying to make, 
then leave it out! If you can't bear to leave the information out of 
your report altogether, try including it in a well-referenced appendix. 

The checklist given above is a reminder of all the facts that 

you might want to consider in your evaluation of the physical 

features of the site. Feel free to include additional material 
1f it contributes to the analysis. Dontt just list the facts, 
thoughe At some point in the process, you will want to draw 
some conclusions about what these things mean; what uses must 
we eliminate from consideration based on the constraints imposed 

by these characteristics?
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Be Legal-Political Attributes: 

While the physical features of the site limit our range of 
potential uses to some extent, many more constraints are im- 
posed by the various legal and political features of the site. 
Again, we'll start with an inventory of these features, and 
analyze the way in which they will limit the uses to which we 
may put the site. Your inventory might include some or all of 
these items: 

1. Owner's interests (title search) 
ae owner, owner's address 
be encumbrances: liens 

mortgages 
satisfactions 
restrictive covenants 
easements, etc. 

2. Assessed value 
ae land, improvements, total 
be mill rate 

Ce Special assessments 

3e Zoning 
ae existing and potential zoning classifications 
be permitted and conditional uses 

Ce intensity restrictions: setback or yard requirements 
lot area requirements 

height restrictions 
floor area ratio 
useable open space requirements 
parking and loading requiremets 

4. Political constraints 

We will spend some time here elaborating on the zoning re- 
strictions which might apply to the site. We are working in 
Madison, and thus are using the city of Madison zoning ordinance. 
In most ways, it is a typical ordinance, but you should not 
assume that the restrictions it imposes will be the same as 
those imposed by ordinances in different municipalities. 

The zoning ordinance itself will provide information concerning 
permitted use and setback or yard requirements for any given 
zoning classification. These portions of the code are reason- 
ably straightforward. Less straightforward are the intensity 
restrictions. As an aid to visualizing the effects of the in- 
tensity restrictions, we will construct "building envelopes",
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by combining all of the intensity restrictions to produce the 
largest hypothetical "space envelope" into which any building 
must be fitted in order to ke legally built on the site. 

Before we illustrate the building envelope calculations, we 
should reproduce some of the definitions found in the zoning 
code. (For more details, please consult the code itself.) 

Floor Area Ratio:(FAR): The floor area ratio of the 
buildingeeeon any zoning lot is the floor area of the 
building..-edivided by the area of Such zoning lot. The 
FAR requirements..eshall determine the maximum floor 
area allowable for the building..e.e. 

Useable Open Space: Useable open space is that part of 

the ground level of a zoning lot, other than ina re- 
quired front or corner side yard, which is unoccupied 
by principal or accessory buildings, service driveways, 

off-street parking spaces...and is unobstructed to the 
SkVeecece 

Each separate district has its own floor area ratio and use- 

able open space requirements. The open space requirements 

are typically expressed in terms of required open space per 

dwelling unit, varying with the size of the dwelling unit. 

Lot Area Requirements: In any given residential district, 
lot area shall be provided in accordance with certain 

requirements. To illustrate, R6 requirements are shown: 

Type of Dwelling Unit Minimum Lot Area/Dwelling Unit 
Efficiency 300 square feet 
One-bedroom 450 square feet 
Two-bedroom 600 square feet 

Plus an additional 150 gquare feet of lot area 
for each additional bedroom in excess of 2 ina 
dwelling unit. 

You are encouraged to consult the copies of the city of Mad- 
ison zoning ordinance on reserve in the Business School Li- 
brary before ‘proceeding with the building envelope calculation 
sample problem below. 

Sample Problem: Given the following information, what is the 
largest apartment building we are permitted to build, if we 
build only one-bedroom apartments in a 2—story building? What 

will that building look like? 

Lot Dimensions: 110 feet wide by 155 feet deep
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Zoning Code Restrictions: 
Zoning District: C2 
Set-Back Requirements: side yards: 5 feet 

back yard: 10 feet 
front yard: 20 feet 

Lot Area Requirement: 1000 sq. ft. of lot for each 
one~bedroom apartment 

C2 FAR = 3 
Parking Requirement: 1/2 parking space must be proe# 

vided for each one-bedroom apartment 

Open Space Requirement: 160 sq.ft. of useable open 
space required for each one-bed- 
room apartment 

The information given above really isn't quite enough to an- 
swer the question. We must make some additional assumptions. 
We will assume that: 

-~parking and useable open space may not occupy setback 

arease 

-useable open space will be provided on the ground--not 
as roof gardens or balconies. 

-the gross leasable areas for the "typical" apartment ts: 
eefficiency apt: 350 sq. ft. 
-l-bedroom apt: 450 sq. ft. 
-2-bedroom apt: 600 sq. ft. 

-more than two bedrooms: 600 sq. ft. plus 100 sq. ft. for each bed~ 
room in excess of 2. 

-the building efficiency ratio is 86%. This means that 
of the total building area, only 86% is income-generating, 
rentable space. The rest is "lost" to hallways, storage 
areas and the like, 

-a parking stall will occupy 300 square feet on the 
ground. This includes the driveway and turning areas 
as well. 

These assumptions are primarily industry standards; they are 
not prescribed by the zoning ordinance. We have also assumed 
that we will build only tow stories, while the zoning ordinance 
would permit three. This assumption was made to simplify the 
example. For completeness, we should calculate the maximum 
building size under the three-story option as well. 

We have broken the building envelope calculation into several 
steps: 

1. Lot Area: 

155 ft. x 110 ft. = 17,050 sq. ft.
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2.e Area Lost to Setbacks: 

Side yard: 155 ft. x 5 ft. x 2 = 1,550 sq. ft. 
Front yard: (110 ft. —- 10 ft.) x 20 ft. = 2,000 sq. ft. 
Rear yard: (110 ft. - 10 ft.) x 10 ft. = 1,000 sq. ft. 

Total area lost to setbacks: 1,950 sq. ft. 
2,000 sq. ft. 
1,000 sq. ft. 2 

pf[ COE | 4,550 Sq. fte 

5 20° Read | Front 
lo! 

PUG | 

<——~ Side Ezz 
3- Buildable Area: 

Buildable area = Lot Area —- Area Lost to Setback 

= 17,050 SQ e Fte -— 4,550 SQ e fte 

= 12,500 sq. ft. 

4. Maximum Allowable Floor Area: (Based on FAR) 

FAR = floor area/ lot area 
3 = floor area/i17,050 sq. ft. 

Maximum allowable floor area = 3 x 17,050 sq. ft. = 51,150 sqe ft. 

5e Maximum Number of One-bedroom Apartments: (Based on lot area 
requirements): - 

17,050 sq. Ft. (%/1,000 sqe ft./one~bedroom apartment = 
17 one-bedroom apartments. 

66 standard Allocation Unit: 

Construct a Standard Allocation Unit (SAU) based on building 
height assumptions, parking and open space requirements, 
Oduilding efficiency ratio and industry standards. The 
SAU summarizes all those requirements, permitting us to 
maximize the building floor area subject to constraints. 

Bach SAU consists of 2 one-bedroom apartments, and the 
parking and open space associated with those apartments. 
Calculate the gross Surface area (or basal area) of the 

SAU.
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6. Standard Allocation Unit: 

( /\<— 500 sat et leasoble ~.€6= 
{ Soe | 4 + FOSS 

APT 

ner |e /Gen/eer/ 

sal + 2co tléo +1tO = I20l | 
a5" soft <eqtt soft sort geoss ce basal aAteL . 
Jeo* 

%e Number of SAU's on Lot: 

Number of SAU's on Lot = Buildable Area+ Square Feet/SAU 
= 12,500 SQ e ft.e/1i201 SQe Ft. 

= 10.41 ¥ 10 

8. Building Characteristics: 

Translate the number of SAU's on the lot into building 
characteristics, and CHECK your calculations. 

ae Number of apartments on lot: 

10 SAU x 2 apartments/SAU = 20 apartments on lot. 

CHECK against the maximum number or apartments per- 
mitted based on the lot area requirements in step 
Se Since the maximum number of apartments allowed | 
by the lot area requirements is 17, we may build no 
more than that, regardless of our calculations in 
this step. 

be. Gross Building Floor Area; 

17 apartments x 581 sq. ft. (gross)/apartment = 
9877 sq. fte 

CHECK against the maximum allowable floor area cal- 

culated in step 4. We are well under the 51,150 sq. ft. 
maximum calculated there. 

Ce Number of Stories: 

2--assumed at start of calculations.
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ee Basal Building Area: (ie. Lot area covered by building) 

17 apartments ~ 2 stories = 8.5, ie. 9 apartment on 
ground floor. 

9 apartments x 581 sq. ft. gross/apartment = 5229 sq. ft. 
basal bldg. area 

fe Parking Spaces: 

17 apartments x .5 parking spaces/apartment = 8.5 ie. 9 stalls 
required by zoning code. 

9 spaces x 300 sq. ft./space = 2700 sq. ft. of parking 

Ge Open Space: 

17 apartments x 160 sq. ft./apartment = 2720 sq. ft. open space. 

9. CHECK: 

Basal Building Area: 53229 SGe fte 
Parking Areas 2,700 
Open Spaces 2,720 

Total 10,649 sq. ft. 

Total must be less than or equal to the buildable area 

calculated above. Why is the total less than the 12,500 
square feet of buildable area we calculated? 

The building envelope calculations can be conveniently sunm- 
marized in a schematic as shown here. 

od er 
| 2100 sq 

52124 om 4. + 19st sqft 

basa | 4571 sq Ft +  OAnea. Fon 
Oper Space 

3 

iO 

ff 2.700 aq... Parking 

LOL eee RF 

Side
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The building envelope calculations should be shown for two or 
three building types that would be permitted by both the 

physical characteristics of the site and the zoning con- 
straints. If you later determine that a use for which you did 
not show building envelope calcuations is indeed viable, 
you may add those calculations to this section of the final 
report, or you may introduce them as a "specific building 
envelope" in a later section of the final report. 

Political restrictions on land use must be considered here 
as well. Local sentiment towards developers and their de- 
velopments may be either a help or a hindrance, partic~ 
ularly if such things as zoning changes would be requiaed 
before a project could proceed. Neighborhood associations, . 

the city council and various quasi-political bodies such as 
school boards may all have some say in how development or re- 
development takes place. You should give some consideration 
of these factors in your analysis as well. 

In addition to the building envelope calculations, you should 
incorporate a narrative summary of the legal and political 
constraints imposed on the site in your report. 

C- 
XK. Dynamic Attributes: | 

We began our analysis of the site's attributes with the very 
tangible physical features such as soil type, water table and 
lot size. We moved away from these tangible characteristics 
when we examined the legal-political features of the site, 
and now as we look at the dynamic attributes of the site,we 
move completely into the realm of the intangible. Dynamic 
attributes are those features of the site which exist as 
subjective perceptions of the observer or the user of the 
site. 

We are primarily interested in those dynamic attributes which 
affect the decision-making behaviour of the site's user or 
observer. An “observer" is really any person or group which 
interacts with the site and its improvements; an observer 
might be a regulatory agency, or a customer of a business 
located on the site. 

To a certain degree, the developer of a project retains 
some control over the dynamic attributes associated with the 
site. In this step of the feasibility process, we are at- 
tempting to inventory the existing dynamic attributes, so 
that we can take advantage of those which are positive and 
de-emphasize or change those which are negative.
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An inventory of dynamic attributes may include some or all 
of the items listed here: 

1. visual perceptions: views of the site 
views of the approach to the site 
views from the site 

2e auditory perceptions: sound levels, quality 

3. olfactory perceptions: prevailing winds 

pollution levels 

4. psychological perceptions: prestige and status 

historical values 
personal security 
Stress of access 

Your analysis of the dynamic attributes should attempt to 
identify as many of them as possible, and to discuss the 
extent to which these attributes may limit the potential 
uses of the site. 

D. Linkages 

With our analysis of linkages, we move out into the surround- 
ing neighborhood and the larger community wich form the con- 
text of the site. We seek an understanding of the relation- 
ships that exist between the site and its urban environment, 
and we'll use the concept of "linkage" as a model to explain 
some of these relationships. 

A linkage can be thought of as a relationship between estab- 
lishments. An establishment is the basic unit of land use, 

consisting of individuals or groups occupying recognizable 
places of business, residence, government or assembly. This 
relationship generally involves the movement of goods or 

people between the linked establishments. (Ratcliff, Real | 
Estate Analysis, pp. 65-66.) We will look first at the phy- 
sical manifestations of linkages by looking at the connect- 
Ors or conduits that permit movement of goods and people ° 
between the site and various other establishments throughout 
the urban area. An inventory of the connections between the 
Site and the rest of the world might include: 

1. Transportation Systems 
ae Streets, sidewalks, bike lanes 
be local mass transit systems 
Ce rail lines 
de. air transport service
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2. Utility Systems 
ae electricity 
be gas 

Ce water 

de sewer 
@e phone 

3- Municipal Services 
@e police 

be. fire 
ce refuse collection 

It isnhft enough to list those connectors which facilitate the 
movement of goods and people to and from the site. We must 

also make some estimate of the quality or strength of those 

linkagese The strength of a linkage is a function of several 
Factors; the first of these is the cost of moving people or 

goods. These costs are measured in terms of the time it takes 
to move people or goods, the aggravation that might be in- 

volved and of course, the out-of-pocket moving costs. Link- 
age strength is also a function of the frequency of the con- 

nection, and the importance of the linked establishment to 
the establishment on the site. 

Since evaluating linkage strength requires a knowledge of the 
establishments at eaither end of the linkage, we must make 
some assumptions at this stage of the feasibility analysis. 
Right now, we want some measure of the general adequacy of 
the linkages for these general types of land use. 

Data sources for the linkage analysis are your observations 
of the site and its surroundings, as well as various public 
agencies such as the city's Traffic Engineering Department. 
Most of the information you will need for the linkage analysis 
has been included in the appendices. We will examine the 
linked establishments in much greater detail in the Market 
Attribute section of the feasibility analysis. 

Ee Compatibility Matrices: ~ 

By now, we have collected a large amount of information 

about our site. The goal of all this is to get some ideas 
about the restrictions placed upon any development proposed 
for the sitee At this time it would be appropriate to sum- 

marize what we have learned, and use this information to 
produce an objective measure of the suitability of the site 
For certain general types of land uses.
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The compatibility matrix is a method of ranking the important 
features of the site in terms of their suitability for alter- 
native land use types. Perhaps the best way to explain the 
compatibility matrix is to provide an illustration. The matrix 

| shown here is an abbreviated one; yours can and should be more 
complete. (Part of your job is to select those features which 
are most important.) 

There are several ranking schemes that you could use to 
complete this matrix. You might use a 1 to 5 scale, with 
1 meaning that the site features was unsuitable for the pro- 
posed use, and 5 meaning that the site feature was completely 
compatible with the proposed use. If you wished a slightly 
simpler scheme, a check mark could indicate suitability for 
the proposed use and a blank space could indicate unsuit- 
ability. This matrix has been completed with hypothetical 
rankings using the first ranking scheme suggested. 

| Proposed Use 

3 Low Rise Low Rise Low Rise 
My Commercial Residential Office 

Mj Lot Size _ . 2 4 3 

5 Zoning 1 a) 3 

Ly Traffic Volume 5 2 | 4 : 

\ Neighboring Uses 2 5 _ 2 

V} Total 10 16 12 

Our goal is to obtain a ranking of the proposed uses accord- 
ing to the information assembled to this pointe Your report 
should indicate why you ranked each of the factors the way 
you did. The matrix is a summary device, but it canft stand 
alone. It must be accompanied by a narrative explanantion. 
In the case of our sample matrix above, we must explain the 
Significance of the total scores. According to the totals, 
the site in question looks best suited to low rise residen- 
tial development.
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SITE ATTRIBUTE EXHIBITS 
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TU — I+ Assumptions 

TW -V9 Assessment Roll Excerpt 

“Ut - (oe Plat Map 

Uw et Title Search 

Ur-20 Land Contract 

Mi-24 Madison Zoning Code pee 

MU - 24 Land Use Transitions Map 

TWh -40 Madison Land Use Plan and Key 

tT. -4S Traffic Flow Map: Central 

TY -4e6 Truck Routes 

VL - 4 Hiway & Street Functional Classification Map and Key 

Uv- 4") Bikeway System Map 

TW -~-6O Central Area Parking Map 

diy -~&>\ County Map 

TI -S62 Bus Routes 
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SITE ATTRIBUTE ASSUMPTIONS: 

1. Assume: The site is vacant. There are no demolition or other 
site preparation costs, such as those incurred to remove under- 
ground gas tanks. 

2. Assume: There are no unpaid special assessments on the parcel. 

3. Assume: Water, electricity, natural gas, storm and sanitary sewer 
serve the site. These services are adequate for any proposed use.
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STATE OF WISCONSIN 
COUNTY OF DANE. 

MC .C DODGE, BEING OULY SWORN, DEPOSES AND SAYS THAT BY THE ORDER AND UNDER THE DIRECTION OF ALVA EIGHMY, HE HAS SURVEYED AND MAPPED THE FOLLOWING DESCRIBED LAND, SITUATED IN THE 

CITY OF MADISON, DANE COUNTY , WISCONSIN ,VIZ'~ LOTS 6, 7,8,9,10, BLOCK 5, AND LOTS |,2,3,4,5,6,7,6,9,10,11,12,13,04, BLOCK 6, ELGHMY RAMSAY COS. ADDITION TO THE CITY OF MADISON NOW OF RECORD. THAT THE PLAT HERE SHOW? 
IS A CORRECT REPRESENTATION OF THE EXTERIOR BOUNDARIES OF THE LAND SURVEYED AND OF THE DIVISIONS THEREOF MADE AND TNAT IN MAKING SAID SURVEY AND SUBDIVISIONS AND IN MAPPING THE SAME , HE HAS FULLY COMPLIED 

WITH THE PROVISIONS OF CHAPTER 236, REVISED STATUTES OF WISCONSIN ANO ACTS AMENDATORY THEREOF. ALL CORNERS HAVE BEEN MARKED WITH TUBULAR IRON STAKES. THE PLAT !5 ORAWNTOA SCALE OF $0’ TO ONE INCH. 

Mc.C.DODGE, suRVEYOR. 

Aaproduction of Gopy of Original Plat 
Furnished by Dane County Tile Company |



LT ~iT 

Tite Seach: 120 Regeut >t, Madison 

@ Grave: Jack D. Tayloe 

Grantee : Gordon De VWies 
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Lust : land Contract 

Vol. 46G Reeods P 4ol t= (S755 19 

Deke: G/o/7@ vecotded b/e/~2e : 

Notts: () Puree’: 8765 600 , ’7yCO down, 
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(2) Grantor: JIguson O( Refinery Co. 
Graute: Jack Dd. Taylee 
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Tnstrument: Warkawty Reed 
Vol. 425 Deeds, P 32i7v 

Dak: 5/14/43 Cree. 6/23/45) 
Nous: 9 Tay Stawps $3.85
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DOCUMENT NO STATE BAR OF WISCONSIN - FORM 11 AT —-2O 
LAND CONTRACT -Individual and Corporate 

. THIS SPACE RESEAVED FORM FECORDING DATA 

C . C, | 
15755 19 Office of Reo of Deeds }ss 

So Dane County, £ 

CONTRACT, by and between _ Yack D. Taylor d re | 

— ecaived for Recora - Co NM, 

herein catiod Vendor. whether one or more. d corded in 70) a a a va 

and Gordon C. DeVries nG re e “fo . 
a A4 . on page.+ = 

f . eooaoer? s * a « 

herein calted Purchaser. whether one or more, ee fpr boft RE y — eo 

WITNESSETH: That the Vendor, in consideration of the payments toa be made and the £ isbet 

, Covenants and agreements by the Purchaser to be performed, as hereinafter set forth, 

hereby sells and agrees to convey unto the Purchaser, upon the prompt and full perform. | RETURN TO . 

ance hy the Purchaser of the covenants and agreements of this contract to be by the Croak Law Offices 

Purchaser performed, the following described real estate in.___ Dane u7LS Monona Drive 

P < . Madison, Wisconsin 53716 
County, State of Wisconsin: 

ee ne a 

Tax Key *_ TT 

Lots Fifteen (15), Sixteen (16), Seventeen This 3 NOt homestead property. 

(17) and Eighteen (18), Block Two (2) of Eighmy Replat 

of Lots Six, Seven, Eight, Nine and Ten (6, 7, 8, 3 and 10), Block Five (5), 

and Lots One to Fourteen (1 to 14) inclusive, Block Six (614, Eighmy-Ramsay 
Company's Addition to the City of Madison. 

Real estate taxes for the year 1978 will be prorated between the 
parties as of July 1, 1978 when the tax bill is received in January, 1979. 

Sg 

~, 

4 

‘ . 

4. together with alt buildings, tmprovements, fixtuces and appurtenances, now or nereatter erected thereon, including all screen and storm 

doors and windows, attached mirrors, fixtures, shades, attached floor covering, hot water heater, furnace, oil tank and tight fixtures 

<? which shall be a part of the real estate, 

} D Purchase price to include two stoves and two refrigerators presently 

~, on the premises. 
™ The Purchaser, in consideration of the covenants and agreements herein made by the Vendor, @grees to purchase the above 

described premises, and to pay therefor to the Vendor at ___Madison, Wisconsin. —._.__, 

the sum of Seventy Five Thousan 75 000,00) ---~ ne ee nw we eee na Dollars, 

in manner following: $ 7,90 00 at the execution hereof, the receipt whereof is hereby acknowledged, and the balance 

of § 6 7, 900.00 , together with interest on such portions thereof as shall remain from time to time unpaid. at the rate 

S of _Nine per cent per annum, until paid in full. as follows: Said principal and interest shall be payable in month 

._. installments of not less than $610.00 per. month ss, beginning on the __farst 

— day of _ July : 19 78 provided the entire purchase moncy and interest shall be fully paid within 

4 Twenty_¢20) years from the date hereof. 
z 
“ Purchaser further agrees, unless excused by Vendor, to pay monthly payments sufficient reasonably to anticipate the payment of 

taxes, specrat assessments, fire and extended coverage premiums and such other insurance premiums as Vendor may require, and Pur- 

chaser agrees to make such payments to the Vendor and hereby suthorizes Vendor to apply the same in payment of such items. 

Said payments shail be applied first to interest on the unpsid balance at the rate herein specified and then to principal. Any 

amount may be prepaid without premrum or fee upon principal at any time, and interest shall be calculated at all times on the unpaid 

balance on the daily rate basis at 1/360 of the annual rate. 

In the event of any prepayment, this contract shall not be treated as in default with respect to payment so tong as the unpaid 

balance of principal, and interest (and in such case accruing interest from month to month shall be treated as unpaid principal) rsless 

than the amount that said indebtedness would have been had the monthly payments been made as first specified above, provided that 

' monthly payments shall be continued in the event of credit of any proceeds of insurance or condemnation, the condemned premises 

' being thereafter exctuded herefrom. 

Tre Barr te recerat re re bymertrness ot Pre beni wat os Het sett thre trite 2 SIRT HE MEY Tal CMTE rsora mee FT Tt HEN TPM Med wo 
here for ecesn muerrn ttre Aemdereupreeasnty detreer tie misteact- title Trsmant e potitr treme Poca my atten fun “pore rese* Price 
be pe werd oF <8 eehistreve —bmen spent. Fre-farchssermegirwesste pwy the-cose ofiutersccont nastroms of sts (rve errttitecirstrance. 

(OR The Vendor shall furnish the Purchaser thuty days prior to the date of ultimate closing, and the Purchaser shal! accept as a 
suffreient showiny of title, eather C1) a title insurance cammitment far an ownre'’s policy of title insurance in the sum of the purchase 

peie, the Purchaser ta te named as the assured, to Ge weiften by 9 title msurane ee company, and guucanteeing the Veacdar's title on 

the condition called for by thes agreement, or (2) a merchantable abstract showing the VYender’s trtle in the candituan called fue by 
thes agreement If an abstract 1s furnished, the Purchaser shal! notify the Vendor, in writing, of any objections to title within tea (10) 
days after receipt of such absteact, and the Vendor shall then have a reasonable time within which to rectify Ihe tiile or furnish a tithe 

policy as above descerhbed. 

The Purchaser shall be entitled to take possession of said premises on .__ ___vuly 1 ee io 8 In case 
possession 1s to be obtained by the Vendor, he shall have a reasonable time after such date tm which to remove any occupant. The 

Purchaser shall be entitled to remain in possession ax long as he performs all covenants and agreements herein mentioned on his part 

to be performed and no longer, 

ue "5 | vt B55 ae $0] 
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The Purchaser covenants and agrees as (allows: = 955 ~ 40? 
» VEL FACE nm 

1. To pey before they become delinquent all taxes and assessments, now of hereufter assessed of levied against and on the real 
estate described in this contract and to deliver to the Vendor receipts evidencing due payment taste et 

2. To keep said premises insured for fire and extended coverege for at leact the sum of $67,900.00 - to pay the 
premiums thereon when duc, and to comply with coinsurence provisions, if any, in imsurance companies approved by the Vendor with 
loss payable to the Vendor as interest may appear, and all policies covering said premises shui] be deposited with and held by the Vendor. 

3. To keep the premises in good condition and repsir, 

4. To keep the premises free from liens supersor to the lien of this contract, of the rights of the Vendor in the premises, 

§. Nout to commit waste nur suffer waste to be commutted., 

6. Not to do eny act which shall impair the value thereof. 

In case any such taxes or assessments remain unpsid after they become delinquent, of in case of failure to keep the premises a0 
insured, the approved policies deposited, or the insurance premiums paid, or to keep the same in good condition end repair, free from 
liens and waste, the Vendor may cure such defaults, and all sums so paid shall immediately be repeid to the Vendor and shall, unless 
so repaid, be added to end deemed part of the purchase price, and bear interest at the rate aforesaid. 

The Vendor hereby ayees that in case the aforesaid purchase price with the interest and other moneys shall be fully pald and al! 
the conditions herein provided shall be fully performed at the times and in the manner above specified, he will on demand, thereufter 
ceuse fo be executed and delivered to the Purchaser, a goud and sufficient Warranty Deed, tn fee simple. of the premises above de- 
scribed, free and clear of all legal liens and encumbrances, except any liens of encumbrances created by the act or default of the Pur- 

chaser, and except; ww 

The Purchaser hereby covenants and agees that time shall be deemed to be of the essence of this contract and in case of default 
in the payment of any principal or tnitereat when the same thal! became due, or in the performance of any of Une conditions, covenants, 

or promises by the Purchaser herein to be kept or performed, end such default shall continue for a period of _ 56 0. days, then the 
Vendor may, at his option, declare the contract at an end. al! rights of the Purchaser under this agrecment cancelled, and the emounts 
paid by the Purchaser hereunder forfeited, the same to remain the Vendor's property a3 rental of said premises and as liquidated dam- 
ages for the fuiluee completely to fulfill this agreement, and the Vendoe shall forthwith and without notice have the rightof re-entry, or, 
at the option of the Vendor and without notice to the Purchaser, notice being hereby expressly waived, the whole amount of unpaid 
principal shal! be deemed to have become due and payable, in case such option shali be exercised, the unpaid principel and interest 
together with all sums which may be or have been paid by the Vendor as herein authorized with interest on such disbursements at the 
rate aforesaid shall be collectible in @ suit af taw, or by foreclosure of this contract in the same manner as efthe whole of sa:d unpaid 
principal had been due at the time when any such default occurred, and the indebtedness shall embrace, with said unpaid principal and 
interest, all the sums so disbursed with interest as aforesaid. 

In case of legal proceedings in enforcement of any remedy hereunder, whether abated ofr not, all expenses, including reasonable 
attorney’s fees, shall be added tu the principal, become due as incurred, and in case of judgment shall be included therein. 

Upon the commencement ot during the pendency of any action of foreclosure of this contract, the court may appornt a recetver of 
the premises, including homestead interest, and may empower the receiver to collect the rents, issues, and profits of said premises 
during the pendency of such action, and may order such rents, issues, and profits when sucollected, to be heid and applied as the court 
shall, from time to time, direct. . 

All terms, conditions, covenants, warranties and promises herein shall be binding upon and inure tothe benefit of the heirs, lege! 
representatives, successors and essigna of the vendor and the purchaser: If not an owner of the property the spouse of the vendor for 
a valuable considvratron joins herein to release homestead eghts inthe subject property and syrees to join in the execution of the 
deed to be made in fulfillment hereof. 

| Executed at ___Madison, Wis consin, this _sth day of __ June . 19.78 . 
1 - 

Ce fh , SIGNED AND SEALED IN PRESENCE OF al f ST SEAL) 

ack. Tayldy _ / 
a 

tf, br, @ b/g / s 

Pr eet , . AAS (SEAL) 

a ordon C. DeVries 

gp PP PP 7 ed ey, e 

AUTHENTICATION 

Stynatures of _____Jack_D,. Taylor and Gordon C. DeVries — 

authenticated this _ sth day oss UNS ~4 ig/8 . 

fw . 

Philip/J.“roak 

: Title; Member State Bar of Wisconsin or Other Party 

Authorized under Sec. 706 06 viz, _o.00. Ll. 

STATE OF WISCONSIN 

ee, County. \ =. 

Personally came before me, this dy Of LO _*"» IIL, 

| the above named —__ eee 

to me known to be the person... «so who executed the foregoing instrument and acknowledged the same. 

| This instrument was drafted by , 

ttorney Philip J. Croak | 
_Attorney Pniiip vs -ros Notary Public County, Wis. 

| The use of witnesses is optional. My Commission (Expires) (Is) 

Names of persons signing tn any capacity should 
be typed or printed below their signatures. ; 

| FURNISHED BY ——*. 

‘ | Dane County | 
Title Company : 

. 
teaanalad h ve 

* . 
Gy ~~ aT: WE 
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LAND CONTRACT SUPPLEMENT 

As and for a supplement and part of the Land Contract 

" between Jack D. Taylor, seller, and Gordon C. DeVries, purchaser, 

dated June 5, 1978, the purchaser agrees as follows: - 

1. That the purchaser will continue to operate the 

business, during the term of this Land Contract, as a service 

station. . 

° 2. That no alteration or destruction of the apartments 

on the premises shall be made without written consent of the 

seller, except that the purchaser may convert the first floor 

apartment to his proposed business use. . | 

3. That in the event the purchaser defaults on his 

payments for a period of sixty (60) days, the seller shall have 

a right of immediate possession without the necessity of a 

forenlonanrm actin. 

6, Pe thpretbacaremne ong rrenenen Client faa Chr event cof cle fested td fie 

geespineseat ex eo bang: cone three Lomaset Cleoret ceaert tee wl td peter thee Plant 

floor apartment to its present condition. 

5S. That purchaser shall carry sufficient public 

liability insurance to cover the use of the premises. 

Dated this Sth day of June, 1978. 

2 , a 

ile / ih iL 
7 a ay lor ,; 

vt JOO ae 403 Z O) ) . 

Ortice of Register of Deads } 7 peVries ” aS 
Dane County, Wisconsin §™ 

Recorded ee ene & ] 92S 

at 22 oldock LO | 
Horold K. Hill, Reaister 

mee 8 gepepeeet sc ee!
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ZONING CODE eucjy, eG. 28.09 

[28.09 CoMeRcIAL pistaicts, | 
41) General Requirements. 7 / | 

— Ca) Fermi tted Uses. Permitted uses of land or buildings, as here- 
. in Tisted, “shall be. restricted to the districts indicated and 

“.. under the conditions specified. No building or tract of land 
 ,. Shall be devoted to any use other than a use permitted herein 

_. dn the zoning district in which such building, structure or 
. tract of land shall be located, with the following excepticns: 

. 4. Uses lawfully established on the effective date of this 
_.. ordinance; and | oe ra. vo 

Z. Conditional uses allowed in accordance with the pro- 
oo visions of 28.09{1)(b) hereunder. 

_. Uses lawfully established on the effective date of this ordi- 
_.: ,mance and rendered nonconforming by the provisions. thereof, 

Shall be subject to those regulations of Section 28.05 
.., governing nonconforming uses. 
(b) Conditional Uses. Conditional uses, as herein listed, may be 
.. @lYowed in the districts indicated, subject to the issuance of 
_,.. conditional use permits in accordance with the provisions of . 

' Section 28.12(10). 
(c) Lot Area Requirements. Lot areas shall be provided in accor- 
_, dance with the regulations herein indicated. In addition, the 
.. following regulations shall be complied with: 
_, 4d. No residential use shall be established or hereafter 

maintained on a lot recorded after the effective date of 
this ordinance, which is of less area than prescribed 
herein for such use in the zoning district in which it is 
to be located. 

> 2. For any lot of record which is less than fifty (50) feet 
| | in width or less than six thousand (6,000) square feet in 

area on the effective date of this ordinance and located 
| in any commercial district, the lot aréa requirements as 

established in the R4 district shall apply. 
3. No existing residential building shall be converted so as 

to conflict with or further conflict with the lot area 
per dweliing unit requirements of the district in which 
such building is located. | 

(d) Height Regulations. Maximum height regulations as set forth 
in t istrict shall apply to all buildings or structures 

| in such district. 
(e) Floor Area Ratio. Maximum floor area ratio as set forth in 

the CZ, C3 and C4 districts shall apply to all buildings or 
Structures in such districts. However, in the C2 and C3 dis- 

. tricts located within the central area, the maximum floor area 
ratio shall be not more than 4.0, or not more than 5.0 when 
such districts adjoin the C4 district and are within two 
hundred (200) feet of such C4 district and are continuous as a 
Cammercial district. 

| 28 - 91 Rev. 10/15/79
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QF. 28.09(1)(£) ZONING CODE 

(f£} Yard Requirements. Yards shall be provided in accordance with the 
regulations herein indicated and shall be unobstructed from the 
gcound level to the sky, except as allowed in Section 28.04(6)(e). 
All additims to a principal building, such as attached garages, 
shall comply with the yard requirements of the principal building. 

(g) Usable Open Space Requirenents. Usable open space shall be provided 
on ea ot, cevoted in whole or in part to any residential use, as 
set forth in each zoning district. Such usable open space provided 
on the ground level shall be in a campact area of no less than two 
hundred (200) square feet and having no dimension less than ten (10) 
feet and having no slope grade greater than ten percent (10%). In 
calculating the usable open space requirements in the C1, C2 and C3 
districts, there may be credited, up to a maximum of fifty percent 
(S0$) of the required open space area, the area of any balconies 
having a minimun dimension of four feet six inches (4'6''), and on 
the roof, any open space area having a minimum dimension of fifteen 
(15) feet and being free of any obstructions and improved and — 

e available for safe and convenient use to all occupants of the buil- 
ding, and in the C4 district, there may be credited to the required 
open space area, the area of up to one humdred percent (100%) of the 
required open space area in any of the abovementioned balconies and 
open space on the roof. Also in the C4 district, interior activity 
spaces such as swimming pools, fitness rooms, etc., which may be 
used by all residents of the building, may be credited to the 
required open space. (An. by Ord. 6052, 11-29-77) 

| (h) (R. by Ord. 5831, 5-6-77) 
(i) Off-Street Parking And Loading. In the Cl, C2 and C3 districts, 

off-street parking and loading facilities shall be provided in _ 
accordance with applicable.regulations herein set forth in Secticn 
28.11, provided however,! in the central area, there shall be no 
specific requirements for~off-street parking. / In the C4 district, 
there shall be no specific requirements for off-street parking and 
loading facilities. 

(2) C1 Limitcd Commercial District. , 
(aJ peatenent Of Purpose. The Cl limited commercial district is estab- 

ished to accommodate the shopping needs of residents residing in 
adjacent residential areas. Within this district, which is located 
in close proximity to residential areas, are parmitted those uses 
which are necessary to satisfy the daily or frequent shopping needs 
of the neighborhood consumer. Such uses include the retailing of 
convenience goods and the furnishing of certain personal services. 
Also permitted within this district are certain types of offices. 
Within this district, a limitation is imposed on the size of estab- 
lishments to prevent the generation of large volumes of vehicular 
and pedestrian traffic. 

Rev. 10/15/79 28 - 92
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ZONING CODE Sec. 28.09(2)(b) 

(b) General Regulations. Uses permitted in the Cl district are subject to 
Ollowing conditions: 

1. Business uses are not permitted on any floor above the ground floor 
except in those buildings where dwelling units and lodging roams are 
not established. 

2. All business establishments shall be retail or service establishments 
which deal directly with the custaners. All goods produced on the 
premises shall be sold at retail om the premises where produced w- 
less approved as a conditional use. (Am. by Ord. 6113, 1-26-78) 

3. All business, servicing or processing, except for off-street 
parking, off-street loading, display of merchandise such as garden, 
lawn and recreational supplies and equipment for sale approved as a 
conditional use by the Plan Commission, shall be conducted within 
completely enclosed buildings. (Am. by Ord. 4310, 8-29-73) 

4. Establishments of the "drive-in" type are not permitted, except in 
the case of automobile service statims. 

5. Business establishments are restricted to a maximm gross floor area 
of ten thousand (10,000) square feet each, exclusive of any floor 
area devoted to off-street parking or loading facilities, except 
that food stores, containing two (2) or more uses, and offices as 
herein permitted below, may have a maximum floor area of not more 
than we ty-three thousand (23,000) square feet. (Am. by Ord. 5125, 

-3-75 
6. Parking of trucks as an accessory use, when used in the conduct of a 

permitted business listed hereinafter, shall be limited to vehicles 
of not over one and one-half (1 1/2) tons capacity when located 
within one hundred fifty (150) feet of a residence district boundary 

ne. 
(c) Permitted Uses. The following uses are permitted in the C1 district: 

1. Accessory uses, including but not limited to the following: 
a. Signs as regulated in this section. 
b. Temporary buildings for construction purposes, for a period not 

to exceed the duration of such construction. 
2. Art and school supply stores. 
3. Barbershops. 
4. Beauty parlors. 
S. Bedding sales but not including furniture stores, provided that the 

zoning lot shall either be located on a heavy traffic route system 
or on a collector street with a right-of-way width not less than 
eighty (80) feet, and further provided that in no case shall the 
total floor area exceed three thousand (3,000) square feet. | 

6. Bicycle sales, rental and repair establishments. 
7. Book, magazine and stationery stores. 
8. Candy and ice cream stores. 
9. Churches. 

11. Drugstores. 
12. Dry cleaning and laundry establishments employing not more than 

eight (8) persons. 
13. Dwelling units and lodging units located above ground floor not 

exceeding fifty percent (50%) of the total building floor area. (R. 
& Recr. by Ord. 4499, 3-6-74) 

14. Fire stations. 

28 - 93 Rev. 10/15/79
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Sec. 28.09(2)(c)15. ZONING CODE 

15. Florist shops and conservatories employing not more than five (5) 
persons. 

16. Food stores--grocery stores, meat stores, fish markets, bakeries 
| employing not more than eight (8) persons, and delicatessens. 
17. Gift shops. 
18. Hardware stores. : | 
19. Hobby shops. 
20. Libraries, municipally owned and operated. : 
Zi. quer stores, packaged goods only. 
22. ical, dental and optical clinics, including accessory ilabora- 

tories. 
23. Nursery schools. 
24. Offices for professional persons, for insurance or. real estate 

organizations, and for nonprofit civic, fraternal, govermmental 
research, labor, political, religious and service organizations or 
associations. 

25. Outpatient housing facilities. : 
26. Paint and wallpaper store, provided it is located in a shopping 

center containing eight (8) or more retail businesses. . 
27. Parks and playgrounds. - 
28. Pet shops, including boarding of dogs, cats and other household pets 

when conducted as an incidental use and in an enclosed building. 
29. Photography studios, including the development of films and pictures 

when conducted as part of the retail business m the premises. 
30. Post offices. 
31. Recreational buildings and comuumity centers, not operated for 

profit. 
32. Restamants. except adult entertainment taverns. (Am. by Ord. 6101, . 

-6-78 Lot 
33. Schools--elementary, junior high or high. : en 
34. Shoe and hat repair stores. 
35. Toy shops. 
36. Variety stores. 
37. Wearing apparel shops. 
38. Banks and financial institutions including drive-up service windows 

provided that the zoning lot shall be part of a contiguous Com- 
mercial Zoned District with an area larger than five (5) acres; pro- 
vided that the zoning lot shall have direct vehicular access to 
either the heavy traffic route system or a collector street via a 
driveway approach where the Traffic Engineer has determined traffic 
problems will not be created in the street and further provided that 
in no case shall the total floor area exceed five thousand (5,000) 
square feet. (Cr. by Ord. 4456, 2-1-74) 

39. Coaummity living arrangements provided: 
a. That the loss of any state license or permit by a camunity 

living arrangement be an autanatic revocation of that 
facility's use permit. 

b. That the applicant disclose in writing the capacity of the 
community living arrangement. 

C. That the comnunity living arrangement be located above ground 
oor. 

(Sec. 28.09(2)(c)39. Cr. by Ord. 5636, 11-3-76) 

Rev. 10/15/79 28 - 94
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ZONING CODE Sec. 28.09(2)(c)40. 

40. Camera and photographic supply stores. (Cr. by Ord. 5638, 11-3-76) 
41. Reserved For Future Use. 
42. Travel bureaus and transportation ticket offices, provided that the 

. zoning lot is located on a heavy traffic route system or on a col- 
lector street with a right-of-way width not less than eighty (80) 
feet, and further provided that in no case shall the total floor area 
exceed one thousand five hundred (1,500) square feet. (Cr. by Ord. 
6076, 1-6-78) 

43. Art galleries. (Cr. by Ord. 6111, 1-26-78) 
44. Reserved For Future Use. 
45. Sporting goods stores, including the sale of live bait, provided that 

in no case shall the total floor area exceed three thousand (3,000) 
square feet, and further provided that hours of operation be limited 
to the hours between 7:00 a.m. and 9:00 p.m. unless approved as a. 
conditional use. (Cr. by Ord. 6261, 5-24-78) 

46. Small home appliances, sales and service, not including stoves, 
refrigerators, freezers, washers or dryers, provided that the zoning 
lot shall either be located on a heavy traffic route system or on a 
collector street with a right-of-way width not less than eighty (80). 
feet, and further provided that in no case shall the total floor area 
exceed three thousand (3,000) square feet. (Cr. by Ord. 6866, 
12-28-79 

(d) Conditional Uses. The following conditional uses may be allowed in the Cl 
district subject to the provisions of Section 28.12(10): 
1. Automobile laundries, provided: 

a. That the zoning lot shall be located within a Cl district which, 
as one district or in combination with other commercial or 
manufacturing districts, extends continuously for at least five 
hundred (500) feet on one side of a street. | 

b. That the hours of operation shall be limited to the hours be- 
tween 7:00 a.m. and 9:00 p.m. 

2. Automobile service stations for the retail sale and dispensing of 
fuel, lubricants, tires, batteries, accessories and supplies, in- 
Cluding installation and minor services customarily incidental 
thereto, and facilities for chassis and gear lubrication and for 
washing of motor vehicles only if enclosed in a building, provided 
that the provisions set forth in l.a. above shall apply. 

->3. Structures in which dwelling units occupy more than fifty percent 
£508) of the total building floor area. (R. §& Recr. by Ord. 4498, 
-6-7 

4. Greenhouses and nurseries, provided that such establishments shall be 
located on a major highway and further provided that adequate 
screening shall be provided on the premises. 

S. Hotels and motels, provided that the zoning lot shall be not less 
than one (1) acre. 

6. Outdoor eating areas of restaurants. (Am. by Ord. $198, 10-31-75) 
7. Parking facilities, open and accessory, for the storage of private 

passenger automobiles only, when located elsewhere than on the same 
zoning lot as the principal use served, subject to the applicable 
provisions of Section 28.11. 

8. Parking facilities, accessory and located outside of the central 
area, subject to the applicable provisions of Section 28.11. 
a. Accessory off-street parking facilities for a residential buil- 

ding where the proposed total number of spaces will exceed that 
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Sec. 28.09(2)(d)8.b. ZONING CODE 

required by this ordinance for such use or for an equivalent new use 
| by more than fifty percent (50%) or four (4) spaces, whichever 

oe number is greater. 
b. Accessory off-street parking facilities for any building, other than 

- -@ residential building, where the proposed total number of spaces 
will exceed that required by this ordinance for such use or for an 
equivalent new use by more than one hundred percent (100%) or fif- 
teen (15) spaces, whichever number is greater. 

9. Parking facilities, accessory and located within the central area, where 
the number of parking spaces in such facilities exceeds the requirement 
set forth in Section 28.11(3)(b) for similar uses. 

10. Parking lots, garages and structures, nonaccessory and publicly owned and 
operated, for the storage of private passenger automobiles only, subject 
to the applicable provisions of Section 28.11. 

ll. Printing and publishing establishments, including newspaper, letter 
press, business cards, mimeographing and other similar job printing 
service, provided that there shall be not more than five (5) employees, 
and further provided that the hours of operation shall be limited to the 
hours between 7:00 a.m. and 9:00 p.m. 

12. Public service signs. 
13. Public utility and public service uses as follows: 

a.- Electric substations. 
b.. Gas regulator stations, mixing stations and gate stations. 
c. Radio and television towers. 
d. Railroad rights-of-way, but not including railroad yards and shops, 

freight and service buildings, or rights-of-way for switch, lead, 
spur or team tracks. 

e. Sewerage system iift stations. 
| f. Telephone exchanges, microwave relay towers and telephone trans- 

mission equipment buildings. | 
g.- Water pumping stations and water reservoirs. | 

14. Radio and television studios and stations, provided that the zoning -lot 
shall be not less than one and one-half (1 1/2) acres. 

15. Temporary parking lots for a total period not to exceed three (3) years, 
provided such lot complies with the provisions of Section 10.08(6)(d), 
driveway and parking facility ordinance. 

16. Undertaking establishments and funeral parlors, provided that the zoning 
lot shall be not less than one (1) acre and further provided that where 
such zoning lot abuts a church site, the combined areas of both zoning 
lots shall be not less than one and one-half (1 1/2) acres regardless of 
the zoning district of the church site. 

17. Banks and financial institutions including drive-up service windows pro- 
vided that the zoning lot shall have direct vehicular access to either 
the heavy traffic routes system or a collector street via a driveway 
approach where the Traffic Engineer has determined traffic problems will 
not be created in the street and further provided that in no case shall 
the total floor area exceed five thousand (5,000) square feet. (Cr. by 
Ord. 4457, 2-1-74) 

18. Furniture stores provided that the zoning lot shall either be located on 
an arterial street or on a collector street with a right-of-way not less 
than eighty (80) feet and further provided that in no case shall the 
total floor area exceed five thousand (5,000) square feet. (Cr. by Ord. 
4647, 8-2-74) 
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ZONING CODE ~ Sec. 28.09(2)(d)19. 

. . 19. . Business offices, machine sales and services establishments provided 
that the zoning lot shall be located on an arterial street with a 
right-of-way not less than eighty (80) feet and further provided 

_ that in no case shall the total floor area exceed five thousand 
..._ . (5,000) square feet. (Am. by Ord. 5252, 12-24-75) 

20. Parking facilities, nonaccessory and publicly or privately owned and 
operated for parking of private passenger autanzobiles only, subject 

_ to the provisions of Section 28.11 and limited to those areas paved 
as of January 1, 1977, or those owned by the City Parking Utility as 
of January 1, 1977. (Cr. by Ord. 5946, 8-15-77) 

' 21. Upholstery shops, provided that the zoning lot shall be located: on 
an arterial highway or collector street and further provided that 
in no case shall the total floor srea exceed five thousand (5,000) 

_ square feet. (Cr. by Ord. 5801, 3-28-77) | 
. 22. Artisan workshops, including production for sale off the premises, 

provided that the Plan Commissim shall find: 
a. That the specific activities proposed, at that location, are 

_ . €onsistent with the recomendations of the adopted Land Use 
Plan for the City; and 

b. That the specific activities proposed will comply with the 
provisions of Section 28.04(17), with particular consideration 
given to the potential effects of heat producing equipment, 

: ower driven tools, and operations involving pounding or 
hamering: and 

¢. That the specific activities and hours of operation proposed 
will create no traffic or other impact detrimental to the pur- 

| poses of the zoning district or the use and enjoyment of sur- 
rounding properties. 

(Sec, 28.09(2)(d)22. Cr. by Ord. 6113, 1-26-78) 
23. Live bait stores, where hours of operation exceed those permitted 

under Section 28.09(2)(c). (Cr. by Ord. 6261, 5-24-78) 
(e) Lot Area Requirements. In the Cl district, lot areas shall be provided 

in accordance with the following requirenents: 
1. Dwelling units. 

Minimum Lot Area Type of 
Per Dwelling Unit Dwelling Unit 

700 square feet Clency 
1,000 square feet One bedroon 
1,300 square feet Two bedroan 

plus an additional three hundred (300) square feet of lot area for 
each additional bedroam in excess of two (2) in a dwelling unit. 

¢. Lodging roans-~-minimun lot area of four hundred (400) square feet 
per lodging roon. , 

(£) Height Regulations. In the Cl district, no building or structure shall 
exceed thes (3) stories nor forty (40) feet in height. -—— 
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Sec. 28.09(2)(g) ZONING CODE 

(g) Yard Requirements. In the Cl district, minimum yards shall be pro- 
v1 as follows: | : 
1. A yard shall be provided where the extension of a front or side 

lot line abutting a street coincides with a front lot line of 
an adjacent lot located in a residence district. Such yard ° 
shall be equal in depth to the mininum front yard required by 

| this ordinance om such adjacent residential lot. Such yard 
shall be provided alomg such front or side lot line abutting a 
street for a distance of at least fifty (50) feet, including 
the width of any intervening alley, fran such residential lot. 

2. A yard shall be provided where a side lot line coincides with 
an alley right-of-way line or a side or rear lot line in an ad- 
jacent residence district. Such yard along such side lot line 
shall be equal in dimension to the minimum side yard which 
would be required under this ordinance for a residential use” 
opposite such alley right-of-way line or on the adjacent resi- 
dential lot. 

3. A yard shall be provided where a rear lot line coincides with 
an alley right-of-way line or a side lot line or rear lot line 
in an adjacent district. Such yard along such such rear lot 
line shall be twenty (20) feet in depth for buildings not ex- 
ceeding one story in height, and thirty (30) feet for buildings 
exceeding one (1) story in height. | 

4. For residential uses, there shall—be ~provided. side_and rear 
yards as established in the ; regulations.’ For 
residential uses located above the ground floor, such yards 
shall begin at a level no higher than the level of the finished 
floor of the lowest residential unit. | 

- (h) Usable Open Space Requirements. In the Cl district,- there shall be 
provi a usable open space of not less than one hundred sixty 
(160) square feet for each lodging room, efficiency wnit or one 
bedroom unit, plus an additional one hundred sixty (160) square feet 
for each addi tional bedroom in excess of one in a dwelling wit. 

R. Dy Or § -6-77 

a atement Or Purposes. Ihe C2 general cammercial district is estab- 
ished to accommodate the shopping needs of a mxh larger consumer 

population and area of residency than that served by the C1 limited 
-  cq@unercial district. Within this district, which is located in 

- relative proximity to residential areas and to major thoroughfares, 
is permitted a wider range of uses than in the C1 linited commercial 
district. Uses permitted in this district include not only the 
retailing of convenience goods and the furnishing of certain person- 
al services, but also the retailing of durable and fashion goods and 
the furnishing of other types of services. Also permitted are all 
types of office uses. Within this district, there is no limitation 
on the size of establishments as provided in the Cl limited can- 
mercial district. 

(b) General Regulations. Uses permitted in the C2 district are subject 
to the Following conditions: 
1. All goods produced on the premises shall be sold at retail on 

the premises where produced unless approved as a conditional 
use. (Am. by Ord. 5982, 9-30-77) 
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ZONING CODE Sec. 28.09(3)(b)2. 

Z. All business, servicing or processing, except for off-street parking, 
- off-street loading, display and sale of farm produce and nursery . 

stock, display of merchandise such as garden, lawn and recreation 
supplies and equipment for sale to the public, establishments of the 
drive-in type and outdoor eating areas of restaurants approved as a 
conditional use by the Plan Commission, shall be conducted within 
completely enclosed buildings. (Am. by Ord. 7019, 6-27-88) 

3. Parking of trucks as an accessory use, when used in the conduct of a 
permitted business listed hereinafter, shall be limited to vehicles 
of not over one and one-half (1 1/2) tons capacity when located 
within one hundred fifty (150) feet of a residence district boundary 
line. 

(c) Permitted Uses. The following uses are permitted in the C2 district: 
[. Accessory uses. 
Zz. <Any use permitted in the Cl district. 
5. Amusement establishments, including archery ranges, bowling alleys, 

dance halls, golf driving ranges, gymnasiums, pool halls, swimming 
pools, skating rinks and other similar indoor amusement facilities. 

4. Antique shops. 
5. Art galleries and museums. 
6. Auction rooms. 
7. Automobile accessory stores. 
8. Banks and financial institutions. 
9. Blueprinting and photostating establishments. 

10. Business machine sales and service establishments. 
11. (R. by Ord. 5638, 11-3-76) 
12. Carpet and rug stores. 
13. Catering establishments. 
14. China and glassware stores. | 
15. Clothing and costume rental stores. 
16. Coin and philatelic stores. 
17. Convalescent homes and nursing homes, provided that the zoning lot 

shall be not less than one-half (1/2) acre and further provided that 
the side and rear yards as established in the RS district are pro- 
vided. Provided also that the intended use abuts on one side either: 
a. A residential zoning district; or 
b. A substantially permanent residential building in the com- 

mercial district. 
18. Department stores. 
19. Dry goods stores. 
20. Employment agencies. 
21. Exterminating shops. 
2Z. Floor covering stores (linoleum and tile). 
23. Florist shops and conservatories with no limitation on number of 

employees. 
24, Fraternal, philanthropic and eleemosynary uses. 
25. Furniture stores. 
26. purr ier shops, including the incidental storage and conditioning of 

urs. 
27. Hospitals and sanitariums. 
28. Hotels and motels. 
29. Household appliance stores, including radio and television sales and 

service. 
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3%. Interior decorating shops, including upholstering and making of 
draperies, slipcovers and other similar articles when conducted as 
part of the retail operation and secondary to the principal use. 

31. Jewelry stores, including watch repair. 
3Z. Laboratories--research, development and testing. | 
33. Leather goods and luggage stores. 
34. Loan offices. 
3S. Locksmith shops. 
36. Meat markets, including sale of meat and meat products’ to 

restaurants, hotels, clubs and other similar establishments when 
such sale is conducted as part of the retail business on the 
premises. 

37. Musical instrument sales and repair. 
38. Offices, business and professional. 
39. Office supply stores. 
40. Optical sales. 
41. Orthopedic and medical appliance and supply stores. 
42. Paint and wallpaper stores. 
43. Phonograph, record and sheet music stores. 
44, (R. by Ord. 7006, 6-6-8) 
45. Picture framing. 
46. Printing, publishing and bookbinding establishments. 
47. Radio and television studios and stations. 
48. Recording studios. 
49. Schools--music, dance, business or trade. 
SO. Secondhand stores and rummage shops. 
51. Sewing machine sales and service, household appliances only. 
S2. Sporting goods stores. 
53. Tailor shops. 
54. paeray’ except adult entertainment taverns. (Am. by Ord. 6101, 

1-6-78 
SS. Taxidermists. 
56. Telegraph offices. 
57. Theaters, indoor. 
58. Ticket agencies, amusement. 
S9. Tobacco shops. | 
60. Travel bureaus and transportation ticket offices. . 
61. Typewriter and adding machine sales and service establishments. 
62. Undertaking establishments and funeral parlors. 
63. Upholstery shops. 
64. Water softener sales and service. 
65. Film developing and processing. (Cr. by Ord. 6226, 5-3-78) 
66. Wholesale magazine distribution agencies, provided the hours of 

operation are limited to 7:00 a.m. to 7:00 p.m., and further pro- 
vided that none of the magazines handled by such agencies fall with- 
in the definition of materials handled by an adult book store as 
defined in Sec. 28.03(2). (Cr. by Ord. 6876, 1-17-) 

67. Outdoor display and sale of farm produce and nursery stock. (Cr. by 
Ord. 7020, 6-27-99) 

(d) Conditional Uses. The following conditional uses may be allowed in the 
CZ district subject to the provisions of Section 28.12(10). 

1. Any use allowed as a conditional use in the Cl district unless per- 
mitted in (c) above. 

: 2. (R. by Ord. 5831, 5-6-77) 

Rev. 7/15/80 28 - 1M



| “TIT -34 

ZONING CODE | ie Sec.: 28.09(3)(d)3. 

3. Autasobile laudries, provided that the Pisn Camissim shall first ob- 
tain a report and recommendatims from the Traffic Engineer on traffic 
matters. : , , 

4. Boat showroams, including accessory sales, and repairs of boats, motors, 
parts and equipment, provided that the Plan Cosmissim shall find: . 
-& That adequate off-street parking exists on the site. . 
b. That all repair of boats, motors, parts and equipment, and all sales 

and storage of boats, motors, parts and equipzent, shall be con- 
ducted displayed within completely enclosed buildings. 

. € That any such use shall be located not less than one hundred twenty 
(120) feet fram any residence district boundary line. 

5. Contractors. or construction offices and shops and display: roass, such as 
_ building, cement, electrical, heating, ventilating and air conditicning, 
-- Masonry, painting, plumbing, refrigeration and roofing, provided that all 
-- parking (other than autanobiles), loading, display of merchandise and 

_ parking or storage of equipment and supplies shall be conducted within 
completely enclosed buildings. | : 

6. Garages for repair and servicing of motor vehicles of not over one and 
' one-half (1 1/2) tons capacity, but not including body repairs, painting 

or motor rebuilding, providing that the Plan Ccamission shall find: 
a. That adequate off-sti-ct purking exists on the site for vehicles 

awaiting repairs, servicing or pickup. 
b. ‘That all other business and servicing shall be conducted within 

completely enclosed buildings. 
c. That no permanent or temporary storage of wrecked vehicles or rental 

vehicles shall occur on the premises unless cazpletely screened froa 
view or within an enclosed building. 

7. Storage and warehousing establistments, provided such gross floor area 
shall not exceed ten thousand (10,000) square feet, and further provided 
that the Plan Commission shall first obtain a report and recazsendaticns 
from the Traffic Engineer om traffic matters. 

8. Plarnmed development-hospital facility, provided that the total site area 
Shall be not less than one and oe-half (1 1/2) acres and further pro- 
vided that the site may consist of two (2) or more zoning lots separated 
only by a public right-of-way where authorized by ths Plan Ccamaission. 

9. Drive-in establishments. 
10. Bus terminals and bus turnaround areas, provided direct vehicular access 

is to a major traffic route and further provided tha location is not in 
conflict with adopted plans. 

11. Small machine shop, provided that no individual machine used in the shop 
exceeds one thousand two hundred (1,200) pounds, that no welding, forging 
or casting is conducted o site, that there shall be not more than five 
(S) shop employees, that the hours of operation shall be limited to the 
hours between 7:00 a.m. and 9:00 p.m., end that finished: products shall 
not exceed twenty-five (25) pounds in weight. 
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12. Business cammmity parking lot for operable passenger autamobiles of per- 
sons employed full time within the immediate neighborhood, provided: 
a. hat such parking lot shall be located outside the central area. 
b. That no building shall be located on such lot. 
c. That at least eighty percent (80%) of the parking spaces located on 

such lot shall be leased om a mmthly basis to persons exployed full 
| time in buildings within one thousand (1,000) feet walking distance 

from such parking lot. | 
d. That the site shall not abut residentially zoned property. 
e. That the Traffic Rngineer shall, prior to the approval of such lot, 

subait a report and recommendations regarding traffic and parking 
| needs and conditions within the area. 

f. That such lot contains a setback area which will be planted and 
landscaped and which conforms to screening regulations. 

13. Trailer rental; for use with private passenger motor vehicles. (Cr. by 
Ord. 4755, 10-24-74) 

14, Automobile rental agencies provided direct vehicular access is to the 
heavy traffic route system. (Cr. by Ord. 5092, 7-29-75) 

15. Sales of motorcycles, provided that the Plan Ccmaission shall find: 
a. That adequate off-street parking exists for motorcycles and auto- 

mobiles. 
b. That all sales and service be conducted within campletely enclosed 

buildings. 
c. That screening, landscaping, lighting and signs are appropriate to 

the location. 
(Sec. 28.09(3)(d)15. Cr. by Ord. 5515, 6-25-76) 
16. Autanobile sales establishments in abandoned autcmobile service station 

sites provided that the Plan Commission shail find: 
&. t there is adequate screening and landscaping, including between 

the site and residential uses. 
b. That no permanent or temporary storage of vehicles in disrepair 

shall occur on the premises unless within a campletely enclosed 
uiiding. 

c. That the site fronts om either a street designated as an arterial 
street or on a frontage road adjacent to a designated arterial 
street. 

d. That illumination of the site does not adversely affect adjacent 
properties. 

e. That signs shall conform to the size limitation of the RS resi- 
dential district if the site is opposite or adjoining residential 
property. 

f. That the hours of operation shall be limited to 8:00 a.m. to 
700 p.m. 

(3ec. 28.09(3)(d)16. Cr. by Ord. 5533, 7-13-76) 
i", Adult entertainment establishments, subject to the following conditions: 

a. All exterior windows in any premises occupied by such establishment 
shall be blackened to the extent necessary to make them opaque. 

b. No such establishment shall be located within five hundred (500) 
lineal feet of a church, or a private or. public elementary, 
secondary or vocational school, or a public park, or within five 
hundred (500) lineal feet of any residence district. 
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ZONING CODE Sec. 28.09(3)(d)17.c. 

¢. Such establishment may have only one (1) nonflashing business sign, 
which sign may only indicate the name of the business and identify 
it as an adult entertainment establishment. 

(Sec. 28.09(3)(d)17. Cr. by Ord. 5711, 12-28-76) 
18. Attendant or metered automobile parking facilities solely for the short 

term (3 hours or less) use of patrons and other visitors of retail, 
service, office, cultural and recreational uses in the vicinity of the 
State Street Mall and Capitol Concourse provided: 
a. That such lot is within three hundred (300) feet of the limits of 

the C4 Central Commercial District, and 
b.- That such lot contains a setback area which will be planted and 

landscaped and which conforms to screening regulations, and 
¢c. That the Traffic Engineer shall, prior to the approval of such 

facility, submit a report and recommendation regarding traffic and 
parking conditions within the area, and 

d. That such lot, at its location, does not defeat the adopted 
objectives and policies of the City nor the purposes of the zoning 
district, and 

e. That no residential building shall be located on such lot. 
(Sec. 28.09(3)(d)18. Cr. by Ord. 595, 7-7-77) 

19. Bakeries with more than eight (8) employees or selling at other than 
retail provided: 
a. That adequate off-street parking and loading exists on the site. 
b. That the hours of operation shall be established after con- 

sideration of the occupants of adjacent properties. 
(Cr. by Ord. $982, 9-30-77) 
20. Model homes or garage displays. (Cr. by Ord. 6971, 4-1-9) 
21. Physical culture and health services, reducing salons, masseurs § and 

public baths, subject to the following conditions: 
a. The identity, including officers and agent of any corporation and 

all partners in a partnership, of the owner of the building and any 
lessee of the portion of the building so used shall be filed with 
the Zoning Administrator. A copy of any lease involved shall be 
filed with the Zoning Administrator. Changes in any of the above 
information shall be reported within ten (10) days of the change to 
the Zoning Administrator. 

b. The person seeking the conditional use permit shall provide, in 
writing, a full and detailed description of the proposed business as 
part of the application and shall update such description as changes 
occur. 

c. The intimate parts, as that term is defined in Sec. 939.22(19), Wis. 
Stats., of employees shall be covered with opaque material at all 
times. 

d. For public baths only, no employee shall be present with any patron 
in any hot tub, sauma, steam room or whirlpool except in an 
emergency. The occupant shall permit inspection of facilities by 
the City Health Division during regular business hours. 

e. The occupant shall not permit the violation of any law relating to 
commercial sexual activity. 

f. Failure of compliance with any of these conditions or operation of 
the business in a manner other than as most recently described may 
be grounds for revocation of the conditional use permit. 

(Cr. by Ord. 7006, 6-6-80) 
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(e) Lot Area Requirements. In the C2 district, the lot area require- 
ments of the Ci district shall apply. | | 

- (£) Floor Area Ratio. In the C2 district, the floor area ratio shall 
not exceed 3.0. : 

(g) Yard Requirements. In the C2 district, minimum yards shall be pro- 
vided as follows: 
1. A yard shall be provided where the extension of a front or side 

lot line abutting a street coincides with a front lot line of 
an adjacent lot located in a residence district. Such yard 
shall be equal in depth to the minimum front yard required by 
this ordinance on such adjacent residential lot. Such yard 
shall be provided along such front or side lot abutting a 
Street for a distance of at least twenty-five (25) feet, in- 
Cluding the width of any intervening alley, from such resi- 
dential lot. 

2. A yard shall be provided where a side lot line coincides with 
an alley right-of-way line or a side or rear lot line in an ad- 
jacent residence district. Such yard along such side lot line 
shall be equal in dimension to the minimm side yard which 
would be required under this ordinance for a residential use 
opposite such alley right-of-way line or on the adjacent resi- 
dential lot. 

3. A yard shall be provided where a rear lot line coincides with 
an alley right-of-way line or a side lot line or rear lot line 
in an adjacent district; Such yard along such rear lot line 
shall \be-ten—{i0}—feet—ih depth for buildings not exceeding one 
story in height, and thirty (3%) feet for buildings exceeding 
one story in height. 

4. For residential uses, ther 11 be providedside and rear_ 
yards as established in the/IS district regulations.’ , For resi- 
dential uses located abov _the—pround floor; —suctt yards shall 
begin at a level no higher than the level of the finished floor 
of the lowest residential unit. 

(h) Usable Open Space Requirements. In the C2 district, the usable open 
space requirements of the Cl district shall apply. 

(i) (R. by Ord. 5831, 5-6-77) 

—— > END cZ 

— > R4 LOT AREA REQUIRENENTS 

(d) Lot Area Requirements. In the R4 district, there shall be provided not 

less than two thousand (2,000) square feet of lot area per dwelling 
| unit. However, where the average number of bedrooms per dwelling unit in 

the building exceeds two (2), an additional five hundred (500) square 

feet of lot area shall be provided for each bedroom in excess of an 

average of two (2) bedrooms per dwelling unit.
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SUMMARY OF ZONING CODE & teow 
AB. \ 

PARKING REQUREMEDTS 

ZONING CODE REsIDEVUTIAL Sec. 28.11(3)(1)1.a. 

a REQUIRED OFF-STREET PARKING FACILITIES | : 

; . | Number Of Required Parking Spaces 
. a | Per Lodging Room Or Dwelling Unit 

: ire G ee C 

Zoning Lodging Efficiency | Bedroom { Bedroom} More Bed- 
Districts Room Unit Unit Unit room Unit . 

onservancy, 
Agriculture, : 
Ri, R2, R3, 1.00 1.00 1.25 1.25 | 3 1.25 
R4, R4A, RAL. | 

R5, Cl, C2, 75 1.00 | 1.00 1.00 | 
C3 ‘ . Los . 

RS ee ee 

GEVEUAL OFF-STREET PK6. REQUICE HENS 

1. Bowling Alleys: 5 spaces/lane 
2. Churches: I per 10 seats | 
3. Amusement establishments: parking equal to 10% of capacity 
4. Commercial office: 1 space for each 300 square feet 
>. Hotels: 1 space for every 3 sleeping rooms 
6. Motels: 1 space for each sleeping room 
7. Retail and medical/dental offices: 1 space for each 300 square feet 

of gross floor area.
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Pant —- MATS Mapicort Lana Use rh 

RESIDENTIAL DISTRICTS 

Ri LOW DENSITY (less than 8 units/ocre} 
RLM LOW- MEDIUM DENSITY (8-15 units /acre) 

: Ru MEDIUM DENSITY (16-25 units/acre) 
RMH MEDIUM-HIGH DENSITY (26-40 units/acre) 

: Ru HIGH DENSITY( 41-60 units /acre) 

-S§ SINGLE -JNIT DISTRICT | in addition, tne residentizi districts are labeles 
—X MIXED HOUSING TYPES DISTRICT a.ta JSurt.x -aiter which indicates the recom: 

-m MULTI-UNIT HOUSING DISTRICT mended mixture of Nous:ng types. 

dansity suftixes may oe is/ad «ita tne ND NEIGHSORHOOD DESIGN DISTRICTS 4 on ty suft-xes may og asad atta th 
COMMERCIAW. DiSTRIC TS 

| Cx NEIGHBORHOOD COMMERCIAL 

Cc COMMUNITY COMMERCIAL 

| Cre REGIONAL COMMERCIAL 

CH HIGHWAY COMMERCIAL 

Cce-x MIXED-USE DISTRICT (suffix “x") 

\ INDUSTRIAL DISTRICTS 

L St SPECIAL INSTITUTIONAL DISTRICTS f 

| P PARKS, RECREATION, OPEN SPACE, CONSERVANCY. 

+. OTHER SYMBOLS USED ON MAPS | 
v 

é 

== URBAN SERVICE LINE 

| & OTHER PARKS AND RECREATION FACILITIES 

" aS ~ r,



LAND USE PLAN for MADISON, WISCONSI 
Maior Assumptions and Recommendations 

ASSUMPTIONS 

]. Energy costs wil] continue to increase. 

2. Increased cost of construction will lead people to consider re- 
habilitation of existing structures or building smaller new homes 
to meet their shelter needs. 

3. People in the Madison area will become more aware and place more 
emphasis on modes of transportation and patterns of land use that 
are more energy efficient. 

4, People may not have as much extra money as they do today and will 
look for ways to trim their housing and transportation budgets. 

MAJOR RECOMMENDATIONS 

1. Transportation 

a, Expand mass transit service and usage, in part by concen- 
trating major commercial and office development in the Centrai 
Business District and developing higher residential densities 
close to major transit routes. 

b. Encourage a “park and ride” program to enable people to park 
their cars at the city's edge and take express busses to the 
downtown area. 

Cc. Develop convenience shopping and tocal activity centers within 
walking distance of people's homes. 

d. Discourage low-occupancy automobile commuter traffic in the 
downtown area. 

e. Divert non-local automobile traffic from residential areas. 

2. Inner-city residential areas 

a. Prepare detailed neighborhood plans designed to preserve and 
enhance the existing neighborhood character, provide a variety 

of housing opportunities, create a stable investment climate, 
and clarify procedures for obtaining city approval for new 
development. 

b. Implement the neighborhood conservation program to coordinate 

housing and building code enforcement, rehabilitation loans 
and grants, and integrate transportation and Jand use plans. 

c. Encourage higher density residential development above retail 
establishments on the State Street Mall and Capitol Concourse. 

d. Encourage the reuse of underutilized railroad property for 
| high density residential use. 

e. Encourage construction of Jarger dwelling units. 

f. Establish criteria to preserve environmental and historical 

sites, and ensure that new development is compatible with 
neighborhood and community objectives, and that new develop- 
ment adds to the visual appearance, safety, and recreational 

space of the neighborhood. .
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3. Residential areas that are being newly developed 

Neighborhood development plans for undeveloped areas would insure a 
variety of housing types, street system which discourages non- . 
local traffic and provides for mass transit service, the creation 
of a walkway and bike-path system, preservation of environmentally 
or historically significant sites, adequate public and private 
recreational space, neighborhoods would be designed so as to 
minimize urban sprawl, and to encourage innovative methods of 
treating storm water run-off, minimize the percentage of land use 
for streets, etc. 

- 4, Commercial areas 

a. Concentrate major commercial facilities in the Central Business 
District, and near the Hilldale, East Towne, and West Towne 
shopping centers. 

b. Prohibit the development of additional ribbon-strip commercial 
facilities. 

c. Permit single convenience shopping facilities within resi- 
. dential neighborhoods. 

d. Continue to revitalize the Central Business District. 

e, Establish standards for the size, traffic and pedestrian 
circulation, noise, lighting and screening of different types 
of commercial areas. 

5. Industrial uses 

a. Encourage new industries compatible with the city's environ- 
mental and economic and social objectives. 

b. Support the development of industrial parks. 

6. Institutional uses 

a. Require major institutions to coordinate their planning with 
that of the city. 

b. Create a new Zoning classification “or institutions to insure 
that a change of use would require city approval. 

7. Solar Energy Systems 

a. Encourage the use of solar energy systems. 

b. Establish certain regulations which would provide for the construc- 
tion of solar energy systems, including any provisions for solar 
access to collectors. 

om Encourage the development of land subdivisions which would provide 
for solar access by orienting streets in an East-West direction and 
the long axis of lots in a North-South direction, by establishing 
building setback lines, by establishing solar access easements, end 
by other methods insuring solar access to collectors.
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B. NOTES ON THE PLAN MAP 

Generally, the statement of purpose districts shown on the Plan 
Map support and are consistent with the objectives and policies 
recommended in the Plan Report. In some cases, however, the 
recommended statement of purpose districts shown on the Plan Map 
do not reflect a land use pattern consistent with the land use and 
development policies in the Plan Report. This occasional dif- 
ference between stated land use policies and the recommendations 
made on the Plan Maps is primarily a consequence of the need to 
recognize certain established uses. 

There are several sections of the city where established land uses 
exist that are in conflict with many of the recommended land use 
policies, including large apartment complexes located far from 
either activity centers or transit routes, office buildings located 
in the center of residential areas, large low-density residential 
neighborhoods with virtually no multi-unit or higher density 

housing opportunities available, and industrial uses right next to 
homes. There are also vacant lands which, because of the pattern 
established by prior development, can only reasonably be used for 

. . activities which ideally ought to occur some place else. And there’: 

are occasional parcels of Jand so poorly located that they are not 
really good locations for urban use. 

If the Land Use Plan is to be a useful guide to daily decision- 
making rather than idealized picture of "what might have been,” the 
specific land use policies recommended for each geographic area 
should have at least some possibility of being implemented. There- 

fore, the recommended land uses shown on the Plan Map indicate a 
change in use only if there is a reasonable possibility of the 
change occurring during the planning period. 

Additional comments on particular recommendations are contained in 
the following notes, which are keyed to the numbers in parenthesis 
on the maps. 

9. It is recommended that intensive commercial and high density residential 
- uses be developed aiong Regent Street, and that commercial ground floor 

uses have residences built above them on Regent and Monroe Streets. 
This recommendation, coupled with the higher densities proposed in 
notes 8 and 13, should reduce the pressure for new higher resi- 
dential density development in the Regent, Monroe and Vilas Park 
neighborhoods. 

e. Mixed-Use District 

This designation (indicated with a suffix "x") identifies 
certain areas located close to relatively high density 
residential neighborhoods where a mixture of residential 
and commercial uses within one structure should be en- 
couraged under Planned Unit Development (PUD) controls. 
The commercial uses and residential densities appropriate 
In a mixed-use district will depend upon the objectives 
being sought in the area and the characteristics of 
adjacent commercial and residential districts.
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Arterials are in general those streets which provide the more direct 
and unrestricted routing between large activity centers. Since arterials Functional Classification 
provide for movement between rather than within activity areas, they 

eS eee 
should be located in widely spaced corridors and in areas of concentrated Functional classification is the process by which street and travel desires. arterials should have high capacity design, access roadways are grouped into classes according to the character of service control commensurate with traffic voluwse or operational requirements and they are intended to provide, ranging frow a high degree of travel directness in continuity of routing. Since such routes can be expected mobility (arterials) to Jand access functions (local roads). Expressed to carry an ever-increasing proportion of long distance travel, they another way, the basic principle of functional classification is that should be given primary concern in any highway planning effort and streets and roadways have two prime purposes: (1) to move vehicles Provision should be made for both protection and expansion of their and (2) to serve access to adjacent land. The Highway Functional! Capacities to move traffic rapidly and safely. Classificatio es a@ewo 2 which 

are compat ible with certain highway elavsee. Planning Tand uses wh Arterials have been subclassified into the following three categories 
based on the size of or the amount of activity in the area which they 
serve: The movement of vehicles for the Figure 1 

mobility function is accomplished 
Principal Arterial~-Serves the major intra-metropol itan by those streets commonly classified 
corridors connecting major communities within an urbanized ~ as arterials. The land access SYSTEM NETWORK _ Fyne THON area and provides the highest level of urban mobility function is performed by those 
within a continuous system under a high degree of access streets commonly referred to as ¢ Trattic Mablity © control. locals. A compromise function is - ARTERTAL ee re 

carried out by a third classifica- a ee Primary Arterial--Serves inter-community trips within the tion of streets~-collectors: — : wd . urban area and provides a high level of urban wobility with streets which serve the conflicting a little variation in operating conditions forming a continuous demands of both local and through COLLECTOR x system within the urban area. traffic since they principally ~ ym Ne 
provide the connection between the 

Standard Arterial--Serves long trips within an urban area, other classifications. (these ' provides good mobility and is continuous when combined with three uses of highways are frow LOCAL lund Acesss the principal and primary system. the basic classification scheme 
a3 Most widely accepted by 

Collectors 
transportation planners--Yigure 1.) 

Collectors are dual purpose highways which are subclassified into two Another measure used in determining the functional classification of the groups: 
highway system is the level of service it provides. The level of service . describes the speed and other highway operating characteristics which a Connector~-Serves intermediate to long trips within an given volume of traffic can be accommodated on a highway facility or system. urban area, providing service to traffic generators which The level of service increases in proportion to increases in safe operating for some reason are not adequately served by an arterial speeds and other related operating characteristics, @.9g.. the amount of and as a semi-arterial provides fair mobility with considerable access control. Because the level of service defines the degree of mobility, variations in the level of service. it ranges from a high leve} to a low level between the arterial and local 
street systems. The location and level of service of each facility as Distributor-~Collects and distributes traffic to and from part of a functional system must be consistent with the other parts of local streets and adjacent lands vithin an urban neighborhood that system. Similarly, the characteristics of each system as part of area and form 2 generally continuous pattern when combined the total network will affect the spacing and level of service of all . with arterial and collector systems while providing low level other systems. 

mobility for medium length trips. 
ee 

arterials Locals — 
The traffic mobility highways classified as arterials are those which The local or land service streets are the most easily classified. these provide rapid movement of streets are designed for low speeds and volumes and are to provide access concentrated volumes of traffic over from low generation land activities to the collector and arterial system relatively long distances. 
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IV, Market Attributes 

The initial analysis of the physical attributes of the site included a 
discussion of the linkages, or connections between the site and other 

establishments in its urban environment. This discussion was primarily 

an inventory of the connectors, and did not establish the characteristics 
of the people with whom the site is linked. 

These people, in most instances, will form the market for whatever is 

developed on the site. This segment of the report will be devoted to 
understanding the characteristics of the people who make up the market 

for uses developed on our site. We will look first at the delineation 
of trade areas, then at developing profiles of the population in each 
area, and finally analyze the supply and nature of competing uses. Our 

conclusions regarding the market for and marketability of a given use 

will be the result of this analytical procedure. ° 

A. Alternative Uses 

Based on the physical attributes of the site, and a preliminary analysis 

of the linkages between our site, we will narrow the universe of alter- 

native uses still being considered to the following four: 

a. reside tia 

b. urheels 

d. Qther: your choice of another alternative. 

In your feasibility report, select three of the four uses we have 

identified and carry through the market attribute analysis as we outline 
it here. 

B. Trade Area Delineation 

On page A-1 of the appendix to this workbook, we have provided a map 

which delineates two different trade areas of tributary areas that might 

be the source of the people who form the market for a use on our site. 

These two trade areas are: 

The 3-Tract Area: An area consisting of three census tracts 
centered around our site. These tracts are within a short drive 
of our site. 

The Arterial Trade Area: An area consisting of those census tracts 
assumed to be the source of most automobile traffic past the site. 

The arterial trade area is distinct from the 3-tract area.



Tw .2 

To @ certain extent, these areas have been chosen arbitrarily, within the 

limitations imposed by the availability and form of the census information. 

As a result, each of the different alternative uses that you examine may 
require a different combination of the trade areas that we have defined. 

As an example, we might expect that a gasoline station would draw most 

heavily on the arterial trade area, while a fast food restaurant without 

parking might rely most heavily upon the 3-tract area and its immediate 

neighborhood. 

As part of your analysis, you should identify the trade areas you use, 
and describe how you selected those which apply to each use. 

C. Population Profiles 

Having delineated trade areas, and identified which trade areas apply 

to which potential uses and why, we move ‘on to an analysis of the char- 

acteristics of the people who live and work in those trade areas. Our 
objective is to develop a profile of each readily identifiable sub-group 

that exists in the trade area. Our source of information will be pri- 
marily the census data found in the appendix. 

A profile of a group of people characterizes them according to some or 
all of the following: 

a. demographic characteristics: age, sex, family status, 
marital status 

b. income characteristics: income levels--per capital, per 

family, per unrelated individual 

c. housing characteristics: renter, owner, type of unit, 
rent, age of unit, size of unit 

d. employment/education characteristics: education level, 

student status, employment status 

e. transportation characteristics: trip to work by car, foot, etc. 

Careful study of the census information should enable you to identify 
sub-groups within the trade areas. You might begin by finding large 
demographic groups, such as "single people under 25", then further 
characterizing them according to income levels, housing characteristics 
and the like. 

Try to describe the “typical resident" of the trade area, Note that 
where more than one clearly identifiable sub-group exists, you will 

have more than one such "typical resident".
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The population profile permits us to make some assumptions about 

the lifestyle and spending habits of the people in the trade area. 

Based on your own experience, you should make some predictions 

about the spending habits of at least one sub-group--those students 
living in the 3-tract area. 

To summarize: The population profile segment of your report should 
include descriptions of the typical residents of the trade areas you 

developed for each alternative use. It should indicate whether there 
is a match between the profiles of the people in the trade area and 

a profile of a typical customer for that alternative use. 

D. Supply/Demand/Competition Analysis 

The objective of this portion of the market attribute analysis is to 

determine if there are enough people willing to spend enough money 

at our site to support any of the uses we are still considering for 
the site. We will carry out this analysis according to the simplified 

methodology outlined below. Your report should include this analysis 
for each of the three uses (and their respective trade areas) that you 

are contemplating. 

1. Estimate Spendable Income 

Using per capital income figures, population estimates and a 

savings rate, estimate spendable income in the three-tract and 

arterial trade areas. 

Spendable income estimates have been prepared for you, and are 

presented on page A-13 in the attached appendix. 

2. Estimate Available Income by Catagory 

Once we know aggregate disposable income, we can estimate how that 
income will be spent. For retail goods, estimates of the "Percentage 
of Disposable Income Spent on Retail Goods" have been developed. 
Applying these estimates to the spendable income estimated above 

produces the results shown on page A-14 in the appendix. 

The columns titled “estimated Average Retail Revenue in Mill ions" 
show how much money is available to be spent on "Food Stores" and 
other types of retail uses in each of the trade areas. 

Similar figures can be obtained giving the approximate portion of 

income that will be spent on housing. These are presented as 

"Annual Budgets" in table A~20 in the appendix.
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3. Adjust Available Income 

a. Retail Uses 

The figures used to estimate available income by retail category 
above were for Madison as a whole. It is quite possible that the 

students in our 3-tract trade area will spend their disposable 

incomes (modest as they are) differently than will the "average 
resident" of the city of Madison. 

We would therefore like to adjust the percentage of disposable 

income spent on retail goods to reflect our subjective views of 
the differences between our potential market and the city as a 

whole. These adjustments may be subjective, but they must also 

be reasonable. They should be justified by the information about 
characteristics and lifestyle that you developed in the population 

profile segment of the report. 

We are outlining a method here that you might use to make your 

adjustments. Look at it critically, and develop your own adjust- 

ments: Those selected here are just an example! 

CITY TO MARKET SALES ADJUSTMENTS 

Ttem Rate Adjustment Adjusted Revised Available Revenue 

Rate 3—tract Arterial 
(Repeated) 

Total retail 65.42% 0 65.4 $63 .5M S$ 75.4M 
Food 12.8 - 9.6 9.05 14.7 
Gen. Merch. 14.8 + 16.7 16.2 17.1 

Furn. & 2.4 -- 1.2 1.2 2.8 
Appl. 

Auto 10.4 -- 5.2 5.0 12.0 
Drug 2.0 + 3.9 3.8 2.3 

& Hard. 

Gas 4.3 -~ 2.15 2.1 4.95 

Apparel 3.2 ++ 6.9 6.7 3.7 
Dept. Stores 8.6 + 10.5 10.2 9.9 
Eat & Drink 5.1 + 7.0 6.8 5.9M
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We adjust all retail categories because we assume that sales lost to one 

category are transferred to another. We make the adjustments as follows: 
Identify those categories where spending is expected to be lower than for 

the city. Each "~" represents a 25% decrease in the "rate". Sum the 
decreases in percentage points as follows: 

Food 3.2 (25% of 12.8%) 
Furniture 1.2 

Auto 5.2 
Bldg. 1.25 

Gas 2.15 

Total 13.00 

(You should be able to interpret what these adjustments mean in terms of 

the population being discussed.) 

These decreases will be allocated to the categories assumed to have higher 

levels of retail spending by dividing 13.0 by 7 = 1.86. Each "+" will then 

mean an upward adjustment of 1.86 percentage points (this method is used 

because a given % decrease in a large-dollar category would translate into 

a larger % increase in a small-dollar category, and vice versa). 

b. Residential Uses 

Similar adjustments should be made for multifamily housing. The Table on 

page A-20 shows several different spending patterns. These patterns vary 
according to family status and income level. From this table, you may obtain 

an estimate of the percentage of income spent on housing, which you will 

probably adjust to reflect the characteristics of the people in your trade 

areas. Any such adjustments will necessarily be subjective. 

Base on this adjusted "percentage of income spent on housing", and the per 
capita and family income figures developed earlier, you should develop an 
estimate of how much monthly rent the "typical" resident would be able to pay. 
How does this figure compare with rents currently charged by existing units? 

4, Revenue Lost to Competition 

a. Retail Uses 

Whatever use is developed on our site will not be able to capture more than 

some relatively small fraction of the revenue available trade areas. How 

much it will capture is in part a function of how many other similar stores 

are competing for those dollars. At this point in your analysis, you should 

inventory the competition within your trade areas. 

The Yellow Pages of the Madison Telephone Book is one good source for a com- 

petition inventory. The Madison City Directory, found in the reference col- 

lections of several libraries in Madison, is another source you might consult. 

Our competition analysis will operate on the assumption that the competing 

stores are surviving, and that they have the same characteristics of size 

and sales volume as those stores shown in table A-15 in the appendix.
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Since we know how many competing stores are in our trade area, we can 

use the revenue requirements shown in table A-16 to estimate how much 

of the available revenue would be lost to these competing stores. 

As an example: If you were considering a liquor store for your site, 
and you identified 3 competing liquor stores in your trade area, you 

would be able to estimate that 3 x $401,899 = $1,205,697 was being spent 
on liquor at these stores. 

b. Residential Uses 

You should be able to evaluate revenue lost to competition in a similar 

fashion for residential users. Beginning with an inventory of existing 
_ competing residential units, and estimates of average or typical rents 

in your area, you should be able to estimate how much money is being spent 

for housing in those units. 

An analysis of competing residential uses can provide additional insight 

into the supply/demand relationships in the residentail market. The level 

of vacancy in the existing units gives some indication of the strength of 
demand for the existing supply of housing: a high vacancy rate suggests 

that the supply of housing exceeds the demand for it. 

5. Go No-~Go Decision 

A decision as to whether or not there is a market for a given use can now 
be made. By subtracting the amount of revenue lost to competition from 

the total amount of revenue available to be spent on a specific type of use, 
you can determine if there is enough revenue remaining to support the use 

you are testing. 

The revenue avatlable for the store or apartments on your site must at 

least equal either the required revenue for retail stores shown on the 
table on page A-16, or the typical apartment rent prevailing in your area. 

If the required revenue is there, you have reached a "GO" condition. If 
the required revenue is lacking, you must conclude that your project is 

a "NO-GO" or justify it by other means. 

6. Checking your Conclusions 

You might check the results of your retail analysis by estimating how 

many people, spending how much money, will have to walk through the doors 
of your establishment on any given day in order for it to realize the 

revenue that you are projecting. 

If you projected a yearly revenue of $275,000 for a camera shop that would 

be open 6 days a week, you are estimating daily sales of $881. If a "typical" 
camera sale totals $250, you are estimating a little more than 3 such sales 

every day, all year long. Does that seem to be a reasonable assumption? 
The response will depend upon the nature of the trade areas, the potential 

customers and the competition.



TY -T 

E. Merchandising Guidelines 

The market attribute analysis should conclude with a discussion of the 

competitive standard. Those features of competing sites and uses that 

must be included on our site if it is developed in a given use. You 

should also speculate on what features might provide your site with a 
competitive edge, enabling it to capture a larger share of the available 

revenue. 

F, Summary 

To review, your Market Attribute Report should cover at least the following 

points: 

L. Description of 3 alternative uses, and why they remain under consi- 

deration at the start of the analysis. 

2. Delineation of trade areas for each alternative use. 

3. Profiles of the population in the trade areas, with descriptions of, 
broad population characteristics, typical residents and some assump- 

tions regarding the lifestyle and purchasing patterns of one major 

sub-group--the student population. 

4, Supply/Demand & Competition Analyses, as outlined in the previous section, 

for each of the three alternative uses. 

5. Summary and Conclusions, with specific reference to merchandising 

techniques suggested by the market attributes.
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. City of | Market ‘ Census Tract 
| Variables Madison ‘Area 900 1100 | 1200 ARTERIAL 

\ ' 
Table 5 

HOUSING CHARACTERISTICS 

Aggregate Gross Rent (5,393,1) (19,5873,14) 

Total Rent 4,277,430 1,269,415 213,969 132,124 211,668 711,654 

Total Renter 28 ,004 7,880 1,353 1,014 1,352 4,161 
Occupied Units . 

Average Monthly 153 161 158 130 157 171 
Rent 

Table 7 

Total All Units of Housing (7,473,1) 

Total 66 ,604 20,265 2,882 1,132 2,314 13,937 

Table 9a 

Total Occupied by Unit Type (9,1153,8) 

Total 66430 19,725 2,827 1,076 2,276 13,546 

l unit, detached 52% 62% 54% 8% 39% 72% 

l unit, attached -0- 0 0 0 0 0 

2 9% 6 6 4 25 2 

3-4 9% 9 9 li 17 7 

3-9 8% 6 9 12 6 5 

10-19 7% 5 5 20 8 4 

20~49 6% 5 7 24 5 3 

50 & over 4% 7 10 91 1 6
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q 

Variables Madison Area Total Areaj1-:09 1200 /is02 _ Arterial 

Table 9b (9,1297,8) 

Renter Occupied by Unit Type 

Total 30165 3705 ' 1029 1363 1313 3501 

lL unit, detached 152 10% 5% 14% 9% 10% 

Ll unit, attached 1 O 0 0 1 2 

2 15 19 3 31 20 9 

3-4 17 | 20 12 24 22 17 

5-9 16 ll - 12 9 12 12 

10-19 13 13 21 13 7 19 

20-49 14 138 25 9 21 27 

50 and over 10 10 22 ol 9 5 

Table 6 a 

(61,5569,1) 
1970 Tenure Characteristics (65,5601,1) 

(36,9097 ,4) 
Variable Madison Area Total Area _ 

Count of all persons 173258 19,182 6538 6451 6193 15,346 

100% housing count 56858 4,936 1132 2314 1490 6,005 

Owner occupied units 27094 1,101 47 913 141 2,114 

Renter occupied units 28004 3,673 1014 1352 1307 3,449 

Percent Renter Occupied 50.8% 74.4% 89.6% 58.4% 87.7% 37 .4%
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TABLE 10 

YEAR MOVED INTO UNIT * 

Table 10a 

Total Occupied (10,1945,7) g 

MADISON MARKET AREA 

VARIABLES TOTAL —2oTaL 1100 1200 1602 Arterial 

Total 64264 4812 1082 2276 1454 5599 

1969~1970 332% 52% 72% 37% 61% 41% 

1968 12 12 13 13 10 3 

1967 7 5 4 6 3 7 

1965-1966 10 7 4 8 7 il 

1960-1964 14 4 1 6 4 12 

1950-1959 14 8 1 12 6 8 

1949 & earlier 10 12 5 19 8 8 

*Assume that the data shown above represents the years 1980-1959 and earlier - 
that is, add 10 years to each Variables line which will effectively make 
this table current.
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Table 10b 

Owner Occupied (10,2001,7) 9 

MADISON MARKET AREA 

VARIABLES TOTAL TOTAL 1100 1200 Arterial 

Total ' 32893 1103 49 913 141 2106 

1969-1970 10% 3% O% 4% 0% 12% 

1968 9% 7 0 8 0 8 

1967 7% 4 0 4 0 6 

1965-1966 13% 5 0 6 0 16 

1960-1964 20% Lo 4 ok 0 19 

1950-1959 24% 220 0 22 29 19 | 

1949 & earlier 17% 49 86 44 71 19 

Table 10c . 

Renter Occupied (10,2057,7) 

Total 300087 3709 1033 1363 1313 3493 

1969-1970 57% 67% 76% - 60% 68% 59% 

1968 152% 14° 14 16 ll 16 

1967 7% 5 4 7 3 8 

1965~1966 8% 77 4 9 8 7 

1960-1964 7% 3° 1 3 5 7 

1950-1959 4% 3 1 4 4 1 

1949 & eariter 22 1 1 2 2 1
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POPULATION CHARACTERISTICS 

Table 13 

Total Population, All Persons 
G 

Madison Area mse BES 
Year total Total 11-00 12.00 _ 16.02) Arterial 

1960 126,706 15,347 7528 7819 -- 4860 

1964 157,844 19,599 7518 6920 5161 6044 

1970 171, 769 19,182 6538 6451 6193 8893 , 

1974 168,671 18,665 5769 6386 6510 7391 

Table 36 4 

Mode of Transportation to Work (36, ew Tacos To 
Madison Area , 1 

Total — Total 11.00 12.00 . Lé. Arterial 
Total 86826 8147 2481 3010 2656 7253 

Ll. Private Auto, drive 58% 21% 11% 36% 15% 67% 

2. Private Auto, passenger 112 6 4 6 7 14 

3. Bus or Street Car 8% 8 4 12 7 7 

4, Taxi Cab ~O- 1 0 1 3 1 

5. Walked only 14% 54 71 32 61 5 

6. Other means 22 7 4 Ll : 3 3 

7. Worked at home 2% 4 7 3 4 3
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Table 19b (19,5873,15) 
(Housing Variable) 

Count of Renter Occupied Units by Monthly Contract Rent | 

7 1 
MADISON TOTAL OF MARKET 140220 

VARTABLE TOTAL AREA CENSUS TRACTS 11.00 12.00 (16.02 ) Arterial 

With Cash Rent n= 30,983 n= 1378 n™257 N=626 n= 495 n™ 1765 

Less than $30 12 11% 11% 11% 12% 9% 

$30 = 39 2 30 39 16 41 12 

$40 = 49 2 33 19 36 37 32 

$50 = 59 2 2 8 lL 2 8 

$60 - 69 3 0 0 1 0 0 

$70 = 79 4 14 12 26 L 19 

$80 - 89 7 1 2 Ll 0 1 

$90 - 99 12 0 0 0 0 1 

$100 - 119 28 0 0 0 0 3 

| $120 - 149 26 3 0 4 3 3 

$150 - 199 7 2 6 i l 2 

$200 - 249 3 1 0 2 9 0 

$250 = 299 1 l 2 1 l 4 

$ 300 or more 2 4 2 1 1 6 

No Cash Rent 0 0 0 0 0 0
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Table 54 

Population by Labor Force Status 

(54-4505-9) 

Table 54a 

Male 

CENSUS 13 3 4.01 
CITY OF TOTAL TRACT FG 142080107 

VARIABLES MADISON AREA 11.00 12.00 16.02 Arterial 

Total Male Population over 16 69,235 9310 3341 2672 3297 2521 

Types: 

1. In Armed Forces 0% O% O% 0% 1% 0% 

in Labor Force 

| 2. Employed 72% 45 34 61 42 77 

3. Unemployed 2% 2 1 4 2 3 

Not in Labor Force (under 65) 

4. Inmate 1% 0 0 0 0 0 

5. Enrolled in School 16% 47 62 25 50 1l 

6. Other 3% 3 1 4 3 3 

65 and Over 

7. Inmate OZ 0 0 0 0 0 

8. Enrolled in School 0% 0 0 0 0 0 

9. Other 5% 3 0 6 2 2
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Population by Labor Force Status 

Table 54b: 
Female (54,4577,9) 

CENSUS G 8300-440 
TOTAL TRACT f 14< 7 

VARTABLES . | _AREA 11.00 12,00 1662 Arterial 

Total Female Population over 16 

77,414 8826 3149 2896 2781 5929 

1. In Armed Forces OZ O% 0% 0% 0% 0% 

Civilian Labor Force 

2. Employed 51 50 47 52 51 56 

3. Unemployed 1 2 2 1 3 1 

Not in Labor Force . 

4. Inmate 1 0 0 0 0 0 

5. Enrolled in School 12 | 34 48 15 37 6 

6. Other 26 7 1 17 4 26 
65 and Over | 

7. Inmate 1 0 0 0 0 1 

8. Enrolled in School 0 0 0 0 0 0 

9. Other 9 5 2 1s 4 10
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Table 67 7 

Population by Industry 

Table 67a 

Total Male (67, 6761, 7) 

CENSUS | 13.987 yo 
MADISON TOTAL TRACT 4. 44702 07 

VARIABLES TOTAL AREA 11.00 12.00 16.02 Arterial 

Total 49711 4137 1129 1623 1385 4099 

1. Employee Private Co. 57% 40% 33% 50% 34% 56% 

2. Employee Own Corp. — 2 1 0 2 0 2 

3. Fed. Gov't. Worker 4 3 0 gs 4 5 

4. State Gov't. Worker 25 49 62 34 56 28 

5. Local Gov't. Worker 6 3 2 4 3 6 

6. Self-Employed Worker 5 4 1 6 3 4 

7. Unpaid Family Worker 0 0 1 0 0 0 

| Table 6/7b 

Population by Industry 

Total Female (67, 6873, 7) 

CENSUS 13.0 14.0T 

MADISON TOTAL TRACT qd, yea 10} 
VARIABLES TOTAL AREA 11.00 12.00 16:02 Arterial 

Total 38998 4417 1469 1520 1428 3314 

1. Employee Private Co. 56% 42% 28% 56% 42% 61% 

2. Employee Own Corp. 0 QO 0 0 0 0 

3. Fed. Gov't. Worker 3 3 l 2 4 3 

4. State Gov't. Worker 29 50 67-35 48 25 

5. Local Gov't. Worker 9 4 3 4 5 9 

6. Self-Employed Worker 1 l 0 2 1 2 

7. Unpaid Family Worker 0 0 0 1 0 0
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TOTAL MARKET AREAS 

Table 76a 
oo 

(easy ncome_(75,7665,15) 

Lar wy - MADISON MARKET AREA 7 02 207 
VARIABLES * TOTAL & TOTAL 11.00 12.00 1602 Arterial 
Total Family | 
Population 45317 1576 159 1123 294 4051 

Less Than 1,000 2s 3% 6% 3% 3% 2% 

1,000 - 4,999 11 25 31 24 32 13 

5,000 = 9,999 27 29 40 28 33 34 

10,000 - 14,999 31 23 ll 25 20 32 

15,000 ~ 24,999 22 14 8 16 9 L5 

25,000 ~ 49,999 | 6 3 3 4 0 3 

50,000 and over 1 1 0 1 3 0 

Table 76b | 

Income of Unrelated Individuals (76,7785,15) 

MADISON MARKET AREA 7 
VARIABLES TOTAL TOTAL 11.00 12.00 1g.f% Arterial 
Total Unrelated 

Individual Population 42443 14,528 6146 2893 5489 2588 

Less than 1,000 27% 37% 38% 26% 41% 9% 

1,000 - 4,999 53 56 58 58 52 32 

5,000 - 9,999 15 5 3 ll 6 30 

10,000 - 14,999 3 1 0 2 1 7 

15,000 = 24,999 1 0 0 2 0 1 

25,000 = 49,999 0 0 0 0 0 1 

50,000 and over 0 0 0 0 0 0 

*Number of families
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Table 110 

CROSS TABULATIONS, INCOME AND AGE 

ALL TRACTS COMBINED 
HOUSING TAPE 

2681,8 2745,8 
TOTAL 2425,8 2489,8 2553,8 2617,8 OTHER PRIMARY 

INCOME FAMILY & INDIV. HUSBAND-<-WIFE FAMILY AGE FAMILY INDIVIDUAL 
00-29 30-44 45-64 65+ 

LT $2,000 6% 4% 2% 8% 8% 44% 

~ -2,000-2,999 14 0 3 5 6 18 

~~ 35000-4,999_ 17 7 6 29 25 20 

~" §,000-6,999 ts 17 7 3 18 16 9 

7 ,000-9 ,999 26 7 6. 19 22 6 

10 ,000~14 ,999 17 4l 37 8 13 3 

15 000-24 ,999 3 29 30 12 6 1 

25,000 + 0 4 14 2 4 0 

Totals 510 228 322 259 279 3214 

Table 142 

CROSS TABULATIONS, INCOME AND TENURE 

ALL TRACTS COMBINED 
HOUSING TAPE 

4265 ,8 4393,8 4521 ,8 

TOTAL OWNER RENTER 
INCOME OCCUPIED OCCUPIED OCCUPIED 

L.T. $2,000 9% 4% 12% 

“ 2,000-2,999 5 2 7 

~ "3000-4 ,999 12 8 14 

~"5,000-6 999 14 9 7 

7 ,000-9 ,999 21 18 22 

10 ,000-14 ,999 25 34 20 

15 ,000~24 ,999 12 18 8 

25,000 + 3 6 Ll 

Totals 5539 2075 3464



“ie 
A-13 

Estimate Spendable Income for Each Trade Area 

Use per capita income levels by census tract (page A-17 following) to create an 

estimate of total income (population estimates from page A-17). 

Three Tract Income Calculation: 1970-1980 estimated income growth factor = 2.5% 

1970 1980 Estimate d Estimate d 

Tract Income per Capita Income per Capita 1980 Population Total Revenue 

9 S$ 4,796 x 2.5 = S$ 11,990 x 7,500 = 89.9 M 
11 2,878 7,195 5,769 = 41.5 M 

12 3,477 8,693 6,386 = 55.5 M 

Total Personal Income = $186.5 M 

Total Arterial Income Calculation —=—_———————————— 

These calculations were done in the same fashion as above but for tracts 2.01, 

2.02, 3, 4.01, 4.02, 4.03, 5.01, 5.02, 6, 7, 8, 10. 

Estimated 1980 Total Income: $596.9 M * 

Adjustments To Income 

Total income must be reduced by the level of savings to approximate spendable or 

disposable income. We assume a 64 savings rate. 

3-tract Arterial 

Total Income (1980) : $186.5 M $596.9 M | 

Minus savings 11.2 M 35.8 M 

Total Disposable Income $175.3 M 561.1 M 

*Source: Wisconsin Statistical Abstract, table H-9, September 1979 Edition 

(1977-80 estimated).
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SALES AND RENT STATISTICS BY RETAIL ACTIVITY 

RETAIL ACTIVITY MEDIAN SALES MEDIAN GROSS MEDIAN CHARGES 

TYPE PER SQUARE FEET LEASE AREA PER SQUARE FEET 

(1) (2) (4) 

Art Gallery $ 50 $ 1,119 $ 4.87 

Auto-Tire, Bat. & Acc. 51 . 3,100 3.63 

Bakeries 64 1,554 4.69 
Barber Shops 37 640 4.12 

Beauty Shops 48 1,200 4.16 

Bicycle Shop 50 1,600 4,34 
Books & Stationary 53 1,600 5.01 

Bowling Lanes 20 21,799 1.68 

Camera Shops 85 768 4.41 

Candy Store 102 653 5.84 

Card & Gift 40 1,810 4.14 
Cocktail Lounge 43 1,848 4.16 
Delicatessen 66 1,260 4.65 

Department Store 44 13,824 1.77 
Discount Store 37 7,771 1.90 
Drive~In Grocery 121 2,408 4.19 

Des Sere I 
Dry Cleaning 33 1,600 81 
Florist & Garden 18 1,100 5.00 

Furniture 43 3,200 3.25 

Hardware 35 6,000 2.83 
Ice Cream 89 1,160 4.98 

Jewelry 61 970 4.67 

Laundry 17 1,500 3.57 

Liquor Store 131 2,300 4,49 
Apparel Store 85 1,536 5.93 
Shoe Store 48 2,400 3.20 
Movie Theatres 34 9,598 4.06 

Radio/TV/HIFI 98 2,000 4.04 
Paint & Wallpaper 32 2,172 4.12 
Record Shops 71 1,500 5.24 

Restaurant With Liquor 76 _ 3,600 5.27 
Sporting Goods 66 1,800 9.15 
Supermarket 179 22,648 2.62 

Fast Food 96 1,410 6.17 

SOURCE: Dollars and Cents of Shopping Centers, The Urban Land Institute 1978 (1977 

data for neighborhood shopping centers).
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REQUIRED GROSS REVENUE ESTIMATES 

1977 x CPI* = 1980 

RETAIL ACTIVITY TYPE REVENUE ESTIMATE ADJUST REVENUE ESTIMATE 

(1)x(2) 
Art Gallery $ 55,950 $ 74,631 
Auto-Tire, Batt. & Acc. 158,100 210,887 

Bakeries 99,456 132,663 
Barber Shops 23,680 31,586 

Beauty Shop 57,600 76,832 

Bicycle Shop 80,000 106,711 

Books & Stationary 84,800 113,113 

Bowling Lanes 435,980 581,547 

Camera Shop 65,280 87,076 
Candy Store 66,606 88,845 

Card & Gift 72,400 96,573 
Cocktail Lounge 79,464 105,996 

Delicatessen 83,160 110,926 

Department Store 608,256 811,343 

Discount Store 287,527 383,528 
Drive-In Grocery 291,368 388,651 

Drug Store _ 382,200 209,811 
~ Dry Cleaning a I 70,429 

Florist & Garden 19,800 26,411 
Furniture 137,600 183,542 

Hardware 210,000 280,116 
Ice Cream 103,240 137,710 
Jewelry 59,170 78,926 

Laundry 25,500 34,014 

Liquor Store 301, 300 401,899 
Apparel Store 130,560 174,152 

Shoe Store 115,200 153,663 

Movie Theatres 326,332 435,289 

Radio/TV/HIFL 196,000 261,441 
Paint & Wallpaper 69,504 92,710 

Record Shop 106,500 142,059 
Restaurant-with Liquor 273,600. 364,951 
Sporting Goods 118,800 ~~ ee US—~—<“‘—i‘—:—Cs«~‘S BB 4S 
Supermarket 4,053,992 5,407,556 
Fast Food 135,360 180,555 

*The CPI for 1977 was 181.5 and for 1980 is expected to be 242.1. The multiplier 
is therefore 242,.1/181.5 = 1.334
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| 1970 1970 / 

1970 1970 1970 1970 MEDIAN VALUE MEDIAN CROSS 1974# 

CENSUS MEAN MEAN INCOME PER CAPLTA* MEDIAN EDUCATION OWNER OCCUPIED RENT~RENTER TOTAL 

TRACT FAMILY INCOME UNRELATED INDIVIDUALS INCOME (YEARS) UNITS OCCUPIED UNITS POPULATION 

2.01 $ 17,006 $ 5,475 4,940 14.5 $ 24,500 $ 167 2,982 

2.02 22,714 8,913 7,332 16.4 50, 000+ 171 2,683 

3 . 16,848 6,036 6,173 16.0 31,500 171 4,901 

4.01 17,218 5,246 5,232 13.8 26,100 180 4,135 

| 4.02 16,996 7,345 ° 6,066 14.0 28 , 300 174 3,380 

4.03 15,740 6,223 4,981 16.0 31,400 233 4,250 

5.01 16,827 7,306 5,833 14.2 29,100 170 3,723 

5.02 13,370 5,184 4,607 13.1 26,200 219 2,016 

6 9,947 4,478 3,914 12.7 17,200 145 2,399 

7 17,976 6,738 6,365 15.2 30,200 183 3,728 

8 15,883 5,813 5,903 14.7 22,200 . 158 4,291 

9 15,906 3,745 4,796 15.6 23,600 153 7,500 

10 13,526 2,917 3,775 13.3 19,700 173 2,564 

13 8,075 1,614 2,878 17.0 18,500 120 5,769 

12 11,125 2,788 3,477 12.9 20,100 143 6, 386 

Madison 12,779 3,015 3,726 12.8 22,100 135 ? 

4Calculated as a weighted average of family and unrelated individual incomes 

(mean family income/persons per household averaged with mean income for 

unrelated individuals) 

#Please note that these figures are for 1974, not 1970.
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EMPLOYMENT CHARACTERISTICS 

EMPLOYMENT COVERED BY UNEMPLOYMENT COMPENSATION Jan. 1975 

WISCONSIN MILWAUKEE SMSA DANE CO. 

Average Average 

Weekly Weekly 

INDUSTRIAL GROUP . % Wage % Wage 

l. Agriculture, 0.3 150 O.1 150 0.7 165 

For., & Fish. 

2. Mining 0.1 230 0.0 256 0.0 243 

3. Construction 3.2 243 2.9 280 4.1 246 

¢ 
4. Manufacturing 32.3 222 ‘34.9 ) 242 13.1 245 

5. Transp., Comn., 4.5 210 4.7 234 4.0 214 

Utilities 

6. Wholesale Trade 4.5 236 5.2 254 4.1 245 

7. Retail Trade 18.4 | 104 17.2 108 “2718.8 101 

8. Finance, Ins., 4.6 171 5.6 185 6.9 163 

Real Estate : 

9. Services 15.5 129 16.9 142 “16.7 139 

10. All Government 16.5 185 12.5 181 31.5 216 

99.93 178 100.0 192 99.9 184
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MADISON DATA (SMSA) 
(MISCELLANEOUS ) 

PRIVATE UW CONSUMER PRICE PERCENT 

YEAR HOUSING UNITS ENROLLMENT INDEX UNEMPLOYMENT 

1971 4845 33,943 121.3 3.9 

1972 4461 34,866 125.3 5.6 

1973 3593 35,931 133.1 4.9 

1974 (2598 36,915 147.7 5 .6 

1975 2468 38,545 161.2 8.5 

1976 3367 37,924 170.5 © 7.7 

1977 3878 39,022 181.5 7.0 

1978 39 5430 195.4 6.0 

1979 40,000 216.2 6 .4 

*1980 40,418 242.1 

*1981 40,822 266.4 

*1982 41,231 287.7 

*1983 40,822 310.7 

*Predicted
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ANNUAL BUDGETS: Milwaukee 1975 

Family of Four 

Low Budget Medium Budget Higher Budget 

Total Budget $9,729 $16,923 $23,719 

Food: Home 24.7% 18.3% 15.4% 
Away 3.7% 3.5% 3.9% 

Shelter: Renter 15.4% 11.64 10.7% 

Owner -- 22.2% 17.9% 
Furnishings 4.52% 4.72 6.1% 

Transportation -- 7.84 6.5% 

Clothing 8.9% 7.64% 7.6% 

Personal Care 2.15% 2.13% 2.03% 

Medical Care 7.9% 4.7% 3.37% 

Retired Couple 

Total Budget $4,553 $6,590 $9,764 

Food: Home 27.4% 24.0% 19.682 
Away 1.9% 3.0% 3.7% 

Shelter: Renter 27.22 23. 6% 21.75% 
Owner 26.0% 22.5% 22.0% 
Furnishings 8.2% 12.5% 14.15% 

Transportation 7.64% 9.5% 10.72 

Clothing 5. 0% 5.93% 6.16% 

Personal Care 8.8% 8.8% 2.7% 

Medical Care 11.862 8.2% 5.58%
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Regent Street ~ 1981 

Clarification of Market Comparables Study 

In determining the rental prices for residential and 

commercial property in the Regent Street area, the following 

sources were utilized: 

1. Current Renters 

2. Building Owners or Managers 

3. Area Realtors 

4. Area Property Managers 

Apartment comparables were accumulated by selecting ex- 

isting apartments with a similar distance from the central 

University of Wisconsin Campus. This selection was made in 

an attempt to limit the rent distortion due to locational 

advantages arising from proximity to campus. 

Many of the industrial properties in the immediate Regent 

Street area are presently owner occupied. Therefore, some 

industrial rental figures are based on sites in the Park-Belt 

Line vicinity which should not introduce distortion as indus- 

trial usage is not highly location sensitive within a general 

city area. 

With location and accessibility identical between the two 

service stations under investigation, the wide spread between 

rental figures might be attributable to franchising arrangements. 

The low rental payment by the Shell establishment may be 

| accompanied by a larger percentage of gasoline sales to the 

franchisor.
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DATA BASE 

APARTMENT USAGE 

Apartment Complex/ Condition Efficlency One Two 
Address Bedroom Bedroom 

Regent Good $237/mo. $434/mo. 
1402 Regent 

University Courts Good 209 $285/mo. 510 

2302 University 

Allen House Average 210 246 
2130 University 

Dayton Square Good 214.50 275 (ranch) 
415 W. Johnson 286 (town house) 

Saxony Average 147 360 

305 Frances 

Bayview (Subsidized-Not Considered In Analysis) 209 
305 Bay View 

Greenbush Good 130 250 355 
104 S. Brooks 

Stoddard Arms Good 295 295 
1323 W. Dayton 

Plaza Apts. Good 205 245 300 
725 W. Washington : 

COMMERCIAL USAGE ~ INDUSTRIAL 

1. Menard Brokerage & Development $ sq. ft./yr. 
9000 sq. ft. building 
average condition (Belt-Line Area) $1.95-2.25 + utils. 

5000 sq. £t. building 
new condition (Belt-Line Area) $2.35 + utils. 

Industrial Land Lots 
(Fish Hatchery-Belt-Line Area) $1.50-2.20 

2. 9 North Brooks 
9000 sq. ft. Building sold by owner for 
$130,000 
annual capitalization rate 10% 

$13,000 rent 
9000 sq. ft. = $1.44 sq. ft./yr. $1.44 

3, Opitz Realty 
A, 16,800 sq. ft. warehouse, 800 sq. ft. office $1.85 

B. 5,808 sq. £t. warehouse, 815 sq. ft. office $1.97
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COMMERCIAL USAGE - RETAIL $ sq. ft./yr. 

1. Badger Medical Supply $4.00 
702 S. Park 

2. Rutabaga (Boating Supplies) 5.65 
820 S. Park 

3. Instant Printing 6.27 
1115 S. Park 

4. Vacant Retail Location 6.08 
1214 S. Park 

5. Modern Business Machines : 4.05 
406 S. Park 

6. Motorless Motion 3.00 
1002 Regent 

7. Park Regent Medical 
1 S. Park Pharmacy 11.00 

Optical Shop 10.35 

COMMERCIAL USAGE - GASOLINE STATION $ Sg. ft./yr. 

1. Hansen's Standard Service . ~61 : 
939 S. Park 

2. Bill's Park Street Shell 26 

950 S. Park 

COMMERCIAL USAGE - OFFICE SPACE S$ sq. ft./yr. 

1. Regent Mills Professional Building $8.10 

2, Moude Realty Inc. 7.00-7.75 

Park/Regent Area 

3. Jerome J. Muling & Associate 7.00-7.40 
Average Rental Range 

4, Madison Medical 10.74 
20 S. Park 

5. 1274 Park 6.40 

6. University Square 4.00-13.00 

7. Executive Management Inc. 
Estimated Ranges Based On Condition 

Fair 7.50-8.10 
Good 8.25-9.00 
Excellent 9.75-10.75



—— P -— poor 
ML A - average 

A-24 G ~ good 

Apartment Rentals 

ADDRESSES 
EFFICIENCIES Monthly Rental Building Type Condition 

219 N. Brooks $250 oe House A 
431 W. Johnson $200 House A 
534 W. Mifflin $209 Apartment A 

ONE BEDROOM , 
104 S. Brooks $250 Apartment G 
929 S. Brooks $240 Apartment A 
1301 Spring $230 Apartment A 
519 W. State $235 Apartment A 

TWO BEDROOM 

104 S. Brooks $355 Apartment — G 
929 Fahrenbrook " $360 House A 
445 W. Johnson $339 House A 
536 W. Mifflin $350 House A 
934 W. Dayton $380 Apartment G 
1301 Spring $350 Apartment A 

THREE BEDROOM 
909 College $262.50 House P 
915 College $425 House A 
816 Regent $390 House P 
536 W. Mifflin $470 House A 
524 W. Johnson $500 House - A 

FOUR BEDROOM 
506 S. Brooks $625 House A 
21N. Mills $570 Apartment G 
934 W. Dayton $650 Apartment G 
543 W. Washington $600 House A 

FIVE BEDROOM 
408 W. Washington $520 House A 
141 E. Johnson $710 House A 

SIX BEDROOM 
918 Regent $835 House G
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V. Financial Attributes 

This section of the feasibility workbook discusses the final set of 
screens or filters that we will use to evaluate potential uses for our 

site. In this section, we will apply the discounted cash flow model, 

creating profitability indices and analyzing various measures of both 

profitability and risk. 

We will describe a framework for the analysis of each of the alternative 

uses remaining under consideration after the market analysis. 

- > A, Building Dimensions 

The first step in the financial analysis requires an estimate of the 
size of each of the buildings you are considering. The building size 

may be used with per-square-foot costs and rents to derive estimates 

of total construction costs and total rents. 

I£ you have not already done so, construct the specific building envel- 
opes you will need to arrive at the building size for each of your 
alternative uses. 

B. Profitability Indices 

1. Within any given potential use, there are wide ranges of po- 

tential rents and costs. For each use, you should evaluate the likeli- 
hood of achieving each of three rent levels, when different construction 

or acquisition costs are used. In other words, identify which cells in the 
grid below (representing combinations of High, Average and Low Costs and 

Rents) are most likely, based on your understanding of site and market 
attributes. Explain your selections. (We are assuming that higher ccn- 

struction costs will permit better quality construction with more amen- 
ities and features.) ACAUISITICKAY COS 1 

4 A (_ 

IH 

9 L 
5 OA 
W 
[v 

L 

2. A profitability index can be calculated for each cell in the 

grid above. The program 550GRID, as presented in lecture and discussion, 

helps you with the computations required to complete the profitability 
grid for each use. Calculate profitability indices for those cells you 

selected as most likely above. Discuss the results of your profitability 

index calculations. (Sample programs are attached.)
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BUS 550/705 HOW TO USE THE WITS COMPUTER FALL 80 

Terminals are located in Rooms 2 and B-5 Commerce. Use a terminal 

with 8-1/2 inch wide paper. 

1. Turn on terminal--turn switch on. 

2. Check the 'Ready' light on the blue box next to your terminal. 

a. If 'Ready' light is on, type: 

HELLO account, number { You enter your account number 
Password: Your response is underlined. 

Se You enter your password 

(It will not print.) 

b. Tf 'Ready' light is not on, then flip switch under 'Ready' light up. 
The computer responds: 

RSTS VO6B-02 MACC*¥*WITS Job 6 KB12 11-Nov-80 (9:17 

#150,100 
Password: You enter your account number. 

Sit enter your password-~ 

it doesn't print. 

3. ALWAYS enter a carriage return when you are finished typing a line. 

4. To erase a character, use DELETE. DO NOT use backspace. 

5. To Sign Off: 

Ready Options for ‘Confirm:' are: 
? This help message 

BYE Y ' Leg me out 
Confirm: 4 N Don't log me out 

I Individual file deletion 
K to delete 
CR to save 

| F Fast logout 

b 6. Special Keys: Hit the letter key while holding 'CTRL' down. 

'CTRL' U = To erase an entire line you have typed. 

'CTRL' S = To stop what the computer is printing. 

‘CTRL' Q = To resume printing. 

'CTRL' C = To stop what you are doing; gives you a "Ready".
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PUS SSOGRIN , Pn oo. — 

This rrosram will creste 3a data file to compute cumulative 
fresert value of 38 FrroJvect under varying income and cost 

of comstruction/acauisition conditions. 

You will wse these present values to calculate profitability 

anmdices which are nelreful in ranking prodJects as well as 

identify¥indg situstions where sa rrovect. is unlikely to be 

financially visable. 

Follow the instructions -- 

Enter sour last mame -- ? GURD 

Enter code for rrorerty ture -- 

i = Residential 

2 = Office 

3 = Retail 
4 = Mised/Other 

Code -- ? 3 _ 

Enter sross sauare footage of building? 10000 /<¢_.. 

a 

Enter Hist Estimate of Year 1 Gross Income? 75000. 

Emter Aaverase Estimate of Year 1 Gross Income? 72000 

flm=er Low Estimate of Year 1 Gross Income? 70000 

Enter cost of land? 50000 & - 

J Enter seauere footage af rarkind? 3200 <— 
. 

Ne 

BOGOR OOK H i Geet A wee . 

HIGH COSTS Ceers CL2457S C2575 \ 
moswaenrtrtssrse 

NJ 

1 & 
Lay $50000 , > (2) (3) \ 
lpi LING $220000 Hieu . y 

SBR TAG $6400. a —__—_ ‘ 276400 | 226400 | zeae 400 gf ee eee \ / 
$276400 , Kents <A 2 ! 

AVS CUSTS lv 

4 y LANES $50000 AN C. ( S ) 5) 
HULL DING  $170000 ERAG | (S © vy ‘ 
KARKING $5400 . re WJ 

naan RewTs C7400 | 226400 | roe4oo ys 
$226400 wf \ 

.. V \ 
LOW COSTS ¥ 
be a 

( 

LANE $50000 Ce ( oO (F } BULLLING $150000 ee Or?7FTr =e ; ARK ING $6400 Rents Z?O400 2.262400 2OC 400 

$206400 

KKKRKKKKKKKKKKKKKKK KKK 

Your data file has been created -- it is called Como 550) 

Next -- rum MRCAP bs typing? BUS MRCAP 

When it asks what data file to use tyre? GURG.S50 

Wnen it 854s how many lines to rrint «e+ types f{ 

Wher it asks which line to print eee tyres 39 

SQ LONG: IT’S BEEN REAL.-«+-eESTATE 

Stor at line 975
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BUS MRCAE ‘VY - 
ENTER-LNEFUT FILE NAME Y-s 

XGURD 550 

| ENTER THE NUMBER OF LINES TO BE PRINTED ~-- MAX. IS 10 \ 

SEPERATED BY COMMAS -~ MAX. IS TEN VALUES \ 5 

_ 

LL yo ENTER LINE NUMBERS Sy 
J 

39 
Jon) Vy 

ie oe 
CASH FLOW ANALYSIS ~ 
23 S20 23 2s sos SS Se aS om es oe oe Ee ee * 1981 1982 1983 1983 

(1\ 39 AFTER TAX PRESENT VALUE 250869. 257127. 262285. 268774, 

CASH FLOW ANALYSIS 
fo St om so ot se oe mh ae ee se os ae me cae 1981 1982 13°83 1985 

(2) 39 AFTER TAX PRESENT VALUE 240779. 243879. 246434. 250161. 

CASH FLOW ANALYSIS , 
. Sats smsstssscssssees 198i 1982 1983 1985 

(3) 39 AFTER TAX FRESENT VALUE 259913-+ 238244. 240118. 24271664 

CASH FLOW ANALYSIS 
RII as msm mmm 198i 1932 L°O3 1985 

(4) 39 AFTER TAX PRESENT VALUE 232837. 239515. 248096. 254440. 

CASH FLOW ANALYSIS 
it ors masses LSsi 1982 19°83 1198S 

(S) 39 AFTER TAX FRESENT VALUE 224605. 227948. 2350725. LIAGLZ « 

CASH FLOW ANALYSIS 
{Z) SMS SS str soe es ee et og a et et a oe 1981 198° 1983 13985 

. 39 AFTER TAX FRESENT VALUE 2PAP73S9. B22BSL2. 224406. 227382. 

/ CASH FLOW ANALYSIS 
wa sss sees 19S 1982 19833 1985 

sf 39 AFTER TAX FRESENT VALUE 220815. 227773. 233608. 242470. 

CASH FLOW ANALYSIS 
(3) stot ct mcs ee tae ese 198t t9Se 1983 1°88 

é 39? AFTER TAX FRESENT VALUE 212872. 217249. 220248. 224605. 

; CASH FLOW ANALYSIS 
(7) Mm oss sos 198i L982 1983 i938ss 

39 AFTER TAX FRESENT VALUE 208956. 211692. 213932. 2171460. 

STOF -- 

Ready 4} ~ 

Y BYE » 
Confirm? ?_ 1 © 
Ortions for ‘Confirm?’ are? Oy 

? This helr messsge NY 
Y Log me aut = . 

N Don’t log me out b a 
I Individusl file deletion | 

K to delete 
<CRe to save 

F Fast losout 
Confirm? Y 
saved all disk files’ 672 blocks im user 328 free 
Jon 31 User 15082 lossed off KB3O at O7-Nov-80 15241 
System RSTS V7.0-07 MACCKWITSKA 7
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C. MRCAP Analysis 

As a result of the analysis of your profitability index grids, you should 

be able to select the three best alternatives for further study. These 

three alternatives may be three alternative uses, or may include variations 
(in terms of costs and rent levels) of the same use. 

You should further study the financial feasibility of these alternatives 
using PREPCAP and MRCAP as shown in the example on the following pages.
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RUS PREPCAP 

This Frosgram will creste a data file which used with BUS MRCAP 

will make 3 series of cash flow runs to reflect glternative 
financings stratesdies with resrect to ONE of your COST/RENT 
situations ¢i-ee. one box in your Cost/Remt Grid). 

The first run is 32 complete run on the mormative situation 
which is -- 754 L/V » 30ur MIG Term Call runs use 11% interest) 
This is $0 you can see what all the outrut looks like. 

Note that it really is Just a standard cash flow analysis 

excert for 3a few extra whistles and bells. 

Having rrinted out the first rum BUS MROAP will then stor and 

ask vou the auestions listed thelow the line of asterisks 
Comins vue im 3a minute or so. 

The machine will then erint out Y condensed cash flow snalyses. 

You will use these rums im evaluating the various financing 
siternstives. 

These runs are as follows’ 

1, 50% L/YV ‘ all 
ee 754% LV : 20ur 
3e FOX L/YV ' Mts Terms 

4, 50% L/V i all 
6 5% L/V : S0Ogr 

6. JOA L 8 t¢ Terms 

7+ 3OZ L/V i all t 

8. 754 L/V ; S5er go: 
9. 9OZ L/V ; Mte Terms 

yo Follow the instructions -- ‘ 

Erter your last name -- ? GURE ao" 

Enter code for rrorerty ture —-- wl 

1 = Residential 1 
2 = Office cM 
3 = Retail 

4 = Mixed/Other 

Code -~- ? 3 

Enter ProJvect Title (20 character max) ? RETAIL - AVG/AVG 

lZmter dross sauare footade of building? 10000 

fImter Estimate of Year 1 Gross Income? 72000 

Enter cast of Building? 170000 Q 

Enter cost of land? 50000 bem 4 VX ID. 

Enter cost of rarking? 6400 

KEK KKK KKK KKK KKK KKK KKK KKK KKK KKK KKK KKK KKK KKK RK RE KKK KKK KK KK KK KK KKKKKKKKKKK 

Your data file nas beer created -- it 16 called - GURE.CAF 

Next —-- rum MRCAP by tering? BUS MRCAP 

When it asks what data file to use tyre: GURD.CAP 

When it asks which line to Print 65 tyuret Sr7v¥t0s14916917918238239742 

SO LONG -- IT’S KEEN REAL.-.- ESTATE 

Stor at line 975 

Ready
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‘ aetcare fer dt Fearn : 

version 1979 SEreReat bata 

Page 1. 

"* Procite °° °° ° °° °°» ”8©©»©»©»©”»=»©>366fter ae 

ree Siirtiag Year” shan Bets” CEdasaztucatiea” = ED Ovaed Yea OsCaldiag Perlee” | talis/¥ear 

46, eessceseseeswuerewns | esueeenesssesnecenne | eesnecsseetoeeesenen #6 saseessensetueesecen | seaceeneescareseusese 

Fined lacene . 2 3 4 3 

se, eee eeeaseeenesesass § sessessseseeeeesoeee FF sascessesweenesesses $ assesses ereesesasece | ga eeeeweeeesseensese 

Vacancy Rate 2 3 ‘ 3 

70, cnc ne eeewewesewe § emsemusccneccccccens Fo acevesrecscenccenens FP nerecssnacscceerecess § aamenscreerecccensce 
Real Estate tan 2 3 4 3 

BO, elec ancwccccewecce § cownecccccesncnanense 8 ancccccsccenewcccese Ff coccccnscacewweneces | ccusssneceeseccesece 
Fixed Expeases 2 3 4 3 

106, cocececeeencecencee § eccccnncnwecesesacen # cncncmncncesecnaecae  anencccceccesncncens 
Biscaust Rate Iacene Taz Rate Rernvestaest Rate Tacene Tax Type 

WOE, eee ee wwe 8 cccce rec nsencccccrnn F ccaccececcccsccesccs 
Extraordinary Exp. Prajgect Ereuth Rate Project Grauth Type 

182 his GURE.CAP 

* Gorking Capital Lean | Gunership Fare Resale Cost Kale Charge New Capital ee 

NOTES! 1s RETAIL = AVG/AVGs GURD 

t. Classification 1. Qunership Fora A1O0°L 981 sFrist 00951 

$ © Subsidized Neusing ! «© Individual ADs 72000 ye 04 9% 
5s Hon-Subsidized 2 « Carperation 409 ’ OS ’ x 

2. tacone Tox Type ' 4. Charge eu Capatal cirst TWEN Cash FI 70724193 -O37X 
© Rom-Classifie 2 Use Reserves Firs 

1 = Individual , ; 1 * Use Casa Flew First THEN Reserves 80 » +39 ? 007 9X 
2s Morried Falling Se ti 
3« herried Filling Jeially . borsoun See +07 

5 ¥ + 7a 

Poge 2. . 1022.17 912-0529 

208, ot) _.... eee ee 200%12LAND 
Taille (28 character aaxiaual 2Olytiy 50000 903 Oo 

261, 1, nee mereemnwnmenewews F scser ecco cnccuenenes Fe mceans peseesceneus 202 , 1 , 1 ? oO 5 0 

Srigtual Cost 2 bepreciabie Depreciation Kethed 20092sHUILDING 

202, =f, giectrscgteemrcnnee P peecetcgccmnnncne # joa aaeenneaanmmae 2ZO1ls2¥ 170000 31490073 

Starting Tear wo “tenes 202927193570 
eee ee eee ee ee eee eee eee - 20023 »PARKING 

200, fy oc cen ennnccnencccecccnccccceceuaccene 20139 6400 £1,00%2 
Tatie (2 character aaxiava) 20%» By 1 ,iSy 0 

20Ne 28 SSR East”! E'bapreciabie 7777" Sepraciation Weibee™ 30051 »MORTGAGE 
1 S0LirvsiLy 169800 »¥.1190230 

cc o% Startlag Year CUsefal Lite” =|s«uitchaeg S022s1t2L21%10%0 

vee wena cececnuneccecccececccceccecccceceecccecencececccecccceceecenscces cecccsenceccscereuscccasecccsccecsecseu= 406075 

AQO3s1727325 

verszea 1979 RORTSAEE BATA PPD 299 

308 ' SOlsiy 113200 ».1196%29 

, "Tbe UW chatacter naziaval S03es41270202080 

40023 

The castipayaenana 7 anaaaiauatent 7777 payaast Ber Berwee” | Tere ie tae 599,99 
3e2, be oo cece ewe m ee eeme @ nce wcccccececcccemce © cecccccenccccecccese § secccuscsccsscscneae 301 gly 169800 ¥ 6 i 1 ? GO 920 

Payments fer Tear Tent Paynents Begin tear Caynenta Ene ReCinaauced By Mtg. & SO3ris 0 709070 

COVES FOR UEFAECIATION KETNOD POP 999 

@ 2 He epreciaties Je 1352 Beciinins Balance ‘ . Reverse Sun Bf tears digits SOLlytys 29035760 +#.1120%20 
1 « Sua OF Veare Digits aet ecliasag Balance * Equ edification . 
A Straight Line , 3 = 2003 Secluaing ‘eee “ ratue : lea eeuty Soo ; oo 797079 

eS SOLiviy 113200 »+.11is0»30 

Page 3 ae 3OZr120709020 
44, 7 4 a 4 3) t ra , "s ’ é t ; t 8 ¢ ’ ’ 16 999 99 

KEPORT FIELD SDERTIFIERS 30% f i 010.00 yellrOr50 

FIELD & REPORT TITLE FIELS ® «REPORT TITLE PIF 999 
ceescrs  semenncnornn — oe SOlsivx 203760 +.11290%30 

1. SUMMARY GF THCOME & EXPENSE é. AFTER TAX RATIOS ven 303 y i 9 0 9 O 9 0 ¥ 0 

OG Fe eNE ARORTITATION. 999999 
MAREE VALUE ie, PaNTAENGHIP RECA. BOLviy 113200 ¥.1490935 

3. BEFORE TAX & . : 
3039179909080 

If fesities #1 of Eatery 466 © 999 ; 99 ” 

S = hute t, 25 3, 4e Se be 7e 18 SOlviv 169800 ».1199%35 

4 = aute fer ALL 303%1%027029090 

3 = Setect Specific tine Os (18 aacinus) 999 ¥99 

. SOisty 203760 ¢,.11°9035 

PRINT TEARS (Enter any year euaber | - 25, 1 aay erder? 3039190 %09090 
mennweenae- 999 s99 

AOE, mame g meee cme eg Tm 

99 in fiest entry of Line 443 weans 16 year aide carriage autput eptioa. : 

LAS! EMTRY OF BATA SET Reads 

ene,79 |
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BUS MRCAP 
ENTER INFUT FILE NAME 
XGURD. CAF 

PRO FORMA 

INVESTMENT ANALYSIS OF 

\ RETAIL ~ AVG/AVG 

\"W FOR | 

N\ P GURD 

REPORT SECTION NUMBER 1 

x GROSS RENT $ 77995. x RATE OF GROWTH OF GROSS RENT 0.0400 ) (7) 
* EXPENSES $ 24843. * RATE OF GROWTH OF EXPENSES  § 0,0700 
* RE TAXES $ 14526. * RATE OF GROWTH OF R E TAXES 0.0300 
* INCOME TAX RATE 0.5000 PROJECT VALUE GROWTH TYPE 2.0000 
* VACANCY RATE 0.0500 — WORKING CAPITAL LOAN RATE 0.1700 -(@) 

EQUITY DISCOUNT  0.1500-(2) EXTRAORDINARY EXPENSES $ oO. 
RESALE COST 0.0500 ~ REINVESTMENT RATE 040700 
WKG CAPITAL RS ¢ O- CAPITAL RESER INTEREST RATE 0.0000 
INVESTOR TAX CLASS O  OWNERSHIF FORM 1 
INITIAL COST $ 224400.(5) INITIAL EQUITY REQUIRED), f 56600 (3) 

25/. 
ALL ‘xk’ VALUES ARE AVERAGE AMOUNTS FOR HOLDING FERIOL. OF & YRS. 

REPORT SECTION NUMBER 2 

J COMPONENT SUMMARY 

A " TITLE PCT. BEGIN USEFUL DEFR 
DEPR USE LIFE METHOD COST SCH 

ses LAND 0.00 4 O. 0 $$ 50000. 0 (> 
x BUILDING 1,00 1 35. 170000. 0 

9 PARKING 1.00 1 15. 2\ $ 6400. 0 
\ ; . 

y S119); 
T LU 

MORTGAGE SUMMARY 

TITLE INTR BEGIN END TERM ORIG FCT 
RATE YRe YRe BALC VALUE 

MORTGAGE 0.14100 1 10 30 % 169800, 0.750 (3) 
aol
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REPORT SECTIOQN NUMBER 3 

CASH FLOW ANALYSIS 
SKkemerssasss sess 1981 1982 1983 1985 

1 GROSS RENT (D- 72000. 74880. 77875. 84230. 
2 LESS VACANCY 3400, 3744, 3894, 421i. 
3 LESS REAL ESTATE TAXES 13680. 14090. 14513. 15397. 
4 LESS EXPENSES 21600. 23112. 24730. 28313. 
S NET INCOME (D> 33120. 33934, = 34738, = 34508. 
6 LESS DEPRECIATION &- 6498. 6281. 6072. SO76+ 
7 LESS INTEREST G@J— 19678. 18584.. 18480. 18236, 
8 TAXABLE INCOME (CP) 7944, 9068. 10186. 123963 A, 
9 PLUS IIEPRECIATION 6498, 6281, 6072, 5676. 4 

10 LESS FRINCIFAL PAYMENTS (6)}| 9853. 947. 1051. 1295. KO 
11 CASH THROW-OFF= DIT CANT: |13589. 14402, 15207, 16777. / 
12 LESS TAXES CD 93972. 4534. 5093. 6198. 
13 LESS RESERVES AT 0,000 O. O. 0. O. 
14 CASH FROM OPERATIONS 9617. 9868, 10114. 10579, 
15 WORKING CAPITAL LoAN(CUM B) |@ 0. | Oo. oO. oO. 
16 DISTRIBUTABLE CASH AFR TAX F617. 9868, 10114. 10579. 
17 TAX SAVING ON OTHER INCOME /F 0. oO, O. 0 
18 SPENDABLE CASH AFTER TAXES 9617. 9868, 10114. 10579. 

net with = 

REPORT SECTION NUMBER 4 

CASH FLOW ANALYSIS 
Seertseseessss=s252= Zs 198i 1982 1983 1985 

MARKET VALUE 277 
19 BY METHOD + 2 - AT 7.5000 248400. 254502. 260539. 272311. 
20 LESS RESALK-eOST 12420, 12725. 13027. 13614. 
21 LESS LOAN BALANCES 168947. 168000. 166949. 164487. 
22 PLUS CUM. CASH RESERVES oO. 0. Oo. 0. 

23 B/4 TAX NET WORTH (4) 47033. 73777. 80563. 94209. 

24 CAPITAL GAIN (IF SOLD) 14864, 25945. 36963. 58715. 
25 CAPITAL GAINS TAX 2973, 5189, 7393. 11743. 
26 TAX PREFERENCE TAX oO. Oo. oO. 0. 
27 INCOME TAX ON EXCESS DEP 507, 1106. 1500. 1990, 
28 TOTAL TAX ON SALE 3580, 6295. 8893. 13733. 

29 AFTER TAX NET _WORTH ( 63453. 67482. 71670. 80477. 
0 tax SnellZ 
=a
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REPOR T SEC TtriIOoN NUM BE R a 

YEAR OF ANALYSIS 
Stamina ese mses scares 1981 1982 L983 19835 

BEFORE TAX RATIO ANALYSIS 

3Q RETURN ON NET WORTH B/4 TAX 0+4244 0.3155 0+2981 0.2702 

$1 CHANGE IN NET WORTH 8/4 TAX 190433. 674A, &786 6 6831. 

32 CASH RTN ON ORIG CASH EQUITY 0.2401 0+ 2545 0+2687 0.2964 
——->33 PERCENT ORIG EQUITY PAYBACK 0.1699 0.3443 0.5230 0.8928 ~(j2) 

34 PRESENT VALUE OF FROJECT 239906. 248293. 255477. 266834. ~(i2 

REPORT SECcCTdmiIon NUMBER & 

YEAR OF ANALYSTS | 
BLU SMM ses sees SS SS 1981 1982 1983 1985 

—>» AFTER TAX RATIO ANALYSIS 

35 RETURN ON NET WORTH AFT TAX 0.2910 0.21990 0.2119 00-1980 

36 CHANGE IN NET WORTH AFT TAX 6853+ 4029, 4188. A471. 

37 CASH RTN ON ORIG CASH EQUITY 04.1699 0.1744 0.1787 0+1869 

38 FERCENT ORIG EQUITY FAYBACK 0.1699 0.3443 0+ 5230 0.8923 - fo) 

39 FPRESENT VALUE OF rRONECTNG 233339, 236651. 239399. 243464. -@ 

. pale. 

40 NET INCOME-MARKET VALUE RTO 0.1333 04-1333 0.1333 0.1333 

41 LENDER RONUS INTEREST RATE 0.0000 0.90000 0.90000 0.0000 

42 DEFAULT RATIO 0.7613 0.7577 047347 0-7308 -(4)
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REP OR T SEC TION NUMBER 7 

YEAR OF ANALYSTS 
SR oi OO SO Soe me Ss ts ss st oe oe oe ot as L9si 1982 1983 19°85 

MODIFIED INTERNAL RATE OF RETURN ANALYSIS 

RETURN ANALYSIS WITHOUT SALE 

Al CUM. AFT TAX SPENDABLE CASH 9617. 20158. 51684. I7ISO + 
44 MOL. I«R.R. ON ORIG EQUITY -0.8301 -0.4032 -0.1759 0.0047 —(s5 
45 MOD. IeReRe ON CUM. EQUITY “O,8301 ~-0-.4032 ~-0,.,1759 0.0047 

RETURN ANALYSIS WITH SALE 

4&6 CUM. CASH LESS ORIG EQUITY 16470, S1O41., 46754. 81807. 
47 CUM. CASH LESS CUM. EQUITY 146470, SLO41. 4&735A4-. 81807, 
48 MOU I-R.Re ON ORIG EQUITY O.2910 0+ 2444 O+2223 0.1958 -&5 
49 MOU I.R-R. ON CUM. EQUITY O,2919 0.2444 0422235 0.1958



. ENTER THE NUMBER OF LINES TO BE PRINTED -~ MAX. IS 10 
SEPERATEL BY COMMAS -- MAX. 1S TEN VALUES 

AQ 
ENTER LINE NUMEERS 

397910714916 717718738239 242 

CASH FLOW ANALYSIS 
it om it cte tt oh sith as ot sian suse te am att at 9B 1982 1983 1985 

>! 5S NET INCOME ZSLLO0. 33934, 34738, 36308, 
7 LESS INTEREST FNTS 12452, 12258, 12043, 11539, 

I} 10 LESS FRINCIPAL FMTS 1763. 1976 2172. 2477 « 
na 14 CASH FROM OFERATIONS 11820, 12021. 12212, 12546. 

16 DISTRIBUTABLE CASH AFTER TAX 11820. 12021. 12212, 125464, 
a 17 TAX SAVINGS ON OTHER INCOME 0. O. Oo, Oo. 

19 SFENDABLE CASH AFTER TAXES 11820. 12021. 12212, 12546. 
38 ORIG EQUITY FAYBACK AFR TAX 0.1044 0.2106 0.3185 0.5388 y 
39 AFTER TAX PRESENT VALUE 228664. 227844, 226937. 224887. Vv 
42 DEFAULT RATIO 0.6974 0.6867 0.46865 0.6877 ut 

CASH FLOW ANALYSIS 
Sn M2 IMS es te at ns eee 198i 1992 1983 19935 

s| 5 NET INCOME 33120. 33934, 34738. 36308, | 
7 LESS INTEREST FMTS 18678. 183987, 18044. 17308. o 

J} 10 LESS FRINCIFAL FMTS 2b64AS. 2936. 32594 4015. y 
ns 14. CASH FROM OPERATIONS 78256 7978. Biis. 8323, - 
(Af 16 DISTRIBUTABLE CASH AFTER TAX 7825. 7978. 8115. 8323, y 
f\| 17 TAX SAVINGS ON OTHER INCOME O- Oe 0. 0, d 

18 SFENDABLE CASH AFTER TAXES 78255. 7978, S1i5. 8323, < 
38 ORIG EQUITY FAYBACK AFR TAX 0.1383 0.2792 0.4226 0.7151 
39 AFTER TAX PRESENT VALUE 933339, 236522. 239034. 242375. 
42 DEFAULT RATIO O+.7861 047816 0.7777 0.7721 ¥ 

Lil 
CASH FLOW ANALYSIS ~~ 
ot oh Se tt et tt et ee et et ee ee ee te ee ee ee ee 1°Si 1982 1963 1985 

s| & NET INCOME 33120. S334, 34738. 36308. 
7 LESS INTEREST FMTS 22414, 22064. 21477. 20769. N 

i] 10 LESS PRINCIFAL FMTS Z17A, S523. 3910. 4818. : 
oy 14 CASH FROM OFERATIONS BADD, ae ear S47 « 790. 
gG| 16 DISTRIBUTABLE CASH AFTER TAX SA2Q9, S552 S657. S790. 
j-| 17 TAX SAVINGS ON OTHER INCOME O. O- 0. 0. 

18 SPENDABLE CASH AFTER TAXES 5429, 2. B57. 5790. 
38 ORIG EQUITY FAYBACK AFR TAX 0.2398 0.4850 0.7349 1.2440 
39 AFTER TAX PRESENT VALUE 236145, 241729. 246293. 252869. 
42 DEFAULT RATIO 0.8454 0.8385 0.8325 0.89227



NI | 
1 

A CASH FLOW ANALYSIS 
Sop Ste st fe St ete tt et eet ee eet oe ee ee 198i 1982 1983 198 

S 9 NET INCOME 33120. 3393546 34738. 56308 - 

\ 7 LESS INTEREST FMTS LA4S2 « 12389. 12320. 12157. 

_}} 19 LESS FRINCTPAL FMTS OY « &31. 7O1L. 843. 

14 CASH FROM OPERATIONS 13014. 13281. 13545. 14050, 
“116 DISTRIBUTABLE CASH AFTER TAX 13014, 135281. 135435. 14050. 

Q§] 17 TAX SAVINGS ON OTHER TNCOME om O- O- O. 
lon} 19 SPENIIAELE CASH AFTER TAXES 13014. L428], 13545. 14030, 

38 ORIG EQUITY FAYBACK AFR TAX 0.1150 042323 0.3519 0.5980 < 

39 AFTER TAX PRESENT VALUE 2286564. 227930. 227180, 225612, ~ 

42 DEFAULT RATIO 0.46708 026707 0.6711 0.6735 ‘| 

CASH FLOW ANALYSIS | \- 
SSS Sect soe St a aoe ae tes ee ee ee et oct ot oo ts iSSi 1982 1983 1985 

> 3 NET INCOME 35120. S3PS4M 34738» 36308, ul 

NYG 7 LESS [INTEREST FMTS 18678. 18594. 18480, T8236. g 

J} 10 LESS FRINCIFAL PTS Sa PAZ» LOS1- L293. . 

rn 14 CASH FROM OFERATIONS 9617. 9868 > 10114, 10579-+ N 

16 PISTRIBUTABLE CASH AFTER TAX 9617. 934. 10114, 10379, VY 

17 TAX SAVINGS ON OTHER INCOME QO. 0, 0. 0. . 

18 SPENDABLE CASH AFTER TAXES 9617. 9363. 10114. 10379. = 

38 ORIG EQUITY FAYBACK AFR TAX 0.1699 043443 0.5230 0.8928 

39 AFTER TAX FRESENT VALUE 23535339, 256651- 239399. 2ASAG4, a 

42 DEFAULT RATIO 0.7613 0.7377 0.79547 0.7508 ul 

CASH FLOW ANALYSIS ~ 
is S00 SO OTS SS Say St Sats sae et as eat sees eats oo cuts eat at 1981 19832 1983 i9ss 

> 3 NET INCOME 335120. 359346 34738. 56308, g 

NN 7 LESS INTEREST FHTS 2LALA, 22501 6 2e1l7 As 21883, (Y) 
| ~J/ 10 LESS FRINCIFAL FMTS 1024, 1136. 1241, 1554. 

14 CASH FROM OPERATIONS 7I78 5 7B21¢ BOG» BAIS. 

nw] 16 DISTRIBUTABLE CASH AFTER TAX 7378 4 7821+ BOTS» 8496. 

e 17 TAX SAVINGS ON OTHER INCOME O+ Oe QO. O. | 
18 SPENDABLE CASH AFTER TAXES 79786 7821. BO5G. 8496, 

38 ORIG EQUITY PAYBACK AFR TAX 0.3347 0.6802 1.0369 147771 
39 AFTER TAX PRESENT VALUE 2346145. 2418983. 246730. 254175, 

42 BEFAULT RATIO 0.8155 0.8098 0.8049 067972
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H 
CASH FLOW ANALYSIS 

\ MEM SA ST ee a te ee tt ot se eet ce ee ome ee L?si T9393) 1983 LYBs 

5S NET INCOME 33120, 33934, 34738, 36308. 
NY 7 LESS INTEREST FHMTS 12452, 1PAL4, 12375, 12280. 

4S) 40 LESS PRINCIPAL FMTS B31. 368.4 408. 5B 6 
4] 14 CASH FROM OPERATIONS 13252, 13532, L3809, 14349, 

X] 14 DISTRIBUTABLE CASH AFTER TAX 13252, 13532, 13809. 14349, 
O| 17 TAX SAVINGS ON OTHER INCOME 0. 0. O. O. 
In| 48 SPENDAELE CASH AFTER TAXES 13252, 13532, 13809, 14349, 

38 ORIG EQUITY FAYBACK AFR TAX 0.1171 0.2366 0.3586 0.6098 
39 AFTER TAX PRESENT VALUE 220464. 227947, 227228. 225757. 
42 DEFAULT RATIO 0.6675 0.6675 0.46681 0.6707 g 

Jf 

CASH FLOW ANALYSIS C 
sett S08 SSE Se Ee oe et er ot ee oe eee ee 198i L982 19983 1985 

S| 5 NET INCOME 33120, 33934, 34738. 36308. | 4 
“| 7 LESS INTEREST FMTS 18678. 18623, 185463. 18420. | & 

| 10 LESS PRINCIPAL FATS A97. Bo, 612, 745. 1 < 
14 CASH FROM OFERATIONS 9973, 10244, 10512. 11027. | U 

ww} 16 DISTRIBUTABLE CASH AFTER TAX 9973, 10244, 1012. 11027. ¥ 
in} 17 TAX SAVINGS ON OTHER INCOME O. 0. 0. OO. | 4 
I) 18 SFENDABLE CASH AFTER TAXES 9973, 10244, 10512. 11027, x 

38 ORIG EQUITY PAYBACK AFR TAX 0.1762 0.3572 0.5429 0.9281 
39 AFTER TAX FRESENT VALUE 233339. 236676. 239472. 245680, 
42 DEFAULT RATIO 0.7563 0.7529 0.7501 0.7466 % 

CASH FLOW ANALYSIS ~ 
~, SS Sit StS eS ees St et es ee os oe et ct ee ee ee ee 1981 L982 19833 L985 

NX § NET INCOME 33120, S39 34, 34738, 36308. 
aq .? LESS INTEREST FMTS DOALA, 29 3AG, 22275. 22105. | lp 
“10 LESS FRINCIFAL FMTS SO7 4 662. 735s 904. 1% 
o2| 14 CASH FROM OPERATIONS BOOS. A271. 8533, 9034, 

16 DISTRIRUTABLE CASH AFTER TAX 8006, 8271. 8533, 9034, 
© 17 TAX SAVINGS ON OTHER INCOME 0, 0. 0. 0. 

18 SPENDABLE CASH AFTER TAXES 8006. G271. 8533, 9034, 
38 ORIG EQUITY PAYBACK AFR TAX 0.3536 0.7190 1.0958 1.8830 
39 AFTER TAX PRESENT VALUE 236145. 241914. 246817. 254435, 
42 DEFAULT RATIO 0.8096 0.8041 0.7994 0.7921 

STOP -— 

Ready



D. Analysis of MRCAP Output 

After you have used MRCAP to produce measures of the alternative projects' 
financial profiles, you should analyze this output carefully, making 

sure to include the following points. (In your report, do not include 

all of the printed output; select and include only that which is pertinent.) 

1. Identify the sources and relative importance of the various 
returns from the real estate investment. Evaluate the risks 

associated with these returns: cash after tax, tax savings 

on other income and the reversion. 

2. Evaluate (and discuss) the rate of equity payback. 

3. Evaluate (and discuss) the project's net present value or P,I. 

4. Examine the default ratio “as a measure of risk. Discuss it 

from both the lender's and the developer's point of view. 

5. Include any other financial attributes that you feel are important 
to an analysis of the projects. Explain and discuss them. 

E. Conclusions: Summary of Financial Attributes Section 

Select the vest” development option from among those studied in the 
Financial Aféributes Section. Identify the best option from the developer's 
point of vew, from the lenders point of view and point out the most 
resonable srounds for compromise. 

Justify 4 detail your selections, and discuss why your development option 
appears-easible or not feasible. 

| Oo oe ° 
. +



VI. CONCLUSIONS
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VI. CONCLUSIONS | 

The final section of your feasibility project is a two to three 
page report, in which you will summarize the facts and inferences that 

lead you to your conclusions concerning the most appropriate use of 

the site you have studied. Your summary should recap the critical 

features of the analyses you made in the Site Attribute, Market Attribute, 

and Financial Attribute portions of your study. By drawing these 
together in a short synopsis, you should be able to reinforce the con- 

clusions that you present. 

These final conclusions should be the direct result of your analyses, 

and this concluding section should make clear precisely how you reached 

those conclusions. The page limits preclude elaborate discussion, so 
be concise as you emphasize the flow of logic that results in your con- 

clusions.



Real Estate 550/705 

Preliminary Risk Analysis : 

Risk 

Risk is the variance between the realizations and the expectations 

about the execution of a program. 

A. Test validity of assumptions concerning growth . 

#40 Net Income - Market Value Ratio 
58114 | 

Yr. 3 = 992750 = .0585 

For the purpose of this course you will not be concerned with the 

magnitude of the value, i.e. is .0585 too small?? 

The concern will be centered on the ratio'‘s magnitude of change 

and direction, i.e. is the ratio getting larger or smaller and how 

much has it changed over the holding period? 

The total acceptable change is + 1.0% over the holding period. 

Analysis 

Yr. 1 = .054]1 

Yr. 2 = .0563 

Yr. 3 = .0585 : 

Yr.l10 = .0766 

Note that the ratio is increasing over time. This indicates that 

one of two conditions exists: 

1. The Net Income is growing too fast. 

z. The Market Value is growing too slowly. 

Why is Net Income too big? | 

1. Income is growing too fast. 

2. Expenses growing too slowly. 

3. Real Estate Taxes growing too slowly. 

4. Vacancy rate is under stated. 

Why is Market Value too low? 

Rate of Project Value Growth is too low. 

This is controlled by the data packet. 

The analyst must determine how to bring the ratio into proper scale.
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B. Test cash breakeven point 

#42 DEFAULT RATIO 

R.E.Tax + Expenses + Debt Pmt + Working Capital Loan 

Gross Income 

Yr. 3 

10404 + 63654 + 47002 + 6998 + 3544 

9329 = 140608 

Analysis of Default Ratio 

~39329 = Default Ratio 

+.0600 = Vacancy Rate 

.9929 = Effective Cash Drain 

1.0000 = Gross Income 

-.9929 = Effective Cash Drain 

0071 = B/4 Tax Income 

140,608 * .0071 = 998.31 

How Much Risk? 

. 998.31 + 140,608 = .00709 Gross Inc. Down 

938.31 + 8,436 = .11834 Vac. Up 

998.31 + 10,404 = .09595 R.E. Tax Up 

998.31 ¢ 63.654 = .01568 Exp. Up 

998.31 # 47.002 = .02124 Int. Up 

998.31 ¢ 6,998 = .14266 Princ. Up 

998.31 + 3,544 = .28170 WCL Up 

C. Test Duration of Equity Exposure 

#33 B/4 Tax Orig. Equity Payback 

#38 AFR Tax Orig. Equity Payback 

Cumulative Cash Throw-OCff 

#33 = Original Equity : 

Cumulative Spendable Cash After Taxes 

#38 = Original Equity 

1 2 3 

15400 12841 10238 

Cum. 15400 28241 38479 

38479 . 

Yr. 3 = 350,000 = .1099
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CASH FLOW DEMO PROBLEM 

Basic Assumptions 7 

1. Gross Rent = 130,000 @ 4%/yr (5,200) 
2. Expenses = 60,000 @ 3%/yr (1,800) 
3. R.E. Taxes = 10,000 @ 2%/yr ( 200) 
4, Vacancy = 6% of Gross Rent 
5. Project Growth Rate = 1.5%/yr (14,250) 
6. Working Capital Loan = 14% 

7. Income Tax Rate | = 50% 
8. Equity Discount = 12% 

9. Project Cost = $950,000 

Land = $250,000 

Improvements = $700,000 (Life = 40 yrs) 
10. Depreciation = 200% Declining Balance 

ll. Mortgage 

Amount = 600,000 | 

Interest = 8% 
Payment-Yearly = 54,000



e 

Project Title User Wane 

10. , 14 maou 9 ome OC a | e ’ _/f0D * HYD 

Stacting Year Data Sets Classification * LC Yr. s Holding Period Onits/Year 

130000....g0% oe 0 eeeeere—enmnnenenteeee (9 qe 
Pixed income 2 3 4 $ 

. 60, 06 ° en . EE , 

Vacancy Rate 2 3 4 " 3 

* 70, /2Q000O 6 02a _ e ereemnernemnenead prereset e ee) ° eee 

Real Estate Tax 2 a 4 $ 

eo, e 03 . ee ee 

fas Expenses 2 3 4 $ 

100, -12 e ~-5 0 a Cf 

Biecount Rata incowe Tax Rate Reinvestannt Rate 

192, _f_. ° O15 ? 2 

Extraordinary Exp. . Project Growth Rate Project Growth Type 

202, —! ] & = tO OD 
Working Capital Loam Ownership Basale Coat Rate Charge New Capital 

COMPONENT EXMTRIES 

200, ti. L ; 
Ti2tle(20 character maxinun} 

201, 2. 250000. e 20 ? __ O. 

Originai Cost % Depreciable Depreciation Metnod 

202, 2. . _ 4 e _ O.. e _  O. 

Starting Year Useful Ty Switchiag 

20, 2, am Ovavemehts 
Title 

2oi. 2. Z f ee C0 Oo. e _f£0O e fs. 

Original Cost % Depreciable Depreciation Method 

262, 2. a ° __ #0 e __ O.. 

Srarting Year Useful Life Switching 

ZOO gD nent 
Title 

201. 3, pmmntegiemtmictctiesttgretnisncmm tna trammaiesempmmmengicty «8 amma cmap ypc SRR magenta ens ir SOARS 

Original Cost % Depreciable Depreciation Method 

202 e 3 8 . pampesraserumerunerammmmmmmmmnssemecsmnecmmty © erage ED 0 ere 

Starting Year Useful Life Switching 

MORTGAGE INTRIES i L 

300, 1, evininent Mayteage 
Title (20 character maxima) 

301, i. L200 QQ e O08 * 44000 _ ° OP . 

Principal Amount Annual laterest Payment Period Tarm 

302, i. a jt 6 a a __ #O ¢ _ O.._. 

Paynents/Year Year Segan Year End Refinanced by # 

3103, i, emenuan nmemmmramnsmmmnnmenmmns ij murnmumemuqnninnintemancememn, 9  eivermmterencmmommmmmpscmmienpermmeremcyamacnamcmms 9 gatysemtstsoytin nr umrecniesmneneiegness GPS 

Bonus Interese Base Amount Base Type Mortgage Factor 

BOD a 
Ticle 

301. 26 — qpemncyceremicenecmmreumniemmecenmmmmmnmans 7 basa NERDS, «cementite PcirpemmpprsimsiemmmmrvmmmmmmmmieensSerememwes csr unny rare cc UNOPS 

Priceipal Amount Annual Interest Paynent Period Term 

302, 2. ee ee eee ed 

Paymants/Year Year Began Year End Refinanced by # 

3103, 2. jemmmplratinpicmmnicngummmmiegreermmmmmnrmcmmmmn, 9 saiaiiadesenrueepemaryyetrmmnemremwavetamerdanrtiatatmcmerersmesimmmiant; «© dieses renege tr at 

Bonus Interest Base Amount Base Type Mortgage Factor 

40, GF er 

i 2 3 4 5 6 7 8 9 10 

403 1.2, 3../0, ee 

G47 94 |



20. a | o _ e ° . . : . 

' 'Back-door* Back-Ococ Loans Xnveatmene Default 8/4 Tax Beginning Year End Year 

= Back Door 

O = Do Not process through Back Door | 

_ 2 = Derive value based on Default Ratio 

2 = Derive value based on Loan-to-Value Mortgage 

3 = Derive value based on Debt Coverage Ratio 

30, ee ~ é cepts paemenenspaapvsmamanamaraah ’ ee « __ ¢ * 

Sefault Ratio Cash-On-Cash Year % Change Equity 5/4 Tax Reserve 8/4 7ax 

103, ——— 0 _ ee. 
Reserves Witheld Equity Reserves Bqulty Reserve Rate Raserve Maximum ° 

Field #5 = Depreciation Method 

O = no depreciation 

-1 = sum of the years digits 

2s straight line 

3 m 125% declining balance 

balance 
= Bonus Basis Type 4&4 = 150% declining 

- 5 = 200% declining balance 

mS its 
1 = fixed income - base amount : . re eee ee eiaacion. aig 

2 = gross rent - base amount -s equ wy e e a tt 

_, 3 = effective gross rent - base amount nye - add « aiey ¥ 

.  ™ £ixed income - fixed expense ~ base amount ‘* a equal sy 

- § s net income ~ base amount 
4 6 ™ cash throw - base amount * bonus interest rate 

‘* 7 = market value - base amount * bonus interest rate 
8 = B/4 net worth — base amount * bonus interest rate 

9 = after tax net worth - base amount * bonus interest 

rate _ ce 
Report Field Identifiers 

Pield # Report Title Field # Report Title | 
i. | Summary of Income & Expense 6. After Tax Ratios 

2. Component Summary 7.  ' Modified Internal Rate of Return 
3e Cash Flow 8. Mortgage Amortization 

4. Market Value 9. Depreciation Schedules 

5. Before Tax Ratios 10. Partnership Report 

® «= Position #1 of Card 400 

S$ # Auto 1, 2, 3, 4, 5, 6, 7, 10 

. 9 = Auto All 

3 = Select Specific Line #'s (10 maximun) 

PRINT YEARS (Enter any year number 1-25, in any order) 

4903 e Fee ee Fe Fee 8 eee fee 

99 = first entry line 403 means 10 year wide carriage output option.



17550 DEMO FPRORLEM»ORVIL F.-ANDERSON 

LOv1979%0707140710%480 
407130000%.047X 
50» Obs 

70¥10000%.02%X 

8O0»45Q0007.039K 
100.122.509.406 

LO1LsO0%.01595 

L02%-14s1+.O0%0 

2OOr1 esLANII 

LOLris250000%.0%0 

HOLylrirOr0 

ZOOs22s IMPROVEMENTS 

2POLs2% 70000071 6.095 

2POL2s2r1%4090 

SOO0rsisFERMINENT MORTGAGE 

SOlx1 76000007 .08 75400070 

SO029Livsivis4O70 
40029 

HOS3r1lvSe3x10 

999 PF 
$NU 

iT 

#r 30 
w=15550 [TENG FROBLEM»ORVIL F. ANDERSON 

2=ELOr1i 979 +OsOr1.O0%10%¥480 

S=4O07130000% 4.04" 

4=G07.O069X : 

S=7O0s10000%.02+X 

&6=80760000%.039 

7BLOG0%.12%-50%7.406 

S=40190+,0159S5 

S=iOesy.,L4ari2.0%0 
LO=20071] ,L ANT 

L1P=201ls1+250000%~.080 

L2=L2OL2vy1lr1sQ%0 
L3=200%2° IMPROVEMENTS 

42201727 70000071,.095 

LS=20272941%40%0 
16=SO00r]TsRFERMINENT MORTGAGE 

L7=S0Ls1 2» 600000% .08s54000%0 

L3=3O02sirilrsir4os0 

L9=40079 

HOB 4AO Ss] y2y Sr10 

LLP P9 999 

PLoOG 

2l lines 

ne ads



REF OR T SECTION NUMBER ? FAGE I 

NEF RECTATION SCHEDULE FOR IMPROVEMENTS 

INITIAL COST 700000. 
TEFRECTATION METHOD a PERCENT QNEFPRECIABLE 1.000 

: USEFUL LIFE 4AOD-+ REGINNING YEAR 1 

ANNUAL CUMULATIVE CUMULATIVE 
YR QE « STR. LINE ACCELERATED EXCESS 

L $5000. 17500. SIO00+ 17500- 
2 $3250. 35000. 68250 + SS250 « 
3 31s88. WeIOD « 99838. 47338 ¢ 
4 30008. 70000. 129846. U?B4G4. 
o 29008. 8700 « 158353. 70855 + 
& 27082, LOSOOO, 185436, BO4 36. 
7 25728. L22500- 211164, 88664. 
8 24442, 140000. S696 + PUGS + 

G9 28220. LS7500- 298825 » LOLS25,. 
10 22059. 175000. ~80884, LOS884. 

REF QR T S$ EC T — ON NUM BE R 3 FAGE JI 

MORTGAGE AMORTIZATION SCHEDULE FOR FERMINENT MORTGAGE 

MORTGAGE AMOUNT 600000. TERM 22 8 
INTEREST RATE 0.0800 MORTGAGE FACTOR 409000000 

PERTODO FAYMENT 34000400 FAYMENTS FER YEAR 1 
BONUS INTEREST 040000 TYPE O GREATER THAN Or 

ANNUAL INTEREST FRINCTRAL RONUS INT | 
YR PAYMENT PAYMENT PAYMENT BALANCE FAYMENT 

1 ~YAOO0- ABOOO . 6900. SPAOQWO. . Oe 
= w48O00. A720 6 64890, SA7520, O- 
3 34000. 47002 « 6993. BBOS22. QO. 
“4 32000 AS64422, PUG8~. UP729SS. O- 
a I4O000. 458375 831635. G64300- O+ 
& 24000, ASIB4, 8S. BSS9as. O, 
7 uU4AO00. 44479. Powells G46452. QO. 
8 wAOOO» A3717. 10283. S26180, O-+ 
? s4000, A2QBI4 , L11906.  S2507S-. , QO, 

190 BAO « A2QO0G + LAiPP4. GISOBlL. QO.



. PRO FORMA 

INVESTMENT ANALYSIS OF 

550 DEMO PROBLEM 

FOR 

ORVIL Ff. ANDERSON 

REPORT SECTION NUMBER { PAGE 1 

* GROSS RENT $ 156079. * RATE OF GROWTH OF GROSS RENT 0.0400 
* EXPENSES $ 68783. %* RATE OF GROWTH OF EXPENSES 0.0300 
KR E TAXES $ 10950, RATE OF GROWTH OF R E TAXES 0,-0200 

INCOME TAX RATE  0,5000 PROJECT VALUE GROWTH OF 53,0000 
Kk VACANCY RATE 0.0600 WORKING CAPITAL LOAN RATE 0.1400 

EQUITY DESCOUNT 0.1200 EXTRAORDINARY EXFENSES & 0, 
RESALE COST 0.0000 REINVESTMENT RATE 0.0600 
WKG CAPITAL RS 4 0, CAPITAL RESER INTEREST RATE 0.0000 
INITIOL COST $ 950000. INITIAL EQUITY REQUIRED $ 350000. 

ALL °**’ VALUES ARE AVERAGE AMOUNTS FOR HOLDING PERION. OF 10 YRS.



PRO FORMA 

INVESTMENT ANALYSIS OF 

S50 DEMO FROBLEM 

| FOR 

ORVIL F. ANDERSON 

REF OR T SECTIOGON NUMBER 2 PAGE 1 

COMPONENT SUMMARY 

TITLE PCT. BEGIN USEFUL JIEFR 
EPR USE LIFE METHOD COST SCH 

LAND 0.00 i O. 0 t 250000. 0 
IMPROVEMENTS 1.00 1 AO+s 5 $ 700000. 0 

MORTGAGE SUMMARY 

TITLE INTR BEGIN ENT TERM ORIG POT 
RATE YR. YR, BALC VALUE 

FERMINENT MORTGAGE 06,0800 i 40 28 § 600000. 0.632



P RO FORMA | 

INVESTMENT ANALYSIS OF 

S50 UEMO FROBLEM 

FOR 

ORVIL F. ANDERSON 

REF OR T SECTION NUM BRE R 3 PAGE 1 

CASH FLOW ANALYSIS 
oe oe so at tt St ot st ee te tee L979 1980 178i L988 

1 GROSS RENT 130000. 135200. 140608. 185031. 
= LESS VACANCY 7800. GLi2. B436. 11102, 
3 LESS REAL ESTATE TAXES 10000, 10200, 10404, L1951.- 
4 LESS EXPENSES 60000. 61800. 63654 7ELBS 
2 NET INCOME wee» TIVE » JSL14,. B3E91. 
4 LESS DEFRECTATION 35000. 33250 ¢ 31488, ee? s 
7 LESS INTEREST ABO00, 47320 6 4/002. AZOOG+ 
8 TAXABLE INCOME “30900, -25682+. —-20476. LPE27 6 
? FLUS DEFRECTATION S5O00 >» SSA 6 S1S88. ee? « 

10 LESS PRINCTIFAL FAYMENTS 6000. 6430. E998 « Li994, 

11 CASH THROW-OFF ~18O0,. 1088. Al14. 2749] >» 
L2 LESS TAXES Lies. S63. 613. OS13. 

13 LESS RESERVES AT 04000 O- Oe O- 0+ 
14 CASH FROM OPERATIONS 292 e eae 5300. 17878. 
13 WOCRNRING CAFITAL LOANCCUM RB) eI S+ SLOP. 44, O. 

16 UIST RIBUTARLE CASH AFR TAX Q¢ 0. Oe 19378, 

17 = =6TAX SAVING ON OTHER INCOME 15400. 123841. 10238. O- 
18 SPENDABLE CASH AFTER TAXES L400. 12841. 10238. 19878.



PRO FORMA | 

INVESTMENT ANALYSIS OF 

550 DEMO PROBLEM 

FOR 

ORVIL F. ANDERSON 

REFORT SECTION NUMEER 4 PAGE 1 

CASH FLOW ANALYSIS | 
Sb sim sty Sod std tts ott oe tt stig set st ott oe ster at oe ez 1979 1980 198i 1988 

MARKET VALUE 
19 BY METHOD - 5S - AT 0.0150 964250. 978500. 992750. 1092500. 
20 LESS RESALE COST 0, O. 0. O, 
21 LESS LOAN BALANCES 596925, 590629. §805466. S13081. 
22 FLUS CUM. CASH RESERVES 0, 0. oO, 0. 

23 K/4 TAX NET WORTH 367325, BS7871. 412185. 579419. 

O4 CAFITAL GAIN CIF SOLD) Zi7AO, 3500. P5250. BRS677. 
O5; CAPITAL GAINS TAX 7PBB, 15875. 23813. 24469. 
26 TAX PREFERENCE TAY 2384, A7&3. 7144, 24585. 
27 INCOME TAX ON EXCESS DEF O750. 144625. 2BG6S, AQZ54, 
29 TOTAL TAX ON SALE 19049. 37263. 54625. 151607. 

29 AFTER TAX NET WORTH BA8C5K, BGOS609., BS756O. 427812.



PR O FORMA 

INVESTMENT ANALYSIS OF 

ggO NEMO PROBLEM 

FOR 

ORVIL FP. ANDERSON 

REP OR T SEC TION NUM EER a PAGE 1 

YEAR OF ANALYSIS 
5 GE 8 Se Ste Se tt oe mi ott oe at oe a oa se 1979 1980 1981 i7’8ss 

BEFORE TAX RATIO ANALYSIS 

3QO RETURN ON NET WORTH B74 TAX 0 +0495 0.0589 040733 O,1011 
31 CHANGE IN NET WORTH B/4 TAX T7325 6 2POSIS. mASLA. 2O244, 
32 (CASH RTN ON ORIG CASH EQUITY -0.0051 0.0031 0.0118 0-O9848 

' 33 PERCENT ORTG EQUITY FAYBACK 0.0000 0.0000 00,0000 OO. 2997 
34 FRESENT VALUE OF FROJECT 926362. 9084469. B9S5735. B4199R.



REF OR T S &—C TF I OR NUM BER 5 FAGE I 

YEAR OF ANALYSIS 
S205 Sate SECS SS AT GDS so See et eet soc et oe ee oe 1979 41980 LTSai 1988 

AFTER TAX RATIO ANALYSIS 

35 RETURN ON NEW WORTH AFT TAX 0.0390 0.0436 0.0490 0,0274 

36 CHANGE IN NET WORTH AFT TAX 558 6 4734. 9332 4 LP295., 

37 CASH RTN ON ORIG CASH EQUITY 0.0440 0.40367 0.02935 0,0368 

38 PERCENT ORIG EQUITY FAYEBACK 0.0440 0.06807 0.1099 0.4512 

4? FRESENT VALUE OF PROJECT G24G693. 9703490. 885778. 823147. 

40 NET TNCOME-MARKET VALUE RTO Q,03541 0.0363 0.0585 0.0746 

4i LENDER BONUS INTEREST RATE 0.0000 0.0000 0.0000 0.0000 

42 DEFAULT RATIO 0,.°538 04979356 O49 329 047793
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INVESTMENT ANALYSIS OF 

300 TEMO FROBLEM | 

FOR 

ORVIL FP. ANTERSON 

REP OR T S & C FT I QR NUM BE R 7 FAGE J 

YEAR OF ANALYSIS 
IRAs os asecr mm A 1979 L980 19781 19°88 

MODIFIED INTERNAL RATE OF RETURN ANALYSTS 

RETURN ANALYSIS WITHOUT SALE 

Ai CUM. AFT TAX SFENIDABLE CASH 12400. EPLES + AL153,., 203356, 
44 MOD. I+ke+Re ON ORIG EQUITY “QO.9360 ~O.7113 -O,5101 -0.,0528 
45 MQ0. £-RoR.e GN CUM. EQUITY “0.9569 -O.7113 -O.5101 -0,.0326 

RETURN ANALYSIS WITH SALE 

46 CUM. CASH LESS ORIG EQUITY L3654. LOT? 48712, 281148. 

47 CUM. CASH LESS CUM. EQUITY L3656- BP? 7A « 44712. 2811468, 
48 MON T-Re«Re ON ORIG EQUITY 0.0390 0.0417 02.0444 0.0507 
49 MOOD I.ReR. ON CUM. EQUITY 0.0390 0.0417 0.0444 0.05907
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The lakeshore versus the hilltops and the valleys and so 

forth were ina large part a matter of the decision institution 

that characterizes the body - those institutions were ina 

constant evolutionary process. The real estate was determined as 

much by politics and sociology as it was by investment finance 

and the logic of business. 

As a result, real estate here at the University always 

retains a very multidisciplinary view as opposed to other schools 

where real estate eventually gravitated to the finance department 

of the school of business and all things were presumed determined 

by the present value of capital. We continue to retain the 

traditional Wisconsin view that real estate 1S not a commodity 

per se but, in fact, it 1S a representation of an institutional 

process that's relatively complex - that our cities merely are 

reefs built out of the secretion of skeletons of earlier 

decisions and those those skeletons have political and social and 

economic, as well as geological origins. And that man really is 

the only animal that builds his terrarium around it as he goes. 

And real estate is really the business of building that terrarium 

and maintaining it. And, therefore, we are really concerned with 

the life qualities, as well as, the work qualities of the society 

which we are attempting to house with our real estate. That 

gives us perhaps the hottest ethical content of any artifact of 
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manufacturing process that we have. And it also gives us the 

highest level of complexity in terms of the interaction between 

that terrarium and all of that which lives within it. 

Your textbook, on the other hand, and most real estate 

textbooks and language that you hear elsewhere talk about 

something called highest and best use. Highest and best use 1s 

that use which maximizes the wealth of the individual - classic 

laissez faire, 19th century economics. We know for a fact that 

doesn't work very well and, therefore, one of the things that we 

hope to train you to do is to think in terms of two other terms, 

which will require considerable expansion as the course goes 

forward. And one is going to be called the most fitting use. 

The concept of most fitting use is that use of the land 

which produces the most significant economic surplus while at the 

Same time having the least adverse impact on third parties - 

economically, environmentally, culturally. It is obviously a 

normative ideal - a goal toward which you are striving. But 

modern problem solving doesn't let you . First of all, 

define and identify the ideal solution, you'll never know whether 

the current solution, the temporary solution 1S moving you in 

that direction or not. The guy who invented penicillin - is his 

only problem was - excuse me, the guy who invented DDT - if his 

only problem was to get rid of mosquitoes, he dida hell of a 

job. But, again, ina larger sense on this total problem he 
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probably wouldn't have moved in that direction because with that 

solution came far more problems than he had with the mosquitoes 

to begin with. If he had a better idea what the ideal solution 

was in terms of insect control he probably would have moved ina 

different direction in terms of the solution. So we need to have 

first of all, a normative ideal - where is it we're trying to go? 

Realizing that we're going to fall short of that because either 

our technology or our politics or our decision process or topical 

Shortfalls of resources at a particular point in time don't allow 

us to make that all in one jump. So then we'll fall back on the 

so called most fitting use to what we'll call the most probable 

use. 

The most probably use recognizes that in the short term and 

relatively shortfall, conclusions to many of our problem solving. 

But at least that's moved in the most probable use looking 

toward the most fitting use. We should not close the door on our 

eventually arriving at the most fitting use. So our terminology 

here will be, first of all, to identify all of those elements in 

the solution which lead toward the most fitting use. And then 

how do we evaluate what we can accomplish now in accomplishing 

the most probable use. 

One element, in terms of real estate, that seems surprising 

IT think to most - after all, you've all been standing on real 

estate all your life, you must know all there is to know about it 
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- is the complexity of the problem. And Patrick Monehan, the 

Senator from New York, who 1S quite an analyst, put it forward 

this way - he was talking about housing policy. He says, "We've 

never learned to be particularly bluntfull about the task of 

running a complex society. The essence of tyranny is the denial 

of complexity. It 1s the great corrupter, it must be resisted 

with purpose and energy. What we need are great complexifiers." 

So this course 1S going to be common sense made difficult by 

complexity. And, hopefully, in the process, you will 1) gain a 

better appreciation of those that put real estate together, 2) 

perhaps be more sympathetic on their failures and more 

appreciative on their successes of the urban environment, in 

which you will spend most of your day. 

The old concept of highest and best use productively valued 

as really to be simply a self serving product of the National 

Association of Realtors. It really has some very deep historical 

roots. Cultures and society from the beginning of time have 

become civilized as they have learned to grapple with the 

allocation of the benefits and responsibilities of land. That 

certainly is almost always the beginning of some sort of legal 

system, is how do we allocate the benefits and responsibilities 

of land? In North America the first hint of private property 

came from the Indians along the St. Lawrence estuary who had no 

concept of property whatsoever - who were as close to passive as 
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you could get in terms of how to live with nature and in some 

sort of natural rhythm. But they found that as the French 

introduced fur trading that there were those among them who 

tended to overhunt the territory and kill off the breeding stock 

so that, as a result, there was no adequate regeneration of the 

fur bearing animals that were in demand by the French. And, 

therefore, the Indians actually had to divide up the territories 

among their various family and private structures in such a way 

that they could only hunt for certain fur bearing animals within 

certain boundaries. And if they abused that recourse, then that 

tribe, that family unit, was out of trading materials for the 

next time around. Relative to firewood, relative to food, 

relative to all the other things that the forest and the natural 

environment provided, they still had no sense of property. But 

they found that in order to have administrative responsibilities 

for the resource that it was necessary to delineate turf. A 

lesson that was relearned from Mesopotamia and the Babylonian 

Empire went to considerable expense to bring water for the land. 

And found that it was necessary to allocate certain fields to 

certain families to use the water properly. Because if they 

didn't, they didn't eat. And that was the best way to allocate 

administrative responsibility for the resource. So that private 

property rights really grow out of the need of society to 

allocate not only the benefits but the responsibility of resource 
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management. And ironically, that's where real estate began as a 

subject area. That's what Healy and Carmon were interested in. 

How do we control in the cheapest fashion the responsibilities 

for the wide use of our resources and, obviously, a major 

resource being land and that which pertained therein. And so 

we're really looking at real estate in that effort. As most of 

our decision processes are still trying to balance off the 

responsibilities and the rewards for wide use of the assets - 

because it's in the public interest to do that with the least 

amount of administrative hassle. 

Now highest and best use throughout history, societies and 

certainly in the European areas in which our country was first 

settled had highly structured land use procedures and 

allocations. And we'll look at those in the second or third 

lecture in terms of the value systems that were at work in 

determining who got to live where, and who got to farm where, and 

who got to do whatever it was they did at a particular location. 

That presumed, however, that you have 1) a very static set of 

values that could be passed on from generation to generation so 

that it sustained itself over long periods of time. Second of 

all, by the very nature of the fact that our sewage systems 

weren't very good it presumed a relatively static population 

because otherwise the sewage problems and the disease that went 

with it simply overwhelmed the capacity that they had to deal 
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with it and illness very quickly brought the population down to a 

level that could be absorbed by the natural landscape. And the 

third element was that technology was constant. The way we cut 

stones didn't change very much. The way we cut timbers didn't 

change very much and therefore the city beautiful, really built 

over multiple generations pretty much looked at the finish as it 

was planned to look at the start even though it spanned several 

hundred years in the building. Boston and many of the 

traditional eastern cities grew over slow, long periods of time 

and yet came out looking like they had been all been done by 

Disney planning department ina relatively short period of time. 

And, given that, you could have a consensus about land use and 

land gardens. Now come to the new world and suddenly the 

cultural stability that determined what the long term value of 

the city beautiful were were gone. Instead we have tremendous 

cultural diversity. Second of all, we no long had population 

that was static - we had population that was dynamic. We had to 

absorb increasing numbers of people at a relatively rapid rate 

and their social roles were no longer very clearly established by 

an outer controlled society. We had inner controlled people who 

were pursuing their own objectives and their own motivations as 

the Lord gave us ability to see it. And finally we had 

tremendous changes in our technology. The cultural revolution 

struck shortly after the founding of the new world and we began 
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to see changes in our communication and our transportation system 

virtually every fifty to one hundred years, which drastically 

altered where we could go, how we could get there in terms of the 

costs, and so forth. And what it is we're going to have to 

expect of - our communication, transportation and our industrial 

network in terms of support. And so the three basic cornerstones 

of a land use consensus that controls society until the discovery 

of the new world, were gone. And the only thing we could agree 

on was 'them what takes the most, got to use it for what they 

wanted'. And if the steel mills could use the lake shore of 

Cleveland, then they got to use the lake shore of Cleveland. 

This was really the historical origins of laissez faire - highest 

and best use concept. 

The only value system that remained was essentially those 

who could create the greatest economic surplus on it could afford 

to pay the most for it. And therefore the steel mills and the 

industrial areas and so forth often pampered some of the premier 

areas that, were we to have an alternative way of going about our 

cities, design and lay out and so forth might not have happened. 

By the turn of the century, by the late 1800's and beginning 

1900's we realized that what was working. That we were creating 

urban areas in which there were tremendous conflicts among the 

users both in terms of what was fair, what was healthful and what 

was safe. And what we really needed some sort of regulatory 
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framework to regain control of this laissez faire process of 

urbanization and industrialization that was going on. It wasn't 

until 1954 that the federal government made it a matter of policy 

that they would subsidize urban planning and each city could have 

a master plan as to how it should grow, and where it should grow 

and what it should look like in 20 or 30 years. Not only should 

there be a master plan but there should be a capital budget as to 

what capacity the community had to achieve those planned goals. 

That’s 1954! That's only 32 years ago that we began to recognize 

that there had to be a new consensus about what our urban process 

should be and how it should work and what the ultimate product 

should be. And we're beginning to see the results of that. 

Baltimore which had to be the pits in 1954 1S emerging now as a 

beautiful city on the east coast with virtually total 

redevelopment in its downtown core. Downtown Boston which had to 

be virtually inaccessible in 1954, now draws more people for 

recreation than Disney World on a year-by-year basis. But that 

only happens over 30 years time. So there's been a quiet 

revolution in real estate which is really what we want to talk 

about in this course. The concept of fee simple ownership in 

which you could do with your land as you damn well pleased in the 

early 1900's has moved to the point where any ownership of real 

estate is a trusteeship for public purpose. The State of 

Wisconsin Supreme Court says, the land belongs in very small part 
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to those who were here yesterday, a small part to those who are 

here today and a larger part to those who are here tomorrow. 

There 1S no inherent right to develop the land if it comes at the 

expense of the public health and welfare. That's the solution. 

That 1S a concept which your forefathers, who carved the land out 

of the woods, and stocks of trees and said "I conceived this 

piece of land out of the wilderness with my own sweat and my own 

blood and it's mine." It's moved to the point where we realize 

that land 1s a collective resource. Not a shot was fired 

, socialized basic resources of our country and we have 

continued to do that in a democratic process that allows you to 

interact with the decisions that are made about how your land is 

used, and about how your cities will be built, and how they will 

look and whether your neighbors should have chickens in the back 

yard. Incredible statement of the democratic mind and the 

mythology of land and real estate versus the reality of land and 

real estate is what this course is going to be about. Thank you. 

See you on Monday. 

1s coming along with the syllabus and all the 

details. We'll get underway with a couple of announcements. One 

- the reading materials for this week's quiz section on zoning 

and the building envelope and so forth are out of sequence in the 
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study kits - you'll find them at the back of the mimeograph pile 

Starting about page 640 something. So if you're wondering where 

that set of materials for the problem is, that's where they are 

for reasons best known only to Bob's Copy Shop I guess. Second 

of all the Real Estate Club has its first meeting tomorrow night 

at 7 otclock in the room right next door in Room 22 and our guest 

1s Jim McFaddon - Kenton Peter's associate - and the subject is 

the convention center design alternatives for downtown Madison 

which should be fun. And, in addition, they will be talking 

about the summer internship program. We typically have about 35 

or 40 of our Real Estate students scattered across the country in 

various forms of summer internships and we'll explain how that 

works and I believe all of that will start at 7 o'clock in Room 

19. Wetll do our guest speaker first and the internship elements 

second. And I think you’ll find the, if you haven't already 

found, the arguments about the convention center in the newspaper 

a fine topic area for anyone interested in real estate. So 

that'll be tomorrow at 7 o'clock. And to give you some further 

information as to what the balance of the semester's programs are 

going to be. Young lady with her hand up. Yes, ma'am. Question: 

This may seem like a really trivial point, but it's really not 

obvious to our people. It would really help if people would come 

early to fill in seats in the center, not allowing the luxury of 

having a number of empty seats around them for those of us who 
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can’t come early. It really causes problems. All right, we'll 

write a compact. Any other questions, statements, announcements? 

Anybody missing a syllabus at this point? OK, we'll get 

underway. 

Real estate began sometime along where some Neanderthal 

rolled a rock and cut out of a cave and created a space unit that 

was artificially delegated to the void around him and in the 

process created an enclosure to house some kind of activity. And 

to give that activity some sense of closure, defensability, 

warmth, etc. ultimately he learned to paint on the wall to 

provide to some status and esthetics. But, essentially real 

estate grows out of that experience as artificially 

differentiated space with a fixed reference point to earth. It 

begins first of all as cubic and then we add a fourth dimension, 

time. He may have occupied it for several moons. Today we have 

perhaps, somewhat more sophisticated calendar, but we're always 

talking about a space/time unit. Now in the abstract we talk 

about space/time but when we talk about specific products we're 

talking about a room for a night at a hotel. We're talking about 

square foot by the year. We're talking about apartments by the 

month. If we do an ice arena we're talking about ice hours for a 

rink for a hockey game. Or, we're talking about even so many 

frames at a bowling alley - are still space/time units. And, as 

a result, the basic product of real estate is space/time. And 
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there 1S a great irony there because we're always so concerned in 

picking the walls and the dirt and the things which seem so 

tangible and yet the ultimate product of real estate 1S space. 

Space designed to enclose and enhance some kind of activity. And 

the efficiency with which we do that, of course, continually 

improves. We have moved a long way from the mountain necessary 

to enclose the cave, to relatively thin curtain walls to enclose 

a much more efficiently shaped piece of space to a point where 

the Germans even have very tent-like structures in which the mass 

of the structure 1S minimal relative to the total volume of space 

enclosed for festivals, world fairs and other types of events 

such as symphony orchestras in the summer and so on. Even if we 

talk about a wilderness park or whatever, we're still talking 

about artificially delineated space. Congress saw the line 

around hundreds of thousands of acres and said, "We will not 

touch that for a century or two centuries." Or we put Alaska or 

large portions of it into a permanent preservation area. And, 

Obviously, it's artificially delineated. It depends, obviously 

on the nature of the legislation and how we draw our lines and 

how we define our space and to what degree we can violate the air 

Space above it. And, for that matter, whether we create parks 

below water for scuba divers. We're nevertheless creating 

artificially delineated space. 
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And that space has developed some rather unique 

characteristics. When we draw a survey line and we define a 

square lot, let's say, on a two dimensional surface. In fact, 

you are presumed to own to the center of the earth, were you to 

take a ray off each corner of that lot you would send them to a 

point where they converge at the center of the earth and move 

into the air as high as man can make use of that space. And so 

when you own a lot, you really don't own just a surface, but you, 

in fact have a technical claim to the volume below that surface 

and the air volumes above it. So, at some point when the 

airplanes begin to land too low on the envelope approaching the 

alrport, they are in fact encroaching on your land and you can 

sue the government for adverse possession of your air space. And 

at some point if Chicago decides to put a storm water system 500 

feet below the earth to carry off major storm water problems and 

so forth, they have to condemn that area well below your space. 

And one of the great ironies of the Mount St. Helen's volcanic 

explosion in Washington was, if you'll recall, there was a little 

resort area called Spirit Lake made famous by a man called Harry 

Truman that got buried in the mud. And, when the explosion was 

over, Spirit Lake was now 700 feet higher than it was before and 

a half mile to the South of where it was before. In fact it was 

directly above the subdivision that was, at one time, along the 

lakeshore. Now the Department of Insurance of the State of 
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Washington ruled that the cottages had been destroyed as a matter 

of fire and, therefore were fully covered under their fire 

insurance but the lot owners were still a little sore about the 

fact that it was going to be very difficult to sell their lot 

which initially and novelly appeared to them to be 700 feet below 

the mud. And the State of Washington thought it necessary to 

drain the water off of Spirit Lake, which had no outlet any 

longer, and lest this cause another mud slide into the river 

system, and, as they began to lay pipe across the land to get to 

the lake, some bright attorney representing the owners of the 

Subdivision said, "wait a minute, that lake 1s on our land, we 

own it. And, in almost any other situation, the lake bottom is 

always owned by the state, it was never, in fact, in private 

ownership. But, in this instance, the lake bottom was a platted 

subdivision in which they had title. And they said, "you can't 

drain our lake unless you buy our lots first." Well, what's the 

price of a lot? And, initially the state's attorney said, "well 

that's ridiculous, your lot is 700 feet down." "Well, no it 

isn't. It's platted on a surface that happens to be 700 feet 

below the top. But, nevertheless, if we run our mythical lines 

up the corners of the lots, and so forth, we own all of the 

volumes of mud that are on parked on our lot and, therefore, in 

essence we have, in essence, a new surface to our lot and you're 

running your pipe to take the water off of our surface of our 
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lot. And, the State of Washington had to buy their lots for 

$1,500 apiece in order to quiet the title, as it were, to Spirit 

Lake. 

So when you begin to think about real estate, think in terms 

of space/time. And, that that space/time is a relatively unique 

kind of commodity. And that only after we begin to add 

improvements do we begin to create attributes for that enclosure 

that enhance its suitability to house a family or house a 

business, or enclose a store or create some kind of germ-free 

environment suitable for the production of some pharmaceutical 

drug, as the case may be. So space/time is our product even 

though we spend a great deal of time with some things called 

walls and floors and ceilings and so forth. It is simply a way 

of defining geometric spaces to enclose an activity. 

The history of man is about a thousand life times of 40 

years each, man has lived in caves primarily for about 750 of 

those. So, already in one sentence we have explained 75% of the 

subject of real estate and this course is on the balance of the 

259%. The utility of the cave as an economic good, as I said, was 

its ability to house an activity. Obviously, the mountain 

provided a certain amount of air conditioning or control on 

environment. The solidity provided some kind of defensible space 

and so forth. And simply the technology of building has always 

been moving toward providing the same sense of shelter and 
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character as the cave both physically and emotionally but trying 

to do it with a great deal less bulk. In fact, virtually every 

technical improvement in building science which has survived is 

those kinds of materials and things which have reduced the weight 

and bulk of the structure. Think about the evolution of the 

structure in the U.S. which began with heavy logs and so forth 

and it only went to 2 by 4 balloon framing. It was lighter, 

easier to ship, easier to work with, more flexible and more 

moldable. And if you'll look at the history of downtown Chicago 

we built building initially with big solid brick load bearing 

walls and columns and it was too heavy for the ooze on which 

Chicago 1s built. And so we moved to light steel internal 

framework and outside brick bearing walls and then to a total 

steel frame and then the steel frame was very light curtain walls 

uSing various kinds of laminated materials in order to provide 

the same insulation and weather control and climate control that 

the caves used to provide but with a lot less weight so that we 

could go higher and create more usable space for the amount of 

ground area that was occupied and so on. And a very small 

increment in usable space per floor can be a very significant 

element in the value of the building. Think about going through 

a wall let's say like this which is built with approximately 12 

inch block with another 4 inches on the outside. That's 16 

inches thick at least. If we take 12 inches off that wall, all 
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around the perimeter of the room, how many square feet of space 

have we created? And if we're in downtown Chicago and usable 

space rents for $25 a square foot. That's a sizable piece of 

change per year. And extrapolate that out over 30 or 40 years 

and by a technological innovation of a 4 inch thick wall with the 

same insulating and safety characteristics of the 16 inch wall, 

we've modified our structure significantly. So, think in terms 

of the space/time enclosed - how efficiently we do that, as 

becoming a very significant element in the technology of real 

estate. 

Now, man-made improvements really represent the manufacturer 

of artifacts, if you will. Certainly real estate is no different 

than any other major manufacturer of capital resources. 

Certainly a good part of the manufacturing process 1S unique in 

terms of the bulk and weight of the final product and so on, but, 

nevertheless, it 1S a manufactured product to that extent. But 

it's also a service. Real estate is a highly unstable element, 

1f you don’t think it’s unstable, just leave your windows and 

doors open one of these nights and notice the amazing organic 

difference to your plumbing system and your heating system and 

how rapidly the building starts to deteriorate as a result of 

rain coming in and ice beginning to build up. It requires 

constant attention. Someone once described real estate as having 
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the glide angle of a brick. Therefore, it 1S almost always a 

combination of a service and your manufacturing product. 

Now, if we define space between all of our various 

improvements from survey marker to our ultimate structural 

element, how do we define time? Time of course is the product of 

our legal system and we have two major categories in real estate 

- a so called free hold estate in which time is at the option of 

the owner and a less than free hold estate in which time is at 

the option of the contract. So if you own your house, you can 

Stay there as long as you wish until you choose to sell it 

subject to certain limitations under public policy down at the 

bank. But on the other hand, if you rent the home you're there 

from month to month or you're there for six months or you're 

there for a year - some type of contract or social custom 

provides a time limit on your benefit and possession of that real 

estate. So we have free hold and less than free hold estate. 

The definition within that time then further has to 

suballocate who benefits, and who is responsible. And real 

estate 1s a very elastic medium in which we begin to define 

benefits and your ability to sell those benefits back and forth 

with very, very fine lines of distinction. So that we're working 

in a very plastic fluid medium. Most people look at real estate 

as something rather static. If you go kick it and it doesn't 

seem to go anywhere, your foot tends to have the lesser of the 
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barn and so forth. And yet real estate as we will see becomes a 

very elastic medium. I can convert real estate into virtually 

any kind of money contract I want and any degree of benefit that 

I might want. The fine art of that a couple of years ago was 

practice in what was called the Payhon Agricultural Syndication 

in which the Payhon Ranch wanted to develop much of its 

undeveloped land in orchards and irrigated land and so forth and 

it wanted to be able to finance that in the most favorable way 

possible. And so it technical sold its land to a syndication 

that provided the money to create these orchards and tiled fields 

and irrigated lands and so forth because the tax law was very 

very favorable in allowing you to write those off as expenses of 

that time. And therefore you got great tax shelter going through 

to those who provided the money - in fact, you could write it all 

off in five years. The only right essentially that the owners 

got under the fee, subject to all the covenants that controlled 

their use of the fee was the right to take the tax losses. Any 

other benny that came along was still in the hands of the Payhon 

Ranch. And yet it was so artfully crafted by the lawyers that it 

represented a sale of the title which was all that was necessary 

to transfer the depreciation rights to the investor. And as a 

result, by selling the shelter for, say, fifty cents on a dollar 

of shelter, they were able to finance half of the development 

without any hard dollars being put out by Payhon Ranch at all. 
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The balance of course was financed with debt. At the end of five 

years they had a clause that they could buy back any interest 

which appeared to the benefit of the fee holder for an MAI 

appraisal of the property. Well, how in the devil do you figure 

out what there was to appraise. There was virtually nothing 

there, other than the right to receive further losses of which 

there weren't any. And so for a very nominal price they bought 

the title back. But for that very short period of time, whatever 

tax benefits were under the code were available to the nominal 

holder of the fee. So we can carve up this interest in real 

estate into extremely sophisticated combinations of benefits and 

responsibilities under the law. 

The law, of course, 1s a reflection of our political 

machinery and our legislature which in turn are expressions of 

the values of the citizens that are passing out legislation. And 

as we have suggested since 1900 there's been a very quiet 

revolution in the nature of the private interest in land. And 

that's one of the confusing aspects of studying real estate. We 

still talk about a fee interest in land, but the fee interest in 

land today is not what it was five years ago, nor is it what it 

was twenty years ago, and so forth. And as a result while the 

language tends to remain static the substance of this language - 

the meaning of the language is constantly shifting in real 

estate. And, therefore, we tend to talk about things in old 
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English that King John might have had in the Magna Carta, but I 

don't think King John would recognize much of what we trade in 

real estate today. In fact, one of the major arguments in the 

law right now in real estate is how much real estate is real 

estate. For example, the major case that we just argued in New 

Jersey - Quakerbridge Shopping Center is a million three hundred 

thousand square foot shopping center in which it 1s governed by a 

unique contract among the five major department stores who say 

they will stay open for thirty years, operate under their brand 

names, provide six thousand units of parking, contribute to the 

merchant's association - on and on and on - creating a unique 

marketing franchise opportunity in something called an operating 

agreement. And then they lease space between the department 

stores to smaller stores who want to play a part in that total 

center development. Now along comes the state of New Jersey that 

says, “Hey, wait a minute, that whole deal is worth 70 million 

dollars and that's what we're going to tax it for on real estate. 

And our attorneys are coming back and arguing, "Wait a minute, 

friends. The land cost us so many dollars and it cost us all 

together 35 million dollars to build the center. The other 35 

million dollars is because of the unique business risk and 

management and marketing characteristics of the operating 

agreement, and the operating agreement 1s personal property and 

there 1S no personal property in New Jersey subject to tax." At 
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what point does the personal property and the operating agreement 

become part of the bundle to the right to real estate? We're not 

quite sure, nobody is quite sure as to when you transcend that 

interesting difference between the bundle of rights which are 

inherent in fee real estate and the bundle of rights that you 

acquire when you buy a real estate business - they become merged 

as a public census and it's very difficult in many legal cases to 

decide where one stops and the next begins. 

Ironically, the private rights to real estate are those 

which are left after the public has defined their interest - a 

seldom known reality in real estate. The U.S. Constitution 

reserves, first of all, first right of claim on productivity of 

the real estate through the real estate tax. And as Justice 

Holmes, at one point, observed the power to tax involves the 

power to destroy. You can create a real estate tax which is 

equal to the total productivity of the real estate and sometimes 

do. First claim on productivity goes to the public via the real 

estate tax. That grows out of the old tenure logic in which the 

yeoman has to provide a certain percentage of his crop to the 

landlord and the landlord had to provide a certain percentage of 

that to the noble and so on. 

Secondly, the constitution says that the public has the 

first right of control - that your right to use is always a right 

to propose, but the public can dispose through the police power. 
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The public can provide infinite to ad nauseam detail on how you 

can use your property and when you can use your property and if 

you can use your property at all for certain kinds of things. 

The police power 1s noncompensatory. If the planners paint you 

green for open space and Charlie over there red for apartment 

house. Charlie just won a fortune and you just lost your butt. 

There's no compensation for that. That's police power. If you 

have a filling station which depends on left turn and they put a 

median strip down the boulevard and nobody can make left turns, 

tough luck Charlie that's police power. That's considered to the 

betterment of the health and welfare of the community and as long 

as it falls under the police power provisions of the 

constitution, no compensation. 

And to the degree that you do have any vested interest in 

the land, that may be identified or perceived by the courts, 

government can always reacquire it by the payment of tax through 

the process of eminent domain. Therefore, private property is 

defined by what's left after the government has determined how 

much to tax, after the government has set the police power rules 

and after the government has decided what right’s to reacquire 

through eminent domain. Since the taxes are steadily increasing 

and can be expected to do more so under the Reagan 

administration, and two police powers are spawning at an 

incredible rate and because the frequency with which we apply 
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eminent domain even to parcel takings is also increasing, private 

property has to be declining steadily. And as we mentioned in 

the earlier lecture, Wisconsin regards private property as a 

trusteeship in which you enjoy the benefits for having taken over 

the custodial responsibilities for society. 

Now a real estate project is really a cash cycle enterprise. 

In systems engineering parlance today, an enterprise 1s any 

organized undertaking - any effort to set about achieving a 

certain goal ina rational systematic way 1S an enterprise, 

whether it involves one of you or a dozen of you or thousands of 

you. And because we are in a money economy, most enterprises are 

cash cycle enterprises. Which means you begin with some kind of 

money in the bank, you acquire raw materials and services, you 

have goods in process, ultimately you have sales and accounts 

receivable and you're back to cash again. The great majority in 

cash cycle enterprises are intended to break even, only a 

minority are even intended to be profit taking enterprises and of 

those that intend to be, only a minority of them are. The State 

of Wisconsin is a cash cycle enterprise as is the University of 

Wisconsin, aS are you as individuals and as households. And the 

one thing a cash cycle enterprise has in common with all other 

cash cycle enterprises in our economy is that if you don't 

balance the checkbook on a regular basis, you self destruct. The 

number one rule of any enterprise ina cash cycle situation is to 
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Survive. Solvency. And that's true whether we're a city of 

Madison, or the University of Wisconsin, or an individual 

household. That becomes the basic ground rule by which some kind 

of agreement can be accomplished among and between all of the 

various parties that may have a vested interest ina real estate 

transaction. We have a fixed point against which to negotiate, 

which is solvency and survival of the parties at interest. 

Now, a real estate project, as I Say, 1S an organized 

undertaking aS an enterprise and generally requires a great deal 

of expertise. It's all done on expertise. So the real estate 

business really includes any expertise involved ina real estate 

project - architects, engineers, lawyers, planners, finance 

people, leasing people, property managers, etc. All of them 

bring to bear some form of expertise on the project. Now the 

project ultimately will be a space time product with some service 

component and it will always have a corresponding money/time 

structure. So be begin in this course with a truism that 

space/time = money/time and that's a reversible equation. You 

tell me the amount of rent you got to spend and I'll tell you how 

much space I can find for you that's warm and dry in a given 

semester. And, by the same token, if you bring to me the capital 

budget on the Taj/Mahol, I'll tell you what the rent structure's 

got to be in order to justify the capital and services and so 

forth necessary to go into to creating that enterprise. Give me 
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a space/time requirement and I can give you a budget, give me a 

budget and I can tell you how much space/time you're going to get 

for the money. It's a reversible equation. Space/time = 

money/time. 

The real estate business expertise is always involved in 

that transfer and money is the energy transfer system. So the 

real estate business is any business, any element of expertise, 

involved in that interchange between money/time and space/time. 

Now, once that becomes apparent some rather interesting things 

occur. First of all, virtually all of the profits that are in 

real estate are in the sale of expertise. Even the expertise of 

how to get a log converted into two-by-fours or how to get rock 

converted to cement is nevertheless sale of expertise. There 

are, therefore, a whole series of profit centers in real estate 

in the outlays and the one reason that people control the real 

estate enterprise is to control the outlays. More money is made 

above the net income line in real estate than below it, because 

each expenditure ina real estate operation is revenue to 

somebody's expertise - whether it be the leasing agent or the 

insurance agent or the contractor or the lumberman or the cement 

maker or whomever. Each outlay ina real estate enterprise is 

revenue to somebody's expertise. And, ironically, one of the 

major reasons for controlling real estate is to be able to 

divert, obviously, some portion of those outlays to your 
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expertise. Therefore, the only definition of ownership that 

works in explaining real estate is trying to identify the degree 

to which you have power to divert cash to your benefit - 

legitimately, obviously as the etc. Fee ownership is 

the ability to divert cash from the real estate enterprise to 

your benefit. We'll come back to that theme again and again 

because there are so many subtle ways to do that. 

But one of the elements that falls out of that reality is 

the fact that the public is one of the major owners of each piece 

of real estate because of its ability to divert cash flow from 

that real estate. The ability to assess a real estate tax and 

collect it, the ability to charge fees for the use of public 

services, the ability to require that developer, for example, to 

set aside $1200 out of each lot sale to fund the public park 

system or to build schools or do any one of a number of other 

things, exactions as they're called on the development process, 

indicates the degree to which the public owns a piece of every 

real estate product. And that's bankable. The public can borrow 

on that ability to divert cash flow in advance. We'll be looking 

later at something called tax incremental financing - which 

you'll hear a great deal about in Madison. And what it really 

says is, “Hey, me as the public, if I build a parking ramp for 

you and you build the office building, I'll take the real estate 

taxes from that office building for the next 15 or 20 years to 
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amortize the investment I put in the parking ramp. It is to my 

interest as a city to create jobs downtown and people who will 

shop at the stores downtown and to keep the spending power 

downtown by making discrete investments which help make your 

investment work better." If I build a convention center for you, 

I can charge a room tax for 9% of the room value and I can have 

shoppers in the stores which will support the rent values which, 

in turn support the real estate tax base of my community and I 

can borrow on that. So we're not talking about something 

abstract. We're talking about a bankable interest in each 

assessable property in the community. So again, fundamental 

principle - the degree of ownership is the degree to which you 

can divert cash flow to your benefit. 

Now the real estate process really involves the interaction 

of a whole series of cash flow enterprises. And if you look at 

the circular drawing in your thing - I was in my early compass 

period here - we have three major groups. The space consumer 

group at the upper end of the area, the space production group 

and a public interest structure group. It's much like that says 

"the big wheel stayed up by the grace of God" if that's the top - 

that's the drive wheel, demand for some kind of space. 

Traditionally we were only interested in the space user group - 

those who were going to rent or buy space in which to enclose 

their enterprise, their household, their store, their industrial 
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plant. But in the last 20 years, two other groups have come up 

of virtually equal power. One we're going to call a collective 

user - those who see a real estate decision as affecting their 

cash cycle but who operate politically to accomplish that. 

Instead of being in the market place as tenants or buyers, they 

operate collectively through the political process to accomplish 

the kind of real estate they wish to see accomplished. We'll 

look at that later when a citizen's group says in Palo Alto that 

we want more green space and that we want to maintain low 

density. The fact of the matter was, they didn't want to share 

their tax bonanza with any other residents. Two-thirds of the 

taxes of Palo Alto are paid by the industry in the Silicon 

Valley. And, as a result, you can live in Palo Alto and enjoy 

enormous public benefits in terms of education, libraries and all 

the other good things and hardly pay anything for it. Why would 

you want to allow more residents into to share that so that 50% 

of your costs rather than 80% of your costs were being paid by 

somebody else. The collective consumer suddenly got holy and 

said we really need to maintain green space on the western edges 

of Palo Alto. Hooray for conservation and . The 

collective user operates to a point today where virtually all 

real estate, first of all, depends on the entitlement provided by 

the collective user. If you can't sell the older person in the 

planning committee in your ward, the chances are you're not going 
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to get a building permit to do what it 1S you want to do. When a 

taco parlor wanted to go down on Williamson Street, even though 

all the laws in the world said they could do that, the neighbors 

said we don't want it because it's not an ethnic taco parlor and 

they didn't have to put one in. The collective users. 

And the third group we're going to call the future users. 

They have a great deal to say about what gets done today too, 

although they don't know it. Future users really are of two 

types. The relatively smaller group is the one represented by 

the Sierra Club who says that the children of tomorrow should 

have the right to screw up the world just like we did and 

therefore we ought to save a little piece of it for them to screw 

up. That's not the folks I'm worried about in this case. We're 

talking about a much larger group of future users who are going 

to be the next users for what we build. Because virtually 

everything we build today has such a short useful life that, in 

fact, it will go through three or four or five cycles of reuse by 

new groups. And unless we anticipate that flexibility and 

adjustability, we are going to waste a great deal of our 

resources. For example, the Towers Building on State Street - 

classic example of an architect coming in at a point when housing 

was in short supply for students and saying, "I know what the 

perfect place for them will be, it will be a tube that is about 9 

feet wide, 7 1/2 feet high and 30 feet in from the corner to the 
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window. And in that tube we're going to have two metal desks, 

two metal closets, two metal bunks, two metal chairs and a shared 

bathroom with the unit next door. And we can build those really 

cheap." Northwestern Mutual said, "Look at that, you dummies 

over there at the State, you don't know how to build a dormitory. 

We can do it for 40% less than the State can." And so 

distribute to architectural and systematic construction went up - 

highly specialized, highly focused on what the student residents 

might require as an architect's perceives it anyway. So then the 

students came home from Nam and said, "Hey, whaddaya mean we have 

to live in dormitories until we're 21. Whaddaya mean we've gotta 

have house mothers and hours and no drinking in the dorm, you 

gotta be kiddin." And the University with a stroke of a pen 

said, “yea we were kiddin. Live any way ya want." Well, the 

last place they wanted to live was in the Towers. Now the 

architect had been brilliant. He said, "you know, we'll build 

the walls out of concrete and while we're building the walls out 

of concrete, they might as well be structural, right? no sense 

wasting all that concrete without making it structural. And, 

students don't weigh all that much so 75 pounds per square foot 

floor load is great adequacy and you know if we cut every floor 

by about 10 inches in height, we can get one more floor before we 

reach the maximum height allowed on that site which is controlled 

by a Madison ordinance which says no building can be higher than 
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the base of the columns on the Capital dome. And they did it. 

It was beautifully engineered. Only one problem, nobody wanted 

to live that way. So, of course, naturally in the state capital 

the first try is, "Gee, it doesn't work, we're going bankrupt, 

let's sell it to the State." And, of course, the State dutifully 

comes down and looks at it and says, "Gee, guys we'd really like 

to buy this for office building, but we need 150 pounds per 

square foot to handle all our file drawers, the number of lumens 

isn't enough to shed any light for bureaucratic performance so 

we'd have to put in a dropped ceiling, more light and that means 

only little people can walk around in there." They say, “Let’s 

convert it to apartments, well the room shape is a little - goofy 

so we’re going to have to knock out the wall - no we can't knock 

out the walls because they're load bearing. So you go around in 

a circle and the highest and best use comes out perhaps as a 

breakwater when Madison becomes a deep water port. Now don't 

laugh, Madison could have been a deep water port if we'd only had 

legislators like they get down in Texas and Tulsa. They can a 

dig a canal from the Gulf all the way to Tennessee for a deep 

water port and fund that pork barrel with and 

Baker or they can get the boys down in Texas to make Tulsa a deep 

water port and, yet, they're hundreds of miles from anything that 

looks like water. And we're only 80 miles from Lake Michigan and 

we're a deep water port. So what do we get? We get honest, well 
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meaning, intellectual, liberal Congressmen and can we get any 

graft? No. We still believe in democratic government - a great 

handicap to our shining state. Anyway. 

And the Towers Building is a classic example of no 

consideration of the future user at all. Said, "hey, wait a 

minute, maybe tomorrow we don't need that kind of space, maybe we 

need a different kind of space." So the more generic, the more 

flexible, the more opportunity that we have to convert our space 

to the next use, the longer it will maintain its resource value. 

Down in Newport Beach which is certainly anybody's dream of 

where it will come true, I guess, they built industrial buildings 

a few years ago with 22 foot high ceilings. Now the average 

industrial worker can't afford to live in Newport Beach any more 

and so those buildings only five or six years old that have 

Survived and maintained their value are the ones that got 

converted to office buildings by putting another floor right 

through the middle of the industrial space. The charm of the old 

New York brick warehouses and so forth downtown is their total 

generic flexibility of simply being space fine cubes in which we 

continue to re-engineer the interiors to adapt to the places for 

textile manufacturer or clothing industry or apartments or artist 

studios or whatever the need of the moment may be. So today our 

Space consumer group you really have to keep your eye on three 

groups: 1) what's our collective consumer going to think about 
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this and will they get entitlements to do it? 2) what's the next 

use going to be have we closed our door dramatically on virtually 

any other reuse of the project because it has a relatively short 

social life as it were? and 3) finally can our space user afford 

1t? Can he afford to rent it? Can he afford to buy it? Does it 

provide what he wants, where he wants at a price he can afford? 

The space production group are those which are involved in 

creating the real estate projects on the site. It doesn't have 

to be public, it doesn't have to be private - they're simply 

involved in creating the product on the site as opposed to the 

public infrastructure group which creates off site elements of 

the total product - the water system, the street system, the fire 

department, the police department - all of which are necessary 

functions which have to be provided in one form or another often 

have collective economies of scale which are better to be done 

off site and then the water is piped to the site or the sewage is 

piped away from the site or the streets system brings them to and 

from and so on. But it's just as much a part of the real estate. 

If in fact you don't go into an urban area and you have to go 

out into the hinterland, you have to create all of that for 

yourself. For those of you who travel up and down interstate 90 

probably see from time to time that the White Gear Company plans 

along side the road, on the east side of the road, and in front 

of it is this marvelous pond with fountains and swans tootling 

35



550/705 - Real Estate Process Spring 1987 JAG 

around and so forth. And everybody says, "isn't that sensitive 

of them to provide that kind of rural aesthetics." That's got 

nothing to do with comfort, the fact is there 1s no water system 

out there and to have a decent fire insurance rate they have to 

have so many gallons of water above surface in order to feed 

their fire system and you can't get it all plugged up with algae 

and gum and muck so you got to aerate it to keep the water clean. 

You got to have a little swan paddling around to eat the debris 

in order to keep the water quality up to a point where you can 

pump it around the outside of the building and bring it to the 

point where the fire is. It's all part of their insurance rate. 

In this case the off site services that might have been provided 

in an urban environment, have to be created on site. So there's a 

great deal of flexibility in terms of the infrastructure that may 

go on site or off site but we make the distinction that if it's 

off site we're talking about a collective kind of business which 

may be the water utility or the bus company or the recorder of 

deeds, all aspects of government and so on. But if you don't 

have that off site, then you're going to have to create it on 

Site. Fire engines, security service - you name it. In fact, at 

one point when Connecticut General moved out to its SOM designed 

glass box in the hinterlands of Hartford, CT they were devastated 

to find out they were losing all of their key employees because 

the key employees couldn't do their convenience shopping during 
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lunch. They we used to going to the shoe repair or handling the 

various domestic matters during their lunch hour. They, in fact, 

had to convert the first floor into a retail shopping center so 

that there was a sportswear shop for the ladies and a shoe repair 

shop and a liquor shop and a delicatessen and all of the other 

things that they normally did during their lunch hour. And then 

they had to add a bus besides that would ferry people down to the 

major regional shopping center so they could do the kinds of 

things they used to do in downtown New York City during their 

lunch hour. If that infrastructure isn't there to support, the 

on site isn’t going to happen. And sometimes that gets very 

subtle. For example, we were involved in a case out in Seattle 

in which they suddenly realized that there was one beautiful 

little truck farming valley just on the edge of Seattle that was 

known for its strawberries and its other kinds of truck farm 

production might be becoming encroached on by estate type 

development and become a residential area, and so they decided 

they wanted to save it and they would buy all the development 

rights and allow everybody to remain as a strawberry farm and 

compensate them for the loss in value because they couldn't sell 

to subdividers who were going to create single family homes. So 

when they got into it and analyzed it, they discovered, due to 

their sadness, that that point had already tipped over. That 

there were not enough strawberry farms in the area to support a 
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packing house, which was necessary to provide an outlet for 

marketing it. It wasn't there in sufficient strength to support 

an agricultural supply organization that provided the fertilizers 

and the seeds and all of the other technical support. And, in 

effect, it was no longer possible to have an economic strawberry 

industry because the infrastructure necessary to supply it, and 

Support it, and provide a market for it had already evaporated 

because they had moved beyond that critical mass necessary to 

Support that kind of economic base. So you need to look at all 

three of those elements - who our space consumer group is, what 

kind of public infrastructure do we have and what space 

production groups do we have. And the one thing they all have in 

common is that they are organized undertakings on a cash budget. 

And whatever solution you find must be able to allow each of 

them to survive at their cash break even point at the very least. 

Now, the solvency is only the first point of departure. 

Obviously to continue simply to break even is a somewhat 

discouraging effort and, therefore, we generally need to provide 

some sort of surplus so that the managers of the enterprise gain 

credibility with those to whom they report. The mayor who could 

provide a surplus in his city budget will obviously have 

considerably more political power than those who end up with a 

deficit. And the same is true whether you're running a hospital, 

Or a university, or your own checkbook at the end of the year. 
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Your spouse will allow you to control the checkbook another year 

if, in fact, you have achieved a surplus. So, cash is the 

requirement to enhance the credibility and efficiency or 

reputation of efficiency of the manager. So we need solvency as 

a base point, we need a cash surplus in order to create stability 

of the organization and credibility of its managers with those to 

whom it reports - whether it's the board of directors, the board 

of trustees, the city council or any of the broad elected 

constituencies if you're running a little co-op on Langdon 

Street, the management better well produce a balance on the books 

and a little cash surplus if they're to retain control into the 

next fiscal period. 

Beyond that, we have, of course, we have the larger social 

issues of are we using our capital and our cash efficiently. 

Only after we've achieved survival, only after we've achieved 

credibility, if you start to play intellectual games that says 

are we optimizing, are we doing this efficiently? In this day 

and world if you can just survive and make a little to set aside 

for the future - you're optimizing baby - no matter what they say 

across the street. Internal rate-of-return is an intellectual 

exercise which has almost no relevance to the management of an 

enterprise. All it says is, "gee, I wonder what my ratio of 

repeats to outlays 1s over time" and obviously, there is no final 

point that represents nirvana and final success for the 
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enterprise. You'd obviously like to be able to see if you could 

tighten up the enterprise and do better. While all of the 

intellectual can conceits of capital pricing theory and so forth 

are simply targets by which we begin to motivate and measure 

performance but are certainly not the objects in and of 

themselves. The object of any enterprise is not profit. Profit 

makes possible the other goals of the enterprise, generally the 

life quality of management. It doesn't matter if it's a 

university or a private enterprise. Profit is not the object. 

It 1s the means to the objective and the objective is to enhance 

the life quality of those who run the enterprise. That's why 

universities are run for faculty, not for students. After all, 

if we were profit minded, we'd take much better care of you ina 

sense that we could keep the surplus from your tuition. Since 

that doesn't work in a public university, universities are run 

for faculty - they're run for chancellors - they're run for 

administrators. The number of degrees that we produce is simply 

a by-product of the attending to the life quality of those who 

would life to live in Shangri La. 

Now, the concept of highest and best use that we addressed 

in the first lecture simply presumes that we were going to 

maximize wealth. It was one of those internal rate of return 

things and it was so narrow that it was simply trying to maximize 

wealth for the property owners - laissez faire, 19th century 
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economics. But it taint so. Because of the democratic process 

by which real estate is created in dialogue and in stress between 

the consumer group, the infrastructure group and the production 

group we do move effectively towards something called most 

fitting use. Most fitting use is the optimal reconciliation of 

effective consumer demand, the cost of production and the fiscal 

and environmental impact on third parties. That can't always be 

measured in financial terms. It has to be measured in terms of 

esthetics and satisfaction, as well as respect for other 

interests. The reconciliation ultimately involves some kind of 

balancing of who pays and who benefits. Now we're going to come 

back to that theme again and again as a way of providing you and 

me some way of dissecting all of the heat and sound and fury of 

the real estate process and try to get behind the scenes and 

Saying who pays and who benefits. 

The most probable use that 1s recognized is the fact that we 

fall short of our ideal. The normative and that we eventually 

have to respect short term considerations in terms of technology, 

pressures on the consumer, or the actors that are involved in the 

decision process and that while we take aim on the most fitting 

use, we achieve the most probably use. And the most probably use 

1s where we begin our analysis. How do we begin to identify the 

most probable use of a piece of ground or a piece of real estate. 
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And then we move out from there in terms of the larger issues 

involved. Bring your lecture notes to class next time. 

OK, a course in problem solving. If you want conflict of 

resolution, it's my view that the university education can not 

only teach you to enjoy more about what you see about you, but 

indeed perhaps something to provide mechanisms for the conflict 

resolutions that will be needed as you move into the outside 

world. And real estate is really the battleground of virtually 

every major issue of our time and our society 1s a manifestation 

of one point in time of our weakest and our strongest points as a 

society and those battles continually are fought out over the 

development of each building. Can you imagine what would happen 

if General Motors had to produce each car by going down and 

getting a specific building permit from the city council and 

having the virtues and not such attractive features of the car 

open to discussion all over again and perhaps one of the council 

members saying I bought one of your automobiles and the ash tray 

didn't work and by golly I'll never give you another permit. 

And, now the city councilman 1s sitting there saying I lived in 

one of your apartments and you didn't change the washer fast 

enough and I'll be damned if I'm going to let you have a permit 

to build another apartment building. But, nevertheless, that's 

what the real estate process goes through. Each decision is 
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another cycle through the public process of decision making. 

And, everything that can involve the social attitudes and 

conflict and viewpoints of our society, whether it be by class or 

by region or just by vested interest of the individual making the 

decision, manifests itself once again in the real estate process. 

That's what's fun about teaching real estate, in it allows us to 

preach on virtually every major issue that it can find at any 

particular point in time. And, the fact that anything gets built 

at all 1s a minor miracle and is a statement of the strong 

mindedness and willfulness of the ironics that we call developers 

in our society. But, nevertheless, the real estate process is 

Critical. If we can not understand it, if we can not control it, 

and if we can not devote it to creative purposes, we, as an urban 

society, fail. And we are an urban society, there's no two ways 

about it. And, therefore, we need to understand the process so 

that at some point you can react knowledgeably to what you read, 

knowledgeably to what you participate in, and can do that without 

the paranoia that really doesn't permit you to tell your friends 

from your enemies so far as the terrarium about you goes. 

Now in judging whether a real estate succeeds or doesn't 

succeed, there are probably several different models that we 

could follow. One, of course, is the physical model of the 

manufacturer of an artifact in which we tend to talk about some 

sort of template which represents the context, within which 
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something 1S supposed to operate, and the form that we're going 

to give the ultimate solution. The artist initially talks about 

the physical form but in real estate we could extend that form 

into our legal arrangements and our financial arrangements and 

even the software of our organizational characteristics. But, in 

any event, context becomes all of those things which are given or 

all those things which are uncompromisable goals that we must 

have. And form are all of those options which are available to 

the designer in which he attempts to accommodate that context and 

solve a problem. Consider, for example, if you were trying to 

judge something so simple as Indian pottery spun off a potter's 

wheel and we were trying to determine whether it was attractive 

and successful as an artifact or a vase. It doesn't really 

matter if it's pretty of not. If it was intended to boil water 

and it had to boil water over a mesquite coal and someone was 

expected to lift it off of those coals and pour it into some 

other vessel and you need a certain amount of water to cook a 

certain amount of food, and so on. That becomes part of the 

context in which that has to operate. And, if in fact, the clay 

in the certain part of the southwest as a coefficient of 

expansion that limits us to certain forms and certain thickness 

of the clay, because otherwise the heat transfer will be unequal 

and cause it to crack open and split before we in fact have 

achieved the water, that becomes part of the context in which the 
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artist must operate and control the curves and the form that he 

Can provide that pot and get a thickness of the walls that it may 

have and so on. And if the glaze that we require to hold water 

from sinking into the vessel and so on, has certain 

characteristics and limitations, that becomes part of this 

context. Now, within those elements there may be certain 

elements of choice. So you only judge whether in fact the artist 

has succeeded in this complex problem of spinning a pot that we 

can then glaze and temper and use for boiling water. If it 

works, if it does accomplish what that artifact was expected to 

accomplish, and so in real estate we begin the same way. How do 

we define the context within which a particular real estate 

solution is expected to operate. And then what were the choices 

that that real estate decision maker could make from an array of 

options and now can we judge whether, in fact, that property 

works within that context. If it does, we can talk about it as a 

successful project. If it does not, no matter how attractive it 

may be, no matter how many awards the architect may receive, no 

matter how many dollars the developer can make, it's still a 

failure as a real estate project if there is a significant misfit 

between the form of the solution and the context at which it was 

expected to operate. So [I'll give you these two very simple 

little illustrations. A number of years ago we had one of our 

Summer interns working for Charles Shaw out of Chicago who had 
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just done Lakepoint Towers, which was a very successful project, 

and it was proposed that he build an office building over the 

Roosevelt Street Station. The Roosevelt Street Station I think 

1s the second or third one down going south from Randolph Street 

on the Illinois Central. And the premise was that Mr. Rubloff 

had been so successful in building office space over the 

Northwestern depot in downtown Chicago that any office building 

in which the individual could get off the commuter train, take 

the elevator upstairs, and avoid the cold, wind, and the rain of 

downtown Chicago must ultimately be a success. That was the 

hypothesis. Now, when he gets down there and Mr. Shaw says, 

"Gee, Michael I'd like you to prove this project is feasible, 

meaning that the present value of the receipts are going to 

exceed the costs. And Mike takes it seriously and he figures he 

really wants to know that and so they survey all of the people 

who ride the Illinois Central. Well, they all turn out to be 

Indians rather than chiefs. There isn't anybody riding the 

Tllinois Central who signs the lease - who gets to make it, based 

on role in the decision making process. They call it the lower 

income community and so he comes back and he tells Mr. Shaw and 

he says, "Golly, they all think it would be a wonderful idea but 

there's none there that can sign the lease. People who sign 

leases ride by car." So he then goes out and takes a survey of 

the cars turning off the outer Drive onto Roosevelt Drive and he 
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gets three hundred brand new automobile license numbers and sweet 

talks one of the girls in the motor vehicle department into 

giving him the names - half of them are corporate owners who 

provide them as a perk to the exec. And the other half he gets 

the names on and he queries them and they say, "Sure." Turns out 

they live in Wilmett and Lakeforest etc. etc. to the north. They 

wouldn't ride the train on a bet, they don't think it's safe and 

they all park in the building in which they're currently renting 

office space and pay $50-$100 a month for that privilege. And, 

they all knew where the site was and they really weren't 

interested because it wasn't in the Loop. And so he goes back 

and tugs at Mr. Shaw’s coat tails and he points out that the 

architectural program has no parking in the building whatsoever 

because the premise is that everyone will arrive by train. We 

now have a significant misfit between the expectations of the 

consumer and the form of the program that's being advocated. 

Well, Mr. Shaw says, "Don't worry about it son, we're going to 

get the overspill of demand from the Loop." And, of course, he 

says, "Gee, that's right I forgot about the overspill." He goes 

on and he adds up the amount of space coming out of the ground in 

the downtown Loop which is about ten million square feet at that 

point in time and does a calculation as to what rate new space 1s 

being absorbed into the office market which is about a million 

square feet and that suggests the overspill theory won't work for 
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ten years, that's as long as nobody else starts a building. So 

he tugs at Mr. Shaw’s coat tails again and says, “Explain it to 

me again about that overspill. The statistics here indicate that 

there's about ten year's supply ahead of you in the Loop and why 

would anybody come way out to Roosevelt Drive if they can simply 

step out the door of their current office and find space down the 

street. And the building was never built. Notice, he went right 

for the juggler. It didn't matter how attractive, how original, 

how creative the concept of the building, there were two 

Significant misfits - there was no demand that was going to reach 

down to that area and pay those kinds of rents and those that 

might expect to park their car in the building, there was no 

design provided for parking space within any convenient point of 

the building. With that, a multimillion dollar project failed, 

and $200,000 worth of blueprints get dumped in the incinerator 

and it's all over. Context, form and we want to look really at 

the ensemble. Is there a fit between the proposed solution and 

the template of events and characteristics and elements within 

which you must work. 

That in some wayS 1S a very physical, static concept of 

measurement of success. Today the enterprise engineer talks 

instead in terms of power. We were talking about enterprise 

before and enterprise 1S any organized undertaking of 

individuals. And the industrial engineer says that an enterprise 
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in terms of its configuration and its behavior at any one point 

in time represents a negotiated consensus between two general 

sources of power. The power outside the organization to impose 

its will on what it will have that organization do and become. 

And the power within that organization to push back and decide 

for itself what it will be and what it will do. That's a much 

more dynamic statement really, about how our American process 

works. The city council has a view of what downtown will be like 

or the mayor has a view of what downtown will be like. And he 

can push to accomplish those objectives. And the development 

fraternity within that context can push back and say, "Wait a 

minute, that isn't going to work or this 1s going to work" and so 

forth. And each environment is very distinctly different. 

Minneapolis and St. Paul both have outstanding development 

records and yet St. Paul has a dictatorial mayor system that if 

you want it done you talk to the mayor and if the mayor likes it, 

it shall be done. Where Minneapolis has a very strong city 

council, weak mayor situation in which the power is with the 

council and you have to be very careful to maintain your 

communication lines open into that political sector in order to 

move in the direction in which you may want to take your 

development firm and so forth. And, of course, there's all forms 

of power. The consumer that we were talking about, obviously, 

has a great deal of say in what he wants and doesn't want and so 
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forth. And obviously the collective system who are operating 

politically have something to say about it. And those that are 

trying to anticipate the future and have some vision about what 

it should be and what we could be in the future, have something 

to say about it - all with varying degrees of power at various 

points in time. All of those begin to impose on the development 

process. So we begin to judge a real estate project or those 

that are involved in the real estate, we really have to put into 

context at any one particular point in time what kind of forces 

were arrayed against them with their vision of what his project 

should be. And then, what kind of forces internal to the 

organization were they capable of applying. 

Let me give you an example. The University of Wisconsin 

would like to develop a golf course, presumably because we are 

the only big ten school that doesn't have one. That logic is 

lost on me, but for the moment let's assume that that 1s a good 

thing to do. And so they bought land out here on the west side 

of town to do that. Then they said, "Gee, what we otta do is 

help finance the golf course by selling some residential enclaves 

around the outside perimeter of the golf course and then people 

will pay a premium for open space and the green space and so 

forth and so on. And all of a sudden the environmentalists come 

and say, "You idiot, that hilltop is the prime auto baan area in 

the state of Wisconsin. It has the longest autobahn history and 
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1S in a major flight pattern for birds because it's one of the 

high points in Dave County flanked by water on one wide with 

Sugar Creek to the west and corn and good things to eat on the 

valleys on the other sides. It's a high water recharge area and 

we Shouldn't tamper with that and so forth and so on." And 

somebody else says, "Gee, that's a bad example to set for urban 

sprawl." And forces comes out of the woodwork from all over. 

The University Foundation very well meaning, very innocently 

stumbled into that but, as an organization they're intended to 

make friends for the university. Their primary function is to 

attract support for the university. They can't go pick a fight 

and say I won because I got fifty-one percent of the vote. 

Because forty-nine percent of the people that are mad, are still 

going to be mad at them the next time they knock on the door for 

money. They can't take on that kind of outside force and so they 

have to cut back and say, "OK, no residential, we'll build the 

golf course. We won't go through the main part of the woods, 

we'll nick the corner of the woods with our fairways etc. And we 

will set up our water systems to enhance the high water recharge 

area rather than encroach on it and so forth." So the outside 

forces are winning - they're shaping the golf courses to be 

consistent with environmental and conservation and preservation 

aims simply because the agency in this case, can not, because of 

its character in terms of its fundamental mission of making 
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friends, and also just because of the people that are in it. The 

people who are in it are very nice people. They're ina 

university environment in which high levels of sensitivity to the 

environmentalists and conservationists and so forth are socially 

appropriate things to be in favor of. Whereas, if you get a 

developer who is a little more single-minded and purposeful about 

what he is going to do, he says, “hey, enough is enough, you want 

a park you buy it, you're not gonna steal it from me." And he 

takes on the world head on and maybe a little more adroit 

politically and so he wins 51% of the vote and he goes forward 

and he doesn't care if the other 49% don't like it. You're not 

running a popularity contest. So the nature of the enterprise, 

the nature of your ability to push back and decide what it is 

you're going to do as opposed to what the outside forces decide 

you’ re going to do has a great deal to do with the final outcome 

of the result. And quite often, of course, when you get 

everybody in the community telling you what to do, you end up 

with something that looks a lot like a camel. A committee 

project in which nobody was in charge. Most of the good real 

estate has always been done by single-minded individuals. 

There's almost no good real estate done by committee which does 

not bode well, obviously, for the convention center. I think 

that is why real estate is dominated by personalities who have 

long since forgotten whoever put U.S. Steel together but we still 
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talk about Trammel Crow and Gerald Hines and Mr. Rousa and so 

forth. Real estate is almost always dominated by a strong 

personality, some have more sensitivity than others to the 

current issues of our time but, nevertheless, is a highly 

personal creative product of a very creative neurotic. There's 

nothing wrong with being a creative neurotic - our society 

depends on them. But on occasion they obviously are fairly 

irritating to work with. 

Now, given that as a basis, there are really only two 

problems in real estate, maybe three. One is a site in search of 

a use. I have a piece of ground with a little old building on 

it, what am I going to do with it now? The alternative is - I 

have a use. I need to find a site for my factory, a place for my 

store, I want to locate my family someplace, and so forth. So lI 

have a use in search of a site. And the third problem which has 

only been relatively recent is I have a lot of capital that needs 

an outlet to fund pensions forty years from now. How do I find a 

place in real estate or, since there's not enough space in the 

stock and a bond market for it. So I really only have three 

problems. A site in search of a use, a use in search of a site 

Or capital that would like to use real estate as a temporary 

repository until it's needed for some future use. 

And we’re going to begin with the first of those problems 

which is a site in search of a use, although, typically that's 
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not the way to begin. Typically, we're much better off to be 

Given a use in search of a site. We're much better off to define 

specifically what kinds of things we need at a particular piece 

of ground or building and then go find a match for that 

particular need. But, we'll begin with the other problem first, 

a site in search of the use so that we can begin to understand a 

little bit more about what is real estate. What kind of 

attributes are we looking for? 

And with that, we'll switch over to our Lecture notes number 

2. Move down to Roman Numeral II if you would, item B. In 

analyzing a piece of property, there are five basic sets of 

attributes which combine really direct us toward the most 

powerful use. The first, obviously, are the physical attributes 

of the site and the improvements, we'll talk about those further 

in a moment. Sometimes called the static attributes. 

The second are what we call the legal political attributes 

of the property. The legal elements depend, of course, depend 

on what kinds of rights and responsibilities you get. But today, 

nine-tenths of our law which controls real estate, 1s in the 

administration of the law. The commission which applies the 

rules, the land planning group that approves the plan, the city 

council which votes the permit and so forth. And so I really 

can't talk about the law without talking about the administration 
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of it. And that becomes a political process. And so we really 

talk about the legal/political attributes of the property. 

The third element is what we call the linkage attributes and 

this is perhaps the most critical concept of location that we 

have. I'm sure you're all going to go home and say, "Gee dad, 

we're taking a real estate course, and dad's going to say, and 

you can hit him if he says it, ‘Aw, there's nothing to real 

estate, it's location, location, location. Big Deal.'" "Then 

say, gee dad, what's location?" "Well, it's a place where 

longitude and latitude cross." "Oh, that will get me an "F" in 

the course." Location always exists as a relationship of the 

user to something else. It has nothing to do with the longitude 

and latitude point. And we'll see that linkages have to do with 

the interrelationships of the establishments at a particular 

location - it is not inherent in the location itself. 

The fourth element that we're going to talk about is dynamic 

attributes. Dynamic attributes are those which exist in the mind 

of the beholder. Status - gee I want to live in Maple Bluff. 

You know, it's ironic, if you go to the historic library there's 

a wonderful dissertation by some student who graduated about 1922 

here and he had to do a dissertation so he analyzed Maple Bluff. 

He said it was doomed to failure. It was a packing house on one 

Side, there was swamps on the other, there was a rail line that 

went right through and the road going out there was full of pot 
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holes. Nobody in their right mind would ever go to Maple Bluffs. 

Now, of course, if you have to be in high society, you have to 

go to Maple Bluff - no doubt about it. And I can always remember 

one of our mayors complained about the fact that the developer of 

Cherokee was in an area in which the water table was relatively 

high and was afraid that if the Yahara went any higher that 

basements would flood. And he was shut up when the developer 

showed him that the mayor's own house was in fact about two feet 

lower than anything in Cherokee and his basement was much more 

likely to flood than anything out there. And he did see any 

objection to his house in that locale. But, in any event, 

dynamic attributes have to do with those things which are in the 

mind of the beholder - the esthetics, the status, the anxieties 

and so forth. And, finally, we have environmental attributes - 

the off site environmental attributes. What will happen off site 

if we develop the site. Where will the storm water go? Will we 

pass or reflect heat to the building next door and screw up their 

alr conditioning system. Or will we intrude in terms of 

additional exhaust fumes, and so forth, in terms of an air 

Situation or will the traffic pattern become unmanageable as a 

result of this additional element. So if you want to talk about 

the environmental attributes of the site. What are its 

limitations in terms of its capacity to handle a new site. 

56



550/705 - Real Estate Process Spring 1987 JAG 

OK, let's begin then by cataloguing some of the elements of 

the site. We often refer to this as site reconnaissance. So if 

you we considering purchase of a particular property or as a 

feasibility analyst you are called in by somebody to figure what 

am I going to do with, now that I own it sort of thing. You 

would begin with this type of catalogue of attributes and begin 

to see what it is we have that's positive, what negatives do we 

need to neutralize and, maybe, what it is that prevents us from 

using it all together. Obviously size and shape and the total 

area becomes a significant element. Size has to do with the 

efficiency of the site. Interestingly enough, for example, in 

the areas originally colonized by the French, they worked ona 

very narrow but very long band of land. If you look up as you 

fly over Green Bay some time, notice that at the mouth of the Fox 

most of the land seems to be very linear running inland. 

Everybody was to get a few feet of the Fox and then they had a 

cross section going way back up into the bluffs. Well as the 

traditional US geographic layout 1S a very square - one square 

mile divided into smaller 40 acre sections, 160 acre sections and 

so on. Well the shape determines in many ways the efficiency of 

a site. If you have a site on State Street that's 22 feet wide 

and 132 feet deep, there's not a lot of area for window space and 

not very efficient floor layout and you don't really want to go 

very high because most of the space will be taken up by 
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stairwells and elevators and utility runs relative to how much 

window space you get. And, as a result, you probably are going 

to stay on avery low rise basis. On the other hand, if you can 

buy three more lots next to you and end up with a piece that's 88 

feet by 132 feet you can get a much more intensive use of the 

Site - there's more window space, and so forth. So size, shape 

and lot area have a lot to do with the efficiency of the 

improvements that you can place on that site. And we can go 

through that illustration ad nauseuma. 

By the same token, what you can do with it 1S going to be 

impacted by topography - is it flat, hilly, etc.? What kind of 

soils do we have? Obviously there are areas in which the soils 

won't support much of the structure. Look at Los Angeles with 

its heavy rains and expandable soils and suddenly you're $200,000 

mansion turns out to be a mobile home moving down the slopes to 

the next neighborhood. Geology has a tremendous amount to do with 

the success of cities over time. New York City and its high 

rises is made possible by the fact that Manhattan is essentially 

one big solid slab of granite and as a result you can tunnel and 

do all kinds of things and carry tremendous weight on it and asa 

result it lends itself to the tallest buildings in the world and 

so forth. Take away that kind of geology and you now have 

seismic problems, let's say, in San Francisco or in other parts 

of California, it dictates an entirely different type of 
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construction and a much more significant lid on height and so 

forth. The geological history of many communities 1S a very 

fascinating aspect of it. If you'd seen the city of Madison's 

geological history in Mullenhoff's History of Madison book, I 

think you'll find it, fascinating to find since most of you are 

living in some aspect of a lake or whatever of a few eons ago. 

But, in any event, geology determines a great deal of the 

characteristic of the city. Anchorage, Alaska, for example, the 

commercial areas are built on nodes of gravel that poke out 

between the basically frozen tundra that's around it. And there 

are many lots in Anchorage which you can't build on because 

there's an ice layer that's still buried down in the peat 

someplace that, were you to put a building on top of it, you 

would gradually melt the ice and your ice would settle gracefully 

into the ground until the third floor was the first floor. 

Geology, therefore, becomes a significant element. Just one more 

example, a steel mill didn't pay much attention to that, had one 

of these huge hammer presses of multithousand pounds to stamp out 

car roofs. And, they did initial boring in, limestone, that's 

where we'll build it. They built the plant, put on the press and 

the press pounded itself into the ground because the first layer 

of limestone was from the last geological era but below that was 

a peat base from the previous geological era which was over 

another limestone base, which was over another peat base. By 
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putting it over that kind of ground, it was simply not able to 

carry the vibration and impact characteristics of the press and 

it was necessary to pick the whole thing up and move it about 500 

yards to where the geology was capable of supporting the plant. 

Tronically, that could have been discovered by simply taking 

thermal photography from a piper cub with a 35mm camera because 

that peat still radiates more heat from that particular point 

than would be the more stable rock formations that would have 

Supported it. So the geology becomes a critical attribute whether 

you're talking about a farm field or whether you're talking about 

a building site. Slope stability for obvious reasons, bearing 

capacity of different soils varies widely and there's a course 

going on presently with Gerhardt Lease called soils for land use 

planning over in the soil department which for real estate people 

1S a critical course. And, as a matter of fact, I can remember a 

couple years ago being called by an attorney who was representing 

a client who was suing one of the graduates from the University 

of Wisconsin who he had sold a lot to a client to build a home 

on, and the home had graciously settled and cracked, broken up 

and had various little problems and the issue was that if he was 

a real estate major at this school, had he ever had a course in 

soils, if so, he should have known better and therefore was 

publicly liable for having sold somebody a lot that wasn't 

buildable. So, as a result, real estate becomes a very eclectic 
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field in which all of the various sciences and disciplines begin 

to bear on the success and efficiency with which you operate. 

Septic suitability - two-thirds of the state of Wisconsin is 

unsuitable for septic tanks and yet most of them use septic tanks 

and with more or less undesirable results. Potential for 

subsidence - for example, Florida is really built largely on 

water soluble lime stone stump and there are sheet flows of water 

through Florida which erode much of that limestone and leave 

large limestone caves underneath which, as long as you only have 

light flora and fauna above, are perfectly capable of carrying 

themselves and then you locate a house of top of that and 

suddenly it falls through 30 or 40 feet down. Most of the lakes 

in Florida are the result of subsidence of the soils as the 

limestone below was moved away by the water flow. And, various 

areas - Pennsylvania with their coal mines and Florida with its 

water soluble problems and areas for example, all of San Jose's 

downtown is gradually sinking because the nature of the soils 

there 1s such that the water is trapped under an impervious 

surface or above an impervious surface and they are pumping that 

out for irrigation. And, as a result, gradually the soil 

compresses, as they become dryer and now downtown San Jose is a 

couple feet below the water level of San Francisco Bay at high 

tide. Downtown San Diego, as they pumped out the oil under the 

naval base over the years has sunk to a point where some of the 
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naval base has to be diked to keep out the ocean at high tide and 

so forth. So, subsidence, 1S a very real problem in many 

different areas taking a variety of different forms. 

Water table is a critical element for several reasons. One, 

Obviously, you don't want it coming through your basement. A 

couple of years ago it was necessary to get the Corps of 

Engineers to set the average height of Lake Mendota a foot lower 

because most of the houses on the east side of Madison and so 

forth, basements were below the mean water height of Mendota and 

therefore, constantly had six inches of water in them which meant 

that water level was exactly level with the water level of Lake 

Mendota. Almost all of the area starting with Tenny Park and 

coming this way about four blocks and then going all the way 

around the lake, in fact, had basements that were below the level 

of Lake Mendota. And it was necessary to reset the height of the 

lake in order to keep the basements dry. So a water table, fora 

variety of reasons, iS a very significant factor. The presence 

of wells, whether they're permitted, whether they're desirable 

and so forth. 

Streams and ponds, not only the existing streams but the old 

streams - where were the streams in the last glacial? For 

example, when West Town Shopping Center was built the developer 

came out and bought all three sites that could have been 

potentially shopping centers - or at least put options on them 
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for negotiation reasons. And, the first farm which is the 

northeast corner of Mineral Point and the Beltline was often 

regarded as the front runner shopping center site on the west 

side. The fact is, though, that Lake Middleton, the last of the 

glacial lakes during the last glacial age had its major outlet 

running through the Frisch farm, and as a result there are deep 

peat deposits along the old stream bed, well below the level of 

the ground which would have all had to be removed before you 

could build a shopping center on top of it. The developer knew 

that, the seller of the site on which West Town is built didn't, 

and as a result, sold at a considerably lower price than they 

might have otherwise obtain because they geologically had the 

only site suitable and capable of carrying the regional shopping 

center in that general area. So, it pays to know what you're 

doing and to know the territory and to know what was there before 

as well as now. 

Another good area of that is along west Washington Avenue 

Starting about at the old railway station, there was a stream 

that came out of Lake Mendota and wandered across toward Regent 

Street past Madison General Hospital. There's a couple of lots 

along Regent Street which have only parking lots on them because 

the peat 1S so deep you could not afford to build a commercial 

building on that site at the moment particularly about at the 

intersection of Mills and Regent. So you really need to know the 
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territory and what was the geological history of that particular 

area. 

Storm water swells. There used to be a time when we figured 

we could build anywhere but we found it isn't nice to get in the 

way of mother nature and therefore we want to keep our flood 

plains and our storm water areas flowing naturally with a minimum 

amount of obstruction to simply get crushed by the water pressure 

of a hundred year flood line. 

Shoreline edges. We've discovered that for much of what 

remains of our natural environment, that the critical elements 

are the environmental edges where water meets the land, where the 

hedge grow meets the edge of the field etc, etc. - where the 

woods meet the field. And these edges need to be preserved. And 

so in southeastern Wisconsin regional area of Wisconsin, it has 

been determined that 25% of all soil land edges will be in public 

ownership by a specific date and our land use regulations provide 

for acquisition of those edges or neutralization of those - in 

the building process you're not allowed to cut trees down to 

improve your view - just as in Florida you're not allowed to cut 

down the mangroves and the cyprus trees along the water's edges 

in order to improve your view. They're critical to the 

environmental balance of those edges and the shore land edge as 

well as what is called the bulkhead line set by the US Corps of 

Engineers iS a critical element of knowing how far out into a 
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river bottom you can build and what jurisdiction may have control 

of your land. 

Floodplain designations. Only recently have we gotten 

reasonably good maps of the 100 year floodplain lines. And, most 

of the disasters that you read about in terms of floods moving 

through urban areas 1S because those were always disregarded. 

People built their houses let's say in Rapid City South Dakota 

where we had a major disaster, I think, two years ago in the 

hundred year flood plain. So it's not too surprising that when 

we have that unique hundred year storm that the water comes 

pouring through the neighborhood. So, it's perfectly predictable 

that's where it's been going for hundreds of thousands of years. 

Tf you look at it carefully environmentally you could have 

proven that beforehand. Spring Green, Wisconsin is built almost 

entirely in the flood plain and if it weren't for the fact that 

the Wisconsin River now is virtually controlled by its dam 

systems and so forth, it would periodically go under the water. 

Plus the little town that they just moved out here along the 

Kickapoo. Pardon. Soldier's Grove classic case in point where 

they could have spent millions of dollars building dikes and dams 

and so forth to keep the water out of the town - they found it 

was just cheaper to move Soldier's Grove over a few hundred yards 

and create a new downtown and get it out of the way. And now it 

is illegal for a federally regulated lending institution to lend 
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on structures which are being built in the floodplain unless the 

community 1S involved in certain flood control programs and is 

setting various standards for that kind of location. 

By the same token we may be interested in the flora and 

fauna which are on the site. Sometimes the trees and the 

vegetation enhance the marketability. In other cases it maybe so 

unique that we don't want them to build on it at all. That it is 

the last breeding ground of the monarch butterfly as one 

developer discovered out in California recently. Why the public 

will simply build a line around that 50 acre ravine with its 

unique spawning characteristics and say, "Thou shalt not touch". 

And suddenly 50 acres just dropped off your usable land area. 

The development of the Madison south side along the Yahara and 

along the Mud River. The developer bought what he thought was 

400 acres of development land. By the time they defined what was 

in the water wetlands area, he lost about 150 acres although 

there was no history of anybody ever seeing it underwater, it 

nevertheless was characterized by water-related plants and little 

critters that crawl around in the mud, and as a result, it was 

deemed to be wetlands area and unsuitable for development. 

Not only are we concerned with the natural constraints 

imposed on the land, we're also perhaps very much interested in 

the man-made constraints on the land - concealed utility 

easements, old foundations, old railway lines and so forth which 

66



550/705 - Real Estate Process Spring 1987 JAG 

all tie into our land use regulations in one form or another. 

Interesting piece of ground out here at the intersection of the 

Beltline and 12 and 18. The client, a number of years ago said, 

"Gee look I just bought this nifty 100 acres out here, what do 

you think?" I said, "I think you ought to get your money back. 

There's a sewer line that runs east and west across there that 

goes out to the Holiday Inn number 2 and the public golf course 

and you can't build over that without building a very elaborate 

concrete bridge over it with tunnels so they can repair and 

service this without having to have you tear your building down. 

Running north and south of it is a high pressure gas 

transmission line and you're not allowed to build within 50 feet 

of either side of that because they have a bad habit of corroding 

and blowing up. And, furthermore, you're not allowed any access 

on the site from either 12 and 18 or the Interstate and therefore 

to get there you've got to drive a mile and a half down highway 

51, make a left turn and cross four lanes of traffic, drive a 

mile south on 51 make a left turn to cross another lane of 

traffic which happens to have a lot of tank trucks going by, 

drive a mile and a half east, turn left and another mile north 

and you're there!" Not exactly a convenient retail area. I 

asked them if we could in fact default on the mortgage but 

unfortunately it was drawn up by an attorney that I had 

representing me too and there was no defaulting on the contract. 
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So as a result, he owns a very nice peat bog. Proximity is not 

location. Proximity 1S not accessibility. You can be right 

across the street from something but if the traffic's too heavy, 

nobody 1S going to get across. 

Old utility easements, one more example. The Fauerbach 

Condominiums built in an area in which at one time there was a 

railway track siding coming along the back of what is called 

Machinery Row and our ordinances state that you can not build any 

closer to the lake than the previous existing improvement line. 

Well, the people that bought the property were using a different 

rule which said that you could use the average setback of the 

adjacent building. Well, the adjacent buildings were guite a bit 

further down the shoreline because most of the nearby buildings 

had been torn down. And they thought they could build much 

Closer to the lake than they could. As a result they lost most 

of the land that they thought they could build on - it was no 

longer feasible to be a hotel and they took a bath on the site by 

having to sell for condominium development and the setback on 

that project was determined by the old rail line which everybody 

had ignored because the rail line had actually abandoned the 

easement so that technically it wasn't there but the physical 

track was still there and that defined the buildable area of the 

Site. 
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Old foundations may also be of significance. Sometimes, 

positively. For those of you who have been to San Francisco ~- 

perhaps saw the Cannery which is a specialty retail tourist area 

in the Fisherman's Wharf area. The reason they retained the old 

brick walls was that by using the old brick walls, it was a 

remodeling project and, as a result, they weren't constrained by 

the very tight floor area ratios that had been imposed on the 

area. They could get a lot more usable floor area onto the site 

than the law would have permitted had they built a new building. 

So by retaining the old brick walls and building a whole new 

building inside of them, using poured concrete and so forth, they 

Qualified as a remodeling job. The same is true on the left end 

of Lake Mendota. You buy a cottage and you remodel it and you 

can be much closer to the water than if you tore it down and 

started new at which case you'd have to be 75 to 100 feet back 

from the water's edge. So, quite often, the fact that there is 

an existing improvement which can get you around one element or 

another of a land use control factor, may be a plus rather than a 

minus. In another case, that same improvement may be a negative 

factor if it's an old landmark and they won't let you touch it. 

We also have access points. Where can you get on and off 

the site. How much space can you have, how many lanes can you 

have? Again, the old Frisch farm out on the west side, which was 

thought to be a prime candidate for shopping center development 
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was only allowed, by the highway department, two lanes of access 

onto the Mineral Point Road. You can not handle the traffic 

created by Christmas shopping with only two lanes of traffic. 

Two lines of traffic waiting to get onto the main drag would be 

so incredibly long that it would snake through the rest of the 

project. You need, obviously, multiple lanes to move 2,000 cars 

an hour on and off a site, for the Christmas shopping period. 

Hence, it did not have adequate access even though it was 

immediately adjacent to some major streets. 

You may be interested in what kinds of private right-of-ways 

go through the land. And, quite often those are what are called 

floating easements and they can be devastating because you have 

to provide access to the guy behind you and yet nobody ever 

negotiated exactly what route they could take to get there. And 

that gets to be very messy. But when the First Wisconsin bank 

building was built on the square, there was an alley that came 

down the middle of that block to the Tenney building and the 

Tenney building owned the easement to the alley. The owners of 

the Tenney building decided they wanted to sell, the building was 

getting old and obsolete and so they sold the Tenney building to 

the First Wisconsin for almost a million eight. So that the 

First Wisconsin could get control of the easement over the alley 

and then they extinguished the easement so that they could build 

a building over the whole block and then they sold the building 
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for a million three. So it's $500,000 just to get rid of the 

easement that cut the block in half. And so those are very 

critical problems that you need to be aware of. 

Site improvements such as paving, retaining walls, 

pedestrian paths, culverts all tell a story to the real estate 

analyst in terms of what the possibilities are and what the 

potential legal problems are on that particular site. 

Is the site a landmark or not? Has it been designated as a 

historical landmark. If so, what constraints does that impose on 

the use and renovation and the responsibilities on the owner to 

maintain that landmark in an attractive fashion. What about the 

historical site feature? Gentleman up in LaCrosse has an 

interesting problem in that he bought 200 acres for an industrial 

park adjacent to the train company's plant only to discover that 

it is the richest area of Indian artifact probably in the 

Midwest. There was a major Indian encampment for centuries and 

virtually every square foot is loaded with arrowheads and pots 

and all kinds of things for the Indians and nobody will let him 

turn a shovel of dirt on his industrial park. They said he is 

expected to warehouse those artifacts for the anthropologists 

indefinitely. And, though he hasn't quite figured out how to 

solve the problem, he would like to give the land to the state 

historical society and at least get a charitable deduction for 

it, but the internal revenue service says, "for what, the land's 
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worthless as it is." We can't give you deductions for something 

that's worthless. And there they sit. OK. 

So much for at least the kinds of things we'll be looking 

for as we do a site reconnaissance. But there will also be 

improvements on that site of various kinds and we need to look at 

the improvements of that site again ina very systematic fashion. 

And we're obviously bouncing off the mountain peaks today, but 

Simply to sketch for you the kind of detail and the scope of 

technological awareness that the analyst has to have. Looking at 

a building, what kind of foundation system does it have? Is it 

floating, is it built on pilings - so forth and so on. 

Structural system - structural system are the bones of the 

building - is it steel girder or is it poured concrete or 

whatever. This can be very intriguing. For example, one of the 

reasons Carley’s bought the old emporium store was that the 

foundation and structure were designed to carry at least seven 

more floors so that the building immediately had expandable 

characteristics to exploit the market if there was one. What 

kind of floor system does it have? Not only are we interested in 

the floor loading capacity - how many pounds it can carry - but 

can we deliver utilities through it? All of you have been in 

office buildings where you punch a hole in the floor and there's 

the telephone line or the electric line or the other services 

that you may want and that floor system may determine what you 
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can do with the building and it may mean that you can't do 

anything with it. For example, a number of years ago we dida 

study for the Federal Reserve Bank in Chicago which they're now 

acting on. We had to tear down about half of their building 

because the only way we could put the file drawers and the 

computers in was to cluster them around the columns. AS soon as 

you got half way out from the columns it no longer had the 

Capacity to carry the weight of modern office machinery and 

equipment. The ceiling system today is really the delivery 

system for all manner of things - light, air, and heat and so 

forth. And that ceiling system may also control a degree of 

privacy that you have in the building. Will sounds move up to 

the people upstairs or will the people upstairs banging away on 

the floor make life unbearable for the people in the room below. 

One man's ceiling is another man's floor so to speak. 

The roof system - today the roof system becomes a critical 

element. Not only are we concerned with the insulation of it to 

prevent heat loss, but how much clear span do we need? Notice 

that in this building where we want a clear span auditorium 

they've had to pull the auditorium out from under the main 

building so that the girders and trusses above us can carry the 

weight of the roof but don't have to carry the weight of any 

additional building. You will see hotels organized in such a way 

that the main ballrooms and swimming pools and clear span areas 
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are pulled out from under the rest of the structure in order that 

the floor loads and the ceiling loads can be done in the most 

economical and efficient fashion. 

Well, we're interested in the exterior wall system. How 

does that work to make the building function. Want to see how 

not to do it? In fact, if you want to see how not to build a 

building at all, just look out the window at our building to the 

West there, what is that? Van Heise - classic stupidity - 

incredible stupidity for building a building. First of all, 

you've got the building has its broad side to the East and the 

West so the sun pours in on the East driving the air conditioning 

system absolutely bananas all morning long. About the time you 

get it balanced off, the sun's now on the West broiling everybody 

on the West and leaving everybody on the Fast on the cold side. 

You're supposed to turn your building the other way so that you 

don't have that problem. You don't have vertical fins ona 

building, they don't do any good at all except for the 

architect's psyche. If you do, you put them horizontally across 

the South so that when there's the right height or the right 

depth in the summer the heat is shielded off the windows and in 

the winter the heat gets in the windows and helps supplement the 

heating plant. That building was designed to be four stories 

shorter than it is. The architects felt it was aesthetically 

undesirable to see it break the skyline behind the dome or top of 
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Baskom Hall when you were standing on State Street. It was 

respectful of the city of Madison's law that no building should 

be higher than the face of the columns on the dome. But, there 

was a bright Republican lawyer by the name of Jeris Leonard from 

Bayside, which tells you something right away, and he was on the 

building committee. And he says, "Gee after you put all that 

money in foundations we ought to build a building as high as we 

can go." And the architect tried to explain to him that that 

wasn't all there was to it. He says, "If you're going to builda 

tall building, build a tall building." So they did! They added, 

you know, three or four floors to the building. Well, what you 

don't understand is that when you do that, you now need another 

elevator shaft which goes to all of the floors and you need wider 

stairs to handle more people to be evacuated from the building. 

You need fatter columns to carry the weight. You need more 

utility space to run the water up and down and so forth. The 

result of adding four stories to that building was simply to add 

about one anda half floors of usable space because everything 

you've got on the top floor you lost on all the floors below it 

as you provided service and access and so forth - classic 

stupidity. But, that doesn't seem to bother architects of 

university buildings. 

We'll come back to this and pick up again on Monday. 
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In alphabetical split so that half of you will be here and 

half of you will be nearby in order that you can spread out and 

have plenty of elbow room, etc. So, anyway, that will now be on 

Monday, February 23rd for the 6 weeks exam. 

We had started to talk about the subsystems that 

characterize our buildings and we had talked a little bit out the 

foundation and structural floor systems and ceiling systems, I 

believe, and were coming down to the roof systems, exterior walls 

and so on. And were, I believe, commenting on our magnificent 

lab specimen next door Van Heise. And, Van Heise doing virtually 

everything wrong 1S a very expensive piece of lab equipment for 

the real estate department and the exterior wall system, as we 

pointed out, not only faces the wrong way but the fins run 

vertically when they should run horizontally in order to control 

the heat load and the sun load. We began to look inside the 

interior wall system also becomes a significant factor. Can it 

be relocated, reallocated and so on, or is that locked in? As 

you'll recall we talked about the Towers Building down on State 

Street in which the inside wall system 1S poured in concrete and 

1s load bearing as well as dividing up spaces so that you can't 

ever alter the interior layout. And that's almost always a fatal 

mistake in a building because the kinds of activities that it was 

intended to house when it was designed and built probably aren't 

going to characterize that building for its full useful life. At 
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some point we change the way in which we do business or how we 

organize our activities and it would be nice to reorganize the 

building. So that many office buildings have totally movable 

wall systems which may be reallocated from time to time in order 

to recognize that different departments in the business are 

growing at different rates or shrinking at different rates or 

more space needs to be allocated to storage and computers and so 

on. We need to look at the interior wall systems and how free 

form is that, and how flexible is it. 

Horizontal circulation has to do with lobbies and corridors, 

and so on, while the vertical circulation system has to do with 

Stair wells, elevators and escalators. And these become critical 

dominant factors in controlling the usefulness of the building. 

They do not happen by accident. Each building such as a school 

building and commerce building as we're in, is first of all 

analyzed in terms of what is called station capacity. Station 

Capacity essentially has to do with how many people are going to 

be in that room. Obviously, a lecture hall of this type has a 

very high station capacity with about one person for every three 

or four square feet of floor space. Whereas if we have a faculty 

office with 120 square feet allocated to one faculty member we 

have a much lower station density per square foot of floor area. 

Obviously then, to organize a building in such a way that we can 

use it efficiently we want to put our high density station uses 
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at grade so we don't have to move people vertically very far. If 

we do have to move them vertically very far, escalators move a 

lot more people than elevators but they move them a lot more 

Slowly. And so as a result we may use escalators to move large 

crowds for one floor or possibly two floors in height but after 

that we're depending more on elevators for speed. The problem 

with elevators of course is that 1) they're very expensive to 

operate and 2) people want instant travel, and every time you 

move an elevator through a floor, you're obviously creating a 

hole in the floor that isn't useful for anything other than the 

elevator shaft. And the more elevators you have, the less usable 

space per floor you have and the cost per elevator determines 

really how much usable space you have to have per floor. So if 

you have a relatively small narrow lot that, let's say, has 5,000 

square feet of net usable space, you really can't afford to put 

two elevators and two stairwells to serve that area before the 

cost of vertical transportation to get you there, exceeds the 

rental value and the use value of the space once you're there. 

And so there are some very distinct linear programming types of 

trade offs between the number of elevators, their capacities, 

their speed, how high you can move in a certain period of time 

and so on. It's a very complex problem. In fact, we run 

seminars for our graduate students and do a whole day just on 

elevator economics in terms of what that means. Not only are we 
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concerned with how many and how far they can go but where are 

they in a building? For example, if we are looking at one of the 

old department stores in downtown Madison for, let's say, 

conversion to another use. Department stores like to pull their 

elevators into their inside rear corner so that you have to walk 

through the whole array of displays on the first floor before you 

get to go to the second floor. And that works out very well for 

department stores and, in addition, of course they're using their 

elevators to move merchandise up and down so they want their 

elevators back near the loading docks for their trucks and so on. 

On the other hand if you want to convert that to an office 

building you're going to waste an awful lot of space getting 

people back to the elevator to go up to second floor office 

space. Your corridors will be too long, the lobbies will be too 

big and what's more is they're generally around the corner and 

therefore you have a securities problem. So look at that the 

next time you're downtown at, let's say, the conversion of 14 

West Mifflin which was a department store. Their elevators are 

way in the back and you use up a large portion of the first floor 

just providing corridors to get there. And then you have a 

securities problem when you get there because you're out of sight 

of everybody and it's a wonderful place for a mugger to lurk or 

whatever. And as a result, it doesn't work well. So a building 

that has the elevators in the wrong place for office use might be 
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very useful for department store use and so on. On the other 

hand, as you notice, 30 On The Square, they have a security 

problem because their elevator was right next to the Walgreen's 

store and the Walgreen's sort of tended to attract the wrong 

crowd and whenever they needed a little more money, they tended 

to go to purse snatching in the office building and they could 

just step next door into the office lobby and go up to the office 

floor really unobserved. So that had to place a security guard 

in the lobby of the elevator lobby in order to control who gets 

into the upper levels of the building. So, the interrelationship 

here between the vertical and horizontal circulation has a great 

deal to do with the efficiency of the building. Now for example, 

take this building, if all of you were expected to exit in an 

emergency through those doors in the back and out into the 

hallways, the hallways would have to be twice as wide as they 

really are which means less useable space. So if you pull your 

major lecture hall out from under the building, the first thing 

you do is you simplify your roof system in as much as you have a 

clear span roof across this kind of space that doesn't have to 

carry any building above it. Second of all, by having these 

doors which dump outside immediately you can reduce the size of 

our station capacity of our horizontal circulation system and our 

corridor system. Since this building was built, they realized 

that when the doors swing out into the corridor, that you really 
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don't have the full functional use of the corridor - you're 

likely to lose your nose or your front teeth as the door swings 

open. So now the Social Science Building, built by the same 

architect but built several years later, across the street, chose 

the current state of the code in which the door when it swings 

out, Swings into a small foyer and goes up flush against the wall 

and does not intrude into the circulation pattern of the 

corridor. Because now they do not give you credit for the width 

of the corridor if, in fact, the door swings into that portion of 

the corridor. So to make the building more efficient, it's 

necessary to recess the entrance into the classroom, let the door 

Swing up against the wall and then you get full credit for the 

horizontal circulation system, which means then that it can be 

narrower than it would otherwise be. Therefore you have more 

space and usable classrooms. So that, you know, these kinds of 

elements begin to control the design's system. 

Furthermore, under our fire codes, no point in the building 

can be more than 75 feet from an exit or a Stairway leading to an 

exit. So that begins to determine the configuration of the 

building for how many stairwells you have. So if you end up with 

a very goofy shaped building, you may have to have three or four 

stairwells where two would have done just as well had it been a 

more efficient layout. In grading those types of escape systems, 

once you leave a room in a commercial building there must always 
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be two routes of escape so that you can z1g or zag and not find 

your only route of escape blocked by fire or whatever other 

catastrophe may be taking place. Therefore, you will find a lot 

of buildings going to a great deal of trouble to create that 

second egress. Whether it be your apartment building which has 

to have a jump platform at the back door because it doesn't have 

a stairwell close enough to the apartment - the apartment has to 

have two ways out and so forth. There gets to be some very major 

design constraints on how you lay out the building. 

This then leaves the life safety systems. Life safety 

systems may be something as simple as having a Jump balcony ona 

window that allows you to drop eight feet to the grade or 

whatever, sprinkler systems and so on. But they get more subtle 

as soon aS we move into high rise buildings, for example, you 

have to have air pressure systems in the stairwells that 

maintains the air pressure higher than the air pressure in the 

building so that fumes, in the event of a fire, can not move into 

the stairwell. So the stairwell doesn't becomes a flu in effect 

for the fire. And by the same token, if we have a big atrium 

building like one of Portman's famous hotels with the great safe 

multi-story atrium in the center. That requires some very tricky 

ventilation so that in the event of the fire, there is a fan in 

the roof that have tremendous suction power and will move all of 

the smoke straight up so that if you have a fire on the first 
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floor you're not asphyxiating everybody from that point above. 

Instead you can suck that right out through the roof of the 

building with very powerful fans. That becomes part of the life 

safety system. Obviously, we are not only concerned with 

sprinklers and how the water gets to the sprinkler system and 

whether it can be interdicted by explosion. We're also concerned 

with the kinds of material. Are the curtains fire proof? Are 

the rugs fire proof? Do we have fire proof door jams on the 

hotel so that a fire coming down the carpeting of the corridor 

can't leak under the door into the room and so and so on and so 

on. How high can a building be? In many cases and many 

communities the building can not be higher than the reach on 

their aerial ladders of their fire engines. Universities don't 

have to abide by that, and as a result if you're up in the tower 

on the top of Ogg you're well beyond the reach of the fire towers 

here in Madison - that's a comforting thought. But, universities 

don't have to abide by city codes - everybody else does - but, in 

any event life safety systems become a very complex part of a 

major building. And, in many cases, in many cities, there is 

that life safety system which is suspect in many of our larger 

buildings. 

HVAC systems have to do with heating, ventilating and air 

conditioning. Obviously that has a great deal to do with what 

kind of climate you can maintain and what do you do with how many 
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bodies are in the room. Where do you go with the cigarette smoke 

and how do you make it a comfortable place to work and so on. 

That could be a very subtle thing both in terms of work and in 

terms of shopping. Claustrophobia is the number one foe of the 

willing shopper. And the major cause of claustrophobia is 

temperature and humidity. And as a result at a shopping center 

you want that cool central mall high ceilinged, you drop the 

temperature as you come out of individual stores along the mall. 

You have water running to give you that acoustical pause over 

noises which are irritating and which also provides a certain 

soothing effect and you're constantly trying to create an 

environment which tends to defuse the claustrophobia of the 

average customer. 

Site circulation. Next time you're out on the shopping 

center look at Hilldale's shopping center's site circulation 

system. It is something less than desirable. The site is a 

little shallow and as a result notice that in order to get onto 

Midvale Boulevard from Hilldale Shopping Center, you have a deep 

gua line which means the cars come right up against the edge of 

the shopping center. They circulate around the shopping center 

right at the edge of the building. In order to control that they 

put in what they called sleeping helleachment (?) which are those 

asphalt bumps which will knock the bottom of your car out and so 

on. But it would be much more desirable to have a perimeter 
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Circulation system keeping the cars away from the shopping center 

where the traffic doesn't separate the shopper, the lady 

shepherding her small children into the center, and so forth, 

from her parked car. So if you look out at, let's say, West Town 

Shopping Center notice that there 1S a perimeter road system that 

keeps all of the circulating traffic out at the edge of the site 

and those things that contribute to it like tire, batteries and 

accessories, the drive in bank, the fast foods, outlet, the kinds 

of things that are high frequency, short stay generators are all 

out at that perimeter road. And then the internal aspect of the 

shopping center is a very jagged perimeter. So that you're 

constantly making right and left turns and can barely move at 5 

miles an hour. That will discourage you from 1) speeding and 2) 

discourage you from trying to drive around the shopping center by 

driving up against the edge of the shopping center - it's much 

more convenient to go to the perimeter of a site and then go 

around the center that way. That's what we mean by a site 

Circulation system. How do you get on, how to you get off, how 

to keep the cars and the people separate, how do you keep the 

trucks and the passenger cars separate and how do you do that 

efficiently and comfortably? 

And finally we have what we call social control systems. 

Social control systems really have to do with the fact that much 

crime and much vandalism can be controlled simply the way in 
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which we design our buildings. We'll talk about social 

disorientation more later. But for example, if you were going to 

look at the Madison main library you would see that the lady on 

duty at the front desk car control, who's coming and who's going, 

who's going in the wash room etc. with a minimum of personnel 

keep track of what's moving in and out of the building as opposed 

to, for example, there's a very handsome, but nevertheless, very 

difficult to control Ag. Library here on campus. Until they 

began to bring some of their other entrances under control they 

were having chairs and everything else vanish right out the back 

of the building over to the dorms because they were not able to 

maintain some semblance of observation on the activities that 

were going on from a single point by a single individual. So 

social control has in part to do with how well can you self 

police the building. It also has to do with such things as 

visibility into the building at off hours, for example. If you 

drive by Memorial High School some time, if you look into the 

plate glass windows on the front they're right lined up with the 

hallways going all the way through the building. It makes it a 

see through building so the squad car going by at Zam in the 

evening and park in front of that window for a moment and detect 

any untold or unexpected movement within the building. And the 

same is true of the Alvium Art Center and other buildings of that 

sort. It creates points of visual access from outside that will 
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detect, at least on a random basis, movement and lights and other 

activity that shouldn't be there at that particular point in 

time. 

At the same time you can create very subtle psychological 

barriers that people will not enter an area which might otherwise 

be legally accessible. Look at the Capital Center some time. 

The city in its wisdom decided that the square in front of the 

townhouses in Capital Center is essentially public land - a 

public park. Now that doesn't make the people in the townhouses 

feel very safe and secure if anybody can just sit down in front 

of their window and stare back and so on. So notice that the 

entrances to that are very carefully sited not obvious to the eye 

for one thing. And then second of all there's a concrete arch 

over it which creates the idea that you are now penetrating into 

a zone which is not truly a public zone. You're creating a sense 

of enclosure, a sense of turf that means that the flight zone of 

those that are there for antisocial purposes is being shut down. 

And the more you can hint at the fact that they are now moving 

into an area where they are not necessarily welcome and at home 

and they lose their anonymity, the more you can begin to control 

antisocial behavior in that area. 

By the same token if you create a building that is 

relatively hostile to the occupants such as Ogg Hall, with its 

unfortunate acoustics and some of its problems in terms of narrow 
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halls and so forth, is a relatively claustrophobic building and 

people learn to hate the building and, as a result, it has a much 

higher vandalism cost than say, for instance, Elizabeth Waters 

which has wider halls, higher ceilings, less claustrophobic, 

which generates a much friendlier relationship between its 

occupants and the building which has the lowest rate of vandalism 

on campus of the buildings. So that while it may appear in some 

cases that the building is less than efficient because it's 

ceilings are a little higher and its halls are a little wider and 

so on, the fact may be that in terms of its operating 

characteristics it is more efficient because it does not generate 

an anti-building reaction from the occupants. That could be 

controlled by design and by a sense of space and light and so 

forth. 

Another simple social control system - next time you look at 

a parking ramp - the stairway coming down the parking ramp are 

always encased in glass so that no one entering the stairway ina 

parking ramp can feel that they are now trapped with a mugger or 

some unknown force working within the stairwell. It's always 

under the observation of the passers by on a simply random basis 

and you never have the sense that you were alone and isolated 

from civilized society. And that's not an accident. That's part 

of the social control system built into the real estate. 
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OK. So much for the physical attributes for the moment but, 

nevertheless, it becomes a very subtle set of subsystems which 

the real estate analyst begins to review, inventory, determine 

the pros and cons of a particular structure and that, in turn, 

begins to decide what it 1S we can use it for. What is the most 

probable use of this combination of systems and for that matter, 

which of them may have to be replaced or altered or modified to 

make it useful for the kind of activity that we have in mind. 

The next set of constraints then I will call the 

legal/political attributes. And the legal/political attributes 

have to do with multiple levels of control. And your lecture 

notes perhaps aren't as neat on it as I would like them to be, 

but I think you can begin the hierarchy at the federal level or 

at the very local level. And what you may want to do is just 

write on the back of your lecture notes a hierarchy something 

like this. The first element of control is in the deed. The 

deed for the parcel may contain private covenants which say you 

can never use this for the sale of food and supplies or you can 

never use this for anything but park etc. That becomes a form of 

control through private contract. So the deed is the first level 

of land use control. 

The second level of control we'll call the district. The 

district may be simply a subdivision association and that all 

forty lot owners are subject to a neighborhood association and 
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the neighborhood association has a committee in charge of 

architectural review and another one in charge of landscaping 

plans and so forth. And so your own small association within 

that little neighborhood district will control. On the other 

hand it may be an urban renewal district. Everything from 

Francis Street to Brook Street and for a depth of two blocks off 

of University Avenue 1S an urban renewal district. And that 

urban renewal district had a plan which was set twenty years ago 

and any alteration of that plan would require the consent of not 

only all the parties in the district, but all property owners 

contiguous to the district, which makes it pretty hard to change. 

So that's the second level of control - a district or 

subdivision type of area. 

The third level would be the community - city, village 

whatever. The city will have a long list of ordinances. They 

are generally grouped in terms of land use ordinances - zoning 

maps and so forth, building ordinances - which control how it 

Shall be built and so forth, housing ordinances - which define 

really the quality of the space created (minimum inhabitable 

areas), Subdivision ordinances - which may have to do with how 

we're going to subdivide real estate, create new subdivision and 

plats, carve up buildings and parcels and so on (long list of 

those). 
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Then we move on to the state level. The state level will 

again will almost always control all buildings in excess of 

50,000 cubic feet. Will be subject to the state industrial code 

in terms of how they will be built and so on. Indeed, they will 

require that any plan be submitted by a licensed engineer or 

architect. But there will be other forms of state control. The 

State Highway Department for example will control any access onto 

a state highway. The Department of Natural Resources will 

control any property within 1,000 feet of a navigable stream and 

a navigable stream in Wisconsin is anything in which you could 

float a log down at least one month out of the year. And there 

may be other forms. For example, the State Aeronautics 

Commission will control land uses around an airport and on and on 

and on and on. 

At the federal level there are, again, a whole hierarchy of 

controls. Some of them are indirect through our financial 

institutions. The fact that the Federal Deposit Insurance 

Corporation and the Federal Savings and Loan Deposit Insurance 

Corporations can state what is an eligible piece of real estate 

for collateral will control land use. If they decide they will 

not finance mobile home parks, that controls the use of mobile 

home parks. If they decide that buildings can not be financed in 

a flood plain, that has a very distinct impact on what you can do 

with a flood plain and so on. So that the standards that control 
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our lending institutions ultimately control our land use. By the 

same token, we can have direct control of our land use by the 

kind of lending programs that the federal government may have. 

If the federal government wants to encourage let's say dispersion 

of industry into smaller towns, they create a loan program which 

provides non-market interest rates to industries, buildings and 

small towns or they will create special financing for industrial 

parks in small towns or they'll create special loan programs for 

those that will build sewer systems and water processing plants 

in small towns in order to encourage dispersion of the population 

away from major metropolitan centers. 

And finally, of course, you may have direct control through 

the Office of Environmental Protection Agency, EPA. The EPA 

comes in and says I'm sorry your community has now reached the 

acceptable level of pollution and that if you build this 

automobile plant, you will have exceeded that, or if you build 

this regional shopping center, the traffic congestion will now 

cause the exhaust and particulate level of pollution to exceed 

our acceptable standards. Sorry you can't build that shopping 

center there and so on. And so, for example, Oklahoma City, 

before they could have a new automobile plant which they very 

much wanted for the economic base - they had to get all the other 

industry to reduce their pollution output by ten percent so that 

there was adequate reserve capacity for pollution that was 
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introduced by the automobile plant. So, as a result, the federal 

government can have a great deal of control of the land use on 

particularly large projects such as shopping centers, industrial 

plants and so forth. The Corps of Engineers is notorious for 

their land use control along any waters that are navigable for 

trade of one form or another and they will have very specific 

requirements about how you will go about building your project 

and are not always very rational or amiable to negotiation. 

So we could begin to look at a hierarchy starting with the 

deed, moving to a local district or neighborhood, moving out to a 

community, then into the state, from the state into the federal 

and create a very, very elaborate hierarchy of control. There 

are some areas around San Francisco Bay that have over 80 levels 

of land use control agencies controlling a single land use 

decision. By the time you have moved through all of the various 

elements. Even in Minneapolis, for example, as I was telling my 

friend Frank Dunbar explaining that they looked all over the 

country to find the most complex regulatory district they could 

in order to build, in order to have enough challenge for their 

Organization. And they found a little area along the river at 

Sst. Anthony's Bald in Minneapolis. Many of you have probably 

been to St. Anthony's on the Main or seen the project called 

River Place. They had forty-six different agencies controlling 

the land use legally plus the Catholic Church controlling it 
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Simply on principle. Once they had blocked out their initial 

land plan, they discovered that their tallest condominium tower 

threw a shadow on the steps of the Catholic Church in the 

neighborhood during December and the priests argued they already 

had enough trouble getting people to church without having the 

steps icy out in front. So they literally had to move their 

condominium a certain number of feet in one direction in order to 

bring the church door out from underneath the shadow on December 

21st or they would not have had the support of the board alter 

person in getting final approval for their project. The land use 

controls not only can be official and designated through some 

sort of enabling power, but may be unofficial but, nevertheless, 

very real in the political sense of gaining the necessary 

approval for the project. Want to turn that page for me. 

Thanks. 

Once we have these inventory of constraints and 

opportunities we can begin to define what we'll call the 

alternative potential uses for a particular site. And these 

alternative uses then are the possibilities that need to be 

examined further in our analysis. For example, if we were to 

look at a little old building on the Square which is now called, 

I think, The Atrium 25 N. Pinckney. In looking at that building 

initially you would have found that it had been a high style 

women's shop for many, many years which utilized only the first 
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floor of the building. The reason was that on the second and 

third floors was an atrium that cut across the full width of the 

building - built in 1885 ina very beautiful Italian style of 

atrium. But it cut the building in half and as a result the 

front half and back half of the building didn’t have two 

Stairwells, two routes of entry. And the atrium represents a 

fire hazard of slew which would require 4 hour fire walls under 

our current code. In order to resist the flu effects of a fire 

etc. and yet the building structure wasn't strong enough to carry 

that. So as a result they had only used the first floor since 

around 1920. The developer in going back and looking at that 

said, "Gee, what we ought to do is find a way to save the 

architectural character of the interior, but nevertheless, but 

get some kind of reading on the code." That became, then, a 

major element in signing the reuse of the building. What can we 

do consistent with the code? How can we gets the codes 

interpreted to allow us to retain the architectural atrium in the 

center? And eventually the state industrial code ruled that it 

was a not a conforming, but that it had been there since prior to 

the code and, therefore, was grandfathered in and they did retain 

that present use. They then had to modify the use of the 

downstairs to provide small shops rather than large shops - since 

the boutique rather than the department store is the 

characteristic of the retail market on the Square. So the 
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developer looking at that in terms of alternative uses could have 

said well, 1) I can continue to use it as it has been used with a 

single seven thousand square foot retail store on the first floor 

and abandon the 2nd and 3rd floors, 2) I could subdivide the 

first floor into smaller retail and continue to abandon the 

second and third floor, 3) I could subdivide the first floor into 

small retail and convert the second and third floor to let's say, 

office space, and 4) I could convert the second and third floor 

to four townhouses which would permit me to have a two story 

unit, but as I came out of the unit on the second floor, I could 

provide then two routes of escape from that point forward. So 

the developer looked at that then as his four alternative courses 

of action with the existing building and he always has the fifth 

opportunity of tearing it down and starting with a vacant lot and 

carrying forward from there. So that begins to identify 

alternative courses of action that are suitable for the building. 

And looking at the legal controls he found that the city would 

not issue a demolition permit to tear the building down for fear 

that it would reflect badly on all the money they invested in the 

mall. So, now you have a legal/political constraint that says, 

you're going to end up going to the Supreme Court to get a permit 

to tear it down. That's not a very realistic course of action, 

so that drops out. And you know that 7,000 square feet won't 

rent because it's not available to rent for three years and it 
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has been vacant for that whole time so that's not a very good 

alternative course of action. So eventually it gets down to 

Saying, "Gee, can I put office space on the second and third 

floor, or apartment space?" The apartment space 1S a much neater 

solution because it doesn't require you putting in additional 

routes of exit because you can have a two story apartment and 

come out on the second floor and just have two stairways down, 

one to the front and one to the back and provide the two routes 

of escape. But at that point, just as he was about to buy it, 

Madison was going to have a rent control referendum. And the 

developer says, "No way am I going to provide residential real 

estate in Madison and be vulnerable to rent control, so I will go 

the office route." And now, given the office route, how do we 

solve the life safety system problems and everything and the 

other vertical transportation problems and so on. So, notice 

that he begins to move through the alternative courses of action 

and chooses one which seems to satisfy most of his objectives for 

the building consistent with the legal constraints and so forth 

that are on it. 

So now, if you'll look at today's lecture notes, at the very 

back there's a little chart. As we're moving down that step 

chart so that our property attributes, physical and legal begin 

to identify some alternative courses of action. We're going to 

look at linkage and dynamic in just a moment. And that defines 
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then a building envelope and an orientation of possible 

alternatives and then we have to say, "Gee, of those 

alternatives, who needs it? " We need to know the market for it. 

We need to look at what are the general market characteristics 

and then specifically what are the micro markets. Are there any 

specific tenants out there? Are there any specific types of 

tenants out there? What's the neighborhood think about this and 

so forth. And from those which have a market demand, we now 

weave down to a selected number of scenarios for the property. 

Once we have those scenarios, now we begin to look for solvency. 

What kinds of scenarios can we make work, in terms of revenue 

versus cost. And we'll come down to those which are acceptable 

from the private standpoint. Then we have to say, "Gee, there's 

several from the private standpoint, are they a good idea from 

the public standpoint." And we'll look at the infrastructure 

tests. Can we handle it in terms of the traffic capacity, and 

the sewer and water capacities and the fiscal impact - is this a 

good idea in terms of our tax structure and so forth. And if we 

can find then one of the remaining alternatives that also is 

consistent with the community's goals, now we can move into the 

final aspect which are the investment tests which say, "Gee, how 

do we polish this one up in order to get the best return on our 

Capital and the best risk position relative to our possible 

default and so on." So we'tre moving down that ladder over the 
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next series of lectures. With that we'll flip over to today's 

subphase of the lecture and begin to talk about linkages. 

Probably one of the most critical concepts in real estate 

are linkages - the physical, and mental and commercial ties that 

relate one establishment to another. Urban land economists have 

talked about an establishment as any kind of activity that could 

go on at a particular location. A household is an establishment. 

A tailor shop is an establishment. The capital is an 

establishment. The University, looking over the entire 

university property, 1S an establishment. A particular use of 

organized folks doing something is an establishment. And the 

critical element of real estate relationships are the linkages 

that exist between establishments. Now at one time you all had 

to be within shouting distance of one another, but now those 

establishment linkages get more subtle. We can have a local call 

rather than a long distance call. We can have the fact that we 

can drive to the local super market in three minutes or five 

minutes or bicycle from the dorm or whatever. Each of those 

elements 1S a way of causing some sort of interaction between one 

establishment and another. And these elements of interaction we 

call linkages. Linkages are the heart and soul of demand for 

real estate and the essence of the concept of location. Location 

has nothing to do with longitude and latitude. Location has 

everything to do with the networks of linkages that particular 
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establishments require or benefit from. Anything which improves 

the convenience and accessibility of one establishment to another 

enhances the value of that particular location. Anything which 

detracts from it is called friction. Friction - heavy traffic is 

friction. If you have to make a left turn across three lanes of 

fast moving traffic, that's very real friction. If you have to 

walk a long distance down an unlighted sidewalk at night, that's 

friction, just from the anxiety it creates. Congestion is 

friction. Cost of travel is friction and so on. So in 

evaluating a particular real estate opportunity, we're really 

interested in evaluating the linkages that it may have with other 

activities and what kinds of cost savings would be involved in 

friction that would be capitalized into the value of that 

property. For example, think of the condominiums along Michigan 

Avenue facing the lake which sell for several hundred dollars a 

square foot. Where does it get that kind of value? It only cost 

us maybe a hundred dollars a square foot to build it. How come 

they can sell it for two or three hundred dollars a square foot 

condominium? Well, what they've really done is they've 

Capitalized into that the convenience of being able to go down 

the elevator and be downtown close to work, close to shopping, 

close to the recreation, as opposed to spending an hour of your 

life every morning and another hour every afternoon on the 

expressway driving back and forth from the suburbs with all of 
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the stress and the wasted time and so forth that's involved. 

Suddenly people are willing to pay a big premium to be downtown. 

It's no different than Langdon Street. How come he can get a 

buck a square foot for a crummy little apartment on Langdon 

Street as opposed to paying 50 cents out in the suburbs. And, 

Obviously, the difference is the cost of friction. It's so much 

easier to roll out of bed and fall into class or into the 

adjacent party or State Street saloon or salon as the case may be 

than it 1s to have to find your way to the bus or motor out to 

the perimeter and so forth at the end of the day and thereby 

waste time and money and so forth. So as a result, you are able 

to capitalize much of the savings in the cost of friction into 

the rental differentials that characterize the real estate. 

Now, analysis of linkages moves best by starting with a 

particular establishment or location and moving out from that 

perimeter. But, by the same token, if we have a use in search of 

a site, what are we really identifying before we search for the 

Site? By identifying for that establishment, for that use, a 

specific set of relationships which is critical to its successful 

and efficient operation. We're saying OK this particular 

industry has to be close to a railroad system, it's got to be 

close to certain kinds of raw materials. It's got to be close to 

certain kinds of employment pool etc. It needs to be close to 

certain kinds of customers and we begin to set up some sort of 
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equation which says here are the critical attributes we must 

have, here are the attributes we'd really like to have, and here 

are the attributes which would be fine but are negotiable - we 

may not really need them at all. 

Now, in starting with our discussion of linkages the initial 

linkages are physical. Physical networks of various kinds which 

tie us to other sorts of activities. Simple basic stuff like 

sewage lines, stormwater runoff and so on. Where do we get our 

water, where do we get our electricity, where do we get our 

telephone lines? Where's the point of connection? Does it have 

the capacity and where is it going? We need to know, gee, where 

1S our water line going to come from for both use of the water 

within our particular processor and perhaps fire. And what's the 

water chemistry? Is it compatible with what we want to do? 

Heilman's presumably couldn't make its beer just anywhere. Coors 

needs obviously a mountain stream running through the plant. 

Energy Sources - what's the price of electricity in a particular 

area. Can we get gas? Can we have steam? Can we have solar 

energy? What's the capacity of our suppliers? All of these are 

physical connections. 

And now we're interested with sidewalks going by and now if 

we're in Minneapolis, are we on the skybridge system? - that 

becomes a linkage. Are we adjacent to the TV lines. Many 

Subdivisions now on the east coast not only provide hot and cold 
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water in the trench going by, but also provide cable TV. In some 

areas of New Jersey they're experimenting with having garbage 

lines that move the garbage from one building to a collection 

point uSing pneumatic air tubes - it's a Swedish system that was 

initially used out in Disneyworld in order to move things. So 

there's a variety of kinds of services that we can bring to the 

Site by pipe and wire and roadway and sidewalkway and skybridge 

and tunnel and so forth. And, if you've been to Toronto there's 

an underground pedestrian system which is very handsomely done, 

connecting virtually all of downtown and making a very 

Significant impact on what is a desirable location for an office 

building or retail store and the subway system similarly has very 

Significant points of station access and so forth. Indeed, one 

of the significant things in developing the subway systems in San 

Francisco and Washington DC was trying to anticipate where was 

the station going to go because wherever the station went could 

create a tremendous amount of value for the land immediately 

around it and the more that the transport authority could own 

that land before it announced the station was going there, the 

more it was possible to finance the subway station with the 

Capital appreciation in the land around it. So, as a result 

linkages becomes a very critical element in terms of the physical 

network servicing a particular site. And once we move beyond the 

physical linkages related to that, in some ways, are what we will 
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call the public service linkages. For example, where will the 

fire and police departments go and where will they not go. What 

1s their service district. Where can you switch railroad 

Sidecars on your side track for free and where would you have to 

pay a demurrage(?) charge in terms of having the freight car drop 

off and picked up and how many days it's on the track and so on. 

For example, a uranium processing plant lost track of that in 

Tennessee and just the cost of having somebody drop off the cars 

of uranium ore, allowing them to stay on the side track for 

several days and then picking them up again, made the plant 

virtually noneconomical after a while in terms of the extra 

charges. So you need to know where those kinds of zones are and 

where will you go from there. And sometimes that's political. 

There's a wonderful failure of a shopping center down in LaSalle, 

Peru that I use in the real estate finance class. And, it was 

discovered after the shopping center was built that it was 

outside the police and fire service zone of LaSalle, Peru and all 

of the rival merchants then were furious about this new shopping 

center being built and taking business from downtown, sat on the 

fire and police commission so they wouldn't change the zones. 

And by not changing the zones, they did not have city fire 

protection. That was a violation of their fire insurance which 

was then suspended and a major element in their mortgage, of 

course, is that you maintain a certain amount of fire insurance 
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on the property or you're in default on the mortgage. So all of 

it led up to default on the mortgage and the shopping eventually 

failed for several reasons, one of which was its inability to get 

fire insurance because it was outside the service zone. Quite 

often that's a reason for putting a shopping center in. When 

West Town and East Town were built they were both outside of the 

city of Madison. But, because shopping centers are such bad fire 

risks, it's critical that they have municipal water in order to 

have an acceptable fire insurance premium. And the only way you 

can get municipal water in this town is by annexing to Madison. 

So, aS a result, the city was able to capture the tax rate 

represented by the shopping center for the benefit of the City of 

Madison rather than the suburbs. If you're not in the zone, 

you'd better be in the zone and that may mean some very 

Significant reorganization, and so on. But on the flip side of 

that, for example, the telephone company on Middleton is General 

Telephone, not AT&T. And AT&T has the City of Madison district, 

but General Telephone has the Middleton district. When they 

annexed the shopping center into Madison, AT&T sued to say that 

that was now their customer and the court said, "Phooey on that, 

General Telephone has already gone to the expense of running 

lines in and so forth, it's their customer." And this is why you 

have Middleton numbers on the west side of Madison because it was 

annexed out of Madison but it was part of the General Telephone 
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district. So that got into the interesting problem of then our 

subdivision, for example, up in Applewood Hills which was mostly 

doctors, AT&T has the medical telephone service to call doctors 

and so forth, and General Telephone didn't. And, as a result, 

doctors didn't feel they could live in Middleton until we finally 

got General Telephone to add a medical call service that was 

compatible with AT&T's. And so the linkages get very very subtle 

here in terms of how the services are delivered and whose service 

district it 1s and what the costs are going to be and so on. So 

we'll pick up on that next time. 

The only problem is really to establish the initial premise 

of our course that real estate 1S space time and space time 

equals money time and the first thing you need to do is establish 

what is the potential envelope on a given site. What kinds of 

set backs are required. What kind of height elements can you 

have? How many floors can you have, and so on? The space 

envelope gets to be a very complicated process. And in New York, 

for example, the shapes of most of those buildings are not 

architectural accidents. They are fitting a very carefully 

defined optimum spatial envelope. And many zoning ordinances 

provide very elaborate bonuses so that if you’re willing to leave 

a bigger plaza and open space at grade level, you might be 

permitted to have a higher building. If you were to permit an 

arcade through the center of the block so that pedestrians 
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wouldn't have to walk around the building, you might be given 

certain other bonuses in terms of additional floor area ratio in 

the building, and so on. Ultimately, in most urban areas it 

takes an architectural firm to program into the computer all of 

the different options for a given site, in terms of the spatial 

envelope. Then to select that envelope which is best for the 

purposes at hand. Once you've established the maximum amount of 

bulk and mass and floor area that you can have on the site, other 

factors will begin to fine tune how much you really do put ona 

Site. For example, how many elevators do you have to have to go 

so high. You may be able to go 2,000 feet, says Mr. Trump, to 

have the tallest building in the world, but if all the floor 

Space 1S going to be occupied by elevator core, there's really no 

net advantage to that. And so, obviously, there are some fairly 

elaborate linear programming models which then begin to carve 

down on the spatial envelope maximum and arrive at the optimum 

combination given various trade offs that you may want. How much 

window area do you want relative to floor area? For example, the 

optimum depth in an office building is that the space probably 

shouldn't be more than 30 feet deep from the window into the 

corridor and you have obviously two sides, double loaded 

corridor, you need about 68 to 70 feet max. as the width of the 

building, regardless of what the optimum or maximum space might 

be on the building. So we're starting to play with the game of 
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the spatial envelope. And computer programs are typically used 

in the more complex urban environments. Here in Madison you'll 

see that the number of variables is relatively limited but 

there's always a key constraint on how much space you can put on 

a given site. It might be the number of parking units you have 

to have per thousand square feet of floor space. It might be the 

optimum amount of floor space that you can service with one 

elevator. It might be a maximum height limit imposed by the 

adjacent uses. It might be a setback imposed on the lake shore 

by state environmental concerns, whatever. But every site has a 

Critical limit. And it might be, as I say, the going units that 

you can have - you have to have a thousand square feet of land 

for each apartment building. That puts a cap on how many 

apartments you're going to put on there. It might be the parking 

units. It might be a floor/area ratio. We want you to get some 

sense of the options that needs to be considered in exploring the 

development potential of the site. So the first step is to be 

able to start understanding what the codes said - fairly simple 

Spatial envelope issues in terms of how much bulk can you get on 

a specific site under the City of Madison code. 

So we are now defining space/time. The next step then will 

be to move to a simple statement about money/time. Then we'll 

start moving the time dimension on you and start doing cash flows 

over a five or ten year period, given a certain spatial 
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configuration and so on. So behind the problems there is some 

edges holding it together. 

We were talking about linkages relative to the physical 

networks which are supportive of a specific site beginning with 

the obvious utilities and street scapes and sidewalks and so 

forth. It's important that one always remember that those are 

dynamic elements and the character of a linkage is that it ties 

you to something else - that it goes somewhere. And that it's 

important to analyze where does it go and what happens when it 

gets there. For example, let's say we're talking about storm 

water. We could say, "Gee, we have a creek going right by the 

side of the site, we'll just tilt the parking lot a little bit 

toward the creek and the storm waters will run off into the creek 

and the problem is solved." Wrong. The question is, how much 

Capacity does that creek have for storm water which formerly was 

absorbed naturally by the site and now, of course, hits an 

impervious surface and runs off. It may be it 1s necessary to 

create your own controls on how much goes into that system. Two 

types of controls for example: 1) the IBM building out on the 

Beltline here is that contemporary concrete three-story building 

Sitting up there on the side of the hill. And that particular 

Site was a bypass for years because it sloped into the arboretum. 

And the feelings was that if they created a parking lot, that 

you would get the oils and the other chemicals dripping off of 
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cars and salt from the ice control systems, and so forth, 

filtering into what was supposed to remain a natural relatively 

unaffected environmental system. And the architect, in order to 

solve that problem, discovered that the city storm water drain 

was on the east corner of the site, not the west corner of the 

Site. And to make that site developable, you completely regraded 

and tilted it so that all the parking lots drained east and into 

the city storm water system. And, therefore, the natural run off 

of a parking lot system don't enter the arboretum. So here's a 

linkage that's critical but now the question is how do I get my 

lot to flow in the direction of that particular linkage? Second 

example, in Milwaukee on the far north side is a boundary really 

to Milwaukee County called Faery Chasm. And Faery Chasm is 

essentially a storm water collector for virtually all of the 

northeast corner of Milwaukee County. And the water running 

through there now, as a result of all the development, 1S causing 

further erosion. So a shopping center developer proposes to 

build on the corner of Brown Deer and the Port Road, a fairly 

snorky specialty center with a Sacks Fifth Avenue and that type 

of thing in there. And, the planners looked at it and said, 

"Gee, 1f£ we paved that area with a parking lot and so forth, so 

runoff into Faery Chasm iS now going to exceed its capacity to 

handle that, and therefore we'll have to design the center in 

order to retain so many acre feet of drain water or snow melt on 
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the site for controlled time release so that it can follow the 

natural surge of a storm down the Faery Chasm network. That 

meant that the parking lot had to be sculptured so that the outer 

peripheral became water ponding areas. The roofs were built up 

with extra heavy duty girders to carry almost a foot of water 

inside the parapets on the roof and so on. And it very quickly 

became unfeasible from a financial standpoint to hold or retain 

on the site the water necessary to control where the storm water 

went. Notice it's not only important that there was a system to 

take the storm water, but it was also important to know, what was 

the capacity, where was it going to go and when was it going to 

go. So you have to look at the sewer and water and the sidewalk 

and the traffic and so forth. Not only the fact that you have 

proximity thereto or that you even have physical access thereto, 

but you have to understand what is the capacity of that? And, 

where did it go to? You have an industrial system that puts out 

a certain kind of waste. For example, Oscar Mayer puts out very 

hot water. Well, hot water doesn't work well with an anaerobic 

sewer processing system. So one of the problems you gotta do is 

say, "Gee, if that hot water's going to run down and be too warm 

when it gets to the sewer plant, that causes other problems in 

terms of foaming detergents, and so forth and so on, therefore 

because of where it's going and how it's going to get there, we 
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have to cool water, pull that heat out and bring it down to a 

temperature that's simpatico with the anaerobic sewage process. 

North Lakes development in the northwest sector of Milwaukee 

1s a classic case in point. The Menomanee River goes through 

there - the Menomanee Creek, depending on how you rate that I 

guess - and they assume that that would be an acceptable storm 

water exit. The problem is that most of that creek has been 

Channeled all the way through Wauwautosa and all the way through 

downtown Milwaukee so they have a very limited capacity. And 

North Lakes would have exceeded the capacity of the channel 

downstream area, thanks to the corps of engineers and the park 

builders and so on. As a result, it was necessary to build the 

lakes into north lakes in order to retain on site the storm water 

and provide a controlled release into the Menomanee River system. 

So you have to look at the availability of these physical 

networks, not simply as a static factor that they're either there 

or they're not, or you have access or you don't, but, in fact, 

what 1s their capacity, where do they go, do they have capacity 

on the other end to handle it? And, if not, it's not going to do 

you any good. If you have sewer line going by your property but 

it's already at capacity, you know, forget it. You’re not going 

very far with additional development. A good example of that is 

the Langdon Street redevelopment a couple of years ago was 

hamstrung for several years because people felt that if they 
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expanded the sewer capacity, you would get more buildings like 

Wisconsin Hall. And, currently, the Langdon sewer was just about 

at its capacity - particularly on Sunday morning I guess after 

the beer fest - and as a result, there was a big fight by those 

that would like to keep a low density development in that area to 

retain the existing sewer capacity even though it was approaching 

the inadequate in order to put a lid on any further high density 

development in the area which is essentially what happened. So, 

you need to look then at those networks in terms of their 

Capacity, where they come from, where are they going. The same 

is true of traffic flows, pedestrian flows and so on. Quite 

often you misjudge pedestrian flows. For example, between the 

Dearborne Street station in Chicago and the main banking loop, 

you have heavy pedestrian traffic counts and so many retailers 

thought ah haa, here's the place to locate my store with all 

those people walking by the store front. The problem is they 

only do that two times a day, once in the morning on their way to 

work about 8 o'clock and once in the evening when they're 

hustling to the train at 5 PM. As a result, their retailing 

needs are very limited. Maybe a bottle of wine to the little 

lady, maybe a corsage, particularly if they're running late and 

so forth. But they didn't stop to buy suits, they didn't stop to 

buy, you know, the type of shopping goods that located there 

initially. You really had to know where were those folks coming 

113



550/705 - Real Estate Process Spring 1987 JAG 

from, where were they going, therefore what was the character of 

their needs and so forth at that particular point in time. So 

you need to examine the flows within any kind of network 

servicing the site in terms of the exact characteristic relevant 

to a particular use. 

Once we move from the network servicing the site, the next 

thing 1s to understand what are the contiguous properties. Who's 

on the lot next door? What kinds of folks do they attract to the 

area? What kinds of services and needs do they have? And that 

may be a plus, that may be a minus. If you have a fireworks 

plant ina lot next door, that may adversely affect your fire 

insurance premium. A classic case in point, Tenney building. 

The Tenney building suffered significant vacancies and a 

relatively bad image. The front door faced the saloons that were 

across the street with their various flesholds etc. and you were 

likely to be accosted on your way into the Tenney building. One 

of the ways of turning the marketing of that around was to turn 

that whole building around so that the front entry 1S now coming 

off the plaza next to the First Wisconsin building or coming 

directly off of the Pickney Street and you're no longer having to 

go into the area in which the approach zone 1S negative. So that 

you change the linkage from essentially a main street address to 

a bank plaza address and that's significantly alters the 

marketability of the property. 
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Contiguous property ownerships are also keys to whose vested 

interest you might be goring by developing one type of property 

or another. For example, the classic occasion in the deed 

restrictions is the location of the Lutheran Chapel on the corner 

of Lake and State, on the corner of the mall. That property was 

vacant for a good many years and next to that where the bookstore 

1S was a very quaint romantic looking little Lutheran Chapel 

primarily used for June weddings and the bookstore was on the 

opposite corner with the library expanded. It became apparent 

that Lafollet Book Stores thought they would like to move into 

the Madison market and give the boys a little run for their money 

and a little competition. So the university book store and 

Browns and a number of others organized a consortium that bought 

the vacant lot on the corner and gave it to the Lutheran Church 

subject to a deed restriction that said it would never be used 

for the sale of student supplies, typewriters, barber shops, drug 

supplies. You could tell exactly who gave the money by looking 

at the restrictions. Then along came the university and said, 

"Sorry guys, we're going to push you off the corner and we want 

you to go over to the University Square Shopping Center and be 

the anchor for that urban redevelopment on that block." And the 

book store didn't want to go. And they didn't have any place to 

go except the vacant lot across the street which they had already 

killed with a deed restriction. Now, things are great, wonderful 
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- "We'll just get all our friends to remove the deed restriction, 

and then we'll build our book store on the corner." Well all 

their friends did except for one contiguous property owner, 

called Brown's Book Store with a say me too for a long time as a 

competitor who are now happy to say sayanara and good-bye and 

we'll anchor this corner ourselves. So they wouldn’t remove the 

restriction. So now where's the land without the restriction. 

It's in the middle of the block where the chapel was and the 

Lutherans wanted something that was more appropriate to a student 

ministry than romantic June weddings and so they sold the old 

chapel to the book store to locate their building IF the book 

store would build a new Lutheran ministry on the corner, which 

they did. Now the presumption was that they could deliver books 

from on the street or from the alley. Well, two presumptions 

were wrong - the university made that a mall and allow no 

deliveries across the mall and the alley turned out to be owned 

by the university, not a public alley and the university's policy 

was that they would not allow a private owner to benefit from 

public property and therefore, they couldn't deliver from the 

alley either - which 1S wide as a big garage door in the side of 

the Lutheran ministry which allows the trucks to drive across the 

property to load into the book store. So you need to know, who's 

my contiguous property owners. Who's there to say nay to what I 

want to do or object to a zoning change or are they in line to 
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benefit by it. If I can bring everybody into camp and there's 

something for everybody, obviously I won't get much more more 

cooperation from the adjacent property owners than otherwise. So 

we need to know who are the contiguous property owners, what 

kinds of uses are there and what does that bode for whatever 

proposal we're going to make. 

The third type of linkage 1S now moving away from the site 

toward the immediate environs. And really, it says, "OK, what 

kind of resources are nearby that I need to draw on." It may be, 

for example, student health which is very important to the 

restaurant business or it may be underutilized labor that would 

like to work in an industrial factory as well as perhaps farm 

their 80 acres and so on. And so it's no coincidence that some 

of the major furniture makers are in small country towns where 

there 1s a underemployed labor pool of people who are manually 

dexterous and so forth who can farm their 80 acres and work in 

the furniture plant, and so forth, at the same time. Maybe 

there's other natural resources. Maybe we need timber, maybe we 

need a special kind of water. Perhaps we simply need fish. For 

example, a number of years ago in doing a feasibility on a major 

resort proposal for Door County, the lender wisely said, "Gee, 

this 1s being designed for fishermen to take advantage of the 

resurgence of sports fishing in Lake Michigan." How long is that 

linkage going to be there? What is the long term prospect for 
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the lake trout and the salmon and so forth in Lake Michigan? 

Will the nuclear power plant gradually make a cooling pond out of 

Lake Michigan have an adverse affect on that? Will the virus 

affecting the lake trout and the rainbows and the brown trout 

eventually wipe out the fish population again. Will the lamp 

come back and so forth. In other words, if the resort is tied to 

a critical resource such as fishing, how strong is the fishing 

over, at least the term of the mortgage on the resort? And, in 

that case the answer from the limnology lab came back positive - 

that the sports fishing would remain and the real problems were 

not the water temperature but certain problems with the Lampree 

and viral infection of the brown trout. But, nevertheless, you 

want to begin to look at what is the resource pool on which I've 

depended and how stable is that pool? How long is it going to 

last? Obviously, if we build a cannery, we want to know how long 

1s there going to be a vegetable crop there. If we're going to 

build a meat packing plant, how likely is it that we're going to 

be raising pigs and sheep and so forth. It becomes part of the 

infrastructure necessary to support that. And, again, quite 

often that resource on which you're dependent may or may not be 

there. 

Beyond that, of course, there are all types of institutional 

elements that we might depend on -employment centers, in terms of 

office and industrial places, school systems, their alternatives, 
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retail services, health systems are becoming more and more 

predominant. For example, in Palo Alto Stanford's Hospital has a 

special program to teach geriatrics, gerontology to their medical 

school residents. And they will make out-patient calls. Asa 

result, within a district of about two miles of the hospital is a 

favorite place to locate elderly independent housing because they 

receive very excellent medical care at a very low price as part 

of the overall training program of the Stanford University 

Hospital. So, there would be a very useful linkage which can be 

marketed to a particular segment of the population. Columbia, 

Maryland, as we'll see at the end of the semester, features, 

among other things, a house call medical support system that 

comes as part of your fee in a residence in Columbia. Quite 

often this type of software of a service component becomes 

Critical. It may be a security system. That operates ina 

certain territory. There may be a private security system that 

operates within a certain territory. You maybe have to be, as we 

mentioned the other day, in an AT&T telephone system because 

that's what's compatible with other elements that you have your 

neighborhood. It may depend on waste disposal services, 

recreational services and so on. The demographics of an area may 

a great deal to do with the linkages characteristics of your 

enterprise. And they can be dramatically different. And 

finally, of course, you want to know what the relationship is to 
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competitive alternatives. If you're a motel, how close are you 

to the off ramp coming off the interstate. Is it possible that 

there will be a series of intercepting sites which will have 

first crack at the tourist who does not have a reservation and is 

likely to take the first decent looking motel that he sees with a 

right hand turn once he gets off the off ramp. That becomes a 

linkage. How tied are you to the traffic coming off a specific 

intersection and, therefore, how close do you have to be to it or 

how do you control it so that you can capture your particular 

share of the market? So the linkages begin to move from a 

physical network to immediate, adjacent and continuous property 

to resources and then to institutional elements which contribute 

to the total infrastructure on which you're dependent. So 

linkages can be highly abstract relationships to population 

groups, age groups, educational levels and so on. And they can 

be very subtle. If we're doing a car wash we probably want to be 

in a group of relative young, swingle, living in apartments where 

there isn't adequate hose bids to do their cars. Their cars are 

one of their prize possessions and they tend to go to the car 

wash more often than folks that own their own single family home 

and have their own hose bid and probably have a couple of little 

kids to wash it for them rather than having to do it themselves, 

and so forth. So, as a result, that car wash thing becomes very, 

very susceptible to its convenience to or linkages to a specific 
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demographic population housed in a certain kind of unit and with 

a high percentage obviously of car ownership so that that becomes 

your trade base. We could expand on that as the semester goes 

that the essence of location is your ability to define a network 

of linkages that supports a certain establishment. The 

establishment being the occupant of the space. The network of 

linkages being all of those relationships that are critical to 

its choice of space. And, once again, location therefore exists 

really in the priorities of the establishment and has very little 

to do with the geography and longitude and latitude of a 

particular point. 

Dynamic attributes have to do with things which are in the 

mind of the beholder - which are emotional responses in many ways 

to a particular site or its environs and which, nevertheless, 

affect the decision-making behavior relative to real estate. You 

have the image conditioning of the approach zone. You can have a 

very handsome new apartment building, but if you have to go 

through a really slummy, threatening area to get there, you 

probably won't go there and if you did go there, your friends 

wouldn't come to see you. And, therefore, the approach zone 

becomes a critical element of romancing the buyer. And, that 

approach zone can be several miles long or it may be only 15 feet 

long. If you bring somebody to the new home that you're trying 

to sell them and they get out of their car and have to balance on 
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a two-by-twelve over a pile of mud that's soup and construction 

debris to get to the front porch, the approach zone has already 

established a negative attitude toward that product and they'll 

probably pick it apart. On the other hand, if the flowers are 

blooming and the grass is green, and they're waltzed up a blue- 

stone walkway and they have a handsome front porch, all of the 

codes and vibes that are coming at them are very positive and 

they will have already decided that they like the place and will 

find other reasons to support that judgment. I know of office 

building developers, for example, in Phoenix that have a spray 

that smells like fresh cut grass and they spray that every 

morning along the sidewalk so that virtually all of your senses 

are enjoying that and they have double padding under the 

Carpeting when you go in so it's like walking across the 

everglades. Everything 1s built to a tactile and even, as I Say, 

aroma and color and texture are all establishing the approach 

zone so that once they've waltzed you into the bare office space 

you've already decided to like it. Trammell Crow does a 

beautiful job of romancing you through the door of the potential 

office. Once you get into the office, it's pretty much run-of- 

the-mill drop ceiling materials and pretty much run-of-the-mill 

Carpeting and the window hardware, and so forth, they haven't 

spent a lot of money on, and so forth. But you don't care and 

you don't notice because you've already had a positive mind set 
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as a result of the approach zone. Visual factors - obviously, 

heights and view and potential for controlling your sight line. 

A beautiful job of that is the Fauerbach condominium down on 

Williamson Street where if you were to have seen that site before 

they developed it, you stood in the middle of it and you had the 

coal yard on one side and the rail track going by and a slummy 

scummy Old industrial building next to it called the Farm 

Hardware building and so forth, you would have never believed 

that people would build and buy prestige housing. So that whole 

unit is focused to capture the southern exposure over the lake. 

When you're standing in the building you can't see the power 

house and the coal fields, and so forth. And it's been designed 

so that the sound characteristics of the MG&E machine for shaking 

coal out of coal cars can't be heard by the residential units and 

so forth. And, again, to control the visual factors they would 

not allow the city to retain ownership of the shoreline so that 

they could continue the sidewalk up from the park onto the next 

park further up because as you had people intruding into the back 

yards of the townhouses along the lake shore their anxiety levels 

would have been increased and their privacy would have been 

encroached on and they would not have paid for that kind of lake 

shore view in that instance and so they've done a very nice job 

of controlling the visual aspects so that it is all positive - 
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that it's always a reinforcement to the domestic security that 

people want when they spend that kind of money for a unit. 

Prestige and status, obviously, address - whether or not 

you're at Maple Bluff or not and so on. By the same token 

anxiety 1S created ina variety of ways. Sometimes it's a 

security element - it's too dark, you feel people are lurking in 

the shadows and so forth - but anxiety comes involved much more 

easily as a result, as an example, of confusion. Drive ona 

shopping center site and not be able how to figure out where the 

entrance 1s. You're somewhat embarrassed by that, that creates a 

certain stress level, and pretty soon you don't go back to that 

shopping center. You don't intend on embarrassing yourself 

again, particularly in front of your kids or whoever - "Hey, 

Daddy you're going the wrong way!" Or if you're going to romance 

the lad or lady in your life, and you have to cut across three 

fast moving turns in the left turn to get to that little romantic 

hideaway, by the time you're there one of them is shouting, "Look 

out for that car, watch where you're going." And pretty soon the 

romance of the moment is lost and she's thinking he drives like 

an idiot and he's thinking boy is she a nervous Nellie. The 

evening 1s ruined and it's still part of that anxiety factor that 

interferes with whatever the real estate 1S supposed to perform. 

So you have to really begin to analyze real estate in terms of 
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whether it contributes to that anxiety factor or tends to control 

all manner of stress and confusion. 

Noise, obviously, is one element. And there is actually for 

the FHA location of apartment buildings, a noise pollution manual 

that determines whether the decibel count 1s acceptable relative 

to residential life, normally not acceptable or totally 

unacceptable. And, there's a fairly technical analysis of the 

Site. And as you get closer to noise common like railway tracks 

and high speed highways, and so forth, there are different 

setbacks and different design specifications that would be 

required to control that noise so that within the unit it falls 

within a normally acceptable level. Otherwise the premise is 

that the stress characteristics will hurt the marketability of 

the apartment unit. 

Prevailing air currents - certainly want to be down wind of 

that little sewer plant out there at Oscar Mayer. Or, for that 

matter, the sulfide paper plants in northern Wisconsin. There 

may be airborne pollution of one form or another. One of the 

classic reverse stories, of course, is the phosphate mills in 

Tampa. And, there was a Ph.D. dissertation done with the 

expectation that they could prove that, in fact, the phosphate 

stuff blowing across Florida in the Tampa, St. Petersburg area 

was diminishing property values. And so they laid out where the 

dust was going, and so forth, and they analyzed property values 
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and they found significant - the sales prices were steadily 

increasing whenever the orchards sold or whenever the old 

homestead sold down wind. And destroyed their dissertation 

premise that property values would decline under the phosphate 

dust. Well, they didn't look far enough because if they had 

researched it, they would have found out that properties were 

being bought by the phosphate companies as the owners threaten to 

sue. And in order to save them from the suit it was cheaper to 

buy the orchard, and run it as a corporate farm than it was to 

take on the public notoriety of being sued for it. A good 

example of a classic academish not understanding his own 

statistics. 

Political images, obviously, can be created for and 

established for an area. You can see that all the time when 

somebody proposes a certain public project and immediately the 

residents organize and you always got the lady standing there 

with her baby in one saying, "they want to take my home." OK. 

Immediately attaching a negative value factor to the project. Or 

the little merchants say, "What do they expect a little guy to 

do." Classic case in point, is the old 600 block here on 

University Avenue. Under the urban renewal rules the city was 

obliged to find alternative points for each of those businesses 

that were there to operate and so forth. And so, of course, 

every time they found one why the merchant would find something 
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he didn't like about it. Well, the truth was the city had 

already bought their buildings from them, given them hard cash 

for their facilities, and then allowed them to stay where they 

were, rent free - all they had to do was pay for the heat and 

electricity - until such time that they could find another place. 

And they stayed for ten years, who wouldn't, you know. And so 

no matter what the City showed them - won't work. Can't do it, 

you're trying to bully me. And periodically they go to the 

Cardinal or the Badger or Isthmus with somebody and they would 

run a big exposé on how the city was pushing these little 

businessmen around and Guedens (fish market) ( or Gaydon’s - I’m 

not sure correct spelling - or Geudens) and the rest of them 

would all sit there and chuckle quietly to themselves because 

they had had free rent for ten years. So, you can create 

positive or negative, you know, attributes through the political 

process for property. And, a classic case of that is that weedy 

little corner on the corner of Park and Johnson streets right 

next to the Zoe Bayless Co-op there. I don't know how many of 

you have strolled through the people's park lately, but back in 

1969 that was a really hot issue, you know. The students rioted 

and said we're going to make that open space and green space and 

environmental edges for the birds and bees and so forth and 

that's the people's park and now the university can't touch it 

because it's got that negative political image that if they go in 
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and strip it, they're in great trouble because they're obviously 

violating the bird sanctuary, and so forth. Another classic case 

- watch this thing that comes up on the university convocation 

center - a building sitting right in the middle of it is an old 

railroad townhouse series. I think it's on the corner of Francis 

Court and I forget what the cross street is, I think it's Lake 

Street, but maybe it's the next one down, and there's about six 

old townhouses in what were called railway flats. They were 

built for the brakemen and so forth at one point or another. And 

they had done some history and they had been allowed to 

deteriorate until recently they were kind of patched together and 

restored. But traditionally the editors of the Cardinal and that 

whole crowd, you know, and W. Faye (?) have always lived there. 

And we've got a whole bunch of people living there that are kind 

of left over from the 60's. Now you watch, the university is 

going to go in and bulldoze it and build a convocation center? 

You wait, it's going to be a ten year fight if they go in there 

and I'm betting the university loses. That's just a classic case 

of a political image being attached to something that totally 

alters a reality of the practicality of a situation. And that is 

a dynamic attribute that goes with that piece of real estate. 

And if you buy into that baby, you're taking on that little 

problem and you're going to have to figure out how to solve it. 
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Finally, of course, we have historical values which can be 

legitimately attached to buildings. They can be landmarks in 

terms of the history or homes of highly respected citizens and 

may represent architectural format that is important to preserve 

and we have creative mechanisms by which we can begin to 

institutionalize that kind of dynamic attribute to the building. 

Throughout the city and the downtown areas you'll find buildings 

with plaques between the sidewalk and the curb indicating that 

this 1s a landmark structure representing a certain character of 

design, a certain personage which played a part in Madison's 

history. And those buildings can not be torn down, they must be 

maintained by the owners and they must have their architectural 

integrity preserved. And so that it represents local blessing 

and a liability if you're one of those who won that award - being 

a landmark building as you have significant responsibility 

imposed on you with very little compensation by the city other 

than perhaps reduced real estate taxes to reflect the fact that 

the marketability of the building has been greatly diminished by 

the burden of the responsibility of maintaining it. And 

therefore all of those elements are what we would call dynamic 

attributes to the real estate. Those which exist in the minds of 

the holders and in the civic psyche, as it were, relative to its 

buildings. 
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Now, the last category of attributes we call really 

environmental attributes. But they're environmental in the very 

broadest sense of off site impacts. Now some of those off site 

impacts can be physical. We've already talked about the storm 

water runoff and so on. We've already talked about the 

contamination of air as a result of another industrial plant and 

so on. More subtle, perhaps, may be the impact of a change in 

the sun shadows and reflections. There have been a number of 

Suits in which an architect has built very handsome contemporary 

buildings with reflective glass that reflected all the heat into 

the building across the street grossly distorting their air 

conditioning costs and were sued accordingly so that fairly 

elaborate steps had to be taken to neutralize that reflection. 

There may be encroachments of the project on limited supplies of 

flora and fauna and animal life of one form or another. And, as 

we said it could be encroached in historical treasures of one 

form or another. There's a tract up in LaCrosse, a case of a 

train manufacturing plant. Several hundred acres bought to be an 

industrial research park, only to be discovered to be the scene 

of the largest and longest Indian encampment in Wisconsin history 

loaded with Indian artifacts and therefore, untouchable in terms 

of development. Now what do you do? You just paid a couple of 

thousand dollars an acre for a couple hundred acres you can't do 

anything with other than to give them to charity and Uncle 
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doesn't give you a tax deduction so a one to one split on your 

investment. 

So that would be the physical impact and environmental 

impact. So we also have the social impact of a particular 

property. What about the displacement of residents or 

neighborhood units. What about whether the project contributes 

to social integration or creates barriers to social mobility. 

One of the things that we're concerned with in land use from a 

social standpoint is maintaining what we would call heterogeneity 

of land use. When we talk about social disorganization a little 

later we'll refer to a very classic book called The Death and 

Life of Great American Cities which points out that the cities 

are socially stable when you have mixed land uses. If you have 

all office uses for example in a given part of the city, 

Obviously, the city 1S occupied 8 to 5 Monday through Friday and 

then 1S vacant and you create a tremendous social vacuum which 

attracts a great deal of those less socially desired character 

and it becomes a crime sink and a social sink because it has 

really been abandoned for parts of the week and parts of the day 

by organized society. Therefore, at some point we probably don't 

want to build another office building. At some point, another 

I, II, Ill or IV in the same immediate area would be very 

unfortunate for the area because now you have three or four 

square blocks of nothing but state office buildings and it 
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becomes a vacuum on weekends and holidays and in the evenings and 

so forth. What kind of contribution does it make to the overall 

regional plan? Certainly we're having a big rhubarb in the city 

presently as we’re trying to redevelop downtown with some sort of 

convention capability. Should we permit motels to develop on the 

west side of Madison that would provide a competitive facility. 

Should the county be allowed to develop the coliseum at the same 

time that the city is trying to develop downtown. At what point 

do we build regional shopping centers which will squash retailing 

at some other point. This becomes then the social and economic 

impact off site. 

Fiscal impact, of course, 1S going to have a great deal to 

do with what cities will allow and won't allow. The first level 

of course 1S how is it going to affect real estate taxes. Most 

properties will increase real estate taxes. That's not the 

question, the question is how does it affect the expenses of the 

community? If we build a mobile home park, we'll probably have a 

relatively low increase in real estate taxes but a very high 

increase in service cost. We'll have lots of children in 

elementary school. We'll have lots of people that are elderly 

and need of support services of one form or another. And 

therefore, the fiscal costs of servicing the residents in the 

mobile park may greatly exceed the public revenues generated by 

that service park. On the other hand, if we alter our land use 
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mixes in such a way that we did, for example, a mobile home park 

and a shopping center. The shopping center may produce a high 

real estate tax revenue but very, very little servicing costs. 

And by matching off those kinds of land uses we can create fiscal 

solvency for the community. Part of the impact that they have on 

government revenue as we'll see later, there are various kinds of 

use taxes, sales taxes, fire dues, return of state revenues for 

certain kinds of situations that may make certain kinds of 

development highly attractive to a community or unattractive. 

And then what are the secondary impacts ultimately on a community 

where certain kinds of development takes place. Perhaps our 

school system is adequately sized now, but if we add another 

subdivision we're going to have to build another elementary 

school and everybody's real estate taxes flowing to the school 

will rise. 

And finally we have certain social, ethical factors in the 

Stability of our urban areas. What's the impact on supply and 

demand. Everybody thought the IDS building in Minneapolis was 

splendid unless you owned another office building in downtown 

Minneapolis. In which case, it drained the area. The classic 

misapplication of public funds was the International Trade Center 

in New York City. It was totally subsidized by the public and 

drained tenants out of many other office buildings in New York 

which then had their real estate taxes greatly reduced so that at 
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the same time that the Trade Center didn't pay any real estate 

taxes to pay for the services they required, they were destroying 

the tax base for other sectors of New York City. Now, obviously, 

it's not a very bright thing to do. What's the impact, for 

example, of financing the grocery store on the back side of 

Capital Center and subsidizing that rent factor with public funds 

and causing the old buildings down on Main Street and the 

Bavarian Market up on Fairchild and so forth, to get plowed under 

Simply because they're paying market rents while somebody else is 

being subsidized. So there's obviously a fair play element in 

the kinds of development which you might encourage. What's the 

stamina of the sponsor? Can the sponsor of the project take the 

stress of the project? We've talked about the university trying 

to build the golf course in the face of certain environmental 

threats. What's the venerability of those individuals to 

secondary political pressures and counter attack. Classic case, 

the paper company attempting to convert some of their land into 

recreational use in northern Wisconsin, Have to deal, in terms of 

subdivision and recreational land use, with the same department 

of resources that regulate their flow of paper liquors into the 

Fox River Valley. And the government is not adverse to taking 

their recreational development and holding it hostage for their 

cleaning up the river - which may or may not be productive 

relative to the state overall. In any event, finally there may 
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be potential uses that require some sort of political consortium 

so that we can have a private/public partnership in the execution 

of those projects. We'll look at some of those further. 

As we begin, then, to analyze all of these various 

attributes that constrain what we can do and what we can't do, 

we're obviously moving further down that step-like diagram that's 

on the back of your lecture notes and it's really to lay out the 

subject matter of the course. What time is it by the way? How 

many minutes do I have? Two, all right. I was about to hand out 

the next lecture outline, but I guess we'll do that on Monday. 

In any event, the complexity of the real estate processes being 

suggested to you by the types of attributes which we need to 

inventory and provide a reconnaissance on, and the process of 

defining what is the most probable use of a particular site ata 

particular point in time? And we'll come back to that again on 

Monday. 

The Scholarship Program which gives away, I 

believe, four $3500 scholarships and for undergraduates has an 

equal number of $1500. And we generally have several of those 

here on campus every year. The application date 1S growing to a 

close and I haven't seen too many of you come in yet because I 

generally have to write a short essay, you know, exploiting your 

talents and values and virtues and so forth. I believe it all 

has to be in on the 15th. So if any of you are planning to do 
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that or have the application form that you have been 

procrastinating on, now is the time. For an hour's worth of 

work to pay off, the $3500, that's probably the best hourly rate 

you're going to see for a long time. 

The lecture today 1S perhaps, in some cases, you may seem a 

little remote and abstract from real estate but it really is the 

framework on which much of the course, and as well as the 

tradition here at the University of Wisconsin is built. Any time 

we make a decision about anything there is the implicit process, 

to oversimplify it, really begins with a pile of information of 

relatively unsorted, unstructured character and from that we 

abstract out an identification of what our alternative courses of 

action might be. And those alternative courses of action, lead, 

Obviously to a variety of consequences with different degrees of 

probability. And those consequences may or may not be 

particularly desirable. Even the late Woody Hayes used to 

describe football decisions - when asked why he didn't pass the 

football more often, he says three out of the four alternative 

outcomes 1s bad. Obviously, applying the advanced decision 

theory out of faith and that's true. When we look at most 

decisions and we look at the consequences, quite often three out 

of four alternative outcomes is bad or at least unacceptable by 

some standard or other. That standard shifts, of course, in 

terms of the acceptable payoff matrix if the coach is about to 
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lose his job and he has to get a touchdown on the last play of 

the game, he may go for the 90 yard touchdown throw although the 

payoff probabilities are relatively low. It's all or nothing, 

his job or whatever. On the other hand, if he 1s a couple of 

points ahead, he may go for the three yard plunge and accept the 

probability of a very low payoff because there's a low 

probability of fumble and a low probability that his players 

won't forget the play and the count and so forth. So that he 

should be able to execute it, use up the time and stall until he 

wins the game. But, nevertheless, at any given point in time, 

there 1S a series of choices that you can make. Each of those 

choices has alternative outcomes. And those alternative outcomes 

have different degrees of acceptability to the decision maker at 

a particular point in time. 

The issue, of course, 1S how do we construct what the degree 

of acceptability is at any one particular point in time. And so 

on your little flow chart there, there is a really critical 

element is in the lower level. How do we express our value 

system and convert it to some sort of decision process? We can 

begin with values which are essentially truisms. To make money 

1s good, 1S a value judgment - almost a truism. Most people 

agree with that, and so on. But it doesn't do much for a 

decision process. We can say to make 10 percent on our capital 

1s good and we have come up with a more clear statement of our 
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objective but that is still not a very good decision process 

because 1) what 1S a return on our money? What represents, or 

what should be included in that 10 percent. Is it just simply 

cash available from the project or is it cash plus tax savings, 

other income plus profit centers to our contracting company plus 

what salary and wages that our employees are able to make and so 

forth? What represents a return? By the same token what 

represents capital because its' the money we actually put in the 

project, the money we could lose if the project didn't succeed. 

Is it our own money? Is it the bank's money? We need, 

Obviously, a whole series of specifications or standards by which 

we begin to make operational the objective of making 10 percent 

on our money. So we move from a value statement which is 

truistic or moralistic to a statement of objectives and then we 

begin to define very carefully what are the criteria, standards 

or screens by which we can determine whether in fact we have met 

those objectives through a specific course of action. And that 

essentially is what much of the decision process is about. And 

how do we correctly identify the critical value systems that are 

at work and then convert those to objectives and then criteria by 

which we can decide whether in fact we have succeeded. For 

example, a couple of years ago the radio station at the top of 

the hill here, White Foot, went out and relocated to the suburbs 

and the building was purchased by a local developer to be 
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converted to a professional office building. And the 

neighborhood rose up in arms and said that they didn't want 

commercial in the middle of a residential area. The radio 

station had been there for 50 years and the neighbors had been 

there for 20 years, but that was irrelevant. They did not want 

commercial with their residential area, which is nominally a good 

concept. We don't want to make excuses if there is an interfere 

with the domesticity. But, when you got right to it, the basic 

value judgment that was concerning them was that if there was 

commercial development of the building, the woods around it would 

be chopped down for additional asphalt parking. And the thing 

that they characterized their neighborhood was as a wooded 

suburban hilltop and they did not want that intruded on. That 

was the value system. So they said fine, if that's the value 

system, the objective then is to save the trees. Which of your 

alternative sources of action saves the trees. If you pursue 

your own recommendation of making it all single family lots. 

Let's lay out a plat on that piece of ground and find out where 

the trees are relative to where the lots would be, and then where 

would we put a house on each of those lots. And virtually, 

invariably, by the time you put a house on each of the lots, 

you'd cut down most of the trees on the lot. So that if you are 

advancing the residential subdivision for homogeneity state, you 

were, in fact, defeating the fundamental value system for which 
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you were fighting in the first place. On the other hand, if we 

place land use controls on the developer and say, "Hey, wait a 

minute, you can't expand your parking to a point within 75 feet 

of the property line in any one direction, as those woods have to 

be preserved permanently and the greenbelt. We can continue to 

conceal the existence of that office building. We'll maintain 

the visual character of the neighborhood and you will, in fact, 

accomplish what you wanted to accomplish. So quite often the 

land use decision is obscured because people provide what appears 

to be a conventional and appropriate course of action which, if 

pursued, in fact, produces exactly the opposite result of the 

underlying value system. So whenever you get into a debate, a 

contest of virtues in conflict, as it were, you really need to 

find out if there is, in fact, a common denominator value system 

operating and simply hasn't been articulative but has been 

implied by perhaps a half baked solution that's been put forward 

and so on. So we need to go from a value statement to an 

objective, to a set of criteria or standards by which we judge 

whether in fact the proposed decision accomplishes our purpose. 

Now, where do those values come from? Obviously there are 

many levels. We have, obviously, first of all the value of the 

Space user himself which he can express by his choices in the 

market - particular style of residence or a particular location 

characteristic or a particular level of attractiveness. He can 
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do nothing which is a statement in itself. That's always a 

legitimate decision. Or he can make an explosive social 

statement about what he thinks his building should accomplish or 

what his real estate decision should account. A space producer 

is really reflecting his values. What's his trade off between 

Quantity and quality. What's his trade off in terms of the kind 

of folks he wants to work with. What's his tradeoff in terms of 

sensitivity to the political conscience of the community. All of 

those things represent value statements by those who are decision 

makers. He either feels it's important to implement the goals in 

an entity or he says, "Gee, I'm not very good at that, therefore 

T'll only build what they tell me to." If they say that single 

family zoning on that site and the building has got to be a 

little box that has so many feet set back on all sides and so 

forth. That's what they want, that's what they get. I won't 

Challenge that. On the other hand, others will say, "Hey, wait a 

minute, that doesn't make any sense at all. If what you really 

want 1S a community that has this type of appearance - you want 

to save the trees and so forth, a better way to do that would be 

as follows and he may argue for it and argue a long time for it. 

And, it's those kinds of people ultimately that are expressing 

the state and the value about their willingness to push for 

excellence as opposed to their willingness to accept the current 

standard. And quite often the people who are the most mule 
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headed and obnoxious etc. are often those who are most committed 

to excellence. Admiral Rickover may have been an SOB of classic 

proportions but, nevertheless, he was willing to pay the price 

for excellence. And so quite often he is expressing a value 

system in terms of his impatience and in terms of his continuing 

pressure for reform, and so forth. 

Political infrastructure also reflects value systems at 

work. Should we have housing downtown or a convention center or 

should we have lower taxes or higher services and so forth. 

There's always a value statement by various segments of society. 

As a result, institutional economic bureaucracy really began in 

the 19th century - right after the turn of the century which 

really grew out of the argument that economics was simply a by- 

product of social organization and a statement about social 

values of the political collective. And therefore to understand 

economics you really have to operate in the social value system 

first. And this is why it is termed institutional economics and 

it's why land economics really grew out of this tradition. That 

economics is a by-product of social dynamics and the social 

dynamics are really a way of expressing the value systems of 

those that are involved in the decision process. And so we begin 

with that history and so we don't have a lot of neat supply and 

demand curves that flow evenly and logically and on a calculus 

basis. Most of our demand and supply curves are kind of kinky in 
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real estate and have unexpected little bumps and bulges and 

blemishes which really represent an accommodation to the value 

systems that are work at a particular point in time. 

Once upon a time those value systems once were easy to 

identify because they were able to express themselves ina 

physical clarity in the ultimate architectural and physical plan 

of the community that we do now. The consensus first of all was 

probably imposed by the feudal system and most people had to go 

along to get along so that perhaps the fragmentation of social 

debate was considerably less. But we also have really a pretty 

clear statement about what people were afraid of or what people 

wanted to support. And, as a result, a very clear order exists 

in most of our western European and, for that matter, Asian 

community. The interaction of the value systems and the total 

city building process was pretty clear. It was usually a 

priority on defense or trade or religion. One of those groups 

was dominant and their value groups then subjected themselves 

into the character of the community. Moreover, once that valued 

consensus had been determined, time moved relatively slowly. 

technology hardly changed from one generation to the next. So 

that if you were going to follow a certain architectural pattern 

indigenous to the area, the people cutting the stone and cutting 

the timber and building those buildings really didn't change 

their technology over 3, 4, 5, 6 generations at a time. And so 
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the last guy to carve a stone for the cathedral carved it pretty 

much as the first guy had and as a result it looked like the 

whole thing was built by the same artist at a relatively short 

period of time. But unfortunately they didn't have 

fiberglass plants in those days. They were working over a much 

longer period of time, and yet the continuity, the value systems 

prevailed and projected themselves forward. The only changes 

really came where there was an obvious irritation or misfit with 

the solution relative to the experience. So that after London 

burned down a couple of times they said, “Hey, wait a minute, 

that way of building isn't working out real well. Maybe we ought 

to have stone fire walls and we ought to have building codes 

which established the minimum level of construction for 

everybody's joint safety. Maybe we need to set up a different 

type of sewer problem. We need a different way of delivering 

water so that everybody doesn't get sick at the same time." And 

as we began to find a significant misfits between our technology 

there was an incentive to go about improving the technology. 

When society became relatively content with their solution in 

accommodation to their environment, their building technology 

never changed. So we could look at certain tribal areas, for 

example, in Africa which continue to build their huts ina 

conical fashion with mud smeared on the wall, and so forth. 

Given the limitations of the materials, given the limitations of 
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their climate and so forth, they had reached what they felt was a 

reasonably adequate accommodation to their needs and their 

resources and, as a result, their technology never changed again. 

There was not sufficient irritation to make them do it 

differently. One of the things about our society is that we 

become more and more easily irritated, more and more anxious 

about whether we are doing something efficiently or not. And So, 

to this day, all real estate is still marketed the four basic 

pains: 1) can we reduce an irritation between your fit to your 

environment and your perceived comfort level, 2) can we enhance 

the kind of activity that you want to do. Can we make you a 

better handball player by building a better handball court? Can 

we enhance the activity enclosed. Make it more efficient, make 

1t more fun, etc. 3) can we enhance your self esteem? Tendency 

to change addresses, to get a house that has southern columns in 

front of it like Gone With the Wind because you feel that's the 

way you should live. And finally 4) can we improve your physical 

comfort. 

Those four basic motivations really all have to do with 

1rritation levels. Anxiety and stress on the irritation side. 

Enhanced physical comfort or at least our perceived comfort. And 

those four irritants continue to drive us forward to do kinds of 

real estate that 1f you can make people content with what they 

have, ultimately there is no further change, because there's no 
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reason to change. Begin to look now at some of the ways in which 

value systems control the entire urban environment. One of those 

is the defense of town of Nardon. Many of you have seem him in 

the history of urban form books, and so forth, Nardon was laid 

out in a Six pointed star pattern and it was designed around the 

fear of the cannonades and besiege guns, and therefore, was 

designed much like a modern gun turret in that at no point does 

1t provide a straight on surface to a cannonball, all the 

surfaces on the walls are oblique because of the star patterns 

and the sloped wall patterns and so on. And the idea was to 

provide no firm impact going directly head on against the 

trajectory of the heavy cannon ball. The moat was inside the 

walls so that there if the shot carried the wall, it would then 

have a field in which to fall relatively harmlessly. Then, 

within that moat, you then had at the very center of the town, 

the two most valued properties, the church or cathedral and the 

pollatso of the noble who controlled the whole feudal area. They 

were at the point farthest from the possible siege gun or battery 

that might be assaulting the town. Your social standing then 

depended on how far from the church you had to move back until 

you were living over the moat. If you were relatively low in the 

social circle, your tail feathers were hanging over the moat and 

the most likely one to be exposed to the first shot to carry the 

wall. And it was a very, very clear expression of social 
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structure and the basic fear of the society from this 

technological innovation called the siege gun. And it dominated 

every aspect of design and laid out an allocation of land within 

the community. A fairly simple statement. The Roman military 

towns like Aoka, which is always been regarded as the prototype. 

Remember it had a very clear value statement where you wanted 

the minimum number of Roman soldiers to hold down a maximum 

number of provincial primitives and we wanted to impress them 

with your military prowess, intimidation was essentially the 

value you were trying to put across and, as a result, the walls 

are perfectly square so you can man the maximum perimeter with 

the least number of men. And you came through a gate and the 

local residents had to go by all the tents of the Roman Legions 

until they got to the headquarters in the center of the 

encampment. And the process was, of course, one of intimidation 

in that you had to parade by all of these happy looking Roman 

soldiers. Once you were at the center of camp you weren't really 

likely to raise your voice real loud in protest because you had 

to figure out how to get out of the camp again with the rest of 

the crew chasing you and so, as a result, the whole thing was 

designed to really carry the psychological statement of 

intimidation and power with the minimum amount of resources. And 

from that standpoint, that was the value system and that was the 

objective - they did a very good job of it. 
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On the other hand, the Incas were a very socialistic 

society, in which they were simply agrarian, scattered over the 

hills and valleys of the Peruvian and related areas. And, 

nevertheless, when they found it necessary to collapse inward and 

create a mass, their capital cities like Picilapta were really 

designed to be 1) granaries in which the entire agricultural 

Surplus production was stored for everybody's benefit and would 

also be a defensive to which they could retreat for protection 

when others were pillaging through their territory and so forth. 

The whole statement and the way the city is arranged is really a 

statement in government administration of common resources and 

really reflects a social structure relative to ownership of the 

crops relative to ownership of weaponry and tools that 

characterize their particular society. And the entire city is 

laid out to support those elements or functions. But I think 

when we talk about Peking, the original Peking was divided up to 

be a statement of the social structure of the Chinese Dynasty. 

The Forbidden City was just that, it was forbidden to everybody 

but a few of the socially elite. Around that was the Imperial 

City which represented the governmental sources of some standing 

and around that was the Tartar City which were essentially the 

citizens that serviced the other elements. And, therefore, as 

you progressed into the core, you were really making a statement 

about the social and governmental structure of the community. 
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The same is true if you look at the Japanese Imperial Palace and 

others - the arrangement of space is the progression into the 

community and so forth, 1S again a statement of your social 

standing and your political priorities within the governmental 

process and the value systems that are being reflected there are 

relatively narrow, but they are nevertheless being articulated in 

the plan and structure of the area. And the same is true if we 

look at Amsterdam or Venice, some of the early trade centers in 

which the priorities obviously were more an exchange from 

seafaring transportation to barge transportation on the rivers 

and therefore them that got priority with the merchant's 

associations that had their warehouses and their wholesaling 

houses along the canal and adjacent to the harbor area. And in 

each case the value systems of the that lived there 

began to develop building codes and building styles and 

allocations of land among various sectors of society that 

reflects the priorities of the community. The value system is 

operating and becomes implemented in a whole series of subtle 

ways. 

Now, it's not necessary that it all be self serving to some 

political power group. We've become much more knowledgeable in 

this country about how we make a statement about more desirable 

collective goals. For example, the Southeastern Wisconsin 

Regional Planning Commission has been a marvelous experiment in 
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control proof information. The southeastern group represents 7 

counties and it has no political authority to rule on anything at 

all. It's not going to be there to say thou shall or thou shalt 

not, all it does is examine the consequences of a course of 

action. So, initially, for example, as the townships around 

Milwaukee were willing to accept any kind of growth at all even 

though septics wouldn't work very well, they simply researched 

all of the soils very, very carefully in all of the counties and 

identified which ones would work and not work with septic tanks 

so when a subdivider came into a town board and wanted to lay a 

Subdivision on top of lands that were totally unacceptable for 

septic tanks, the town board was fully informed as to the 

consequences of going along with that when they were already on 

notice that the septic tanks would fail and the subdivision would 

be fouled up and the property owners, and so forth, would 

ultimately come to the township and say, "What are you going to 

do about this mess? and how are we going to sewer and water, and 

so forth." In effect, when the consequences of a choice of 

action can be laid on the politicians and they are aware of what 

they are doing when they do it, they're fairly unlikely to make 

the wrong decision since the blame for the consequences can be 

very directly laid on those who make the decision. If the 

consequences are not so apparent or are not made so apparent, 

they can presumably be innocent of the consequences. So 
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Southeastern Wisconsin Regional Planning Commission simply made 

it their obligation to always analyze very carefully the 

consequences of alternative land use decisions by the several 

hundred political jurisdictions within their borders. So that 

the politicians were really cornered into doing the right thing 

Since the wrong thing was already readily apparent, in terms of 

the facts at hand. By the same token, is it then possible to 

construct a knowledgeable public policy. 

If the facts at hand suggest that the edges of where the 

water meets the land, where the hedgerow meets the corn field, 

where woods meet the meadow and so on, is the area of critical 

concern for conservation because, let's say, /5% of bird and 

animal life takes place at those edges. And we know that as a 

fact. From that then we can sort out a policy or course of 

action that says, "OK, tell you what, as an objective we want 25% 

of all environmental edges under public control by 1990." Now 

there's a firm statement of an objective from a truism that we 

ought protect our environmental edges - value statement. 

Objective: let's have at least 25% in public control by 1990. 

Now, we move from there to a series of implementations that says, 

"All right, how do we do that?" Which ones are of Significance. 

Well, first of all we'll state that anybody that has, let's say, 

shore land for sale gets more than a thousand feet of shore land 

along a stream or a lake in the county will be put on a priority 
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list for public purchase by the open space program. Anyone that 

comes in to subdivide land which has shore land or hedge growth 

will be required to dedicate at least 25% of its shore land to 

public access and public ownership as a condition of having their 

plat approved and their other uses expected. Anyone that comes 

in with a single house plan will not be permitted to cut trees 

and encroach on the shore lands that face it within 75 feet of 

the water. And it says in Florida, for example, you're not 

allowed to cut on the cypress and so forth along the water's 

edges. And you could then set up a whole series of screens so 

that as various events unfold in the future, you now have a 

decision screen that says, "Hey this is the situation and 1,000 

feet being put on the market, this goes into our committee for 

purchase of open space. Or this plat has to be corrected to meet 

this standard. We move from a value judgment that our 

environmental edges are critical, to an objective of public 

policy that 25% will be owned, to a series of implementations, 

screens, criteria, standards, policy statements if you will, by 

which we implement and achieve that objective to advance that 

value judgment. So we all make our decisions that way in terms 

of our priorities, in terms of whether, in fact, the next step we 

take advances that or detracts from that series of priorities. 

Now, the men of intellectual stature over the years have 

often expressed either fear or disgust of the urbanization 
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process. was afraid of the urban slums soaking up, as 

he said, with the displaced. Jefferson saw the city as the 

ruination of the American democracy. That value system pervades 

much of our urban design. The belief that ultimately domesticity 

required a house sitting in the middle of a green estate with a 

long drive coming up to it and so forth. That romantic value 

system still controls much of our subdivision layout, much of our 

home design and so forth. We continue to reflect the romance of 

the English Tudor estate on a little 60 by 120 lot with a couple 

of plaster timbered roof design and so forth to mimic the English 

Tudor or English Colonial and you can, of course, always sell the 

home in a modest priced neighborhood by putting columns on the 

front porch making it look like Gone With the Wind or something 

of that sort. That value system of a rural gentry controls much 

of our architecture and many of the central codes that reflect on 

our architecture. Only recently, have we seen some values which 

have contradicted that and said, "Wait a minute, we're an urban 

society. How do we make towns work, how do we make cities work, 

how do we can make people in a high degree of density, 

nevertheless, get along with each other? How do we protect their 

privacy? How do we enhance their self esteem? How do we reduce 

the irritation of putting people in that kind of density? When I 

came out here in 1957-58 they were building the first 4 unit 

buildings along Midvale Blvd. They have probably the worst sound 
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control of virtually anything the way they were built - the floor 

is a drum head and you know as you flush the toilet everybody in 

the building knows. You've probably found you are living in 

stuff like that presently. Right? But now that's not true 

anymore. Our value systems have said, “Hey, wait a minute, you 

know, a really important thing to reducing stress and increasing 

self esteem and privacy iS providing privacy in terms of noise. 

And we've built our apartment building very carefully today with 

a variety of techniques in order to provide some sancracent 

(derivation of sanctuary) privacy areas for the residents and 

protect their privacy in terms of control of noise and so forth. 

We've tried to create spaces that are self policing in terms of 

the willingness of intruders to encroach on that and, perhaps, 

get trapped off their own turf and so forth. So that we see a 

value system at work and as we gradually modify the application 

of our technology and we create communities that work better than 

the plans in the past have. And so value systems do intrude on 

the decision process and the application of our technology. 

Now, one of the things we are working towards very slowly is 

a way of articulating the various value systems of the citizens 

into some consensus of the city beautiful. Remember that during 

the 19th century explosion of our country there was no 

opportunity for consensus. Everybody came with a different dream 

of what America was about, what a city should look like, and who 

154



550/705 - Real Estate Process Spring 1987 JAG 

was entitled to what and so on. But it was only 1954 when the 

federal government was willing to subsidize community planning at 

the city level, at the village level and at the second class city 

levels in order that there was a five year long term plan as to 

where it is we think we are going and what is it that we want to 

create and how do we treat our citizens with sensitivity so that 

if we want to relocate a family, how do we do that to make sure 

that they are relocated into quarters which are not only 

appropriate for their locational needs, but are meeting the basic 

Standards of clean and acceptable living standards and so forth. 

And that's only 1954, that's only 30 years ago in which the 

community as a country has made a statement about the fact that 

we really ought to go about building our cities in a systematic 

way and that it's important enough that the federal government 

dedicate significant dollars toward subsidizing the planning 

process. You really have to think about that. Thirty years is 

not a very long time in history. It's certainly not a very long 

time in Bourbon Street and yet we have moved just an eon in terms 

of finding devices by which we can articulate the citizen's value 

systems. We have to have public hearings on virtually everything 

and they are the biggest pain in the tail, except for one thing, 

somebody did in fact ask you for your opinion and you can, in 

fact, go down and give it. And if enough citizens go down and 

say this doesn't make sense, we don't need a convocation center 
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on this site. Or, why should we spend all that money ona 

convention center that's squeezed between an old city hall anda 

parking lot, and so forth. In fact, the decision is changed and 

it is altered and there is a response through the political 

process to the values that are being articulated by the various 

segments. And we do hammer out, over a time, a consensus as to 

what the city beautiful should look like and who's going to help 

pay for it, and who's going to benefit thereby. That is, truly a 

remarkable political process. The fact that we have moved from a 

point in which everyone believes that his home was his castle and 

that he could do with his land as he wished to a point where any 

Significant change in use today is a subject open to public 

discussion and debate and hammering out a consensus over a period 

of time that may take one to five years before the battle 1s won. 

Slows down the process, extremely frustrating to the individual 

decision maker but, nevertheless, we are creating political 

institutions which provide some tradeoff between the efficiency 

with which we would like to achieve our own objectives and the 

sensitivity by which we incorporate the consensus of the larger 

group. 

That sense of historical process has been advanced by a 

number of our planners and we're going to look at some of those 

as the year progresses. Particularly Baltimore's play of 

handling of that process and Rouse’s way of doing that in 
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Columbia and elsewhere and a couple of other projects as well. 

But it's not unique to the U.S. A Greek city planner who just 

passed away just recently by the name of Doc Zadeus pointed out 

that one of the things that destroyed our city beautiful is this 

tradition of concentric expansion that the city kind of grows 

like rings on a tree. And that ultimately the old rings of the 

center can rot out and choke off the community. Wouldn't it be 

better if we could have our cities develop ina linear fashion so 

that we could maintain a central commercial core which would sell 

the best of our historical architecture, allow us to replace that 

which was obsolete and still go on as we expanded in a single 

direction. And as a result, we would not have multiple centers 

and rings gradually choking off the older part of the city. His 

concept of city expansion has been applied in many other areas of 

the world particularly the third world where their new urban 

centers and so forth gave them an opportunity to do that. 

Pakistan for example is a claSsSic case in point, Brazil anda 

number of others - Egypt have all applied some of those 

principles. And I think it's useful to compare that sense of 

city's evolution over time in a somewhat linear pattern with a 

sense of time moving forward ina linear pattern as well. 

Now then as we begin to look at the value systems, keep in 

mind that one of the things we're going to articulate through the 

semester 1S a sense of who benefits and who pays. That 
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ultimately the consensus is arrived at when we can find an 

equilibrium between those who will benefit by a particular 

collective decision and those who will have to pay for 

implementation of that. OK. 

I'm going to start off on the next lecture even though you 

won't receive it until Wednesday. 

There are value systems that work and why people begin to 

concentrate as they do in an urban environment. And one way of 

looking at that is a series of alternatives, the first of while 

we'll call scatter. We could follow the Jeffersonian and coined 

the idea of spraying individuals as far apart as possible over 

the landscape - So that the people are no damn good, go into your 

box, no contact whatever. And this means that while each 

individual has far more land at his control than he can possibly 

use, the problem is that he's also maximized his total cost of 

either political action and collectively with someone else or 

communications. He is at a point remotest from any one of his 

neighbors and just simply exchanging of commodities or messages 

or simply words of encouragement and friendliness are very 

difficult indeed. And so there's a natural movement toward 

clustering. 

Even under clustering, as the second concept, space 1S a 

free good. Says the economist, you can have as much land as you 

want, as much land as you can control. It's just that we'll 
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consolidate everybody into single clusters. A little bit like 

compressing data on a computer memory. The ultimate, of course, 

statement of free good is the father giving advice to his son 

that he should never buy a lot bigger than his wife can take care 

of - obviously a chauvinistic a statement, but that has been 

changed now to never get lawn bigger than your children can 

maintain. But space up to that point is a free good. Now, 

Obviously it’s more efficient than scatter, people are at least 

closer together. The cost of getting together is less, 

exchanging commodities and information is less. It's a little 

bit like having everybody live in Dane County and providing a 

rural mail system rather than having everybody live across 

northern Wisconsin. The savings are considerable, but they 

really can't be attributed to any one individual or any piece of 

land because everybody can still have as much land as they want 

for free. 

The third step towards a socialization of the urban process 

1s what we call dense cluster. Space is no longer a free good. 

For you to give up your isolation and control over as much land 

as you want, in order to achieve a tradeoff with transportation 

and communication costs. You're willing to pay more and more for 

land - that's on a per square foot or per acre basis - in order 

to avoid other costs. Most of the savings, therefore, that are 

attributable to high density are, in fact, then spent again on 
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competing for land which provides you the most favorable 

transportation and communication and exchange costs. Obviously, 

dense clusters really represent what we're really all about in an 

urban area. The density is, in effect, driven by the need to 

find some tradeoff between the linkage efficiencies between all 

of us and the value of another unit of land. At some point it's 

cheaper to build a higher building, at considerably more cost to 

go high, because the next unit of land would be even more 

expensive. We can begin to build tradeoff models which indicate 

an increment in the cost of construction for going high plus 

increment in the elevator costs, is still less than increment of 

buying enough land so we could build a one story building. At 

some point it starts paying to go higher rather than to spread 

out over the surface. 

The final element of evolution in that realization is that 

there are various segments within the society that have better 

relationships one-to-another than others. Then we have certain 

categories of land users. We have residential land user who need 

convenience to retail, shopping and recreation. On the other 

hand, we have manufacturing and wholesale distribution land users 

who need better connections to rail and highway and perhaps 

resources like coal and so forth. And we may have a third set of 

users that are institutional in character, that need linkages to 

some other element of the community. AS a result, within the 
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dense cluster, we begin to see uses filter out and cluster in 

areas of similarity. So that we have single family districts and 

commercial districts and office districts and industrial 

districts and, so on. And, again, we're beginning to improve 

further on the communication and exchange economy by that type of 

arrangement. 

These economies are measured by what we talked about earlier 

as the cost of friction. And the cost of friction or the 

Savings, I should say, in the cost of friction become 

incorporated into the land values. For example, the individual 

who is willing to pay $200,000 to be in a little condominium down 

on the lakefront in downtown Chicago is really saying, "Hey, I'm 

willing to double the amount I'm willing to pay for space, just 

so I don't have to make the commute out the interstate or ride 

the train to the suburbs where I can have a lot more land, a lot 

more roof space, but I would be wasting two hours of my life 

commuting every day to reach that point. I'm willing to, in 

fact, spend twice as much money to stay downtown and then have a 

cottage out at Aspen where I can escape to when urbana gets to be 

too much for me. But the cheaper, more satisfying solution, 

dollar for dollar. The cost of friction, therefore, is the 

dominant element in determining where people locate their 

particular establishment. And Radcliffe threw away a line in his 

1947 urban land economics book that really should be a lesson to 
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all urban planners and to all politicians. He said, "Ultimately 

the goal, the value pursued by the urban planner is to make the 

costs of friction between and amongst various sections of the 

city equal so that there is no rent differential between one part 

of town and another." When that's been accomplished then all 

citizens have been benefited equally by the public investment and 

infrastructure and communication and transportation, and so on. 

It's only when the planner fails to make all parts of town 

equally attractive, that we begin to see first of all a rental 

differential and then eventually some sort of social differential 

between those areas. There's a value statement therefore which 

leads to an objective, which leads then to a set of critical 

Standards or criteria by which you can judge whether, in fact, 

the public expenditure was, in fact, well made. If, in fact, we 

can improve the bus service on Park Street and Fish Hatchery, to 

a point where it's equally convenient to live out on Fish 

Hatchery Road as it is to live on one end of Langdon Street. The 

rents on Langdon Street and in the suburbs will be the same. 

The only reason you pay a ridiculous rent on Langdon Street is 

because you tradeoff in your value system the time and hassle of 

taking the bus from some point more remote from campus. So 

that's a very idealistic statement of what the urban planning 

process is all about. But, nevertheless, that ultimately is what 

it trades down to. If we can make all parts of the community, 
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equally attractive, then the costs of friction are equal, and the 

rent differentials or the differences in land values just 

disappear. OK we'll pick up again on that Wednesday. 

. . . Commerce Room number 16, there's one other room for 

you, so that you can see what we're talking about. The real 

estate club 1s exploring right at the moment the feasibility of 

picking up 30 or 40 people and taking them to Washington DC for a 

weekend. If anybody is interested in that - it would be less 

than $200, but $200 is still a hell of a lot of money. And we 

also have alternate field trips which will probably go someplace 

closer like maybe, Columbus, Wisconsin. In any event, if there 

are those that would be interested in doing that, it would be a 

Super trip and that the real estate development as well as the 

kind of speakers that we could put together there would be a lot 

of fun. And that has to be the low traffic period for Northwest 

Airlines trip so they could give us their ridiculously low rock- 

bottom price where can put you all in those little plastic cages 

that your pet dog goes in and get a good price. Not a long horse 

ride, it's a short airplane trip to DC and back leaving on a 

Friday morning, coming back on a Monday morning so that we get 

the best spread as far as ticket prices go. But if you're 

interested in that, let us know, we're just exploring market 

testing, as it were, to see whether there 1s a constituency for 

such a jaunt. We have to leave a few minutes early today and, 
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therefore, at the end of my lecture, Dan Knox will hand out your 

next problem set so don't break and run right at the same time 

that I do. 

You now have in front of you the outline of the lecture that 

we Started on at the end of the previous period looking at the 

evolution from scatter to some sort of structured density. And 

all of you were attempting to scribble at a rapid pace at the end 

of the last lecture is there before you on the first page and I 

am now on page 2 relative to the preference for a highly 

Structured density. There is, obviously, an economic imperative 

that moves people toward some element of structured density. But 

beyond that there is an aesthetic imperative and a social 

imperative that leads eventually to a much more highly structured 

density in which other constraints begin to sort out where things 

go in the urban environment over and beyond just a basic marginal 

revenue, marginal cost kind of concept. And so about really in 

the epic of interdependence and know about some sense of what the 

aesthetic of the community should be. And as we have mentioned 

earlier in other lectures, 1954 was really the very first federal 

recognition that this highly structured density was in the 

national interest and should be deeply subsidized by the federal 

government. So most of the development really of a professional 

planning tawdry of planning departments and people who try to 

anticipate the effective growth pattern of the community and 
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begin to organize the infrastructure to anticipate that and to go 

about it in a systematic fashion of capital budgeting and 

anticipation of the demographic characteristics of the town five 

years from now, 10 years from now and so forth really began in 

1954. The beginning of planning as a legitimate profession 

really began with tremendous diffusions of federal money at the 

local level. Up to that time, most communities with a few minor 

exceptions really had no sense of where it was they were going or 

the fact that they could control and channel that growth to 

achieve a more desirable life quality for their community. And 

that's really not that long ago, 30 years ago is virtually a 

split second in terms of historical social development time and 

yet we have gone a tremendously long way. By 1960 we began to 

really see significant changes in the price and ?? motor that 

were growing out of the urban planning function. And by the time 

Mr. Nixon took office we had arrived at a consciousness about our 

urban ethic so that when Lawrence Rockefeller was asked to head 

up a 12 member committee to establish a national policy relative 

to urban development, the committee concluded in (remember this 

1s a republican administration - the old property right fuddy 

duddies that are only identified with the far right) and Lawrence 

Rockefeller, of all people, a major banker interest coming out 

and saying, "when the protection of natural cultural or aesthetic 

resources or the assurance of an orderly development are 
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involved, a mere loss in land value should never be justification 

for invalidating a regulation of land use." My God, that's 

revolution. Up until that time the idea that my land would be 

worth less because you zoned it for single family instead of high 

rise office building and so forth, was regarded as a direct 

attack on the individual. Now we're saying, "Wait a minute, as a 

matter of social interdependence, if we're going to get the right 

kind of patterns in urban area, the community will have the 

ultimate say in what goes where and how it will be allocated and 

how that system will work." And, shortly after the Lawrence 

Rockefeller statement we have the Justice Hallis here in the 

State of Wisconsin saying that in effect there was no inherent 

right to develop the land, if it came at the expense of the 

health and welfare and the general interest of the public. The 

land belongs in small part to those that are here today and 

lesser degree to those who were here yesterday and in the larger 

degree to those who are yet to come. The ownership of land is a 

trusteeship. If you think about that philosophically and how far 

you have moved from fee simple title - man is the master of his 

castle and so forth - to a point where land ownership is simply a 

trusteeship in which it is to be husbanded as a resource for the 

future. That is a revolution of the most drastic and radical 

Qualities in which they are still fighting about in South America 

and Central America and yet it was completed through the 
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political process here. And so we're really talking today about 

a highly structured urban density in which the forces at work are 

not only economic forces but are, in fact, social and political 

forces reflecting the essence and the aesthetic of what we 

perceive to be the life guality that we want to achieve for our 

urban areas. I can think of no other area of manufacturing 

enterprise because, ultimately, building buildings is a 

manufacturing process, which 1S subject to that level of public 

oversight and control on both an aesthetic as well as an ethical 

basic. Real Estate is, by far, the most regulated industry in 

our society and quite rightly so, given the fact that it is the 

terrarium in which we all live. 

Now, let's begin to explore some of the other forces that 

not only determine what goes where within the community but why 

do communities locate where they do and relative to one another. 

The little drawings that you have there or doodles out of my 

Roger Price era of some years back, (Roger Price is a comedian 

that has since died but he would lecture with flip charts and 

explain very elaborate political concepts with small doodles of 

that sort) and so to the degree that graphics communicate better 

than a thousand words, why you can move through those doodles 

toward a highly structured dense cluster. And the initial 

driving forces we suggested are really the tradeoff between the 

distance among the various establishments and the transportation, 
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communication costs or friction costs that were involved in that. 

And yet those tradeoffs became the initial controlling 

imperative and then we moved toward a more urban aesthetic 

imperative and, more recently, there are other shifts in our 

society as a result of larger technologies shifts which are 

changing that pattern once again. And what I'd like to do is 

flip over to the next page if I may. Most of that on that 

outline I think is there. Controls on the next page is what we 

said the other day and I would like to go down to II please on 

page 3. 

If you had a course in geography many of these concepts are 

not new to you. Most principles of urban geography begin with 

these basic concepts. Obviously, there are many different 

theories as to why communities locate where they do and how they 

relate one to another. Some of this is historical accident and 

some of it is obviously a rational and conscious decision as to 

the economic efficiencies indeed of one point rather than 

another. And in other cases it's a matter of institutional 

accidents if, for example, trains traveled at a certain speed in 

the 19th century and train brakemen and so forth could so far in 

half a day and then back so far in half a day to where they were 

then at home, you had to have a changing station and a watering 

station for the locomotive at a point that represented 50% of a 

day's travel for a brakeman and train crew so that they could 
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change and move across the country accordingly. And, as a 

result, towns got scattered across the landscape representing the 

range of 1/2 work day on the railroad. And points then where you 

refueled or at least rewatered the boilers of the train and 

change train crews and sent the crew back to wherever home was on 

the train going in the opposite direction. So that, in some 

cases, it's a rather fleeting technological phenomenon that 

causes a community to be established and then an agglomerate over 

time. The variety of answers, of course, are never very simple. 

There's always multiple constraints on why a community goes 

where it goes, but among the predominant ones in the industrial 

age were first of all the weight gaining process that 

characterized the industry of that community. If the product 

which you created gained weight as it approached the market, 

Obviously it was desirable to have it as close to the market as 

possible. If you made Coca Cola syrup, shipped the syrup to the 

market, added the water and the effervescent materials as close 

to the point of utilization as possible, in order to avoid 

shipping the weight from one point to another. By the same 

token, if it pays you to make the taconite and knock all the rock 

off of it and come up with a much more rich ore, that function 

occurred very close to the raw material and the idea was to 

reduce the bulk and weight as quickly as you could before you 

shipped the good. And as a result, manufacturing processes tend 
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to move either toward the point of raw material production or 

toward the point of utilization depending on the weight gaining 

process in the mean time. And that becomes a very significant 

factor in all matter of urban processes. Prefabrication has 

never worked out very well in this country because the more you 

accomplish in prefabbing the house within the plant, the more 

bulk and weight you have to move and, therefore, the shorter the 

distance you can move it economically before the cost of 

transportation has consumed all of the overhead in industrial 

efficiency of building the house in the plant and moving it out 

on the site. And so the weight gaining process or the weight 

losing process provides a very tight trading area within which a 

particular kind of establishment can locate. 

The second element, of course, is that there's a distortion 

to that through our institutional devices from one time or 

another. For example, the base price costing in the steel 

industry, which instead of charging everybody their fair share of 

the freight weight, tended to average the freight costs meant 

that plants could be located farther from the steel mills than 

economics might otherwise have dictated and as that type of 

institutional friction is removed, why you have some very decided 

shifts in the location of where things go and whether they want 

to be close to their raw materials or their market. It's true, 

of course, that a firm can locate anywhere along a straight line 
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between their raw material and their finished market if they live 

in an abstract world but, by in large, their key executives want 

to live close to whatever enhances their life quality. Remember, 

we're always talking about an organized undertaking enterprise. 

An enterprise is typically run not for profit, but to enhance the 

life quality of those that are in charge of the enterprise. 

That's why universities are run for faculty members, not for 

students. That's why businesses are run for the comfort of the 

executives rather than for the poor guy at the end of the line 

who is doing the work. We're not suggesting that's the way it 

should be, but that tends to be the way it turns out to be. And 

as a result, the natural economics of the firm becomes distorted 

when management decides that they would rather live closer to the 

north end of town where home is or where the country club 1s or 

whatever, or mama's gotta live in the town in which there's a 

parochial school for the kids and adequate department store 

shopping and so forth. There's a tendency then to begin to 

distort the natural quantitative, economic decision as to where 

the property should locate if you were using a linear programming 

process to make that decision and bend it to accommodate the 

decision maker's bias. A number of years ago when I was first 

starting in this, I had a chance to work with FANTAS, a factory 

location service, and I remember we went through the whole drill 

for an auto parts manufacturer in Chicago whose plant was being 
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ripped in half by 494 going around the end of the city and he had 

the chance to decide where it was he wanted to locate. And we 

went through the whole drill from Michigan City, Indiana down 

into Alabama and found a town in Alabama where he could locate 

that would improve his rate on return on capital to an 

astronomical 40% a year because Alabama was willing to underwrite 

the cost of building the plant and retraining his work force and 

on and on and on and on. And Michigan City, Indiana was probably 

the worst with high unions, high labor costs and so forth, maybe 

a return on his capital of 10%. And fine, he said, I'm going to 

Michigan City, Indiana and we looked a little blank and he says, 

that's where my boat is. He says, "You can't yacht out of 

Redstone, Alabama" or whatever it was. And he says, "Mama and I 

can't spend all the money we're making now so who cares about a 

40% rate of return on capital." Probably a rational, living, 

decision, but nevertheless, suggesting that if you take only the 

economic imperative and the highly quantitative linear 

programming model it may not result in the location decision of 

the enterprise and that there are other elements which are 

attractive from an aesthetic standpoint or a life quality 

standpoint which begin to attract and agglomerate establishments 

into their orbits. And that begins the community, of course, of 

development. 
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There are also, of course the fact that multiple markets may 

require multiple warehousing networks that the object, obviously, 

1s to reduce the total aggregate transportation and marketing 

costs and that we may locate on a fairly complex linear 

programming model of multiple locations. We have a course here 

in the quantitative department on location analysis which figures 

out using linear programming and operations research methods how 

many fire houses do you have to have and where should they be 

located in the community, given a whole set of different factors 

in terms of traffic patterns and incidents of fire, construction 

patterns and age of buildings and on and on and on and on. And 

we can have the same kinds of fairly elaborate models in terms of 

where is the best place to put 12 warehouses to reduce or control 

the shipping costs of all of our product lines for all of the 

markets within the U.S. in which we serve. Or we may find other 

kinds of networking models - very complex quantitative decision. 

And there is one case on record of that operations research had 

to come up with a wrong answer and the marketing firm went out of 

business and sued their operations research consultant for 

millions of dollars as the result of a small bug in his program 

which led to all 12 warehouses being in the wrong place. So that 

we can get, you know, fairly sophisticated in terms of rational 

decision systems, just as we can be reasonably flexible in terms 

of irrational but individual value systems. 
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Urban areas also evolve ina whole series of exchange 

processes and that begins to determine the pattern. Do we, for 

example, are we involved in a coming up the Mississippi by barge, 

transferring to trains? Are we involved in coming across the 

ocean in panelized shipping with transfer to truck and so on. 

And those break points in the transportation system become very 

key elements in the location of urban development. Naturally as 

the technology of transportation changes or where those break 

points work most effectively have pronounced impact on the 

economic vitality of the community. So New York harbor, for 

example, with its port authority which squandered its resources 

at the International Trade Center lost out to Baltimore which 

invested heavily in preparing for the containerization and 

Baltimore, as a result, became a very vital trade center on the 

east coast. And the areas around it as far out as Columbia 

Maryland, have become major wholesaling centers because of their 

convenience to that particular break point in the transportation 

in the Baltimore harbor. And New Jersey's side of the New York 

harbor, in particular, has been very badly damaged by their 

inability to maintain their competitive position. So as 

technology changes, so do the break points. If we used more air 

freight, obviously, those airports that are capable of 

international trade and freight handling become more significant 

in the economic base of the immediate region. 
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Another type of enterprise is what's called the foot loose 

enterprise. Foot loose enterprises simply look for life quality. 

After all, you can take the entire annual production of 

microchips from a given plant and ship them anywhere you want in 

a piper cub and it isn't really a function of transportation 

costs on that kind of product - or for software such as 

blueprints and designs of complicated equipment. You can locate 

that anywhere that the talent would like to live. So all of you 

I'm sure are aware of the story of the magnet computer company 

based in Chippewa Falls, WI because the resident genius in design 

of magnet computers computers chose to live in Chippewa Falls, 

WI. There's simply a life quality factor which allows you to 

market that community to certain kinds of selected industries. 

And that's becoming of course a major element in the competition 

between communities today for new industry. Can we find a foot 

loose industry that 1s not anchored by economics to a particular 

location in terms of raw materials or technical pools of talent 

or whatever. Because really, when you get down to it, it is only 

the foot loose industries that can be relocated from one 

community to another. And who are the targets for economic base 

competition among cities. 

The way station theory is another traditional pattern. Of 

course the classic one is the California mission cities all the 

way up from Mexico to San Francisco and each of those whether, 
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Santa Barbara or Los Angeles or, you Know, all the way up the 

coast, each one was one day's horseback ride from the previous 

one. And the churches were located at the terminal point of a 

day's travel and provided the inn keeping function as well as a 

settlement function in the development of Mexican California. 

And as a result, in fact, rather even spacing up the coast of 

California has determined its current location of major 

communities. But the way station function continues to change 

and many people have lost their shirt as they get caught in that 

technology. When we had two lane highways the number of hotels 

and inns was relatively high. It was necessary to serve your 

driving across the country sort of thing. When you went to 

interstates suddenly you could travel two or three times as far 

each day and as a result the way station got considerably spread 

out. And as people moved away from trains and could now travel 

by airplane and go to Washington DC and come home in the same day 

without having to use a hotel there, the character of the way 

station function has changed and the critical points of 

termination for travel are constantly shifting. In any event, 

each of these kinds of elements begins to identify historically 

why towns started where they did. And what agglomeration and 

Capital investment is made there the cost of relocating to 

achieve a more desirable place to be becomes something that is 

very very difficult to overcome and if we continue to stay where 
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they were historically, even though it might not be the very best 

place to be. Dallas, Texas is a classic example of a town which 

has certainly no reason today for where it is where it is other 

than that nobody can afford to leave - too much invested in 

infrastructure and buildings and so forth and so they hustle to 

find very good reasons to stay. Singapore is a classic case in 

point, it does not have any recourses whatsoever. In fact it has 

to import its water from Malaysia in an aqueduct that comes 

across the little water area between it and the mainland. And 

therefore exists entirely on trade and has to simply hustle to 

continue to support its independent city/state existence. And if 

I suppose you were to do it differently, you might not have 

located there at all. But historically now it's at the 

Significant navigational track through that particular area. 

Fairbanks, Alaska is another classic case in point that if you 

were to do it again, you would never do it there. Probably if 

you picked an area for a community that had nothing going for it 

other than the fact that there was a lot of gold in the riverbed 

at the point at which Fairbanks was initially established, you 

have to pick Fairbanks. The weather is rotten, the mosquitoes 

are the kind you keep out with a chain link fence. It 1S grossly 

humid in the summer. It has a frost ice in the air which you get 

to inhale in the winter. There is just nothing attractive about 

Fairbanks and it's just one of those nice places to be from. Yet 
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now that it's there, it continues on partly under its own 

momentum and those who can afford to typically motor out five or 

Six miles from town and live in the next valley over where the 

climate 1s considerably more accommodating to man than Fairbanks 

itself. So quite often the historical accidents simply 

perpetuated forward because the capital investment becomes an 

unacceptable write down to relocate. Occasionally communities 

have a chance for a second guess. Little Soldier's Grove here in 

Wisconsin located on the Kickapoo only a few years ago had that 

chance for a second guess. At the time that it was built, it was 

built adjacent to the water for mill development and electrical 

development and transportation and so forth and periodically got 

flooded out by the Kickapoo and finally it was cheaper to 

relocate the town to high ground than it was to build dikes and 

levies and a water system that would keep the floods off the main 

street. At that point the U.S. Corps of Engineers paid everybody 

off so their remaining values of their downtown properties and 

allowed them to build new in an area that was better adapted. 

And very seldom does the opportunity for a town to second guess 

where it is it should have located in the first place come along. 

Assuming then that the urban clusters make some kind of 

sense and that they are spaced out between themselves according 

to some sort of economic logical at the origin, the question that 

remains, of course, 1s; how do we want the highly structured 
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pattern to begin to evolve? Obviously, there are some kinds of 

uses that are relatively incompatible with others. Stink of oil 

refineries and sulfite paper productions suggests that they will 

be relegated far from the suburbs and hopefully well down-wind of 

the residents. Another dimension, of course, is the kind of 

density that people would like and would find useful for their 

enterprise. At what point would you rather live ina high rise 

apartment building than a single-family detached home and what 

kind of ratio of people per acre 1s most comfortable and 

accepted. And that changes with society and it also changes with 

opportunity for alternatives. The communities, most of the major 

urban areas have sociological topography maps indicating the 

relative density at different points in the community and that 

density by property type. Industrial buildings would have a 

certain density of employees per square foot just as residential 

units would represent a density and a more residential 

characteristic area, and so on. And guite often value patterns 

in the community follow that topographical sociological density. 

The more people that are willing to be at a particular point at 

a particular point in time, typically the higher the value of 

those areas. So that the land underneath the Empire State 

Building or the Sears Roebuck Building typically has a greater 

value than, let's say, the land under the 2-story dental building 

in the suburbs. And we can begin to shape that topography of 
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value and, through the planning process, alter it, if that's what 

we wish to accomplish. And, by in large, most of our second tier 

cities have a gradual showing topography of density while most of 

our first class cities have a rising topography of density. The 

major viable entities like Los Angeles or Chicago or New York and 

even Denver have very high density points evolving as more people 

want to be at a relatively central point. And maybe they need 

multiple nuclei within the community. In effect, density is 

becoming a three dimensional concept rather than simply a two 

dimensional concept of your original little doodle. The urban 

land economist, of course, was always assumed that the separation 

of land use is both desirable and one of the objectives of that 

highly structured density land use. And yet we're beginning to 

see that perhaps some of our standards of the urban efficiency 

are questionable. Efficiency is usually taken to mean that the 

aggregate expenditures have been reduced to the community by some 

configuration for the community. We've reduced our internal 

transportation costs or whatever as we mentioned the other day. 

Franklin says, however, that real efficiency is when there are no 

longer any rental differentials from one part of town to another. 

That the number of choices available to the consumer that are 

equally satisfying 1S so great that they are unwilling to pay a 

Significant premium to be at one point or another in the 

community. That ability to satisfy the diversity of choices and 
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preferences of the citizenry is perhaps a better measure of 

efficiency than what the ultimate cost of the transportation 

system 1S or whatever. We can begin to set up different value 

judgments as to what represents an efficient, structured density 

for development. For example, we could look at fiscal profit and 

we will later on in the semester. Let's assume we're a 

subdivider and we have the choice of doing all single family 

homes or some single family, some townhouses and some garden 

apartments. Single family homes tend to produce the most 

children per household. People tend to move into the single 

family home during the child rearing period. They tend to start 

out in an apartment when they don't have any children and maybe 

as they move toward retirement, they go to a single floor 

townhouse or something of that sort where they don't have the 

yard to maintain and so on. Well, if you're the community and 

you're looking saying, "Gee, how many kids can I handle in my 

elementary school system or my junior high school system and so 

forth." And the developer comes in and does all single family 

homes, it may be very efficient for him and maybe very attractive 

for the home owners, but it may be a fiscal disaster for the 

school board who is now not able to handle all of those children 

without temporary classrooms and without raising of tax in order 

to finance additional building and so forth. If one of our 

measures of efficiency is to permit the government to provide its 
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services ina stable and fiscally solvent way, then we begin to 

change the kinds of densities that perhaps the market would have 

suggested or perhaps tradition would have suggested for that 

particular area. And we would encourage the developer to have a 

mix of garden apartments and townhouses and single family homes 

so that the tax base created by the garden apartments helps pay 

for the kids that are coming out of the single family homes in 

the same general school district. And so we begin to change our 

definition of efficiency from one of simple transportation 

economics to the larger service package that we may want to 

provide. Social integration may be something that 1S very, very 

important. In fact, probably one of the most critical issues 

that is before us in the next five to ten years relative to real 

estate is the gradual social disintegration of our urban core 

because of the unwillingness to finance higher educational costs 

at this point in time. A very, very false sense of efficiency. 

We probably should have teaching ratios of one to three in our 

urban core - one teacher, three students. Our big money isn't 

willing to do that. The chances are very good that the cost of 

that 15 years from now may be the entire value of their real 

estate. Keep in mind that currently somewhere in the 

neighborhood of 25% of all the babies born last year were born to 

mothers of 18 or less who are dysfunctional as a parent. It 

doesn't take very much knowledge about child psychology to have 
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some sense of the hostility and frustration and isolation of 

those 20% of our children 15 years from now. The real urban 

efficiency may be to invest heavily in the educational system 

today so that those who were left out of the system won't burn 

the rest of it down around our ears fifteen years from now. Our 

perception of what is efficiency in terms of urban layouts 1s 

becoming much more sophisticated than a simple linear programming 

of transportation costs between raw material and ultimate market. 

Flexibility, obviously, is a critical element in measuring 

efficiency. Probably absorbed changing life styles. How do we 

absorb the fact that more and more of our population will be over 

age 65? That we'll find it more difficult to drive longer 

distances? That we'll need additional supportive and personal 

services during their elderly period? What kind of arrangements 

can we make to accommodate that changing demographic pattern or 

will, in fact, parts of our cities becomes obsolete because there 

aren't enough people in that age bracket or with that set of 

needs to require them? For example, Shorewood Wisconsin in the 

30's built the premier school system probably in the country. It 

attracted people from around the world, to look at their campus 

plan high school and their elementary schools that were 

integrated neighborhood by neighborhood into it. But, Shorewood 

was a very nice place to live. And after everybody's children 

grew up and went on to live their lives, the parents continued to 
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stay there. But there were no more children to take advantage of 

that tremendous public infrastructure in place. And, as a 

result, a number of the elementary schools were closed and 

converted and there was obviously tremendous under utilization of 

a fine plant. Now Shorewood has moved through that life cycle 

with the elderly and again younger families are coming in. Now 

the school system 1s inadequate because the capacities that were 

there have been converted or removed. How does the community 

become flexible so that it doesn't under utilize its 

infrastructure and then find itself short of the same kinds of 

services and infrastructure as the demographic cycle shifts 

within that community? So that becomes a matter of efficiency 

and locational preference and so on. 

And what about control and external costs - noise, 

industrial pollution etc. A good classic case in point was 

Oklahoma City a couple of years ago wanted to have a new General 

Motors plant - the environmental protection agency ruled that 

Oklahoma City had all of the particulate pollutants, elements in 

the air that it was acceptable to have and that, therefore, they 

couldn't introduce another increment of pollution from the 

General Motors Plant. They thought it expedient to go back on 

all of their other industry and enforce very strict standards of 

pollution control so that they dropped significantly the actual 

elements in the air that were obnoxious and left a sufficient 
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absorbing capacity to allow General Motors to build their plant 

without exceeding that which was regarded as an acceptable level 

of pollution. That becomes a level of efficiency by creating 

economic base and creating jobs and creating new tax base for the 

community. 

Then, finally, there may be a desire to create a certain 

life quality - a somewhat romantic image of the good life. 

Certainly that's something that's transpiring on the Square 

presently with the planting of trees and providing of any number 

of sitting areas and the various kinds of European bric-a-brac 

that make street life in Europe or the more romantic parts of 

Denmark and the Netherlands part of the American street scene. 

And, again, perhaps no economic imperative to do that other than 

Simply a romantic hope that we can recapture the textures and 

sounds and ambiance of another area that, perhaps, grew up 

accidentally to be attractive and now we try to recreate that on 

purpose. Not certainly an exhaustive list for measuring urban 

efficiency but we're suggesting that we're moving away from the 

Quantitative methods that perhaps dictated a highest and best use 

in terms of absolute wealth maximization toward a more 

sophisticated set of standards of efficiency for that highly 

structured cluster that meet a variety of tests of how well we're 

doing and whether we're, in fact, moving in the right direction. 

And most of those tests are qualitative. Most of those tests 
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are concerned with life quality in one form or another and this 

is the way that we begin to evaluate them - the city beautiful. 

With that I'm going to quit for today. See you Monday. Dan 

Knox 1S going to take over and I'm going to run down to a meeting 

and fight for the convention center on the Square. 

And, obviously, 1S an argument that is based on equal money 

time and money time equals space time, the drive wheel, the 

energy, if you will, 1S money changing hands. And the question 

of course 1s what causes money to change hands at a certain 

location? And that has to do really with the employment function 

or service functions of that community. And the key premise that 

we're going to be looking at and which really is the key to much 

of the debate that you see in the newspapers as between cities 1s 

this basic key proposition which you should write on your collar 

or your cuffs or whatever. And that essentially is that the 

level aggregate of demand as reflected by income, output, 

employment which we're going to call “y” is the sum of household 

consumption for food and everything else, household investment, 

such as building a home or remodeling, business investment, 

government consumption, government investment such as building 

schools or infrastructure of one form or another, plus all the 

net spending by people living outside the city, in effect coming 

to town to spend their dollars or sending their dollars along 

with you to school. And, of course, we'll call “net” as the 

186



550/705 - Real Estate Process Spring 1987 JAG 

exports of dollars in exchange for things relative to the import 

of dollars. And therefore the basic community's income is y = CH 

the household expenditures, household investment, IH, business 

investment, government consumption and government investment and 

finally what we'll call our export/import balance. And if you 

have to import everything, essentially the income of the 

community 1S going to be the balance of the exported goods and 

services. We’ll think of Prudo Bay, for example, in which there 

1s only one product going out, that's oil, that's the export. 

And that export of oil pays for everything that goes on in Prudo 

Bay and those people's incomes, however, are not really spent 

there although there are some convenient outlets for food and 

minimal services like barber shops and so on. The great majority 

of their income is spent then outside of Prudo Bay. So typically 

towns begin with a virtually pure export base and often related 

to exploitation or resource base - a copper mine, an oil well, 

limestone, whatever. And ultimately, there is enough net income 

brought into town that stays in town that you begin to build a 

service base around it in terms of baking the bread there instead 

of hauling it in or providing some level of recreation in town 

and so forth. But we begin then with a really, virtually a pure 

export economy. And the only way a town can grow or even survive 

1s for it to export goods and services and import cash. 

Otherwise, all it’s doing is taking in each other's wash and 
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there's always somebody who will do it for less and somebody 

Starts saving money and you have a gradual leakage out of the 

system and a gradual running down of the system. So notice what 

happens when a mine closes at a mining town in Colorado, there 

are a few people that linger on indefinitely and perhaps run a 

saloon out of nostalgia, but the rest of the town goes away. And 

that's not just unique to the old 19th century. If you ask our 

mortgage guarantee companies in town what their biggest problems 

are, it's in Colorado and Wyoming where the oil shale industry 

was coming on strong, they started to build a couple of new towns 

and when the oil shale industry shut down because the price of 

oil came down and didn’t justify it - supply of water wasn't 

adequate to produce it at a reasonable price, people simply 

handed over their keys to their brand new homes to their local 

lender and left town. And you now have some very fine cities out 

there with one or two custodians wandering around waiting for the 

next boom in oil shale. So we begin with that basic premise - 

that we have to import cash and export services and the degree to 

which the town can grow is that we have some sort of net balance 

that stays behind. 

Those elements which import cash and export services are 

called our base industries - our economic base industries. Now 

they are the town builders. They are the ones that attract 

Capital into that community and provide that net surplus to 
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invest within the community. Now, at one point life was fairly 

Simple, we have a resource industry like oil, it's clear, we're 

shipping out oil, bringing in cash and so on. Today we're much 

more subtle about it. An insurance company that 1S bringing in 

premiums from all over the country and hiring the local clerical 

work for us to process it and handle the claims and do the 

administration and so forth, 1S economic base to the degree that 

its number of people employed in that business exceeds that which 

1S average or typical for a community. So in Madison you could 

have a barber shop at the Inn on the Park, which gets 75% of its 

business from travelers, is really part our economic base 

industry in that it's importing dollars from people that earn 

those dollars somewhere else. They spent them here and then go 

on about their trip. On the other hand, if you have a barber 

shop far out in the suburbs, that would be a service industry 

because virtually none of its customer base is coming from out of 

town - they virtually all live in close proximity to the barber 

shop or the local grade school or whatever. 

Now, therefore, we really need to look at what we call basic 

sector activities to find out whether the drive wheel of the 

community 1S moving forward with force or gradually running down. 

And then we want to look at the nonbasic sector. Those are all 

of the service activities or town fillers which are prompted by 

the demand of consumers for diversity of services. Initially 
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those services are quite simple, often related to weight related 

items. For example, if bread doesn't travel very well, 

Obviously, you'd have a baker nearby to produce fresh bread. 

Once Gardener Bakeries figured out how to pump enough air into a 

loaf that it can survive virtually any kind of trip, it becomes 

cheaper to create it at central points. Notice what has happened 

with the growth of the interstate system, better semis, bread 

which had total resiliency to virtually any catastrophe, we can 

produce virtually all of the Gardener's type bread right here in 

Madison and ship it all over the state. Whereas at some time in 

the past each town was dependent on the local bakery anda 

variety of other services of that kind. And so there's a 

constant shifting because of our technology, because of the kinds 

of goods that we have and so on, as to whether a good 1s a 

service good or whether it's an economic base good. 

And, of course, the strategy of any community is to capture 

as much of the economic base as possible. For example, one of 

the hot issues 1S going to be that you're going to be very much 

involved in, is whether the university should shut down some of 

its junior campuses and concentrate those funds on providing for 

the influx of students to Madison and Green Bay and Milwaukee and 

other major campuses. And you're going to find tremendous 

resistance in the legislature to any sort of reduction in these 

other campuses. Well, why? Because essentially a university 

190



550/705 - Real Estate Process Spring 1987 JAG 

campus 1S an economic base item. And if all you got going for 

you in Bairabou or Stout or any one of the other smaller towns, 

1s, in fact, a government payroll that is being subsidized by 

state tax funds drawn from the entire base, and it employs people 

who then, in turn, spend money in the local stores and so forth 

and bring students who spend money in the local stores, that 

becomes a key element, maybe the only element of economic base in 

that community. And when you're asking the legislator from that 

area to say, "Yea, we’ll close that because it's good for 

Madison." You can guess what the answer's going to be. You're 

talking about life blood at that point and as a result, 

tremendous resistance to anything which would, in fact, cause the 

economic base to contract. Even though from an institutional 

Standpoint, university standpoint, it might be better to 

concentrate our resources on a somewhat more reduced number of 

campuses. From the standpoint of the decision makers who are 

talking about undermining their economic base in their 

constituency, that 1S not a good idea at all. AS a result, 

economic base elements become critical factors. How should we 

treat Oscar Mayer? Oscar Mayer 1S our single largest base 

employer in the city of Madison. Now we can be very tough with 

them and say we don't like the smell of the slaughter works and 

we think the chemicals they're putting in the sewer system are 

unattractive and so forth and so on. And what's more we don't 
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approve of a roll back on worker's salaries and so forth. Buta 

firm that 1S now national such as General Foods and now their 

corporation on top of that can say, "Fine, you don't want it, 

there's a lot of other communities that would love to have an 

economic base of 2,000 primary workers and knows what that will 

do for economic value, growth and home sales and everything else 

in that community.” And, as a result at some point you have a 

Mexican standoff between those that control economic base and 

those that would just wish that it would cleaner or that maybe 

the workers would be less rough or whatever. 

The nonbasic sector activities are also a function, 

Obviously, of the income, education and demographic 

characteristics of the community. Down in Huntsville, Alabama 

where a large part of the early missile program was concentrated 

a very, very high educational level. As a result, Huntsville 

invests heavily in their school system because they have largely 

a constituency of people who have Ph.D.s who want their kids to 

have an equal education to what they received and so on. And, 

therefore, the infrastructure package in Huntsville is very much 

tilted toward the high education, college bound type of market. 

And the stores and the line of goods are very much tilted towards 

that upper end. Where if we're going to create an oil shale town 

and so forth, you may have a blue collar level oil land roughneck 

and so forth where a couple of good country bars will take care 
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of the educational and recreational needs of the community. And, 

so obviously the way the service industries grow up, becomes a 

reflection, in part, of the kind of folks that are in the basic 

sector activities. 

Now, if the community becomes overly dependent on a single 

basic sector activity, it's very, very vulnerable. And, of 

course, many communities today are very tied to the defense 

budget, for example. Where was it? Last night on 60 Minutes, 

you have a classic example of a boon doggle of a tank and 

personnel carrier being built in a California town in which FMC 

1s the major employer. And the fact that the thing is loaded 

with bugs and it's probably not a really great idea at all, is 

irrelevant. congressmen come in and say, "Well, we'll solve the 

problem eventually, but we're not going to shut down the plant. 

We want to keep those people employed and we'll keep building an 

inferior product simply to stabilize the economic base." And if 

the congressman sits on the right committee in Congress, he's 

capable of throwing that kind of economic base into his 

constituency. Which is why Wisconsin does so poorly, we have a 

lot of honest, fairly able congressmen trying to doing the job 

right and as a result, don't do much for it, in terms of economic 

base. The congressman from Oklahoma can have a canal dug from 

Oklahoma City to the Gulf of Mexico and make Oklahoma City a 

seaport. And we all paid for it. And similarly, in M1iSSiSsSs1ppl1, 
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and so forth, they've been able to dig a seaport canal from the 

Gulf to the Tennessee River, and so on. And national heroes like 

Mr. Baker are going to fund that sort of program but our 

congressmen don't seem capable of that kind of graft and, as a 

result, Wisconsin is the lowest state in the country in terms of 

federal help to its economic base. Not maybe a good thing in 

some ways 1s that we're not, therefore, dependent on the 

mortality of our congressmen and senators for our economic 

Stability. On the other hand, if you're in Seattle Washington 

and 25% of your economic base is Boeing and Boeing doesn't win 

the contract for the next bomber, you got a real problems. And, 

as the result the political game is played obviously to be damn 

sure that they get the contract in order to sustain their 

economic base because the economic base sustains the price of a 

single family home in that community and is the prize spring of 

virtually everything else that transpires in that community. So 

when we're talking about economic base, we're talking about 

really a gut issue. 

Virtually any kind of a graft, anything is fair in securing 

economic base for a community in order to sustain its lifestyle 

and its aspirations and expectations for its security. Consider 

for example, should a company be permitted to relocate its 

economic base? Norge for years was located in - what's the 

little town in Michigan on the coast there, I can't think of the 
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name of the town but, Norge was the principal employer building 

refrigerators, stoves and a variety of appliances. And they were 

highly unionized, their work force aged, their cost per hour was 

creeping upward continually and a little town called Zenith, 

Arkansas right out of Fort Smith said, "Gee, guys we'd love to 

have your plant down here. We'll build you a one-floor plant has 

all of the latest innovations in terms of material handling and 

so forth. The state will train folks from Arkansas how to 

operate the machinery and build refrigerators and washers and 

dryers and all that type of thing at a much more competitive 

cost. And so what do they do? They simply say, “Oh I know 

Muskegon." So they said, "Fine, when the union contract comes to 

a vote in June, we're closing the plant and moving to Fort Smith, 

Arkansas." They had worked that out very quietly with Fort Smith 

and the plant was ready to go. They took the executives with 

them that they wanted, the foremen and designers they wanted and 

left Muskegon without its economic base. Well, if the town wants 

to pick up and move with the job as they might be permitted to, 

under labor law, who are they going to sell their house to? 

Who's in a position to buy a home if 20% of the major workforce 

are out of work? What's happening to the price of the home 

relative to the mortgage? What's happening to the little 

storekeeper who's dependent really on that last 50 guys that walk 

in his store, really provides his total profit - everything else 
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goes to cover his fixed charges and now he loses those 50 people. 

Who's he going to sell his business to? What's going to happen 

to the clerk that he employed and so forth? How do you gradually 

trench in a graceful sort of way because all of the elements in 

that town were driven by the cash flows created by that payroll. 

Because as we'll see in a moment, there's a very significant 

multiplier effect as those payrolls from the economic base drive 

through the community. Why should Janesville, for example, 

General Motors be allowed to move a pickup truck production thing 

to Fort Wayne and invite the people who for three generations 

have lived in Janesville to pick up and go to Fort Wayne if 

they'd like to keep their jobs or cross their fingers and hope 

that maybe GM will find something else for the GM plant in 

Janesville to do. Now we have to have mobility of capital 

presumably to get efficiency of that plant. By the same token, 

our accounting systems don't take stock of the secondary and 

tertiary impacts of that kind of move on the revenues and balance 

sheets of all of the establishments that are related to it and 

dependent on that economic base employment. In any event, 

economic base employment is the heartbeat of the community in 

terms of its ability to sustain what it has and its ability to 

dream about what it could be. And for every community there's a 

relationship between that basic employment and its nonbasic 
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employment and, furthermore, between that nonbasic employment and 

its total population. There's some sort of multiplier. 

For example, you might have two nonbasic service workers for 

every one in the economic base. As the community grows even more 

diverse in its tastes and broader in its base, that ratio spreads 

out. For example, in Chicago the ratio is closer to one to 

three. At that point in Chicago you can have folks that do 

nothing but say provide hairstyles for poodles and provide stores 

that equip the residential domestic cat with virtually any type 

of cat food and equipment that a cat could imagine. Well you 

can't afford to do that ina town of relatively limited 

population and so forth. The diversity of deeds and talents and 

so on, simply isn't there. So as the town matures the ratio of 

ancillary service employment to the economic base employment 

begins to expand. And the typical ratio 1S somewhere over 2 to 1 

- 2.2 to 2.3 to 2.5. Every community has its own particular 

ratio because it's at a different stage in terms of its economic 

growth and diversification. Now that means that for every new 

dollar we can bring in by finding new base jobs, presumably we 

can begin to expand the other employment. And, by the same 

token, if we loose 100 jobs at Oscar Mayer and we find no 

additional 100 jobs in other base industries, gradually and 

almost imperceptibly the community will start to slow down and 

the number of dollars pulsing through the various businesses and 
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establishments in that community will also begin to shrink. 

Therefore, we first want to look for that base multiplier - the 

relationship of base employment to service employment. 

By the same token, we want to begin to look at the 

demographics of that community because of its age and 

characteristics and so on, to find out what the relationship is 

of total employment to total population. And so if we look down 

to IV there and we start out with the basic employment ratio here 

is 1 to 1.5 and that in addition, the base employment to total 

employment therefore 1s al to 2.5 and the total employment to 

total population is 1 to 2, then a change in base employment will 

change our total base population by a factor of 5. So for every 

additional base job, ultimately our demographic move will 

increase by approximately 5. Five hundred employees in new 

employees at Oscar Mayer as a result of improved sausage demand 

or bologna at the university perhaps, you can calculate the 

resulting impact in population which will occur over maybe a one 

to five year span. For example, when Chrysler went to Belvedere 

with their brand new plant, initial impact on Belvedere outside 

from a few more saloons and maybe another grocery store was 

relatively quiet. People drove to work from 50, 75, 100 miles 

away but as they became convinced that the job was here to stay 

and that they liked that job better than perhaps whatever their 

agricultural employment had been or their job in a small town. 
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They began to think about moving to Belvedere. And so the third 

or fourth year after the plant opened you began to see a spurt in 

home construction. And then as people began to perceive there 

were more families in the area, then there was an increase in 

supermarket construction and other retail services. And then 

pretty soon dentists and doctors started to move into the 

community to service the increased population base that was 

there. All of that took a certain amount of time so that it's 

not an instant transformation. But the process is realizing that 

as that economic base begins to build, you can forecast with a 

fair degree of reliability where the population will be three, 

five and ten years hence and begin to plan for it in terms of 

providing the proper infrastructure and school system and other 

obligations that will be on government. By the same token, when 

you begin to look at a proposal and scale it the other way, I can 

remember a couple of years ago being a planning charette (?) in 

Anchorage, Alaska for a project called the Tudor Center which was 

approximately /0O acres. And the general partner of the land 

Owning partnership had decided that office buildings were 

certainly financially viable and that, therefore, you should make 

more of them. And had figured out with his designer that you 

could put a million two thousand square feet of very high grade 

office space on this site and they artfully crafted a model anda 

very elaborate blueprint and so forth of the whole thing and then 
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invited a group of us in to critique it. Well, this was supposed 

to be like a three day session and the conversation died after 

about five minutes because it went something like this. Yours 

truly said, "Gee, a million two hundred thousand square feet - if 

you have 200 square foot per worker that means we're going to 

have 60,000 new office folks in Anchorage over the next ten 

years. What percentage of your population are office workers 

now?" "Well, maybe 20 percent." "Gee, that's really neat, that 

means you gonna have 300,000 people coming into the employment 

force if 20% are going to be housed in offices. And if that's 

true, and if they all come from families of 2 1/2 persons per 

family, those 300,000 workers really mean that we're going to 

have something like 750,000 people move to Anchorage in the next 

ten years. That's really exciting. How many people do we have 

now?" "Well, we have 160,000 on a warm day." "Don't you think 

maybe we maybe go into housing if we're going to have to take 

care of all of those people before the snow comes?" There had 

been no thought at all to look at what the interrelationships 

were between the aggregate demand for office space and all of the 

other implications to the community. They simply said, "Gee, the 

square foot of office space will make me a dollar anda half a 

year, how much would a million two hundred thousand square of 

office space make for me?" Just make more of them, you know. 

How can you lose? So you have to really go back and scale the 
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character of your real estate to the character of your economic 

base and the service industry which will result. 

Now, as we begin to apply that principle then, we can also 

see what the political stakes are in attracting a new General 

Motors plant to your area or hopefully stealing somebody else's 

company to your town and so forth. And it really doesn't matter 

at what scale we're talking about. Madison is fighting hard with 

Middleton to attract industry to Madison's industrial park so 

they build on our tax roles rather than Middleton's tax roles and 

by the same token, Madison and Middleton were sulking when Oscar 

Mayer introduced their new chemical extraction plant in Wannakee. 

While Wannakee obviously was gloating at the tax base. And 

there's a continual tug of war between the university in Madison 

that would like to attract new research firms to Madison and the 

Milwaukee industrial base that says, "Why in the hell do you have 

to have specialists in robotics or steel working when you don't 

have any industry like that in Madison, that's all located in 

Milwaukee." Pretty soon the regents are fighting the state 

itself as to where they should locate various research labs 

relative to the economic base and so on. And so that interesting 

work goes right up the scale until the north is fighting with the 

south and the U.S. is trying to keep General Motors inside the 

boundaries and General Motors is trying to leak over into Mexico 

with encouragement from Mexico, of course, to create new jobs on 
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the other side of the Mexican border and so on. And so the issue 

really is jobs, because often those jobs we finance everything 

else that we want to do with the city beautiful. 

Now, obviously if we have some understanding of what those 

dynamics are. If we spend some time studying them, why 1.) we 

can begin to anticipate direction and character of the 

community's growth. We can begin to scale the need for new space 

to house offices, or retail, or housing populations. And we can 

begin also to formulate a growth strategy for our community which 

will hopefully stabilize our economic base and perhaps avoid the 

roller coasters and the panics that characterize the one industry 

towns. So if we look at, for example, Wichita, Kansas a few 

years ago - totally dependent on the light aircraft industry. 

Cessna, Beechcraft and Piper were all located with their main 

manufacturing plants in Wichita. Now, obviously it would be 

desirable for Wichita to see them grow. But, on the other hand, 

1f corporations suddenly start to pull in their belts and adjust 

to a recession, the first thing that goes is the corporate plane. 

And when the corporate plane goes, so goes Wichita. And so 

their growth strategy was really was to find those kinds of 

industries that were totally unrelated to corporate capital 

spending for relatively marginal kinds of items like airplanes. 

And they had succeeded in reducing the light aircraft industry 

from say 55% of their economic base to about 15% of their 
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economic base with tremendous stabilization of their employment 

base, by the same token, making it much more attractive for the 

individuals that were lending money. For example, mortgage 

lenders in the early days of the mortgage guarantee business got 

badly burned in Wichita when the light aircraft industry shut 

down, engineers had to pick up and move away. Homes went for 

Sale. Retail prices of the homes fell and suddenly the mortgage 

Guarantee industry owned hundreds of homes in Wichita and really 

it had no real market to sell them in. So that, as a result, 

interest rates in Wichita went up. There was a higher risk to 

lending on a single family home in Wichita than there would be in 

a more diversified economic base. And the lenders that were 

there obviously wanted to get their funds out to some area with 

somewhat more stable in the repayment record, a little more 

predictable. So by stabilizing the base, they also made it 

possible for everybody to borrow money to buy a home or to make 

plans relative to their little business - a more acceptable, less 

risky kind of enterprise. Maybe you saw that famous cartoon in 

Seattle when Boeing was at its low ebb - there was a huge 

billboard up on Interstate 5 that said, "Will the last man out 

please turn out the lights." Not true with Seattle any more. 

Seattle has done a fine strategy job of attracting different 

types of industry so that they're not dependent on Boeing. Now 

certainly Boeing is still a big factor, but still less than 20% 
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of their total economic base. That really requires, obviously, 

coordinated effort by all of the citizens. 

Texas, for example, analyzed each community as to what it 

does best. For example, San Antonio is well known one for a 

large labor pool, largely Mexican Americans at a relatively low 

cost and a long history in medical research because of the major 

military hospital, and so forth, that are in the area. And 

therefore San Antonio's growth strategy is built around further 

medically related kinds of industries that may be labor intensive 

in terms of drug research and medical preparations and so forth 

and if somebody comes to Texas, if they don't get everyone 

pulling them in 47 different ways, the state of Texas and all of 

the communities in Texas try to pitch San Antonio. On the other 

hand, when the new computer labs were being considered Austin is 

the center for silicon chips research and computer research and 

that area and, as a result, the governor and Houston and Dallas 

and San Antonio all pitched in to say what do you want in Austin? 

They weren't killing each other for the contract. And Houston, 

Obviously, 1s very much related to petrochemical industry. 

Dallas 1S very much related to some light manufacturing but more 

banking and financial elements and so forth. And so there's a 

coordinated strategy which, rather than cutting each other's 

throats to pieces as they fight over the prospects of another 

economic base element, they worked in a concerted way to put it 
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in an area which has a tradition and a growth strategy relative 

to serve them. And the growth strategy is integrated. When they 

took the computer, cryogenics labs for the third generation 

computers which is a consortium of all computer makers in the 

U.S. so that they can afford to compete with the Japanese, told 

Austin, the first thing was the state said, "What can we do for 

you?" And they wanted certain kinds of state investment aids in 

terms of creating the facility. And the university said, "What 

can we do for you?" And they said, "Well, for one thing, we 

would like peer research at the university that was coordinated 

with our efforts." And the university instantly created 20 one- 

million dollar endowed chairs for support of that particular 

effort. And, you can march right down the line. The City of 

Austin said, "What can we do for you in terms of facilitating 

this?" 

Now notice what happens in Wisconsin. General Motors would 

like to encourage a robotics engineering section here and we have 

some very capable people in the engineering section so they give 

$450,000 to the engineering school to enhance its robotics staff 

and if that isn't a clue as to what General Motors would like to 

see us doing as a state, I don't know what is. So what do we do? 

So we go out and say, “Wonderful we'll give you $2 million 

Shares in robotics so that we can pursue a research in a pure 

research base that supportive of what you're trying to do in the 
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practical apply area." No, no, our heroes come out and Say, 

"Hey, we're going to do a $35 million dollar athletic center to 

house the hockey team which is already housed and the basketball 

team which is sort of housed. Isn't that terrific?", you know. 

And General Motors says "What, what kind of decision is that?" 

General Motors maybe ought to convert maybe to the production of 

skates and basketballs. So that we really have no growth 

Strategy. And I think Governor Thompson has pointed that out 

very well. We have like six different agencies gallivanting 

around the world selling Wisconsin but none of them know what the 

other one is doing. A growth strategy relative to jobs is the 

Critical underlying base element. We've got to address that 

problem first or nothin' else is going to work. 

Obviously, once we have some sense of what that strategy 1s, 

then we also have some sense of what kind of public 

infrastructure we need to support that. What kind of school 

system are we going to have to have. Where Lockheed for a long 

time was the center for metal repeating (?) machine tools because 

it had such a fine technical school teaching the operations of 

the most sophisticated kinds of milling machines and lathes and 

all of the other types of equipment on which a highly refined 

metallurgy industry was so dependent. There was a direct 

interrelationship between the technical school system and the 

industry in Milwaukee. And that occurred to a lot of people to 
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put their plants in Milwaukee where they could get that kind of 

Support. Here we have the same type of support to a degree 

between MATC and the community. What do you need? Do you need 

computer operators or do you need beauty operators or do you need 

food and resort management types and so forth. That kind of 

integration at the technical college level is critical to the 

state. And yet, we see a university here at the University of 

Wisconsin trying to remain aloof from that. Trying to say that, 

"Gee, everybody really wants culture and we'll put all our money 

in the liberal arts department and if you want to go to the 

School of Business, tough luck, you know, try the tech school." 

There's obviously the idea of a growth strategy with the state of 

Wisconsin has not percolated yet through the consciousness of a 

good many of those that have to do with university 

administration. 

Finally, when we first begin to look at economic base we 

realize that it does not appear over night - do we need to 

encourage our sea industries? Do we need to encourage those 

little firms? - because most of our growth in the last ten years 

has not been among the biggest employers but it has been, in 

fact, among the little employers. The guy with the idea that 

hammering out in the back shop of his garage some place and comes 

up with a new universal widget of one form or another. One of 

the reasons that New England probably is the driver's seat in 
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terms of our current post industrial technology was two factors; 

one, a banking system which under the leadership of First Boston 

said, essentially, that a loan officer could not turn down a loan 

application from someone who was in high tech research 

development without permission of the senior officers - now 

that's the reverse of us, here there ain't nobody going to stick 

his tail feathers in his sling, he's going to say no first and, 

you know, the loans we didn't make are the best record we have 

for our local banking system. In New England they were willing 

to gamble at a time when they were on the ropes - when their 

industry was, obviously, moving south of technologically obsolete 

and they gambled on the little firms because that was going to be 

their future. And second of all they had large amounts of 

industrial space that was vacant. And, as a result, they were 

able to lease a little corner of an old woolen mill and allow the 

firm just to grow all the way down the first floor and then come 

back across the top floor at very very low housing costs - cheap, 

cheap, cheap. University 1S currently sponsoring an 

industrial park up on the west side in which the idea 1S not to 

produce the cheapest space, obviously, but the most expensive 

space possible. It's run by an architect who gets paid by a 

percentage of cost. Come on guys! There has to be a growth 

Strategy and you have to observe economic development and what's 

working in other areas, aggressive banking, low cost operations 
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in terms of real estate taxes and space costs and so forth, if we 

are going to alter or stabilize our economic base. 

By the same token skill mixes change and we have to 

anticipate today ina future shock society and the necessity of 

retraining many of our people. Much of what Milwaukee has done 

so long for so many years can be done equally well by a good many 

companies around the world and we can't export machine tools any 

more that are necessarily competitive any more with those from 

Germany or Japan and so forth. We need to find other ways to 

harness that talent, that expertise, that craftsmanship and 

invest in that convergent process on an ongoing continual basis 

rather than simply ina flurry of crisis from one recession to 

the next. We have to anticipate that as our base ratio changes, 

so does the need for certain kinds of retail space, service space 

and recreational kinds of things. And, finally, by the same 

token, as we do that, we have to recognize that there is a 

natural aging process of the population which goes through a 

cycle and that we have to facilitate that process. For example, 

consider the little community of Monona here on our east side 

made up of primarily working folks, many of whom who are now 

reaching retirement age or are well past retirement age and still 

living in single family homes. Economic base development there 

in the development of the community may be involved in perhaps 

providing elderly housing, congregate housing that their old 
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residents could live in and having the City of Monona buy their 

homes to facilitate liquidity and give them some additional 

investment funds and then resell that home to, let's say, a young 

family with children at a discount. And as they resell that home 

and bring in young families with children, now they have a new 

children child base to support their elementary school system and 

to perhaps support their retail store base and so forth in the 

lines that the elderly would not necessarily support. In other 

words, it's critical that the community maintain its demographic 

mix and yet there’s a natural tendency for a community to age or 

perhaps become a whole series of young families with nothing but 

children under the age of six and adjust all of their facilities 

to that only to find out that by the time they've made their 

adjustment the kids are all now 15, and so on. And so it 

requires a great deal of skill and finesse to match the public 

and private effort relative to what's going on in terms of the 

economic base. OK. I gotta quit there today. 

»- . . essays at the end. He still has the old fashioned 

idea that students should be required to write and use the 

English language, capital letters at the beginning of sentences, 

periods, spelling is always appreciated and you'll probably get 

some credit inadvertently for handwriting or, otherwise remove 

credits for that as the case may be. But, it's an old fashioned 
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idea that came out of my background in Cambridge, and I haven't 

gotten over that handicap yet. 

The subject for today really is the social disorganization 

of potential for staying in the real estate process. And there 

are, obviously a great deal of behavioral issues other than 

economics in the determination and character of the city. And as 

Mr. Churchill has said and we pointed out earlier, "First we 

Shape our buildings and then they shape us." That's true both as 

the individual structures begin to determine behavior as Ogg Hall 

tends to be claustrophobic and tends to generate the highest 

level of vandalism on campus, let's say, compared to Elizabeth 

Waters which 1S more spacious and otherwise nominally less 

efficient in its spatial allocations but, in addition, in terms 

of the total neighborhood of the community is affected by its 

layout and its format and how people perceive the spaces and 

enclosures around them. So that truly we are building the 

terrarium and the terrarium begins to interact with its residents 

to determine, really, the stability and the character of the 

social entity contained. But whether we're talking about the 

individual family or we're talking about the neighborhood or 

whether we're talking about some larger social unit. And that 

may affect not only our basic social behavior, but our political 

behavior as well and the degree to which we participate in our 

governmental processes and the degree to which we identify with 
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various political elements. There have been any number of books 

on the sociology of space and certainly the beginner in real 

estate 1s urged to take a look at some of those. Some of the 

best known are The Hidden Dimension by Paul who also wrote The 

Sign of the Language if any of you are into sociology and The 

Hidden Dimension really has to do with the cultural differences 

in terms of how much of a spatial envelope people expect. The 

Euro cultures, for example, enjoy being jammed into small areas 

and whispering your ear and it's real vague. The English are 

brought up early on in group kindergartens and, as they Say, 

begin to cultivate what T.S. Eliot referred to as his inner 

garden - the ability to be alone while being in a crowd and sort 

of becoming relatively introverted into themselves. And the 

Americans, on the other hand, are very territorial, they want a 

lot of space around them - more and more, you are permitted to 

have your own room from a early age on and you become very 

sensitized to any encroachment whether it be noise or visual or 

Simply somewhat claustrophobic spatial attributes of too much 

warmth or not enough air movement or whatever the case may be. 

Defensible Space by Newman is another book that we'll look at. 

Newman himself was kind of an irascible character, but he came 

across a computer data base based on all of the public housing in 

New York City which had spatially identified all the different 

types of social misbehavior that had gone from rape and muggings 
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to minor league vandalism and then he then went back and 

correlated that to the design characteristics of the project 

which led to that type of thing occurring where and at the 

frequency at which it did. And, came in with a great deal to say 

about the redesign of housing complexes to control and minimize 

that kind of behavior. And one of the more basic folks which 

really alerted and sensitized people to the kinds of spaces we 

create was one called Community and Privacy by Shirmiaff and 

Alexander. Christopher Alexander was, at that time, a student of 

Shirmiaff at the Harvard School of Design and Christopher 

Alexander has gone on to do a number of things in design theory 

which have become more and more esoteric as he grew older. He's 

currently at Berkeley. But Shirmiaff was more of a practicing 

architect and was really concerned with how we zone our spaces 

and our buildings in order to achieve certain social controls in 

the process. And so looking at that book initially which came 

out of the mid-1970's we really want to talk about the domains of 

urbanity initially and then begin to analyze buildings as you go 

into them and see if they don't have this same hierarchy - 

whether we're talking about a single-family home or something 

more elaborate such as a school of business or a public library. 

To see whether, in fact, the progression that you move through 

isn't essentially the same kind of spaces that are identified 

here. The first is essentially what we would call urban public. 

213



550/705 - Real Estate Process Spring 1987 JAG 

These are the places in total public control and ownership. 

Certainly the highway, the roads, the paths, the parks and so on 

in which anybody can enter at any point in time within their 

rights and can take the benefit of those kinds of space. Nobody 

has a proprietary claim on those spaces and, therefore, they tend 

to be vulnerable to whatever kinds of activity that may go on 

there. 

The urban semi-public kinds of zones are areas of special 

public use where there is some control of entrance - the city 

hall for example, courts of justice, public schools, public 

parks, hospitals, transportation things like bus stations, 

alrports in which your access is reasonably public but 

nevertheless controlled. There may be certain areas you can go 

freely, other areas where you go by permission and other areas 

which are excluded all together. Parking lots, garages, 

stadiums, theaters all have an element of qualification to them. 

You can't pass this point without your ticket. You can't enter 

this area without a security badge etc. While they're all in the 

public interest, nevertheless, there is some degree of control of 

entry and certain limitations on the kind of use both in time and 

in character. 

Then we move into what we would call group public. The 

meeting ground between the public service and utility area and 

the private property that requires joint access. For example, 
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consider the problem, how do you handle the meter reader. Where 

do you put the meters so that he can come on your land and read 

the meter - without having to go into the basement or enter the 

more private parts of the house or building. And, what rights 

does he have to enter those areas and move on and so on. What 

about garbage collection? How do you handle the garbage 

collection area? Is there an area in which the public garbage 

man can encroach or do we simply solve the problem by saying 

you're going to have to move your garbage out to the apron along 

side the curb which is public property and in which they need no 

particular permission to encroach. It looks kind of messy but, 

on the other hand, it is a fairly simplistic answer. What about 

utilities control? How does the utility company get to their 

transformer? Think of a subdivision, for example, and let's say 

whenever you put a lot to the transformer should you have the 

transformer at the back of the lot buried ina utility quarter if 

the truck has to come in now he gets to back down over your rose 

bushes and your hedge and so forth. Or do you put that 

transformer out on a little pad right along side the street 

whereby a service truck can come by, lift the transformer off the 

pad and not do any damage to your side yard or encroach on your 

back yard and so on. How do handle those kinds of interchanges 

between the public sector and the private sector. 
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Then we have what we!ll called our group private area. This 

1s an area that is really under the control of management acting 

on behalf of the tenants or some other occupants. For example, 

let's assume we're building a medical office building. There's a 

reception area which 1S a group public area in which anybody can 

come. But at that point you're sorted out and those of you that 

are going to x-ray or the blood lab and so forth are sent to one 

waiting area, somebody else 1S going to some other service are 

sent to another area and now what kind of interaction do you want 

between the staff in that medical building and the patients? 

Patients may have a very sensitive personal problem and they 

don't really want to really be observed going in to see their 

family Psychiatrist and so forth. Do you have a relative access 

and egress for that patient that maintains his privacy relative 

to all of the other friends he might meet in the reception room 

at a particular point in time? And do you want the patients and 

the doctors to be able to observe each other or do the doctors 

have a separate circulation route to the treatment room and so 

on? Is it important that doctors be able to visit with other 

doctors out of earshot of the patient or are the doctors going to 

be discussing personal cases in the hallway where they can be 

eavesdropped on by someone with really no need to know and so on. 

Certainly a very interesting problem of how do you channel the 

Circulation within the building to protect the privacy of the 
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individuals to the extent appropriate to what's going on. How do 

you control let's say the antisocial group from coming in? How 

do you position the control counter at the library in such a way 

that they can observe anyone who's leaving with books they didn't 

check out or going into the bathrooms and so forth to harass 

people or for whatever other antisocial activities that may go on 

and how do maintain some element of social control over that? 

That becomes part of that whole group/private layout in such a 

way that a minimum level of observation achieves a maximum amount 

of security. What about playgrounds? what about laundry? A real 

problem in amajor apartment building is laying out a laundry in 

such a way that it doesn't become a trap for the individual who 

wants to go down at 3 am in the morning and do their laundry and 

yet being isolated and all alone vulnerable to mugging or any 

other type of other unpleasant encounter. How do you open those 

up so that there is what the sociologists call the random 

incontentination of social contact that polices that on amore or 

less accidental but, nevertheless, effective way because of the 

people going by. What about storage? How do you handle that in 

such a way that it is private and yet it can be observed and so 

on. You know the chicken wire storage cabinet in the basement in 

some ways 1S, obviously, a violation of your privacy but, on the 

other hand, is a marvelous way to provide a very quick view of 

security in that area and to really observe who is there 
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appropriately and who is there inappropriately because of the 

visibility of each of the storage rooms and the content. The 

chicken wire may be cheap and look a little shabby but, on the 

other hand, in terms of its social control it's a very effective 

enclosure for that type of Space. 

Finally what’s the family private area. Obviously, there 

are certain areas that once you are within the home are family 

areas - such of the living room, family room, kitchen, communal 

family activities of one form or another. And areas that are 

shared such as bathrooms and so on. And finally you get down to 

the individual private zone - the room of one’s own that is the 

ultimate sanctum from which you can withdraw and get away from 

the family and the noise and the stress and the other elements. 

Now each building has this kind of hierarchy which may be very, 

very apparent or may not be as apparent or maybe the building 

doesn't work well because it doesn't have one of these critical 

elements. For example, the performing arts center that they 

spent all kinds of money on - was a fancy New York architect. 

They had two problems, one, there was no way to get the garbage 

in and out without bringing it through the lobby and second of 

all there was no wall between the men's room and the ladies room. 

That's obviously a refinement that doesn't affect them in New 

York but obviously created a problem here. So as a result our 
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zoning was not guite aS appropriate as it might be in terms of 

the activities that go on within an area or whatever. 

Now, how does this begin to affect the design of buildings. 

Well, for example, looking at apartment buildings they 

discovered the hard way that if you had a rise apartment building 

with children in it, the first problem was that nobody identified 

with the playground - it waS a nonproprietary area and therefore, 

anybody could drift in from beyond the perimeter of the property 

and the parents were never sure who was there with their 

children, whether they were there legitimately or otherwise and 

as a result, the playground wasn't used with a sense of family 

security. And if you asked people what they wanted they really 

wanted low rise apartment buildings and they wanted their 

children playing right outside the window where they could see 

them instead of playing with any one of ten thousand kids within 

a mile of the place, that they were playing with two or three or 

four or six kids that came from the immediate families around 

them. So you began to design the project from that standpoint. 

You could create psychological barriers that would tend to 

encroach on the flight zone of those with less than socially 

acceptable objectives and you could exclude them. You can hint 

by the design of the building where they shouldn't be, and you 

should make the intruder uncomfortable to have penetrated that 

far in and then not be aware of what his flight zone is should he 
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be discovered. The same would be true on an apartment building 

in, where you have a long corridor and 50 doors are accessible to 

anybody who walks in off the street. The opportunity for the 

burglar to "jimmy" one of those doors while somebody is at work 

and away 1s relatively high. And then again, if you design your 

residential building so there's only four or six doors ona 

corridor from an outside entry, virtually all of those residents 

in those six units know who each other are and often know who 

their regular friends are and, therefore, those who have 

legitimate reasons for being in the corridor and who's the 

interloper? Who's the intruder? Who's there without legitimate 

reason? And it becomes a self policing kind of turf which then 

establishes a social control inherent in the design itself. By 

the same token, if you open up that stairway with glass windows 

to the outside so that anyone in that stairwell is observable 

from outside, and you go to an open railing so there's no place 

one can hide without a hint of, you know, to those coming up the 

stairs so they won't be taken by surprise and so on. You begin 

to control all the activities in that stairwell there very 

tightly. As a result, begin to critique a building to see how it 

evolves, how it bridges in from what 1s openly space to that 

which is totally private space. These become heated issues often 

in urban planning. For example, the Fauerbach condominium on 

Williamson Street when it was initially programmed, the city 
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moved to continue the lake trail that comes along Law Park and 

continue around the lake on Monona to link up with several parks 

that are further to the east. The developer widely refused to 

let them do that. Many people thought that that was a rather 

narrow minded view of life. But the fact is, 1f you make the 

front lawns a public park, then those whose sliding glass windows 

on their living room open up onto the lawn in essence have 

absolutely no control of who is sitting outside their living room 

window looking back in. And they have a great loss of security 

and control of the environment and the neighborhood. Anybody's 

welcome for any reason and, aS a result, they won't buy those 

kinds of condominiums. You need to, perhaps, set the building up 

on a podium to create some sort of clear distinct line between 

that which is public park and that which is the first floor of a 

residential unit. The Capital Center townhouses were required by 

some of the bright lights in our city council to have the center 

plaza public space so that technically anybody can wander in 

there. Notice how carefully they have hidden the stairwell that 

go up to the area to create a concrete arches over the top and 

try to give all kinds of physical signals that, OOPS, this is 

semiprivate space, you're not welcome unless you live here and so 

forth. But nevertheless, the fact is that the security problem 

in the townhouses iS a very real one because if somebody wants to 

Sit in front of your sliding glass window and look in the door, 
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your only option is to close the curtain and that, obviously, is 

not a very good design characteristic for that particular 

project. But you always get these, you know, bright-eyed 

liberals that say that since we paid for the parking lot 

underneath the building the public should get some benefit and 

we're going to make that a public park. Well, I'm sure that if 

it was in their neighborhood, and somebody said, "Well, we paid 

for the street, and there's a vacant lot there so we're going to 

build a public park next to your house in your back yard," that 

they would scream just as loudly about encroachment into their 

privacy. Begin to critique urban spaces. Begin to see whether 

they work in such a way that they control, provide safety and 

comfort and a sense of security to the individuals that are 

affected or whether, in fact, they do just the opposite and begin 

to encourage antisocial behavior because of their layout and so 

on. 

Well, when you get to look beyond the building, you begin to 

look at the neighborhood in general, there's probably no better 

primer than Jane Jacobs very famous book, The Death and Life of 

Great American Cities. And her basic premise was that cities are 

self policing as long as there is a variety and diversity of 

human activity going on. That socially unacceptable and 

undesirable behavior typically occurs in social vacuums where 

there 1S no activity and there is not a sufficient number of 
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people to imply social control and discipline. And she uses as 

one as one of her examples, Philadelphia, which, when it was laid 

out by William Penn, had a capital square in the center which, 

still to this day houses the famous city hall of Philadelphia. 

But then there were four additional squares which were to be 

residential in character around that. And over the years those 

squares, obviously, since the early 1700's have evolved very 

differently depending on their particular use. One of them has 

become entirely devoted to office buildings and, therefore, is 

what we call a time ghetto in that from 8:30 on Monday morning 

until 5:00 on Friday evening 1S a very active vibrant place to 

be. But immediately upon quitting time, everybody leaves and 

goes someplace else and, as a result, there is virtually nobody 

in the area. And, as a result, the center of the square, the 

park has become quite a center for social deviance and social 

outcasts in reference to real estate development. Because there 

is really no social activity going on over the larger part of the 

week. The opposite is - one of the other squares by which was 

obliterated by a traffic circle so there's a beautiful old 

fountain in the center which you can't get to unless you want to 

cross about 8 lanes of traffic moving at the maximum speed 

without tipping the car over - so that's lost. But the very 

famous Britton House Square survives and it survives as one of 

the most attractive and viable areas of Philadelphia because of 
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the diversity of uses on the square. There are hotels, apartment 

buildings, some retail, there are condominiums, there are office 

buildings, there's a little theater. And, as a result, these 

different activities take place at different times of day and 

there's a constant flow of people on the sidewalk and through the 

square. And, as a result, it has a very, very low street crime 

rate. There's almost no incidence of street crime since the 

general flow of activity itself controls and polices the behavior 

that takes place there. And, as a result, it's also, therefore, 

a very attractive place to live and to go, because you feel 

secure and comfortable there and gradually it has modified the 

neighborhood all around it. While the old townhouses and so 

forth have fallen into great disrepair, it became an area for its 

reputation and remodeling and renovation of the old houses. And, 

as a result, the impact of Britton House Square has spread out 

over many, many square blocks around it to create a very stable 

and desirable residential neighborhood, ironically, that has no 

exclusives going in it at all. It is desirable residential very 

much because of its heterogeneity. The fact that you may live 

next door to the office in which you work and the grocery store 

might be just down the corner on the first floor of your 

apartment building and just down the way to the restaurant or 

hotel or small theater and so on. And what's you're really doing 

1s you're attacking the 20th century American planning idea that 
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we have to have zones of use. And this was all single family 

residential here, we painted that light green, and this was your 

retail strip here, and we painted that some other color and this 

was the office and this would be industrial over here and so on. 

And the tendency to come up with one use classes for our land 

gradually led to a type of segregation which was not only social 

segregation or economic segregation in terms of whether you could 

afford it, but, in fact, led to a ghettoization of the uses in 

time so that we lost that ability to naturally police the area by 

having large levels of social activity at all hours. Langdon 

Street 1s a relatively safe street to be on because there's 

people out at virtually all hours of the day or night in one way 

or another - coming home from the saloons or library or classes 

or fraternity parties or whatever, and so on - and that's a good 

thing. Those streets that have activity on them are the ones 

that you feel safe on and the way you encourage that kind of 

activity 1s, obviously, to have diversity of use. Hence, for 

example, the great debate in downtown Madison. The fear that 

downtown Madison would wither away led the state to say, all 

right, we'll build all of our new state office buildings 

downtown. Well, that brings lots of people downtown and that 

helps folks in the luncheon business and so forth, but it 1s very 

much a time ghetto when GEOF or JEFF (It’s an acronym for the 

government office buildings but I’m not sure exactly what the 
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acronym 1s.) one, two and three are closed the number of people 

on the streets and on the Square are obviously drastically 

altered. If we allow certain kinds of uses like retailing to 

drift away or we allow other types of uses that contribute to say 

evening activities or weekend activities and so forth, we 

gradually reduce the vitality, diversity, safety and security of 

that area. And therefore we really need to overcome our 

traditional concepts that if this is all residential it's safer 

because that really isn't true. The same is true to say, “well 

we put all of our industrials here because industrial is 

obnoxious" - really isn't going to the gist of the matter. Some 

industrials make good neighbors, some industrials doesn't make 

good neighbors and we need to have a degree of sensitivity in our 

planning process. 

The other illustrations he points out is that a lot of the 

traditional laymen's myths about what constitutes a slum really 

isn’t so, North Boston, for example, has some of the highest 

densities, greatest diversity and some of the oldest buildings in 

the country and yet as a social entity it works extremely well. 

There's an old Italian neighborhood in which industry and retail 

and residential are all mixed up in lots of old buildings and yet 

always in the window some place is grandma rocking who is looking 

for her grandchildren on the street or who knows when she's seen 

old so-and-so that he's dangerous for the kids or is about to 
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break into somebody's apartment and so forth. And the result is 

that because everybody knows everybody else there's a very high 

degree of social stability because you lose your anonymity in 

that area very quickly. And what is required really for socially 

unacceptable behavior 1S anonymity. Because if people can 

identify you in the process, obviously, very quickly you're 

apprehended and inconvenienced as a result. Indeed, in many of 

the new towns - and we'll look at it at the end of the semester - 

one of the real problems that they've had with the young 

teenagers is that having been there only a year or so they're 

anonymous. They don't have the same sense as someone who's lived 

in a small town all of his life that when he goes into the 

butcher shop, the butcher knows, "Oh, I knew your dad in high 

school or I knew your grandpa or we shared a fishing shack with 

your uncle Louie" and so forth. All of those little networks and 

webs that create identity and destroy anonymity are gone when you 

move into a new town and the oldest resident has only been there 

four years. And therefore you don't have the who begot what and 

who kind of system that creates 1) a pride and sense of 

belonging, a proprietary vested interest in the community and you 

take away all of those kinds of social restraints that are so 

subtle and really a part of the brick and mortar ultimately and 

you have the society breaking down. So even if you have a high 

income area like Columbia, Maryland which is virtually all 
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yuppies and has one of the highest college education rates in the 

country, you also have one of the highest delinquency rates in 

the country because you have not been able to establish that very 

subtle sense of proprietary interest and identification. You 

have not been able to remove the anonymity that 1S critical for 

social control. 

The physical design, obviously, of buildings we've talked 

about before and we won't belabor that again. Let's talk a 

little bit about the psychology of the group spaces such as a 

shopping center. Retailing ultimately is a very simple strategy. 

The object 1s to get you to return often, stay long enough that 

you gradually increase your average expenditure per visit. 

Obviously, anything that contributes to the frequency with which 

you visit the shopping center or anything which contributes to 

your sense of satisfaction at having spent some money at the 

shopping center increases that average expenditure per visit. 

Now, what kinds of things would discourage that. Anything that 

would discourage that type of thing, obviously, is not in the 

long term interest of gross sales at the center. Now, the first 

element of the person that comes in is that you need some sense 

of arrival. You need to know if you're coming off the 

expressway, “how do I get from my off lane into the front entry 

of the center?" and therefore, it should be highlighted in some 

way with a boulevard entering something other than just stop 
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lights - perhaps a pylon with the signature of the center on it - 

some of those pylons get to be fairly original, some are old 

water towers, some are maybe silos and they converted a specially 

center in Rouse and so on. You need to be able to tell the 

driver quickly, within a few seconds of time, yoo-hoo the 

entrance 1s over here and you can pretend to know what you're 

doing so that the kids in the car aren't concerned like, you 

know, daddy you're on the wrong side of the road and all of the 

Cars are coming at us at 60 miles an hour and so forth and it 

kind of takes away from the fun. So you gotta feel like he knows 

what he's doing. Now you've got him on the premises and as he 

comes into that little boulevard entrance he's got to say, "Gee, 

what end of this damn thing do I want to be on?" You know, it's 

several blocks long. So you have some really goofy architecture 

with high fake walls that says, "Over here's Penney's and over 

here's Gimble's and over there's Sears and pretty soon you've got 

a pretty good sense of the general layout. And the entrances are 

highlighted with some really extreme architecture. If you're 

looking at it aesthetically the entrance to a Sears Roebuck 1s 

about as ugly as you could possibly design it. But, on the other 

hand, it does get the message across. It's not a little subtle, 

little violet hiding behind the bushes. It's saying, "Here's 

where you come in, park as close to this entrance as you can 

get," and so as to immediately reduce the confusion. Compare 
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that to somebody coming up to a building that maybe 

architecturally - win all kinds of awards - but the rhythm of the 

architecture is such, you're not quite sure which way the door is 

in. You're not really quite sure if you're supposed to be on the 

east side or the west side of the building. You're not quite 

sure where am I supposed to park to be close to the entrance and 

So on. Once you have confusion, that 1S stress and anxiety. And 

once you have that kind of stress and anxiety that underlying the 

person's self esteem, pretty soon you don't want to go there 

again. I'll find someplace else that's easier, someplace that 

doesn't quite so overwhelmingly confuse me. And, as a result, 

they begin to reduce their frequency of visiting. 

Now, we got on the site and we're going to park the car and 

now the businesses is - they're cutting kitty corner across the 

parking lot and there's a car cutting kitty corner all around 

them as well. All discipline breaks down. Is that the kind of 

thing you want to get into? No. You begin to find other places 

where the parking is more carefully controlled, the lanes of 

traffic are more recognized and observed by all the participants. 

Now we've got the car parked and we want to usher the kids 

across the street into the center. As you're walking down toward 

the center and you got cars whistling between you and the center 

and they're moving right along - they've done their shopping, 

they're on their way - and how do you get the kids and the 
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packages and so forth, across the way. Obviously, you want to 

discourage cars from getting between those who are now 

pedestrians and the center. So you design the center with a loop 

road around the outside so those people who want to get to the 

back side or the east side or the west side have a way to go 

without separating the pedestrian customer from his intended goal 

of getting in the door. You also take those kinds of uses which 

are, say, high frequency short stay things - like your deposit 

windows at the savings and loan and the bank and your fast food 

areas and your tire, battery and accessories types of garages - 

you put those out at the periphery. Keep those kinds of short 

term visitors away from the longer term shopper. And now you 

take the shopping center and you divide it with all kinds of 

little corners so that there's no way you can go more than four 

miles an hour around the shopping center perimeter, so it 

discourages you from trying to make any kind of distance along 

that route at all. It king of encourages you to get out the 

perimeter route flow as quickly as possible. And if they don't 

do that they put in what sleeping policeman - a sleeping 

policeman is one of those big tar bumps, knocks the bottom out of 

your car if you're going more than three miles an hour. Notice 

they're doing everything possible to give the advantage to the 

pedestrian and to condition the motorist to get out of there, to 

move out to the outer circular perimeter area. If the site’s the 
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right shape, it works very well. West Town, for example, works 

very well that way. But notice Hilldale. Hilldale site was too 

small and as a result the cueing lane coming in off of Midvale 

goes all the way up to the store building because that's the only 

way you can feed that many cars out of a single lane on the 

Midvale. And, it had to invent other exits onto that center. 

SO your approach zones aren't all that clear. And the movement 

of cars on that site is not good in terms of the general sense of 

safety of the people who are coming to shop there and so on. And 

compare that, as I say, to West Town or East Town in which the 

perimeter road 1s much more elaborate. 

Now, we've got them inside. And now what do we need to do? 

Well, first of all we need to make them feel comfortable. We 

don't want them to have to walk too far to get where they're 

going. And so we control the humidity and the temperature in 

order to release that claustrophobia. That interior mall with 

the high ceiling is a tremendous release to your claustrophobia. 

You come out of a small shop and suddenly your ceiling doubles 

in height, sunshine comes in the clear story and you begin to 

take the pressure off that was beginning to build up while you 

were in the back corner of that little shop with the low ceilings 

and the groups crowding in on you and some confusion because you 

don't know a woofer from a tweeter and the clerk is looking at 

you a little oddly and suddenly all of a sudden you decide you 
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want to retreat into somewhat more free turf. By the same token, 

if it's a different kind of merchandise in a high tech society 

that you're not familiar with - if you had to walk through a door 

and have it closed behind you, and then sort of smile weakly at 

the clerk and say I'd like to see a personal computer please. 

You know, tremendous sense of insecurity. You don't want to have 

to have a confrontation right away and explain that you really 

don't know 16 bytes from 8 and so forth. And so you really want 

to edge in, so you paint a stage front door with the whole front 

of the store lifts up and you can kind of edge inside a lane and 

pretend to be looking in the first counter while you get your 

courage up to go a little deeper into the store. And nobody 

really has to pester you at that point, you're kind of invited 

in. And the good shoe store puts one left shoe out there on the 

front stand and pretty soon they've led you down the primrose 

path so that you're halfway into the store. It's all done very 

carefully articulated so that you can get over your shyness of 

being in new turf or being perhaps in a store that you think is 

too expensive for you or that's too high tech for you or whatever 

the case may be in terms of your insecurity. But, now, again, 

once you have accomplished that and you have set their mind at 

ease, how do you handle the other side of the confrontation? 

What if you don't like the other shoppers. Well, one way to do 

that, of course, 1S to have wide enough turf out of those malls 
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that you really have a great deal of space around you to call 

your own. And then to suppress the noise, you create, in effect, 

white noise with fountains, with music by Musak and a variety of 

other things which begins to fuzz the noise, perhaps the language 

that you don't like of other folks in the center and the children 

crying and so on and you begin to be - creates kind of central 

envelope around that customer in terms of what he can see, in 

terms of color and so on. We move very quickly from industrial 

surfaces in the late 1960s in which we had terrazzo and metal 

ceilings and rather hard plastic around you to virtually 

all domestic materials. It’s carpeted, you use small brick 

patterns and you allow a lot of wood patterns. Notice what's 

happened in the department store where they have gone from this 

massive display of merchandise in which you can see across four 

acres of merchandise to enclosing it all in, creating small 

boutiques, giving you the feeling that, gee, the only person the 

clerk really cares about 1s you and you've discovered this small 

intimate little spot within Gimbles that nobody else knows about. 

And that old element is on the staging of the 

presentation of merchandise in order to control your behavior, 

make you receptive to that sale. This is what we call social 

control. And it's a positive kind of social control, rather than 

necessarily having to do with crime and so on. 
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The family private areas are critical in terms of design. 

There's some very fine books out on simple single family home 

design but any number of the features are critical to the 

success, believe it or not, of the marriage - for example, the 

master bedroom. The master bedroom, obviously, needs to be 

private and quiet and enjoy auditory privacy as well as visual 

privacy from the kids or pretty soon that relationship between 

the couple breaks down. By the same token, the kids needs to 

have some place to be able to retreat at some point and to get 

away from their siblings, as well as their parents. And you may 

need just intelligent conversation areas. You don't want the 

living room to be the main traffic artery because just about the 

time father and son are having a little private conversation, two 

brothers and a sister come traipsing through and break it all up 

and that opportunity for quality time is lost. By the same 

token, if the kitchen and the family room become the control 

point - the design of the home should really reflect that value 

system. And builders are getting very, very good at 

understanding what kind of statement a home makes to the value 

system of those who buy it. A number of years ago I was 

lecturing in Denver, arguing that appraisers really didn't know 

much about the home market because they didn't stand around 

listening to buyers after they left the model home. One of the 

places you really learn about the building business is standing 
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around and trying to look innocent in the parking lot and as 

husband and wife get back in the car, the wife will say over the 

top of the car, "Did you see that five bedroom house and white 

Carpeting. They don't know anything about children. Obviously, 

that builder's an idiot." Well, I was the builder they were 

talking about! I was an idiot. That was the code that people 

got, I had a five bedroom home, beautiful home, but white 

carpeting - with five kids in it, that's not going to work. You 

immediately have to remove the carpeting and come back with 

something that is much more consistent with the type of entity 

you're trying to house. But by the same token, George Writer who 

was the builder, and was one of our distinguished graduates came 

back and he said, "Look, I'm building in the Denver market. 

That's about 15,000 homes a year. Me, Charlie and one other 

builder he named, are doing 2,200 houses a year in this market in 

the $100,000 to $150,000 price range which I dare qualifies as 

sensationally about the subject. I'm getting the guy from the 

head shop, Charlie's getting the button-down collars, and Herby's 

getting the pendletons. He was then able to profile each of his 

family units in a social unit simply by the clothes they wore. 

Those who made a statement with their clothes bought the high 

style modern home, typically had the foreign car and made a 

statement with their house. And most of his advertising was 

directed to that social group via a direct mail that he garnered 
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from the charge accounts at the high style men's and women's 

clothing shops in the Denver market. On the other hand, the 

button down crowd was really the accounting type that says, 

"Colonials always held their value in Boston and I better get a 

colonial even though I'm working for Arthur Anderson in Denver." 

So there it is, you know, beautiful New England colonial with 

the Colorado Mountains right behind it. And the third guy in the 

pendleton, he's the kinda guy that would come in the house - the 

living room is 12 feet square and if you don't like him, he 

doesn't like you, you get to sit in the living room. But if he 

does like you, you then you move through the living room into the 

family room which is about 45 feet long, mom's in the middle 

cookin' up brownies, there's three dogs running loose on the 

place and the pop-up camper's in the back yard with kids playing 

in it for a play house. The lawn probably needs a little cutting 

and so forth, but, you know, that's his style. The whole 

structure 1s reinforcing that set of codes, that source of values 

and making that family work as a unit and not fighting with the 

family style or being, in some ways, counter sink. As a result, 

family life, the way in which, even in public housing they have 

found, for example, in certain ethnic areas, which are 

matriarchal the whole family unit is the kitchen. Mom runs 

everything from the kitchen and so rather than having one of 

these tiny little apartment pullman kitchens in which there are 
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no windows and so forth, it's imperative to open that wide open. 

The kitchen becomes part of the whole living room area and 

everything operates out of that control. And as a result, the 

family unit works much better simply because of the reinforcement 

of the design of the space to the kinds of values and activities 

that you want to express there. 

The private spaces for offices as well as for homes become 

Critical. There are a number of new offices buildings which 

aren't doing very well among the medical folks that they were 

intended for because they leak sound over the top of the 

partition. And who wants to be at his friendly psychiatrist in 

one office while his next door neighbor is at the pediatrician in 

the next office and they’re listening to the sound come over the 

top of the partition and so forth. Privacy of all forms is a 

critical element. 

In addition to looking at how the building contributes to 

the family unit or the work unit and the work location there are 

Obviously other by-products that we create inadvertently - some 

unacceptable or undesirable social consequences. For example, 

the wonderful FHA loan program which took hold immediately after 

World War II game everybody the opportunity to have a single 

family home in the suburbs, but one of their basic tenants was 

that homogeneity of the neighborhood was a critical element to 

sustain the value of the home. And, therefore, all of the homes 
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were virtually the same price. In those days they were maybe 

$16,000 to $17,500 with your choice of features and so on. But 

the house, of course, gave almost no opportunity for a statement 

of individuality and virtually everybody was in the same age 

group, same social group, same educational level and so on. And, 

as a result, we encouraged a kind of social disintegration in 

this country that had not characterized our residential 

neighborhoods before. Pretty soon kids could grow up their 

entire lives and never see an elderly person on the street. Or 

perhaps they were identified with different classes and different 

colors and different backgrounds all together. We had 

homogenized the American suburban scene to a point which really 

led to a good many of our misSunderstandings and difficulty of the 

60's and /0's simply because the value systems had been so 

smoothed out. And yet it grew out of the perfectly virtuous 

program which said that everybody should be assisted to the 

ultimate in buying their own home. But we have certain rules 

about where you can buy, what it's going to look like and how 

much you can spend of your income to purchase that home and so 

forth. The unwillingness of mortgage lenders to lend what they 

perceive to be declining neighborhoods. Neighborhoods which are 

going out of style, the houses are old, not very well maintained 

and so forth, suddenly begins to be counter productive and the 

neighborhoods really do decline because there's ability to 

239



550/705 - Real Estate Process Spring 1987 JAG 

regenerate and remodel and readapt those spaces to current 

lifestyles or current work requirements. The change in loan 

restrictions can lead to sudden price inflations. A couple of 

years ago they ruled that a veteran could buy a four unit and pay 

up to $70,000 for it in the state of Wisconsin lending program. 

Instantly all of the four units in the state went up to $70,000 

because brokers knew that that's what they could sell them for 

and so get them financed by a veteran. The result was, of 

course, that you had to raise the rent in order to cover the 

payment and so now you have a very fine stock of housing in which 

the rents rise above which simply to cover as a lending program 

which, in itself, certainly had no intent of doing anybody harm. 

They were trying to help a certain group start to builda 

Savings program and an equity. By the same token, if we begin to 

scatter our housing units throughout the community, maybe we'll 

get a better assimilation. Rockford, for example, was one of the 

first communities to have a public housing program in which the 

duplexes were scattered on scattered lots throughout the 

community in the hope that rather than create some kind of social 

impact of what was clearly recognized to be subsidized housing or 

Subsidized welfare families, in effect, was built to the standard 

of the neighborhood and the hope was that the residents would be 

more quickly assimilated and would pick up the presumed desired 

middle class values. And, in many ways, it has worked and in 
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many ways it was made possible by the computer. So as the 

property management problem became one that was manageable from a 

monitoring standpoint, which was not possible, they had no 

computers and no two-way radios. The tendency, however, has been 

to perhaps move away from concern for how our building and how 

our clusters of buildings and how the agglomeration of our cities 

begins to affect behavior or reflect value systems that are 

relatively short term in character. And, we quite often lose 

Sight of that in judging the success with which a building works 

or a project works in evaluating the architecture and in 

evaluating the ongoing operating characteristics of the project. 

Certainly Ogg Hall and Celery and so on, they be complimented in 

terms of efficiently housing a large number of students ina 

relatively attractive way if you look at it from the exterior. 

But if you have to live in Ogg Hall with its acoustic problems 

and its relatively tight quarters and relatively low ceilings and 

so forth, perhaps it's not anywhere near as successful as 

Elizabeth Waters which from an aesthetic standpoint probably 

isn't going to win any great prizes, but from a livability 

standpoint it may be very, very successful. We have to be able 

to gauge the efficiency of our city building, not only in terms 

of what it does for the economic base or what it does for return 

on investment, but what it does for the activities or the social 

Stabilization for the folks of live there, or whether in effect 

241



550/705 - Real Estate Process Spring 1987 JAG 

it contributes ultimately to the social disorganization and 

antisocial behaviors of the residents. OK. Pick up again on 

this another day. 

.- . »- Space employment and the fact that as industry is free 

to chose where it will locate, it is ultimately 1S a conservative 

factor in the case and character of our community and the little 

piece on the sort of real estate tax system will become more 

relevant as we complete the lectures for the next couple days on 

the real estate tax and the outline for the real estate tax 

lectures will be in your hands as well. 

We've been talking about the cash cycle of the various 

parties involved - the consumer, the producer in May we'll begin 

the first look at the cash cycle to the public infrastructure so 

that we can begin to talk about the simultaneous that 

need to be solved in terms of revenues and benefits to the 

infrastructure versus the consumer versus the producer of the 

real estate. And certainly the majority of the cash cycle for 

the public infrastructure of the city and the school board and so 

on begins with tenancy of the real estate tax. And, to some 

degree, today I'll also call users' dues or exactions. And, to 

some degree, and certainly to lesser and lesser degree on federal 

grants. But the real estate tax today provides more than 80% of 

the base revenue for a local community. Unfortunately, the real 

estate tax is probably one of the most controversial, least 
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understood taxes in our system. There's only one federal income 

tax - and that's confusing enough - at least it's standardized. 

And there are about 50 state tax jurisdictions to which one must 

accommodate and understand. But relative to real estate there 

are over 14,000 real estate tax jurisdictions - typically none 

bigger than a county and in many areas, no larger than a 

township. And in each of those areas there 1S an assessor anda 

system of sorts which is somewhat mysterious black box 

and which is often run ina rather unprofessional basis so that 

the result 1s obviously a good deal of friction between the 

property owners and the assessment process. The lack of 

Standardization, the lack of skill, 1s compounded by the fact 

that, the unlikely income tax, the taxpayer doesn't get to 

compute his tax. There is some mysterious process by which an 

assessed value is attached to his property and another mysterious 

process by which a mill rate is determined. And, lo and behold, 

at the end of the year a tax bill arrives that says, "you owe "X" 

dollars." And the taxpayer 1) 1S quite sensitive to that and 2) 

has really very little perception of how that number was derived 

and so he's immediately suspicious of it, since he did not 

participate in it. And the third element, of course, is that by 

and large politicians don't like to fund a collection of taxes. 

It's something on which they're dependent, but, on the other 

hand, neither do they provide an adequate administrative budget 
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to collect it. And of all of the various tax systems, probably 

the cost per dollar of actual revenues, in terms of 

administration is lowest, in terms of the real estate tax, 

relative to any other type of tax system that we have. And as a 

result, we do not have a cadre of well-skilled, well-trained and 

well-compensated tax assessment people and there tends to be a 

Sink going on in which those best able to do valuation and real 

estate analysis, and so on, gravitate out into the private sector 

and find more lucrative ways to employ their real estate skills, 

leaving behind a bureaucratic system which is less than average 

talented skill. There are some dedicated assessors and there are 

some jurisdictions which are very fine, but out of the 14,000 

they represent a minority. Ninety percent, of course, of the 

taxpayers believe that if the assessment value placed on their 

property is less than they believe the property 1s worth, that 

somehow they're getting away with something. That if the 

assessed value is $80,000 and they know their home is worth 

$100,000, they don't say anything. They say, "Ha ha, I beat the 

system. Those guys don't really know what they're doing. They 

don't know what my property 1s worth. Presumably I'm getting 

away with less than my full share of the tax." And, as a result, 

the largest number of people don't squeak because they don't 

realize that the assessment value may, in fact, be deliberately 

intended to be less than 100%. The real critical element is 
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what's the mill rate? There are two elements to the real estate 

tax. One is the numerator in terms of how much revenue do we 

have to raise from the tax? How many dollars do we need to run 

the schools and the fire department and the police department - 

all of the other agencies that have been on the real estate tax? 

That revenue is divided by the total assessed value of all the 

real estate in the tax Jurisdiction to arrive at the dollars per 

thousand, or the mill rate which will be assessed per thousand 

dollars of value. Once upon a time we talked about mill rate 

which were essentially one one-hundredth of a penny. And we 

talked in terms of a dollar. So that if you had two mills per 

dollar, that essentially was two-tenths of one percent tax. That 

got to be a little awkward so we typically express our tax today 

in dollars per thousand. $38.25 per thousand as the tax rate. 

And the thousand is the assessed value figure. Now, the assessor 

may, 1n some jurisdictions, try to make that assessed value 

figure 100% of market value. In the state of Wisconsin, that's 

what they are instructed to do by law. They don't always achieve 

it. And, therefore, it tends to flow around 90% or 95% as a 

matter of fact. In other states, however, they use what they 

called an equalization rate that says, take the market value of 

the property, multiply it by 60% or 25% or 30% and that's the 

assessed value. So the fact that the assessed value is quite 

different than your perception of what the value of the property 
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1s worth, it should come as no surprise, it was intended to be 

that way. But notice what happens if you cut the value of 100% 

of market to 50% of market, the only thing that happens is that 

the mill rate doubles. They haven't gotten away with anything at 

all. The mill rate simply doubles. You always have to look at 

it in terms of the ratio of total dollars collected over the 

assessed value. So that basic function of a real estate tax 

assessment is to establish your pro rata share of the revenues to 

be raised with the real estate tax. The number does not have to 

be a true replication of market value. It simply has to arrive 

at a fair and equitable pro rata distribution of the tax burden 

among each property owner. So if your property is worth $40,000, 

his property is worth $80,000, and you're the only two properties 

in the assessment district, you're going to pay one-third of the 

total assessment and he's going to pay two-thirds of the 

assessment and no matter which set of numbers you have, as long 

as you arrive at that relative incident of taxation, it's a fair 

tax. So keep that in mind as we begin to develop that assessment 

system. 

Now, today we're not going to spend much time on the 

numerator. How do we arrive at the budgets that people want to 

raise with a real estate tax. We'll be talking about that as the 

semester progresses. But, we have attached to your handout, a 

couple of for instances. The city of Madison's 1986 budget and 
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what proportion is raised in real estate taxes. A little letter 

of explanation from the mayor that comes with your tax bill. 

Also, a little letter of explanation from the school board that 

comes with your tax bill. So Barbara Arnold explains, you know, 

why are we raising our tax and so forth and so on. Notice 

they're serving more students, federal aid is less, the school 

population is more complex in terms of state requirements to 

handle the disabled student and the student with disability 

learning problems and dyslexia and so forth and you have to have 

multiple types of programs for all those kinds of things. And so 

then she goes through and explains where your money went and why 

the increase, and so on. Well, obviously, there's a number of 

these various tax jurisdictions which will accompany your tax 

bill. But it will give you some idea anyway as to where the 

numerator comes from. 

We're going to spend the rest of our time today talking 

about where the denominator comes from. How and why do we set up 

a system for determining the assessed value of each property on 

the tax role in the community? 

The historical origins of the real estate tax, really, date 

all the way back to medieval England in which all of the land was 

owned by the king who then, in turn, bestowed the use of it on 

his dukes and Lords and then, in turn, bestowed the use of some 

of that on the yeoman. And in exchange for the use of the land, 
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they had to pay rent. And if you'll recall from your English 

history that ranges from any where a rose, from the house of Rose 

to the king, to some percentage of the crop, and failing the 

crop, why you had so many months of service to perform for the 

king, generally as one of his soldiers, but maybe as his road 

builder or bridge builder or tallis builder or whatever. And it 

1s called a socheage rent although some people even feel they are 

being soaked even today. And when the US was initially 

discovered and founded, as you'll remember, the great trading 

companies really owned the land. The king gave the large grants 

of land to the trading companies who, in turn, leased the land to 

the colonists. And the colonists were expected to provide 

various types of products from the indigenous area in terms of 

whether it might be tobacco or timber, or whatever, as really the 

payment for that. And as they evolved and became a more 

sophisticated colony they were allowed to work that obligation 

off by working so many days on the roads or so many days on 

public improvements in one form or another. And so there was a 

basic tradition of the fact that the land tenure system required 

you to take a certain part of the productivity of your farm or a 

certain number of days of your time and contribute that to the 

public pot. And, of course, the revolution broke that tenure 

system and said, "no, you're going to own your own land, you're 

no longer a tenant on the trading company's land. And the 
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trading company 1s no longer beholding to the king, etc." Those 

were abolished by the nature of the revolution and it was one of 

the major reasons for the revolution and the result was that 

while the tenure system that had created the soakage rent was 

gone. The tradition of financing local government, based on the 

agricultural productivity of the property owner, or, in certain 

case, of those that did not have farms, let's say the blacksmith 

and the merchant and so on, so many days of his time, remained as 

the basis for financing local government. So it really comes out 

of that historical tenure, tradition and continues on to this day 

obviously much more elaborate, as our economic system became more 

elaborate in the process. But the development of cities and the 

fact that we could no longer say that, "all right we will assess 

you so many cords of wood on your wood lot and so many bushels of 

grain on your feed lot and so many animals on your pasture and so 

on." We obviously had to find a new common denominator for 

allocation of the tax base. And they came up with what was 

called the ad valorem system. In effect, establishing a value 

for each property, summing those total values, and using that as 

the basis for pro ration. So if your building was worth one 

percent of the total value of all the buildings in the village, 

you paid one percent of the real estate taxes that were to be 

raised for that particular tax entity or community. Now, 

initially that was done on a very hit or miss basis. It became a 
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scandal in the east coast, of course, in Tamity Hall and 

Philadelphia and so forth where for the right payment, for the 

right individual, your property dropped off the record all 

together and others, obviously, undervalued and so on. So that 

by the end of the nineteen century, the real estate tax system 

was in shambles. And it was a highly discredited politicized 

type of tax and there was a very real effort in the Northeast to 

correct that. And one of the leaders of that was a gentlemen 

named, Summers, who was an engineer out of Milwaukee and 

Minneapolis, a city engineer, who came up with certain basic 

principles for establishing a tax assessment system that really 

prevails today and which really provide a standard accounting 

whether an urban area has a truly legitimate assessment system or 

not. Summers wanted, first of all, to get the political 

interference out of it so that the number was as objective and 

fair as it could be. And, second of all, he did not want it to 

be too discretionary, because once the number became too 

discretionary, there was too much opportunity to influence those 

who had the discretion to exercise. And therefore he wanted a 

fairly arbitrary, mechanical, industrialized kind of systems that 

would churn through a certain number of objective kinds of things 

like square footage and how many fire places there were, and so 

on, things that could be factually established in order to arrive 

at a value. 
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And so the first element was to separate the assessment from 

the municipal budgeting function. The assessor has nothing to do 

with the revenue raising. Now that's a very important thing to 

remember. The assessor has really nothing to do with the revenue 

raising. All he's doing is establishing a base number by which 

the revenue needs, determined by others, will be pro rated among 

the taxpayers. That's his function. That function gets 

compromised when as in the City of Madison the assessor reports 

directly to the city finance director and treasurer. That was 

not the intent originally under Summers. You don't want a tax 

field board say, looking at the owner of a major building and 

saying, "We know we're too high on his assessment, but he can 

afford to pay it." That is not an income tax. That 1S a tax on 

the productivity of the land and building. Whether you like it 

or don't like it, whether you think he is too wealthy or not, and 

so forth, should have absolutely nothing to do with the system. 

Second of all, you want to define as I say, a mechanical 

procedure which will always consistently arrive at the same 

number under the same set of circumstances on the property and 

reduce judgment calls to a minimum. Third, it has got to be 

Simple enough that the public itself will understand the system 

as well as the field men who are applying it. The staff isn't 

going to be that well trained, that bright, etc. and therefore 

you've got to have a simple system for them too. And, because 
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it's simple, it's possible for the citizen to defend himself 

against what he feels to be an inequitable assessment - very 

Jeffersonian in concept. The citizen should be able to go before 

a jury of his peers, plead his own case, without the lawyer, 

without the accountant, without all the elaborate expenses of a 

typical judicial system. And, in many ways our system has 

accomplished that very well. 

Fourth, it was obviously to recognize that the assessment 

was not to necessarily to protect the actual market price of a 

particular property, although it will certainly be evaluated in 

terms of how close you come, but it was in fact to establish this 

base number for allocation of the revenues to be raised from 

taxes. 

Now, what are the duties of the assessor under that 

particular process? Well, the first thing the assessor is 

charged with is creating a map of the community which identifies 

each property entity and, at the same time, identifies certain 

key characteristics of that property relative to let's say the 

paved road going by, sewer and water services available, the 

zoning characteristics, etc. And the maintenance of that 

assessment map, itself, 1S a major task. There are probably in 

the city of Madison alone over 100,000 property entities to be 

tracked on and as everybody makes their real estate deals and one 

guy sells a foot off of his lot and gives somebody else a wider 
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driveway, gives somebody else, you know, leases the back of lot 

for open space conservancy, and so forth and so on, these 

hundreds and hundreds and hundreds of transactions that take 

place year have to be identified, the map adjusted and the data 

base, if you will, corrected to reflect this dynamic process of 

gradual subdivision that takes place in the urban area. So 

that's a major responsibility and becomes a major data base 

which, if done correctly, can be useful for not only for 

assessment purposes, but planning purposes, market research and a 

variety of other elements to either the small businessman those, 

for example, a little builder in the northern part of Milwaukee. 

The first thing I decided I could do was garages. By going down 

and going to the assessment roles, I could find out who had 

garages and who didn't. I took their addresses down and mailed 

them a little letter and see if they would like me to build them 

a little garage. It can become a market research tool, it can 

become a planning tool and so forth. Different states have 

different degrees of privileged information controls on the data 

bases. But the trend across the United States, essentially, is 

to make the data base created by the assessor, public knowledge. 

The state of Wisconsin is one of the slowest to accommodate 

that, but it too 1S coming around. So, as a result, that data 

base becomes a key element which can be purchased and partially 

self funding today as a result of the computer and various kinds 
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of access devices via the computer to various levels of detail. 

Now most people can get detail about the outside of the home, the 

size of the lot, and so forth. Many jurisdictions still retain 

privileged information as to interior fittings. They don't want 

a broker sitting there saying, "gee, I wonder if they've got 

built in whirlpool and subzero freezer and so forth. Gee, here's 

one that comes with a sub zero freezer. We'll wait and drive up 

the van when they're gone and haul it all away." Obviously, 

there's some limit as to how much, you know, information you want 

to provide to anybody that has access. Now, once we have the 

basic map, the next thing we need obviously, is to begin to 

develop then a system for valuing first the land, and second of 

all the improvements to the land. 

Drop down to roman numeral III on page 2. In Wisconsin, the 

agricultural block has been very jealous of maintaining control 

at the very local level of the real estate tax. AS a result, we 

have slightly more than 1,100 assessment districts and probably 

no more than 50 of those have people who were trained to be 

appraisers and who were trained to be assessors. Most of them 

were simply elected on the township level based on the good ole! 

boys school of politics. Wisconsin has tried to pass legislation 

which would consolidate assessment at the county level, which is 

where it is at in the states with the most advanced systems, such 

as California and New York and others. But again, the farmers 
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fear that if farms are assessed at full value which is not a 

problem right at the moment, obviously, that they will end up 

paying too much of a real estate tax. Wisconsin law does permit 

consolidation at the county level if you have a referendum. And 

1f you do that the state will pay most of the tax costs of the 

county. Kenosha is the only county to do that and Kenosha does 

have a superior system relative to most of the counties in the 

state. 

The third element is to state, in terms of providing some 

standardization, creates a so called tax assessment manual which 

presumably provides a minimum standard of procedure and 

performance to the local investor .. . (tape broke - had to 

splice it) .. . the manual prevails or is only suggested as to 

what the assessor might do. However, there is a continual war in 

the court between the taxpayer, the local assessor and what the 

state manual says the local assessor should be doing. Because 

the complexity of industrial appraisal is beyond the skill level 

of many assessors and because the philosophy of many assessors 

was to soak the rich to benefit the poor and they regarded the 

corporate taxpayers as the rich, many corporations found it 

expedient to leave Wisconsin rather than try to carry the real 

estate tax that was being imposed on them. And so a couple of 

years ago the state took over responsibility for taxing 

industrial properties and business-type property. And the result 
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has been, of course, horrendous to certain communities. For 

example, West Allis, Wisconsin was dependent largely on the 

assessment of Allis Chalmers, Kerney Trekker, , Chain 

Ballasts, the heavy industry paid most of the taxes in West Allis 

and the possessor was an elected individual, and he obviously 

realized that the executives of those companies didn’t vote in 

West Allis, there were a lot of home owners who did and so the 

more that got loaded on these major, heavy industry corporations, 

the better of you were, since less tax was paid by the home 

owners and that was the kind of situation where the state stepped 

in, just cut the assessments to much much lower levels and 

economics came along and wiped out Allis Chalmers and certainly 

reduced the economic power of the heavy industries in their area. 

With a tremendous shifts in the taxation toward the single family 

home and so on and even today in West Allis, the assessor is 

still faghting in court about the legitimacy of the state’s 

assessments and whether in fact they’re too low on the industrial 

properties, too much attempting to maintain our heavy industry 

base by favoring them, as it were under the tax law. But, in any 

event, the state has taken over for industrial real estate, 

wherever it may be found. But in any event, the state has taken 

over for industrial real estate wherever it may be found. 

The statutes established 7 categories of property. One is 

agricultural, second is industrial, third is commercial, fourth 
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1s residential, fifth is retail, sixth 1S mining and the last is 

conservation areas. We’1ll talk about the significance of that 

categorization a little later. But we’ll start initially talking 

primarily about residential properties as a way of illustration. 

Once the assessor has developed his tax parcel map, each 

property 1S given an identifying tax parcel number and that tax 

parcel number is, in fact, a spatial code as to where that 

property is located and its general characteristics. So the 

first two numbers are the township, the next two numbers are the 

range, then the section, then quarter section and then if it has 

been platted as a subdivision lot it will give you the lot and 

block number. And the last number of course is the ever present 

check digit to see if there has been any errors in the first 

series of numbers. And this tax parcel number has to be brought 

up to date as of January lst. The month says May lst but the law 

has changed since that was typed, so it’s January lst. And by 

that time, all of the streets, all of the subdivisions, all of 

the changes in ownership have been recorded. Then for each tax 

parcel number the assessor prepares a tax card and that tax card 

1S going to detail the critical pieces of information that the 

assessor needs to arrive at his value. While tax cards are 

public in most states, they are still private in the state of 

Wisconsin. Only the property owner or his agent can see what, in 

fact, 1s on the tax card and can review it for accuracy. The 
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only information in Wisconsin that’s available is the assessment 

placed on the land, on the improvements and the total assessments 

on the property for each year that it’s kept up to available to 

immediate public review. 

Now, the assessor is then told that given this data base he 

1s expected to value the property at the highest price in which 

it be sold to another user in the normal course of business. 

That’s a very innocent appearing line. Seems, reasonable, fair 

and so on. But ask yourself, wait a minute, hold everything 

here. What if we had to sell the Sentry insurance building in 

Steven’s Point as of January lst. Who needs $100,000,000 estate? 

Grossly, inefficient building, beautiful building. Grossly 

inefficient - has 350,000 square feet of usable area out of a 

million square feet of surface. No that’s cheating a little bit 

- part of that is parking ramp but nevertheless, it’s still nota 

very efficient building. When they spent $100,000,000 to build 

that, American Family produced the same amount of work station 

Space out here on the east side of Madison by highway 51 and 30 

going out of town for about $10,000,000. So you get some sense 

of corporate largesse there. OK? What would it sell for to the 

next user? It doesn’t help us to hypothesize that Century 

Insurance Company would leave on January 1st and would be able to 

sell that to another user. That’s a pretty tough problem. It’s 

not hard to figure out what a single family home that looks 
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pretty much like every other single family home on the block on 

which we have multiple transactions every year - what those will 

sell for. We certainly have enough comparable sales when you 

need to adjust for differences in units and reproduce what is the 

most probable price at which it will go to another user. 

Now other states don’t necessarily follow that. They say 

whatever you need paid for it baby, is it. If Sentry wants to 

pay $100,000,000 for that building - They’re a one-time user, 

they’ re the market for that building and therefore we’ll charge 

you $100,000,000 - New York State for example out of what is 

called the Seagrams Rule says that if you’re dumb enough to spend 

that kind of money there must be some element of productivity 

that we don’t know about that should be taxed. That was based on 

the Seagrams Building in New York City in which, at the time 

which it was built, was the most expensive building all time 

office building in New York City. And the reason for it was Mr. 

Promta (?) had a daughter who had just graduated in architectural 

history from Brandies University and he was building sort of a 

Standard office box. She said, “Oh Daddy, how can you do that? 

It’s so ugly,” and so forth and nagged the poor guy to a point 

where he finally spent twice as much on the damn building as 

anybody else in town. And once he got it up, the assessors came 

in and said, “Hey, if you want to spend that much money on an 

office building we’re only to happy to assess it.” And he tried 
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calling and he said, “Wait a minute, that’s not fair because if I 

was going to rent that to somebody else like all the other 

buildings around me I would only get SX dollars per square foot, 

and therefore it would only worth so many dollars and not what I 

paid for it.” And the New York Supreme Court said, “We’ve never 

known you to make a bad business decision and obviously there’s a 

lot of publicity value in that quality of a building and 

employees are happier working in that type of building. So you 

have less turnover and so forth and so on. So that it probably 

was a good business decision, we just don’t see it all adding up 

in terms of rent dollars.” And just about that time a study had 

come out on the Lever Brother’s building which showed that was 

true. The dramatic architecture improved employee productivity, 

reduced employee attrition and turnover, and produced a great 

deal of publicity because everybody wanted their new car taken 

with that building in the background or whatever. And publicity 

is the game for consumer products like bourbon or soap or 

whatever and so the New York City Supreme Court said, “No, if you 

spent that much for it, you are a market of one for that kind of 

package and therefore that 1S market for that building.” So the 

Wisconsin rule isn’t necessarily the rule followed by everybody 

but it does create a very interesting problem for the assessor. 

What will this building sell for to another user? Now, that 

works two ways. If you got a really good buy and you sold it 
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from a senile old lady who didn’t know what she was doing when 

she sold it to you. That price doesn’t set your assessed value 

either. It does if you come in and say, “You got a really good 

buy and that house was worth $100,000 easy and you only paid 

$60,000 for it. And he can assess you $100,000 of course, if he 

can show that that’s normally what it would sell for. So it’s a 

two way street. 

Now, the courts have determined that the preferred way of 

determining value for assessment is by market value and by market 

value comparisons. Assessors of course resists that because it’s 

a fairly difficult thing to do as you will see in a moment. But 

at least they begin to feign or try to at least imitate the the 

market process. In order to set up the assessment system the 

first things you do is divide the properties among those seven 

categories and then within those seven categories, try to 

identify those that you could call class buildings - buildings 

which are of sufficient, repetitive character, particularly 

homogeneous that we could come up with one formula for the whole 

group. And then what falls out are the buildings which are 

sufficiently unique that each one must be visited by the assessor 

and appraised individually. Now, to the degree that we can have 

them fall out into particular classes or clusters of properties 

of a high degree of similarity. We’re beginning to discover that 

we can use a variety of statistical and mathematical techniques 
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to produce very reliable estimates of value without having to go 

through a more individualized objective process. But for the 

larger buildings it’s still avery subjective analytical process 

of one of a kind sort of a building that has to be analyzed with 

respect to its revenues, operating expenses and its future resale 

price. Now, if we are looking at class buildings you could look 

at what we call the tax manual. And the tax manual was divided 

into two parts; land and buildings. There is a tendency to move 

away from this in terms of let’s say single family homes because 

people say it’s really silly - you can’t separate the land from 

the building - the value of the land is still vacant when it 

isn’t vacant 1s obviously going to distort your result. But, 

let’s take a look at the traditional way, then we’ll see to 

accommodate the computer they’re starting to move away from this 

and value the total property and arbitrarily allocate something 

to the land just to make the problem easier and more manageable. 

Traditionally they would establish what is called a unit foot of 

land. A unit foot was essentially one foot of frontage in the 

depth of the lot. So in downtown Madison which subdivided 

initially to be 132 foot deep lots and 66 feet wide, a unit foot 

would be 1 foot wide and 132 feet deep. And in the good old 

days, the assessor and a couple of the local real estate hot 

shots would walk down the street and establish what a unit foot 

was worth along each block of commercial and residential land. 
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Now obviously not all lots are 132 feet deep and not all lots 

were inside lots, and so it became traditional in appraisal to 

set up some tables that would adjust the unit price according to 

a mathematical curve. So they had what they call depth tables. 

And a depth table really said, “Hey 50% of the value of the lot 

1s probably on the front third of the lot and another 40% of the 

value of the lot in the next third of the lot and then whatever 

is left can be attributed to the deeper part of the lot. But the 

closer it was to the street the more valuable it was and they 

would construct a curve and that depth table would then be 

applied to adjust lots that were not 132 feet deep. And we 

therefore had an automatic way of correcting for differences in 

depth. By the same token, if your lot was on the corner as 

opposed to the inside of the block, the premise was that a corner 

lot was not as desirable for residential purposes because the 

back yard now had less privacy - you had more sidewalk to shovel 

and so forth and so there would be a corner lot factor for 

residential lot that would reduce the apparent value of a unit 

Foot. And on commercial properties they said that to have a 

corner lot was more attractive. And therefore you had more 

visibility and more store window space and people could walk by 

and more access to merchandise and so forth and so on. And soa 

corner lot factor in a commercial building increased the unit 

foot value of the lot. And they would go through a whole series 
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of attributes of that sort. Whether it was flat or sloped down, 

the depth of the corner lot, depending on what kind of zone you 

were in and so forth. The assessors then could simply go through 

then, count up the number of unit feet ina site and adjust it 

for differences and presto you have the value of the land. And 

anybody that was fair minded that went through the process would 

arrive at the same number. It could be replicated no matter who 

the assessor was, in fact go through the computation. That was 

the critical element of the system. The opportunity for very 

much discretion simply wasn’t there. And therefore the 

opportunity for graft, simply wasn’t there. And the opportunity 

for error wasn’t very much there either. You could agree if the 

taxpayer felt he’d been a little over or under underassessed, he 

could come in and go through the same series of steps and arrive 

at the same number as the assessor. It was a very important part 

of the system. It has led of course to a whole series of myths 

about property. There is still those who believe that corner 

lots are more or less valuable than inside lots and that lots 

which slope one way or another are more or less valuable. Lots 

that are more or less deep don’t lose their value so that the 

utility company coming along the back of your lot and taking 

let’s say, five feet for a hidden utility line is probably going 

to argue that their assessor or their appraiser that the depth 

table is still true and that the back end of the lot isn’t worth 
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as much per square foot as the front end of the lot. So a great 

deal of the mythology of real estate grows out of these 

traditional applications of the assessors manual tables which 

were designed for the convenience of the assessment process and 

not necessary because it was a very scientific measure of the 

values phenomenon that it was addressing. 

Relative to the improvements the manual also provided for 

virtual photo identification of different classes of property. 

And you might have, first of all, different types of construction 

- wood frame, masonry, reinforced concrete, bioresistant steel 

frame buildings. And you would, as the assessor, categorize the 

building, turn your manual to that particular section, and then 

in the manual there might be a dozen or two dozen photographs of 

typical kinds of structures in that category. And you would Say, 

“Ahhh, looking at the building I’ve got and looking at the 

photograph this comes out to be picture “E” and I now will look 

at it under the table that go with picture “E” and find out what 

the square foot and cubic foot values of that particular factor 

are. So the only discretionary call I had was to really decide 

the category of structure within a class of masonry or steel or 

whatever and at that point then he was led into aa second level 

of the system. And generally what they did was they specified a 

typical building of a single family home of a class three, for 

example, might be presumed to have one bathroom, one kitchen, one 
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fireplace, hot water boiler, no air conditioning etc. And he 

would then go through his inventory of building attributes and 

would say, “OOPS, wait a minute, the one I’m looking at has two 

bathrooms, now what do I do.” And the manual would say, “What 

you do if you’ve got a second bathroom is you add $1,500.” And 

then it says if you have air conditioning on an auto furnace, 

instead of hot water heat, add $200. And so for all the 

variances between the structure and the the standard structure of 

the class, the assessor would add or subtract for the presence or 

absence of that feature. And at the bottom of his worksheet he 

would then take the net total and arrive at the assessed value 

for the improvements. And he would do that for each building on 

the property - the garage, the house, the barn, the chicken house 

and so forth. You can go through that little system and come up 

with a number. The result then was a very, very objective kind 

of process which could be replicated or duplicated by virtually 

any assessor. There were very few discretionary calls to make, 

if he had any questions on his income tax, the addition of, you 

could go in and appeal that type of error. 

Now, today statistically we’re beginning to find that we 

really don’t need all of that detail, that there are probably a 

dozen variables that will allow us to predict differences in 

price between one single family home and another, with a high 

degree of accuracy using set theory and statistically theory and 
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computer methods of analysis - then we only need another 40 or 50 

variables that are there, not so much to predict the value of the 

house, but to make the taxpayers feel that the differences 

between his property and somebody else’s property have been fully 

considered. So there are some variables today which are used for 

actual prediction of difference in value, and other variables 

which are simply there as a psychological comfort so that when 

somebody says, “Did you consider, the assessor can say, yes.” 

The fact that it didn’t carry very much weight in his decision is 

irrelevant. He can simply answer positively yes, I considered 

that and the model takes that all into consideration. And it’s 

pretty tough to argue with a computer model that looked at 60 

variables to say the value of your home is $185,000 plus or minus 

one. And so as a result, we have computerized this process to a 

great degree and, particularly for single family homes and class 

property. 

Now, let’s assume that the notice arrives and you’re in 

shock because it says that it’s worth $100,000 and that you’re 

going to owe $2,800 in taxes this year and you thought it was 

worth $80,000 and had budgeted accordingly. Today you would have 

essentially three steps to the appeal process. The first thing 

you can do is just go down to the counter of the local assessors 

and ask to go through the assessment with the fellow who did the 

assessment on your property. How did you get at that number and 
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what did you consider? What is it you think you know about my 

property that I don’t know about my property and so forth? And 

just find out if the tax card is correct. If the dimensions of 

the property are correct - all the basic numbers. If you don’t 

find any arithmetic or factual errors and you still think you’re 

over assessed. You can ask for a review by what is called the 

Board of Assessors. And three other assessors in the office will 

get together and review the assessment on the property to decide 

if they would have concluded the same as the individual who, in 

fact, was assigned in the assessment of that property. If that 

Gives you no satisfaction, then the next thing you can do is 

appeal to the tax appeal board in the community. The tax appeal 

board 1s one of the most marvelous elements of citizen 

participation in government that I know of. It consists of seven 

Citizens appointed by the mayor to represent a cross section of 

the community. They typically are not paid for their services. 

They typically represent a student, anda realtor, anda 

housewife, and a small business man, and a farmer, and whatever. 

And they go and listed very carefully while you as a taxpayer 

say here’s why I think I’m overassessed and there are certain 

rules to the game - you have to indicate that you’re at least 10% 

apart from the assessors, you’re not arguing over the last 1 or 

26 difference in the system which isn’t that accurate - second of 

all, you have to show that you’ve been treated unfairly or 

268



550/705 - Real Estate Process Spring 1987 JAG 

unequitably relative to other similar property in your area and 

three, that there’s perhaps a theoretical error in the appraisal 

system that doesn’t apply to your property. And the appeals 

board can then make an adjustment to your tax and instruct the 

role to be corrected accordingly. Even if you come ina year 

later and argue about last year’s tax and they decide there was 

in fact an error, the reduction would be applied to this year’s 

assessed value even though the error was a year old - so there’s 

some opportunity to catch up as long as you can discover what 

kind of an error was made. At that point, if you decide you 

still ain’t been done justice by your peers, you have two 

alternatives. One alternative 1s to appeal the process itself 

through what’s called tersiory - it goes to the circuit court. 

And the circuit court reviews the record you made at the tax 

appeal board. In other words, there’s no trial in the 

traditional sense of you again going through your spiel and the 

city going through their spiel, all that the court does is read 

the record that was made at the appeal board level. They can 

read the appraisals that were submitted, any other types of 

documentary evidence and so forth and the court will decide 

whether, in fact, the assessment was done illegally because of 

some failure to observe court precedence or procedure that was 

used or wasn’t used or a fact or a critical piece of information 

was neglected or overlooked. If they decide it was done 
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illegally, it simply gets sent back to the appeal board for 

review and another decision. Now, obviously that can get pretty 

Circular - the appeals boards knows about a point because you 

challenged them in court and now it comes back in their lap, 

they’ ll find another reason for doing the same thing they did 

before, you’ll spend a lot of legal money and a lot of time and 

so forth that you may not get from that appeal board a fair 

review. You’ll simply go through the motions and frustrate the 

tertiary board. 

The alternative is to go for what is called a de noble(??) 

proceeding. A deal do(??) proceeding means we’re going to start 

from scratch. We going to go into court and we’re going to have 

a jury and we’re going to go through the taxpayer’s appraisers 

and then the community iS going to present their assessment and 

the jury and the judge can decide what is a fair assessment on 

the property. That is obviously a much more expensive, time 

consuming operation and there are certain limitations as to what 

kinds of property and property owners are permitted to do that. 

Basically the little property owner is permitted to do that, the 

large property owner is not. Nevertheless, it 1S a very 

participatory system. It’s designed to allow the person to be 

involved in the process and most home owners represent themselves 

at the board of appeals. Most home owners select their own data 

and go down and argue their own case and it works very very well, 
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by in large. Where it doesn’t work is where there’s a big fat 

high target so if you own the biggest hotel in town and everybody 

thinks you’re making money the appeals board is a little 

reluctant to roll back their assessment when it knows that every 

time they roll back the assessment on a large property, the total 

tax base of the community 1s reduced and therefore the mill rate 

for all the other taxpayers 1s goin’ to rise. So each time you 

reduce the denominator the mill rate goes up for everybody and 

therefore there is a natural political reticence to do anything 

about rolling the assessments back. And as we get more 

sophisticated about that, obviously there becomes new different 

ways to rationalize the assessment process. OK. 

The process as described calls for a manual type of property 

and individual. Obviously, historically was relatively 

cumbersome and involved manipulation and management. And when 

the market 1S reasonably stable and the community is not in much 

of a growth mode the assessor, of course, 1S capable perhaps of 

keeping up with the general level of market activities. Some 

fairly rapid expansion of the community at the hinterland along 

the suburban fringes shifts in value in the downtown areas of 

most communities has meant that the assessor has fallen well 

behind the marketplace. And, those types of properties which he 

1s capable of tracking in the way of automation and statistical 

techniques, such as residential properties, are the most easily 
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maintained at current market value, whereas those properties such 

as industrial properties, investment plants, shopping centers and 

so forth, which require considerably more people hours in order 

to have a current valuation on it, obviously, tend to fall 

behind. And the result is, of course, ultimately a shift in the 

tax burden toward those classes of properties where the 

assessments are the most easily maintained in market value with a 

falling away of the tax burden from industrial and commercial 

investment properties less easily adjusted for inflation or for 

shifting property preferences within the community. The result 

of that, of course, every once in awhile is a taxpayer revolt. 

California, for example, with its Proposition 13. The homeowner 

in that essence wasn’t angry because the assessor was wrong in 

his assessment, the homeowner was angry because the assessor was 

right on his assessment. The last thing he wanted to be told was 

that his home was appreciating at l or 2% a month partly because 

of land use controls, partly of in-migration into California, 

partly because land and prices and so forth were rising due to 

the shortage of lots, and so on for suburban expansion. And what 

was happening was that the assessors in California became very, 

very good with the computer in tracking on single-family homes 

and small apartment buildings and small commercial buildings 

because it lent itself to sophisticated methods of data 

management and with that there was a gradual shift of course in 
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the tax burden away from investment properties toward the single 

family home owner. And the result was of course an 

oversimplified and disastrous rule which said, “OK, tell you what 

we’re going to do. We’re going to freeze everybody’s assessment 

and whatever it was they paid for their property, we’ll allow it 

to inflate at some nominal amount, say 1 1/2% a year but, again, 

your assessment won’t change in any major way, until you sell the 

property.” And the next person who buys the property will, in 

fact, have assessed himself because whatever he pays for it 1s 

indicative of what the market value should be at that point. And 

the result of Proposition 13, of course, was to make tremendous 

windfalls for people who were living in their house for 25 years 

because the assessment never caught up with market value and yet 

the individual who moved to California for the first time, bought 

his first home, was assessing himself right at the top of the 

market. And so you could have two houses side-by-side in which 

one was assessed at the $60,000 that characterized its value in 

1965 and the one right next door was at $180,000 which 

represented the current market value of the property with a 

tremendous inequity in terms of the property owners. And that 

continues to prevail to this day. 

By the same token, the landlord who has set his rent based 

on the expectation that his taxes would be such-and-such and now 

found that he was getting his taxes rolled back to whatever his 
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acquisition price, really had no compunction at all in terms of 

refunding it to the tenant. It was just a tremendous windfall 

where he had over budgeted for taxes which never came to pass. 

And yet most tenants now had an escalator clause which said that 

if taxes went up, they would have to pay the increase. Most 

people weren’t bright enough to negotiate an estimator that went 

down. So that the tenant never got the benefit of the tax 

reduction that might have occurred as a result of Proposition 13. 

Now, the only thing that happened to California was that by 

arriving at this over-simplistic method of protecting the home 

owner against the tax, they drove out of the state virtually all 

of the capable tax assessors in the state. Up to that point, 

California had “the” superior real estate tax assessment system. 

It was organized by county. It was supervised by a state board 

of equalization. The state board audited each assessment office 

at least once every five years - analyzed what it was doing 

right, what it was doing wrong, came up with a list of 

particulars and instructed the assessor that those factors had to 

be corrected by the next audit. And within five years, they re- 

audited and if those deficiencies in the system had not been 

corrected, the auditor was out, fired and replaced by the state. 

And, as a result, they were making tremendous strides in coming 

up with an objective, effective, very contemporary assessment 

system. Once they had destroyed that by simply saying we don’t 
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care what the current market value is, we’ll simply adjust it 

every time the property is bought or sold and allow the other 

adjustment to occur just on an automatic 1 1/2% - 2% a year 

adjustment, the demoralization of the assessment staff and the 

equalization system was drastic. Probably the one benefit that 

occurred the other 49 states had a flood of applications from 

California assessors to come into their jurisdictions and perhaps 

build a new system. So even Madison’s assessor 1s from Orange 

County, California, and it really disseminated the techniques of 

contemporary appraisal throughout the country and hence 

Significant improvement in the data management capabilities of 

assessment offices. Nevertheless, the system still remains 

somewhat backward in its ability to respond to a very dynamic, 

quickly changing market in which prices are shifting within the 

community, the community 1S growing at a rapid rate, adding 

additional assessment parcels, and so on. Nevertheless, there is 

a really interesting career opportunities in the assessment area, 

particularly if you’re moving to a new community and want to 

learn about the community quickly in terms of its market 

characteristics and trend and variabilities and so forth - to 

begin at the assessor’s office and to learn how to make use of 

that public data pool. Certainly that data pool will play more 

and more role in future market analysis in urban areas than it 

has presently. We’re still moving into that interesting area of 
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when does the public database become truly a public database and 

when are we, in fact, encroaching on the privacy of the property 

owner by sharing with the general public, description of that 

property and its appointments and equipment and interior 

finishes. So that you will see a broad array of alternatives 

state philosophy on that, but generally moving toward the 

realization that an adequate detailed data base on real estate 

inventory is really in everybody’s interest, in terms of buying 

and selling there is more efficient market, in terms of equitably 

assessing the properties and in terms of market research as to 

what needs to be built or what doesn’t need to be built - what 

kinds of properties are fairly surplus or in short supply. 

The other aspect of real estate tax, that is, of course, 

getting considerably more press and the Union, Wisconsin is 

getting more press, the question 1s; what should be in the 

numerator of the tax? What things should we properly try to 

finance with the real estate tax? Currently 55% of the tax rate 

in Madison is the school board. But in California, the Serranto 

case, set everybody back on its heels, because it said that the 

constitution guarantees a child an equal opportunity to education 

and that if you have a community with a relatively low tax base 

because it’s a relatively poor community or undeveloped community 

Or its population density is quite low, it simply doesn’t have 

the resources to provide the same opportunity of public education 
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that, let’s say, a Beverly Hills, California, has in terms of 

assessed value per child. And, as a result, California ruled in 

the Serrano case that you could not provide equal opportunity by 

funding education on the real estate tax and rejected that as a 

method of financing education in California. There was great 

fear that that pattern would pervade and the fact that the 

constitutional ruling would spread very quickly across the 

country. So Lucy and subsequent governors here in Wisconsin have 

attempted to avoid that, by providing a state aid school law 

which, in effect, provides additional aid from the state income 

tax to those communities whose assessed value per child falls 

below a certain standard. Now that’s the state aid fund dilemma 

you hear considerable stats on. And at one time Lucy was even 

trying to go to a point where, let’s say, that a community had 

less than $80,000 assessed value per child, they would get a 

certain amount of additional aid. But if a community has, let’s 

Say, more than $95,000 assessed value per child, they had to pay 

additional money into a state pool that would then be shared with 

the poorer counties. That was rejected as unconstitutional. You 

can imagine how Shorewood or Fox Point or one of the richer 

residential communities felt about putting some of their tax 

money into a pool to help let’s say the poorer counties in 

northern Wisconsin fund then education program. Tremendous human 

crying over that, and, as a result, that part of the law was 
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changed. But, nevertheless, still in Wisconsin the amount of 

State aid that you get is inverse to the amount of assessed value 

per child. Now that leads to some rather interesting kinds of 

problems. For example, if the community is growing, let’s say, 

as a commercial center for a larger area, its assessed value with 

a new Manchester’s Place and new shopping on the west side, and 

so forth, 1s going up but the number of children isn’t changing 

and, as a result, its assessed value per child 1S going up and 

therefore, it may lose more in state aid than it gains in tax 

base. On the other hand, if you decide to build a mobile home 

park in which there’s almost no change in the tax base, but you 

get a tremendous number of children because of the young families 

at relatively lower, income families to boot suddenly, POW, your 

assessed value per child drops and now you get more state aid. 

By the same token if we go into it, you’ll see a little later in 

the semester, special features like a tax increment financing 

zone. TIF, tax increment financing 1S virtually the only way a 

community has currently, of getting special financial assistance 

to encourage redevelopment or to encourage commercial development 

of one form or another. But the impact of TIF is that the total 

value created 1S included in the state base for determining 

whether you get state aid or not, or how much state aid you get. 

But, in fact, the school board doesn’t collect any of the taxes 

on the increased tax base. So, on the one side, the state aid 
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formula reduces the amount of aid available to the school board 

because of the increase in commercial tax base created by the TIF 

program. And, on the other side of the coin, it gets none of the 

real estate taxes created by the increment in that TIF. And so 

the school boards are now fighting a gorilla war against the 

urban redevelopment types of programs which, in a sense, tend to 

skew the school tax for the benefit of urban development, 

redevelopment. We’1l look at that again a little later, but the 

Significant part here is what are we going to include in the 

numerator? How much education shall we finance? How much 

welfare shall we finance? Or should the real estate tax go back 

to being what it was originally, which was a way of funding that 

public infrastructure that everybody shared, the road systems, 

the fire department, the police department, the parks and zoos 

and those kind of amenities which were really ongoing 

responsibilities of government that benefited everybody in real 

estate in one way or another because it enhanced the living 

Quality and so forth of the community. Should we try to finance 

our education and our welfare and our social responsibilities out 

of a tax perhaps which can be more progressively focused against 

the well to-do than the real estate tax. After all, if you have 

an $80,000 home and you have a $79,000 mortgage, you only have 

$1,000 net worth, you’re payin’ the same tax as the guy who has 

already paid for his $80,000 home and therefore technically is 
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wealthier than the first one. So in some people’s eyes the real 

estate tax 1S regressive when, in fact, it taxes the the total 

value of the asset, rather than the net worth of the owner. Lt 

that’s true (remember there’s arguments on both sides of that), 

then we really ought to shift social welfare burdens away from a 

regressive tax toward a progressive tax system and change the 

kind of things that are in the numerator of the tax. 

Now the alternative to that, and the one which people most 

generally pursue because it seems to be politically easier, is to 

find exceptions to what should be in the denominator. Who is it 

that’s going to be taxed? And at what proportion of their value 

should they be taxed? It’s easier to do that than to correct the 

long standing habits of government in looking to the real estate 

tax for education and welfare and a variety of the other soft 

costs of our society. So let’s look at lecture #2 of the notes 

that were just handed out and look at it from that standpoint. 

Which properties should be assessed or how much should it be 

assessed 1S a perennial political issue in which, of course, the 

demagogues can find, you know, rich fare for stirring up election 

1ssues and presumably advancing their candidacy. Government 

owned property of course 1s exempt from the real estate taxes. 

That’s true whether it’s federal or state or local county and 

township schools and so forth. Here in Madison, over 40% of all 

the land in Madison is exempt, including the University campus 
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and the Federal installations and the court houses and the state 

office buildings and so forth. And yet they nevertheless receive 

all of the urban benefits of fire and police protection and the 

other city services and certainly the benefit of the street 

system and so on. So there are a few minor adjustments 

attempting to provide some equity to the City. State office 

buildings pay a 15 cent a square foot fee toward the City for 

services received. Public housing, for example, pays 10% of its 

gross rent toward the community for its costs of operation anda 

fee which is called, “in lieu of”. A fee “in lieu” is an attempt 

to regress the fact that the government property may be otherwise 

exempt. But, Eagle Heights, for example, has to pay so much a 

child toward the school system. But these are negotiated and the 

public agency doesn’t have to do that. They may be pressured to 

do that for one political reason or another but, these amounts, 

once negotiated tend to be a little resistant to change. Very 

few of them are indexed to reflect inflation or whatever. At one 

point, it was assumed that university married student housing, 

for example, would be valued as though it were assessed and then 

only the school tax would be assessed. But the state supreme 

court said that was discrimination. You’re either subject to the 

real estate tax or you’re not. And Eagle Heights came and 

therefore they were not able to apply that kind of system, even 

though they recognized that Eagle Heights produces a tremendous 
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student load for the city of Madison system. But other 

governments pay nothing. And, of course, the issue is that 

reflecting the fact that the government service, in effect, 

justifies itself and the citizen gets some benefit from it. Or 

is that perhaps too broad an exclusion? At what point should the 

University of Wisconsin start paying real estate taxes? Now as 

long as they call their farms out on the west side, experimental 

farms, they don’t pay real estate tax. They can sit out there on 

Charmong farms, and so forth and so on, indefinitely. And never 

pay real estate taxes, never really experienced the opportunity 

cost of sitting on that land and holding it indefinitely and that 

leads to a certain inefficiency as we’ll see in a moment. 

What happens, to a township, let’s say, in northern 

Wisconsin when a sizable portion of the land is taken by the 

federal government for a military base or for a wild river 

preserve or whatever. Who benefits and who pays as a result of 

that? For example, a number of years ago the federal government 

in what was called the Great Bong Air Force bungle took some 

15,000 acres of Racine and Kenosha County for what was to be 

first of all, a defensive tactical air command base and then they 

got NIKE missiles and decided they didn’t need that and so they 

made it a B-52 base. And they tore all the top soil off and they 

built a runway about 2 miles long and then they realized that it 

conflicted immediately with General Mitchell Field in Milwaukee 
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and O’Hare Field. And a B-52 doesn’t have a very steep angle of 

climb and therefore, whenever the planes would take off they’d go 

right through the airspace of O’Hare Field or Mitchell Field and 

that wasn’t really the brightest thing they could have gotten. 

And so after ten years of pouring all kinds of money in this 

thing, they just abandoned it. Now, that was a large part of the 

tax base of the townships in western Racine County and western 

Kenosha County. The base for the school board had been just 

wiped out. The town roads which had been paid for and built by 

the townships had been assimilated into the government property 

and it’s very hard to put the top soil back on and sell it for 

farms again. And, in fact, ultimately it was reduced to a 

wilderness area for duck hunting and bow hunters from 

southeastern Milwaukee but, nevertheless, who pays? Obviously, 

the landowners who actually sold their land to the farm got paid. 

But there was no replacement of the tax base for the community 

who had used that to equitably distribute the cost of services 

and so on to their residents. Ultimately, after many many years 

of suit, the federal government was forced to pay an indemnity to 

the school board and the town board that were adversely affected. 

But basically our eminent domain laws don’t look at private 

property as part of the resource of the local government. They 

compensate the land owners but they do nothing to indemnify the 
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government for the loss of its revenue base that was inherent in 

the land system. 

Now with the inverse kind of rewards that we have in our 

state, state aids will almost make up for the fact that the 

government takes all of those cottages off the tax roll along the 

St. Croix and makes it a wilderness river again. And the county 

will get from the state equivalent amounts of aid because of our 

State aid formulas. But, in effect, the federal government is 

getting the benefit of the political credit for saving the wild 

river and the state and the local township citizens are the one 

who are paying the bill. So it probably becomes, you know, 

knowledgeable as to who should be exempt and to what degree 

should they be exempt? And do we have in fact a vested property 

interest in terms of government’s interest in the tax base that 

should be compensated when another government agency takes that 

land off the tax roll. 

Should government installations like universities or, let’s 

say the Federal Forest Research Lab here, be considered economic 

base items for which we ought to be grateful, and therefore we 

give them a free ride, or should they, in fact, be part of the 

tax base of the City since they get the benefit of our fire 

department and our road system and our police department and the 

other services? If, in fact, that’s true. How do we determine 

what the market value of Bascom Hall or the Federal Research Lab 
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is? Who’s to determine what the market value “as is” sold on 

January 1 to another user should be? Maybe Marquette would buy 

Bascom Hall aS a missionary outpost. Otherwise the market 1s 

relatively limited. 

Churches, hospitals and private schools are also exempt so 

long as the property 1S contiguous to its operating center and 

actually used for charitable purposes. And then we get some 

interesting rhubarb. If one of the churches here espouses, let’s 

Say, a tenant service group that the city of Madison recognizes 

as political but not charitable, the church may be taxed ona 

portion of its premises. When the YWCA leased out a floor of its 

building to a school from the east side of the state to offer 

night courses that was not regarded as not within the YWCA’s 

scope of charitable activities and therefore it was taxed on one 

floor of its building because it was no longer following its edi 

mosonary intent. 

We get some very interesting kinds of definitional problems 

of when do you retain your exemption, when do you lose your 

exemption? And at what level of government has the right of 

taxation? 

Recently Wisconsin voters attempted to address at least some 

of the land use mistakes that occur as a result of the real 

estate tax, relative to farmers and conservation land. Our 

constitution requires that all land owners be taxed in the same 
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way. We can not discriminate by those things which we feel 

Should be taxed more or less because of their social benefit. 

You 1S or you “ain’t” on the real estate tax. It was felt that 

the pressure of paying real estate taxes on wet lands tended to 

advance or accelerate their conversion to commercial purposes. 

That farmers who were paying taxes on their wet land tended to 

find a reason to fill it in sooner, or plant corn and so on with 

obvious tegragations to the environmental quality that farmers 

were on the immediately edge of suburban growth were taxed as 

though their land was subdivision land rather than farm land. 

Pretty soon the farm was incapable of paying the real estate 

taxes based on agricultural production because highest and best 

use was now considered to be suburb. And the result was, of 

course, was that you accelerated the farmer’s move away from the 

peripheral edge of the community causing the farm to go out of 

production sooner than necessary and perhaps leading to 

overproduction of lots and suburban land with obvious financial 

damage to that aspect of the business as well. Therefore, the 

voters stated that, in effect, for two types of land - wet lands 

and for farm lands immediately adjacent to suburban developments 

- that it would be possible to tax it on “use value” as currently 

used rather than on market if it were in fact accommodated to the 

development. 
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In California a similar act is called the Williamson Act. 

The Williamson Act says that if you’re willing to place your farm 

under the jurisdiction of the Williamson Act, that you will be 

taxed simply on its agricultural production and not on its 

Subdivision potential. But you have to leave it in there for at 

least ten years and if you take it out of the jurisdiction of the 

Williamson Act, you have to refund to government all of the taxes 

you would have paid based on market value for the previous ten 

years plus interest - and that interest is typically a nominal 6 

or 7/7 percent. So there’s a penalty, as it were, if you roll back 

the regulation and decide to sell to those developments. There’s 

also a roll back in the Wisconsin law which is modeled to some 

degree on the California law. But, nevertheless, the interest 

penalties and the roll back is relatively nominal so that there’s 

always the temptation for the farmer to come out from under the 

special tax category and sell it to that developer who’s ready to 

build a shopping center or whatever. I don’t think the voters 

were thinking very clearly about, you know, the long term policy 

implications of that - it was passed at the time in which 

environmental quality at all costs was being considered. And, in 

fact, the tax revenues lost by the township which had a large 

amount of wet land or farm land under this act is refunded by the 

State, from state income tax proceeds. Well, we have to ask 

ourselves if we abandon the benchmark of market value for some, 
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then there’s a political temptation to abandon it for everybody. 

Should we exempt the elderly who are living in their homes for 

their retirement from real estate tax? What about that - the 

veteran coming back, shouldn’t we exempt him? What about houses 

that take care of college students, after all 15% or more of the 

gross rent that you pay in Madison is real estate tax and we want 

you to go to school here - to help you to do that by saying that 

1,000 college students that it doesn’t have to pay real estate 

tax. Certainly all of these people are deserving and certainly 

all of them represent significant voting block that would appeal 

to political demagogues who maybe get your vote by advocating 

some special benefit and dip in the honey pot for that particular 

constituency. And, as a result, we’re beginning to erode what 

was thought of initially by our forefathers as a critical element 

that all landowners be taxed against the same standard - namely, 

the market value of the asset - that particular point at which 

the tax was to be applied. Whether they’1ll continue to encroach 

on that with special exemptions remains to be seen. There are 

backhanded ways of doing it. For example, in Madison it would be 

possible if you were a relatively low income elderly person 

living in your home to stop paying your real estate taxes and 

they would accumulate those with interest as a lien on the sale 

on the property, so that ultimately when your home was sold at 

the closing to the next buyer, the taxes in arrears would all be 
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paid but you would not be considered in default in the mean time. 

Certainly solves perhaps the cash flow problem for the elderly 

individual, but, in effect, it’s a very quiet way of causing him 

to consume the equity in his home and account on really 

without being aware that they’re doing so. 

Obviously, a community that 1s concerned with its fiscal 

problems of maximizing the revenue in its numerator and perhaps 

making sure that it also expands the economic assessed value on 

which that would be collected, is going to have very distinct 

land use policies as a strategy to advance its revenues at a rate 

faster than the service obligations which it entails at the same 

time. So for example, mobile home parks that we mentioned 

earlier represent a very high service cost to the community with 

a relatively low tax base. After all the only real estate are 

the pads and laundry buildings and community buildings which 

serve the mobile home. The mobile home itself 1S assessed as 

personal property with a fairly rapid write-off - I believe it’s 

a 15 year write-down to a scrap value on a mobile home. So it’s 

a set value base declines very quickly and the older and shabbier 

it looks, the sooner it falls off the tax roles. In fact in 

Florida, for example, the mobile home isn’t taxed at all as real 

estate as long as the trailer hitch is still attached. So if you 

ever go see a trailer park in Florida they have very elaborate 

installations - I mean these things are big homes - but somewhere 
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peeking out underneath the rose bushes is the trailer hitch. And 

the fact that there’s no wheels any more and it’s on concrete 

footings and so forth, but there’s still a trailer hitch and the 

law identifies that as a mobile home and therefore not subject to 

real estate tax. And so, in any event, obviously, the community 

would like to discourage perhaps mobile home parks, and the fact 

1s that Madison does a very effective job of that. We have a 

very detailed statement of how mobile home parks are to be 

designed and where these kinds of things to be located at, near 

to and so forth. But I will defy you to find any spot in Madison 

that would meet those criteria. And so, as a result, we have not 

had any new mobile home parks in Madison for a very long time. 

Technically you can do this but practically you can’t find any 

spot that would qualify. Large lot zoning, on the other hand, is 

one way in which you can encourage only expensive homes to be 

built with high tax bases and essentially expensive homes tend to 

have fewer children and older children and lower service needs 

and generally don’t represent a welfare person on the community. 

They would tend to encourage suburbs or subdivisions which track 

the upper income yuppie and tends to encourage the lower income 

first time home owner who still has 3 or 4 kids to put through 

school, etc. and may in fact lose a job and need some service 

costs and so on in the peripheral community and keep the high 

taxpayer for homes. 
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During the days of urban renewal and even today there’s a 

tendency to replace low income housing with luxury housing. You 

consider Chicago, for example, much of its urban renewal area 

cleared away the low income, low density types of housing that 

served a large part of its population and replaced it with high 

value apartment buildings to attract the middle class back to 

town because it provided a bigger tax base with a lower service 

cost and therefore more net revenue to the community. 

Cities, obviously, waged war in order to achieve better 

fiscal balance. The way they can achieve that is to, of course, 

encourage the kind of investment which creates an increase in the 

ratable tax base with very little increase in the service charges 

to the city. To build a convention center, to build a new office 

building downtown, to build shopping centers creates, obviously, 

a high ratable tax base but doesn’t necessarily mean that you’re 

adding that many more citizens that have social problems or kids 

that go to school or the other types of expensive services that 

would be required of the community. And so their growth 

strategies tend to be what we would call fiscal zoning - attract 

those kinds of property which increased the ratable tax base 

faster than the service obligation of the community so that there 

1s surplus revenue available to help finance their existing 

obligations and hold down presumably the growth and the mill rate 

for the voting citizens. 
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Public land use decisions must also be always made to 

concern, what the impact of a dollar of public expenditure will 

be relative to the tax base. Madison for years has had that kind 

of war going on. For example, at the time that the City was 

considering creating a performing arts center, at one point there 

was a very elaborate plan for a Frank Lloyd Wright designed 

facility down at Law Park on the lake shore. All of the area 

around it was already owned by public facilities such as the 

State office building, the city Madison Park and so on. There 

would be no immediate impact on tax base at all. One of the more 

interesting aspects of putting the city’s performing art center 

in the old Capital Theater on State Street was the fact that by 

creating that kind of activity downtown, creating that kind of 

pedestrian activity, it generated a whole series of restorations 

in terms of restaurants and shops and so forth in that middle 

sector of State Street which didn’t get direct benefit of the 

student area down closer to the Lake Street intersection and so 

on. And the result was, therefore, that for every dollar of 

public expenditure that went into the Capital Theater project, 

you’ve probably got at least one dollar of additional tax 

assessment base around it with which to help fund the deficit 

operations of the Center. In other words, you want to use your 

public money to stimulate additional private tax base. Use it as 

seed money, aS it were. The location of Truax - the location of 
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MATC - at Truax in the middle of relatively low density value 

land or public land, in that case. There was really nothing to 

help the tax base of Madison if it hadn’t been located along the 

eastern Washington Avenue site that was proposed downtown. It 

would have been supported obviously in the rental units in the 

downtown area and supportive of the shopping 1S downtown, the 

convenience foods and all the other types of services that are 

required by students and you would not have had the rate of 

decline in downtown Ismus real estate values that were reported, 

for example, by comptroller Riley about a week ago to one of the 

Mayor’s committees. So you have to really begin to look at 

public knowledge in terms of their ability to generate equal 

amounts of private investment and, as a result, ratable tax base. 

Government support of new towns can occur, obviously, from 

time to time, when the government chooses to add government 

installations to the site and so forth. Some time ago, as a 

result of the Great Bong Bob was seen in Kenosha 

County, a blue ribbon committee of economists and land planners 

and so forth, determined that the Bong Air Force Base should be 

converted to a new town that would take advantage of this huge 

two mile long runway to become a tech center really to the 

aeronautics industry and the light aircraft industry. And 

perhaps, also to attract other firms to plant sites where those 
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firms were dependent on air transportation or the ability to move 

executives from one plant to another around the country and so 

forth. And just as they were starting to bid for and attract a 

developer of the new town, Racine and Kenosha suddenly woke up 

and they said, “Wait a minute, if we had a new town on our 

borders that has only the best of the industry and can leave all 

of the welfare problems and the old obsolete infrastructure and 

the old plants behind, who’s going to move there? The folks in 

Racine and Kenosha are going to move there and leave us with a 

major problem.” And so at that time we had Senator Mulenaro (?) 

from the Racine, Kenosha district who was, perhaps, one of the 

most powerful state senators we ever had - chairman of the 

finance committee - and he with a single stroke abolished the 

Bong Air Force Committee who had the title and the power to 

market this project as a new town. And he got the D & R to come 

in and announce that this was very precious natural cover for 

quail and pheasant for folks that like to go tramp in the woods 

and so forth and abolished the whole new town concept. But the 

Obvious thing that was happening was that government was going to 

subsidize stripping away the best taxpayers out of the adjacent 

community and, in a sense, make the tax problems of Racine and 

Kenosha much worse than they were. 

Another aspect, of course, is what can we spend public money 

on to stimulate tax base. And we run into a certain amount of 
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demagoguery from time to time. For example, let’s assume that 

one of our problems in downtown Madison is that we don’t have 

enough yuppies living downtown in a high income apartment 

building to support a better class of grocery store and support 

better convenient shopping and so on. And then if we could have 

more residents living permanently in the downtown sector we would 

have a better balanced retail base and service base in that area. 

Well, what does it take to get folks back downtown? Well 

Obviously we’re going to have to be able to provide apartment 

house sites at a reasonable cost to developers that’s competitive 

with that raw corn field out on the edge of town. And one way to 

do that would be for the government to acquire or the city to 

acquire, let’s say, a square block of land along the lake - a 

number of lake lots. And let’s assume for that moment each of 

those by the time you’ve torn down whatever was there and cleared 

the site and so forth, it might cost $3,000 per room for an 

apartment or $3,000 for say a one-bedroom apartment. These old 

numbers here at $3,000 are about half of what they are currently. 

You’d have to pay about $6,000 a unit for land and you’d pay 

about $44,000 to build a one bedroom apartment. For a total cost 

of $50,000 for a one-bedroom. $50,000 apartment will produce in 

terms of real estate taxes about 2.8% per year which is slightly 

less than $1500. Fifteen hundred dollars revenue to the City of 

Madison for only four years. We’ll give them their $6,000 back, 
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you call it 5 years and you pay the interest on the money as 

well. Not a bad investment if you’ve attracted a new household 

back downtown with their retail spending power and with their 

obviously proprietary interest in shopping and enjoying and 

making use of downtown resources. But can you imagine what our 

city council would say if you were giving the developer a check 

for $6,000 for each apartment unit that he built downtown for 

folks that had income of, let’s say, more than $40,000 a year. 

Such human cry you would never hear. Why are we subsidizing the 

rich etc. Well, for one reason, we need the rich to support all 

our other stuff and if we can trick ‘em into moving downtown here 

and rely on their general inertia of not wanting to move again 

for awhile, why then we’ll have created a customer for all of the 

other amenities and so forth that we would like downtown. But we 

got a little political viewpoint about who needs help and how do 

we provide that help and so forth in the way. And as a result, 

we can’t do that. We can’t bribe the developers of upper class 

apartment projects. Instead, we can bribe only those who want to 

develop homes, let’s say, halfway homes for the mental ill or 

those just coming out of prison and so forth. And everybody says 

fine, “I’1ll live in the suburbs and you put them downtown.” And 

then, as a result, nobody else wants to move downtown. And, 

nevertheless, our value systems are such that socially we feel 

that we can subsidize those who are down and out without 
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necessarily subsidizing those who have choices and those who can 

afford their choices up to a certain point. So we don’t look at 

it as a land use issue at all, we look at it as a social equity 

1ssue and the result is that, in fact, we get an unfortunate 

social consequence. 

To recognize the fact that the community has a long term 

interest in the tax base, we have developed one type of financing 

called tax incremental financing - TIF. It’s really a two stage 

process. We first identify an area of one or more square blocks 

that is termed to be blighted. It’s in decline, it’s in decay 

for one reason or another. And we make that a redevelopment 

district. A redevelopment district is then generally in the 

Jurisdiction, at least in Madison, of what we call our community 

development agency, which really houses all of our progressive 

activist kind of functions for urban renewal. They can condemn 

certain parcels to reassemble into larger parcels, they can help 

finance and subsidize developers that would like to come into the 

development project. They can bring to bear most of the city 

resources as part of that development area. Within that 

redevelopment area they can also create this tax increment 

finance district. T.1I.D. is the district, a TIF is tax income 

financing the project. The first thing they would do in that 

district is determine the current assessed value as of a given 

date. Each of the individual properties obviously has an 
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assessed value they would add those all up and that’s the base. 

To the degree that they can stimulate new development that will 

increase the base, over and above the base, the tax revenues that 

will be generated from that increment will be the burden to a 

special trust fund. So let’s say the value of the block as it 

stands, is $500,000. But if they are allowed to build a new 

office building, whatever, it will now be $2.5 million. The 2 

million dollar increment means that there will be what? - a mill 

rate of 2.8 per thousand - $56,000 a year additional real estate 

tax revenue. That $56,000 instead of being distributed among all 

of the folks who have an interest - the school board, the county, 

the city etc. - will all go ina trust fund and be available to 

amortize a bond issue and that bond issue proceeds can then be 

used to subsidize the project that’s going to create that 

increment. A million dollars of assessed value will create 

approximately $150,000 of bond value. So if we have a 2 million 

dollar increment, we have $300,000 bond value, we can use that 

$300,000 to assist that project any way that CDA chooses to do 

SO. 

Now, originally, the presumption was that those funds would 

be used only for public improvement. We’d improve the roads or 

the sewer or we’d extend a new water system to the area or 

whatever was needed - maybe do street lights or whatever. Then 

1t was decided that we could also help subsidize it by what are 
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called land write-downs. lLet’s assume the developer says, “Gee, 

I’d really like to build that project but I can’t afford to pay 

more than $300,000 for this particular piece of ground and the 

seller wants $600,000. The project won’t work from a numbers 

standpoint if I pay $600,000.” The community will say, “All 

right, tell what you’re going to do. We’ll take the property by 

eminent domain, pay them $600,000, sell it to you for $300,000 

and we’ll recover our loss out of that $300,000 TIF bond.” 

Called a land write-down - provides an incentive for a 

particularly preferred type of development on that block. 

A third use for those kinds of funds might be simply to 

provide additional financing for the developer. The developer 

says, “Gee I need a million dollars worth of financing and they 

want to charge me, say 12% interest and I can’t pay 12% interest. 

I can only pay 10% interest.” So the community says, “OK, tell 

you what we’re going to do. We’ll loan you $300,000 at 1% they 

can loan you the other $700,000 at 12% and the average rate of 

interest will be exactly what you can afford.” So they provide 

assistance in terms of financing. So there’s a large number of 

combinations and ways in which the city now can be involved in 

the financing or assistance to the project. Called tax 

incremental financing and it’s about the only way in which the 

community can, on its local resources, subsidize preferred 
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development in an area that needs, or has been determined to need 

redevelopment. 

Other states have become even more sophisticated than that. 

Minnesota, for example, doesn’t even have to sell the bonds. 

They can simply put the money in the trust fund and then the 

trustee helps pay the mortgage. So, let’s say that you build an 

apartment building and the FHA says well, gee, the income isn’t 

guite enough to cover the loan. You need to build a project. 

They’ ll say, “OK out of $56,000 the trust fund will pay $30,000 a 

year for the first 15 years to amortize the mortgage.” By that 

time, inflation will have moved the rents along to a point where 

the project can carry itself. So there’s lots of different ways 

in which to use a TIF, but what it really represents is the 

ability to divert tax roll from a project, is the time of 

equitable ownership. And the TIF goes as far as we have gone yet 

to recognize that communities have an equity interest ina 

property to the degree that it can divert tax flow to get 

benefits. One way of diverting that cash flow is by, in effect, 

rediverting the real estate tax to the properties, per se. 

The second way 1s called exaction and that’s simply a fee 

charged to the developer in exchange for his building permit. 

And that money is then used. For example, in Boston and San 

Francisco, you want to build an office building, for every 10,000 

square feet of office building that you’re permitted to build, 
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you’ve got to provide an apartment downtown. So that you create 

places for the workers to live downtown at the same time you 

create more places for workers to work. And that’s called an 

exaction or fee - again, diversion of your value created by the 

community’s cooperation in issuing the permit to advance or 

subsidize, as it were, another land use objective of the 

community. 

OK we’ll quit. See you on Monday. 

First of all a number of social announcements - the exam 

will go forward on Wednesday as scheduled and I believe there 

will be a second class room for the exam on Wednesday? It will 

be posted on the board in front of our room and so forth. 

Question: Wednesday of next week? Chief: Yes, it’s Wednesday 

the lst - April Fool’s Day, right? Yes. That’s certain. 

Madness there somewhat! 

Also, the Real Estate Club will meet this Thursday evening 

at the Union and our guest is Brad Venkowski, one of our alums, 

who represents Urban Land Interests. And they have, you’ve 

probably seen in the paper, they’re doing a number of things 

around town including the Penney’s building restructure - just 

got an option on the Emporium. He’ll be talking about targets of 

opportunity for the small town developers. And his little firm 

has done very well, Tom , his partner and he are 

both out of our master’s program and have tended to work the 
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small towns like Madison and Warsaw and Waukeesha and other major 

metropolitan centers of that sort and so he knows whereof he 

speaks and will be talking about targets of opportunity for the 

young developer ina small town. And that will be on Thursday. 

And we’ll also have an announcement at that time of a one day 

field trip to Milwaukee for those who are not luxuriating this by 

going to Washington DC with the Real Estate Club. That’ll be 

this Thursday at the Union. The room is always posted on the 

events of the day because they never tell us until morning of the 

day where they’re going to be and it’ll be at 7 o’clock, this 

Thursday. 

I’d like to pick up and complete our discussion on the 

mortgage briefly and then go on into the interest and structure 

of mortgage lending. And at the very bottom of page 2 of your 

one-page hand out from the previous thing was looking at the 

mortgage aS a risk management instrument. 

Risk, as you’ve probably heard us say before is really the 

variance between your assumptions and your realizations. The 

difference between your pro forma and your actual historical 

accounting feat. And the mortgage is a magnificent document in 

terms of society’s ability to allocate risk in the future of long 

term income, and to my modify that instrument to adjust to newly 

perceived risks. The original premise of a mortgage was that 

whatever the amount of the debt, it was adequately secured by the 
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property it was pledged. And so primary concern was on the 

collateral value. What was the asset worth, if we lent a 

conservative loan, the value ratio of that, say 50%, that they 

did in the ‘20’s. The premise was even there was a great deal of 

price fluctuation in the real estate it was never so bad that you 

couldn’t sell the property for the principal who the interest had 

accumulated and any charges involved in the process of 

collection. And, therefore, the primary emphasis was always on 

collateral. Obviously, the collateral itself has a certain 

number of assumptions. One, of course, was 1S the title 

marketable? And is the property located where it’s supposed to 

be? And has it burned down or blown away before we get a hand on 

it and so on. And so really the whole closing process of a 

mortgage became obsessed with weighing off the risk on 

institutions that were specifically designed to handle a part of 

the possibility of variance. So you went to the closing and the 

first thing that was presented was a title insurance policy that 

said that if the Indians can reclaim most of the eastern state of 

Maine, we’ll give you your money back, etc. If there’s any title 

flaw as you discussed when you’re looking at chain of title, why 

the title insurance company will indemnify the lender for any 

loss that was a result of his not being able to acquire 

marketable title when the time came. And then the surveyor went 

out and he was bonded and he said that the property was properly 
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Situated, the building was set back according to the law and 

nobody could make you move it and it hadn’t flopped over onto the 

lot next door etc. as is often has occurred. And, therefore, if 

he’s wrong, his bonding company will indemnify the lender for 

having relied on that surveyor. And then the property insurance 

guy comes along and says that if the property burns down, blows 

away or blows up again we will make the mortgage lender a 

specific named insured under the policy. And, indeed, they 

developed a unique endorsement to the fire insurance policy 

called the mortgagee clause that says no matter what the insured 

does, you aS a home owner to destroy it or even burn it down 

himself, the lender is, nevertheless, covered. So if you open up 

a fireworks plant in the basement and blow the house sky high, 

the mortgage lender would be paid even if the owner of the home 

was not indemnified under his policy under the circumstances and, 

indeed, might be sued by the insurance company for having to pay 

off the mortgage lender. But he mortgage lender had an iron- 

clad, nonbreakable insurance policy so long as he was willing to 

pay the premium that the owner of the building didn’t. And then 

finally, of course, the ultimate development was something called 

mortgage guarantee insurance which, in effect developed here in 

Wisconsin at the MGIC in Milwaukee, which said that if you don’t 

pay as a borrower, the lender will be indemnified by the mortgage 

Guarantee company for the amount of principal, interest and 
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collection charges that were due. And the mortgage guarantee 

company would then take the risk of being able to sell the 

property for the amount of money due or for, at least, recovering 

the large part of it. And the variance is on the collateral from 

that viewpoint. 

As we mentioned in the previous lecture, FHA, Federal 

Housing Administration, and the federal government began to turn 

that emphasis around until we’re really actually concerned with 

the asset. Why don’t we lend people 90 or 95% of the asset value 

and put the primary emphasis on their income - their ability to 

meet a monthly payment over long periods of time - 20-25-30 even 

AQ years. And, at that point, the underwriter becomes concerned 

with your job skills and your job history. What kind of talents 

do you have that make you employable or not so employable - 

what’s your family situation - if you’re unskilled with 14 kids, 

you're not a real good risk, you know, for a mortgage, sort of 

thing. And, indeed, they began to modify the rules. How much of 

a life income should we include in the family income. And, how 

much of your commission sales should we include when you have 

fairly erratic income. And gradually the regulations began to 

evolve which became much more generous and recognizes all sorts 

of family incomes and all types of variation in that income 

because of commissions and bonuses and one thing and another that 

might cause it to vary. By the same token, they began to may 
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realize that there were reasons for upset on that as illness or 

accident, perhaps unemployment and, as a result, what kind of 

insurance programs do we develop for borrowers that would inflate 

the income? And so now we have decreasing term life insurance 

which pays off the mortgage if the wage earner dies. We have 

illness or accident it makes the mortgage payments while the 

borrower 1S incapacitated. And we even have unemployment 

insurance privately available for certain types of skills and so 

forth as well. And now the lender is beginning to look into the 

economic base. What kind of community do you have in terms of 

assessed IT types of employment and how volatile or erratic is 

that and vulnerable to economic upset and so on. And we’re 

becoming much more concerned with looking at the stability of 

income flows to the borrower much less in terms of collateral 

values because it doesn’t matter what the collateral’s value was 

when you bought it. The problem is what happens if your company 

goes out of business and there’s no jobs for anybody in town and 

now what do you do? And, as a result, they’re becoming much more 

Skilled in that. 

But they realized that many of the biggest losses taken by 

mortgage lenders in this country since World War II have nothing 

to do with either the property or the borrow but, in fact, 

reflected the volatility of 1) the interest rate and 2) the 

declining purchasing power of the dollar. That if you lent money 
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on the 25 year basis, a dollar of principal that you got back in 

the 25th year didn’t have anywhere near the purchasing power that 

you had at the time when you made the loan - and that you had 

actually lost ground in terms of growth of purchasing power. And 

to attack both of those problems, we’re beginning to create very 

imaginative contracts which 1) allow variable interest rate 

contracts rather than fixed interest contracts. Contracts in 

which the interest rate 1S indexed to the cost of funds at the 

Savings and Loan, and provide a spread and are adjusted every six 

months or a year so that suddenly the Savings and Loan isn’t 

locked into a contract at 6% interest when the market is 12% 

which has the same impact on the mortgage value as the result 

would be on a bond which had a fixed coupon rate that was half 

the current market rate and, of course, most of the bond would 

have evaporated in terms of its resale or market value. So we’re 

beginning to look at ways of controlling the interest rate risk. 

One way 1S to have relatively short term loans again. We have a 

lot of loans that are amortized in monthly payments as though 

they were a 25 year loan but they matured 7, 8 or 9 years - or 

you have a multiple tier market. I was getting close the other 

day, for example, on refunding a shopping center in which if I 

wanted to go for five years, I could get 8 1/4%, if I wanted to 

go seven years it was 8 1/2%, if I wanted to go nine years - 8 

3/43, if I wanted to go 15 years it was 9 1/4%. But for the same 
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dollar on the same shopping center, depending on how short a term 

I wanted, reflecting obviously the lender’s expectation that 

interest rates were going to sail after we got out beyond six or 

seventh year from where we are presently. And so, as a result, 

lenders are beginning to become much more sophisticated in their 

layoff of the interest risk in a transaction and pushing it back 

on the borrower. Tremendous amounts of wealth were created for 

the average home owner during the 60’s and 7/0’s when they were 

able to borrow in the early 60’s at say 7.5% and then inflation 

came along at a rate almost equivalent to that so the real rate 

of interest they were paying was maybe 1.5%. The saver who 

stayed at the savings and loan and continued to get his little 5% 

dividend really got ripped off in terms of negative purchasing 

power and a negative real deal. And the value of all of that 

shifted to the borrower. And so the premise that you could make 

a tremendous amount of money owning a home with a lot of debt on 

1t was true in the 60’s and 70’s. But as that lender began to 

perceive what had happened and lender’s aren’t very bright. They 

don’t seem to perceive that very quickly you know. And they get 

pounded with that for about 20 years and finally the little light 

went on and they said, “Hey, we really need a variable rate 

mortgage for a long-term commitment.” And for a little while 

they did that? And now they’re right back to making the same 

mistakes they did before in order to compete for loan deals - 
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they’ re making it 8.5%, 8.75% 20-year deals on single family 

homes and they get killed again. Because, obviously, the 

interest rates aren’t going to stay that low. But bankers by and 

large aren’t the brightest folks in the world. If they were, 

then obviously they would be on the equity side. And so, 

nevertheless, the ability to begin to handle interest rates has 

improved. And now what you can do is speculate on interest rates 

by using the commodity market. Commodity market now uses Fannie 

Mae and Ginnie Mae certificates as a way of hedging interest 

rates over any where from 1 to 2 years term. So let’s say I was 

a home builder and I wanted to start a subdivision presently and 

I would be delivering houses starting six months or nine months 

Or a year from now and I want to be sure that my buyer doesn’t 

have to pay more than 9% interest rate on a home because then he 

has affected demand to pay the price for my particular product. 

I can hedge the availability of home loans at 9% a year from now 

and build that cost of that hedge right into the product of my 

house. So that as a result I can guarantee my buyer that if he 

meets the credit department, and so forth, he will enjoy a 9% 

loan no matter what it 1S in market rate a year from now or 18 

months from now and so on. So we’re getting very, very clever 

and beginning to hedge the volatility of the interest rates that 

are available to the mortgage borrower so that we can continue to 

make longer term plans as developers and builders and long term 
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investors. We still can’t do a real good job of looking down 5- 

10 years from now and hedging that. But they’re even instruments 

now for at least reducing the damage of a rapid runup in the 

variable interest rate contract that you may be using to 

financing your project. And some of these deals get truly 

sophisticated. There’s a swap across international lines, they 

have Euro-dollars or Japanese dollars and so forth. For example, 

the hot deal right at the moment with General Electric Credit 

Corporation is to finance your $20 million office building or $50 

million office building by getting the Japanese to put up the 

larger part of the money at 6% constant since the Japanese cost 

of funds is about 4 - a 2% spread as far as they’re concerned is 

wonderful and they don’t plan taking the money home so they don’t 

look at the yen risk at the moment and so they’1ll come in and 

say, “Well, Gee, out of that $50 million office building we’d be 

happy to have say, $30 million or $25 million.” So GE says, “All 

right, we’ll make a first mortgage for $45 million and you take 

two-thirds of it or $30 million and we’ll put up the other $15 

million and subordinate our claim to yours.” So as far as the 

Japanese are concerned it’s just like more equity in front of 

their loan. So they have a $30 million loan on a $50 million 

building and GE has the balance with, say, another $15 million 

but they put theirs on a variable rate and cover it with 

commercial paper. In other words, they’ll buy all their money in 
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the commercial paper market. They get a huge spread right at the 

moment on it. But even if it sails on them they have an 

adjustable rate. So, in effect, the borrower has some protection 

against the interest rate ailing on them, because the Japanese 

are willing to go 6%, let’s say, for 10 or 12 years on their 

part. GE has a variable rate on the second mortgage but the 

blended rate is still significantly less than the American market 

for a $45 million loan. So what they’re doing, in essence, is 

operating internationally to find the capital with which to 

finance major commercial buildings. In fact, even the new First 

Boston Bank is, in effect, collateralized with Euro-dollars that 

they had on the reserves over in Europe which in turn is banking 

a loan of Japanese yen, which has then been converted to a bond 

in this country and that’s how they’re financing the bank. So 

they went to Europe, back to Japan and then into the New York 

money markets in order to finance the bank building at a constant 

at which they can afford. And all of this built around 

perceptions of the interest rate and the volatility of the 

interest rate in different parts of the world. 

Ultimate purchasing power of capital has lead to a whole 

series of hybrid type loans. SAMS are called share appreciation 

mortgages. And for a while out in California, particularly 

during the period of inflation, home prices were rising as much 

as 16 a month and yet the average guy couldn’t afford, let’s say, 
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an interest rate of more than 12% or 13% on his home. So the 

lender says, “All right, I’1ll tell you what I’m going to do, I’ll 

make you a loan at 12% and then every five years we’re going to 

make up the difference and you have to pay me 50% of the 

appreciated value in your home.” So if you bought a home for 

$100,000 and it went up to $150,000 in five years, you would have 

an appraised value at the end of the five years. They would Say, 

“All right, it went up $50,000, you owe me $25,000". Now if you 

had let’s say a $90,000 mortgage on a $100,000 house, at that 

point you would have to refinance with the same company. They 

would add the $25,000 to the $90,000. You would now own $115,000 

against a $150,000 property. But in the mean time, his monthly 

payment was something that he and his family could afford. And 

he has to share the appreciation. We’re valuing two things, 1) 

1t recognizes the changing value of the principal dollars that 

have been advanced because of inflation eroding the purchasing 

power, and 2) it provides additional compensation over and above 

the contract interest rate for the lender in order to compensate 

him for the fact that there was an opportunity cost of locking 

himself in at 12% for 5 years when, in fact, interest rates 

probably sailed higher for them as a result of inflation. So the 

real rate of return to the lender is higher for both of those 

reasons. 
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On the commercial side, we generally don’t call them share 

appreciation mortgages, we call them participating mortgages. 

Participation mortgages mean that the lender not only gets an 

interest and principal payment which will amortize the loan over, 

let’s say, 25 year's time. But in addition, gets anywhere from 

10% to 50% of the cash throw off from the deal. In other words, 

the cash available after the mortgage payment. And, in addition, 

gets anywhere from 25% to 50% of the funds over and above 

original cost realized on sale or as a result of refinancing the 

project at some point in the future. So, in effect, the mortgage 

lender has become a creditor on the down side when all the 

benefits of the mortgage foreclosure laws for collection of his 

principal if things don’t go well, but he’s also a partner on the 

up side. And, as a result, can offer something less than the 

nominal market rate of interest because he feels that his real 

rate of return will be greater as a result of his participation. 

Both finally have evolved into what are called convertibles. A 

convertible starts out to be a mortgage and ends up as being the 

owner. For example, let’s assume that I’m a shopping center 

developer in Seattle and I’m going to build a $10 million 

shopping center and it’s going to cost me about, let’s say, $8.5 

real dollars to build and about a $1.5 million increased value in 

the center. And I was going to borrow $8.5 million to finance 

the project. So, in effect, I was going to mortgage out. 

313



550/705 - Real Estate Process Spring 1987 JAG 

Somewhere during the development process - something went wrong. 

BRither it took me longer to build it than I thought or there was 

cost overruns or whatever and now I owe ten and a half million 

bucks and I can only borrow $8.5 million from my friendly 

traditional mortgage lender and I got a big problem - 1) it’s 

embarrassing and 2) it’s called bankruptcy. And I’ve put a lot 

of work into it, it’s basically a good center it’s just my timing 

was wrong. I really didn’t expect it to take guite as long as it 

did and the interest rate got away from me or I had an indexed 

construction loan and the interest rate soared on me while I was 

under construction and so the whole thing’s cost me more than I 

expected. So I go to my friendly General Electric Credit 

Corporation and I say, “Tell you what I’m going to do? You lend 

me $11 million and I’1l give you all of the net income from the 

project for the first five years.” And let’s assume for the 

moment that the project is 90% rented at the time I build it. 

And then I’m going to renew the leases and at the end of the 

tenth year, you have the right to either take over the ownership 

of the center to some proportion or call the loan and make me 

repay it. Now, we will calculate how much you own of the center 

by determining that your overall annual yield should be, let’s 

say, 15%. But the net income is only going to provide you about 

10%. So the questions is really going to be; How much equity do 

I have to give you in the 10th year to make up for the count down 
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and loss of 5% a year on your money while we wait for it to 

appreciate? And you can work out a formula that will determine 

what the future value share of the center has to be, to return 

the 5% interest annually that I can’t pay now. So far so good? 

That’s called a convertible. 

Now, why would anybody want to do that. Well, 1) the 

developer gets to keep his center and true, now he now owes S11 

million on a $10 million center, but he picks up first of all 

because he borrows more than it costs him - maybe a $500,000 

development fee. So he’s got money in his pocket for having to 

gone to all the work of building the center in the first place, 

2) he continues to operate the center and that’s worth 5-06% 

management fee, 3) he gets to release the center as the leases 

come due at the end of the 3rd year and the 5th year and so forth 

and to the degree that he can lease it aggressively and raise the 

income, he will raise the value. So that the value may be 

considerably greater than the $11 million he started with at the 

end of the 10th year after he’s gone through 2 or 3 cycles of 

renegotiation on the leases. So he’s getting the leasing 

commissions in the meantime. And to the degree that the income 

eventually committed represented 90% occupancy, if he can get the 

other 10% occupied then that also falls through to his benefit as 

well. So there’s a whole series of profit centers there that 

he’s perfectly willing to keep and gamble that he can maintain a 
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Significant percentage of interest at the end of the 10th year. 

But notice how we’re beginning to divide up the profit centers in 

the real estate. The operating profit centers are still going to 

the developer because that’s his game. The lender doesn’t want 

anything to do with leasing and management and all of the other 

elements that are inherent in day-to-day operations. On the 

other hand, he is interested in the long term appreciation of the 

asset if, for any reason, inflation causes it to go up or the 

center 1S well positioned to take advantage of gradual growth in 

the neighborhood of additional households and a stronger retail 

market and so forth. They can participate in that. The long 

term gains will be shared by the developer and by the lender. 

And the developer can help himself a great deal by creating value 

through skilled management. The more he can appreciate the 

property, the less he has to give away percentage-wise at the end 

of the 10th year as part of the conversion process. So notice 

we’re getting very, very sophisticated in the way in which we 

begin to divide up what we would call the ownership position 

versus the debtor’s position. In fact, in most deals today you 

really can’t figure out whether there’s a clear creditor here, or 

debtor or whether they’re partners and joint venture partners 

each taking their percentage ina different way. And remember 

it’s very important for the developer to retain title so that he 

get’s the tax benefits of the real estate. A pension fund, for 
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example, has no interest in the tax benefits at all. So it’s 

important that they have to structure their deals in such a way - 

that they appear to be creditors and the other guy appears to be 

the owner so that the fellow who appears to the owner gets the 

benefit of the tax losses. And he’s willing to give away, 

obviously, a certain percentage of points to do that. Under the 

previous tax laws - it was worth about 200 basis points to be the 

owner rather than the borrower if you wanted to take advantage of 

the tax perks. Under the new law it’s not so at it. OK. 

At any rate, the mortgage instrument is rapidly evolving to 

recognize the shifting perception of risk. Once it had to do 

with property value, then it had to do with the income power of 

the borrower, then it had to do with the volatility of the 

interest rate. More recently, it’s had to do with the declining 

purchasing power of the dollars advanced by the lender. And, 

Obviously, there may be other risks as well. If you’re working 

in California you have seismic risks and you may want to lay off 

one of your loan portfolio and trade it for properties in 

Wisconsin where they’re less likely to get shaken down and fall 

into the Pacific. And, there may be other forms of technological 

risks and sociological risk as well. There’s a whole problem in 

terms of long-term lenders beginning to look at old cities like 

New York City and you’re saying, “Gee, can they really finance 

the rebuilding of their infrastructure?” or are they eventually 
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exhausting their subways and their sewers and their water systems 

to a point where they can’t afford to rebuild them - in which 

case obviously it’s not going to be very pleasant to be there or 

it’s going to be very expensive to be there as they assess all of 

the building owners. And can they pay for their social problems? 

Do we want real estate in which the only access is through 

Harlem where there’s going to be a million people who are pretty 

sore about things and may take to pouring boiling oil through the 

grates over the subway and so forth. And those kinds of things 

represent some really long term mortgage threats and what do you 

do about those kinds of risks to the property, and so forth. So, 

at any rate, the mortgage instrument itself is beginning to 

become a very sophisticated risk management agreement in which a 

variety of risks are laid off and subdivided among the various 

parties to the agreement for a fee. 

Now let’s shift over and take a look at today’s handout and 

I see that they have been folding it backwards so that the top 

page should be the last page. So we’ll start on page 2. 

In the last 25 years there’s been virtually a revolution in 

the institutional formats by which mortgage money 1s accumulated 

and pooled and then made available to those who want to borrow to 

buy real estate. Each of these institutions and the newer 

institutions that are coming on-line have five basic 

characteristics however, on which they can be compared. And they 
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differ among themselves on those five elements and I think it 

useful for you to have some sense of the subsystems which go 

together to make up a particular kind of lending institution. 

The first is what we’ll call a marketing system to acquire 

Savings. How do you acquire savings? For example, the savings 

and loan associations as long as Regulation Q was in force were 

always given a slight edge in the permissible dividends that they 

could pay savers relative to banks and mutual savings banks. 

And, as a result, they were relatively passive in terms of how 

they get people to come in. They were tied ethnically to a 

neighborhood or they were tied in one form or another to, oh, 

Savings plans, you know, the Christmas savings plan - IRAS and 

various other kinds of payroll checkoff type of plans or simply 

establishing the savings habit by getting the little kids to take 

their nickels and dimes in when they were smaller and getting a 

pat on the head from pop and they gradually getting in the habit 

of accumulating down at the savings and loan without a great 

sense on whether they were getting an appropriate rate of return 

on their money - it’s almost a social institutions as compared to 

banks, for example, who are more aggressive about pursuing 

certain kinds of accounts than others or compared to credit 

unions which have a whole different type of volunteer camaraderie 

about that creates a banking service for a specific group of 

employees and so forth. 
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Next 1S a marketing system to compete for loans. Now, 

Savings and loans, by and large, were required by law to lend on 

Single family homes. They talked to the local home builders, tie 

themselves to the local realtors and generate a large portion of 

their loans simply from the normal operation of the realtors and 

builders in the community. On the other hand, if I’ma life 

insurance company situated in Boston I generally have a network 

of what are called correspondents and these are mortgage bankers 

who generate a loan and then try to sell it to me on the basis 

that it meets my portfolio requirements and so forth. A third 

type may have their own agents out pounding the streets such as 

General Electric Credit Corporation which isn’t a bank at all, 

but really is a subsidiary of General Electric, using General 

Electric’s commercial paper borrowing capacity to finance real 

estate lending operations very successfully. lLast year they 

financed five billion dollars in real estate and made $500 

million in net profit and was the third most profitable division 

of General Electric Corporation. So there’s a whole variety of 

different kinds of institutions. Notice, they don’t compete for 

Savings at all. They don’t want anything to do with savings. 

They’ re simply using the credit power of GE’S corporate surplus 

to operate on a very favorable rates in the commercial paper 

market and then structure their deals to spread between the cost 

of funds in the commercial paper market and whatever they can 
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lend for on a specialty basis. And they’re competing for loans 

by doing very special customized hand crafted deals rather than a 

cookie cutter deal like the savings and loans. 

The third element is what we call transaction preference 

systems. There are some lenders that will not lend on hotels and 

others that will specialize in hotels. And some will say I want 

to loan only from half million to $2 million and they’ve got to 

be in 3rd or 4th tier cities such as, say, Rural Mutual or 

American Family and, on the other hand, you may have Northwestern 

Mutual that says don’t bother to call unless you’re at least $10 

million dollars and a building of less than 5 years in age, etc. 

etc. etc. So each type of lender competes, finds a niche based 

on a specification based on what it is they will lend on relative 

to their portfolio objective. 

The fourth element is liquidity systems. Since all of them 

have to obtain their capital from somewhere, the question really 

1s how long do they get to hold the capital? A life insurance 

company is really using the capital to fund long term life 

insurance commitments - between the time you pay in the premium 

and the time you collect on your policy may be 40 years. And, as 

a result, they can generally take long term positions in very big 

types of property and not be too concerned about the liquidity. 

Now they found even to their own regret that the life insurance 

companies have liquidity problems when they offer life insurance 
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loans at 5% interest, a lot of people go back to the well, take 

out their savings and do something else with it so that even life 

insurance companies may have liquidity problems from time to time 

- but certainly not anywhere near that of say a savings and loan 

association where each depositor believes he has a demand account 

and can get money out any time he wants - even though they’ re 

committed to 25 year mortgages. So they have to have some way to 

dispose of that. One of the reasons for the crisis of crash in 

the 30’s was there was no way for the banks and the savings and 

loans to, in fact, get out from under the mortgage commitments 

they had made, return to cash, and therefore be able to pay out 

cash to the depositors as they wanted. So one of the major 

things that has changed is what we call a secondary mortgage 

market. Most lenders today don’t retain the mortgages they make, 

they sell them into the secondary mortgage market which means 

that, in essence, people invest in mortgages who have nothing to 

do with the making of them or the servicing of them. They simply 

hold it aS a passive investor generally in large pools. And they 

can buy different ways of doing that - they can buy bonds which 

are collateralized by mortgages, they can buy into collateral 

trusts which are really a participation certificate ina pool of 

mortgages - they can buy Ginnie Mae certificates and so forth and 

so on. But, in any event, the liquidity system has become a key 

innovation in our institutions. 
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And finally the safety system. Obviously, within a savings 

and loan or a bank you have the Federal Savings and Loan Deposit 

Insurance Corporation willing to give you as a depositor up to 

$100,000 of your money back if the institution should fail. Now 

this is one of the interesting weakest links currently in the 

system. The Federal Savings and Loan Deposit Insurance 

Corporation currently has about $2.5 billion dollars in reserve 

but unfortunately the savings and loans have been able to lose 

about $25 billion between them as a result of making poor 

mortgage loans and Congress 1S expected to have to step up and 

fund that. Since they don’t want to do that and haven’t done it 

as yet, the savings and loan deposit insurance corporation really 

isn’t a very good piece of security and there’s about 400 savings 

and loans in the country that are already busted that are being 

kept alive by creative accounting. My good friend, Tony Downs 

said there’s GAAP accounting generally accepted accounting 

principles there’s RAP accounting for regulatory accounting 

principles and there’s CRAP which is creative real estate 

accounting for savings and loan associations. And, you know, as 

a result the safety system 1s suspect. Currently in the case of 

the savings and loan association although not necessarily in 

terms of the banks. But we begin to look at each one of those 

and decide whether the various types of lenders, you know, need 

to be concerned with that. The safety system, of course, 
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dictates quite often what they can lend. One of the reasons GE 

Credit Corporation can be so creative is that they’re a non bank 

bank. They don’t have to be worried about depositories and they 

don’t have to be worried about the consumer and so forth and so 

essentially the only safety system for them is the fact that 

General Electric isn’t going to let them go down the pipe unless 

General Electric decides that, you know, that that’s the cheapest 

thing to do at the time. And the only people that would lose 

would be the commercial paper folks and the general feeling is 

they’ re smart enough to look after themselves so we don’t have to 

provide any government guarantees to them. So that where you 

want very aggressive, very creative lending, you obviously don’t 

want a federal regulatory agency looking over your shoulder who 

1s ultra concerned with the consumer and so on. 

Now, until World War I there was no federal policy relative 

to real estate credit at all. Ironically, while we provided free 

land all during the 19th century and so on, the idea that banks 

could make mortgages was considered an optima. In fact, if you 

remember President Jackson and Nicholas Kidwell or something, the 

buy who founded the First National Bank in the U.S., pardon? 

Bittel, there we go, yea, Nicholas Bittel - and if you’ll recall 

Jackson wanted him to make mortgage loans to help the pioneers 

improve their properties and their farms and so forth and Bittel 

said banks had no business making mortgage loans at all - refused 
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to do so and as a result, Jackson wouldn’t renew the second term 

of the First National Bank and that’s where it lay. There was 

Simply no national concern for real estate credit. Instead, 

there was a whole series of little boos and bumps in which local 

mortgage banking firms served as intermediaries like local 

Savings - invest them in farms and the development of local 

property - and in effect almost all of them got wiped out at one 

point or another as the euphoria of land booms and busts swept 

through it. 

Immediately after World War I with its tremendous urban 

expansion we developed a group called the mortgage bankers 

industry and it was their function, really, to bring capital 

sources in the East to really develop the areas in the West - and 

they were the intermediaries. And they served as correspondents 

to the major life insurance companies and some of the major 

investment families throughout the country. And during the 20’s 

mortgages became the blue chip investments for the widow Smith 

and the orphan’s inheritance and the premise was that that was 

the most well-deserved rate of return. And that, of course, got 

dashed in the 30’s and a great deal of skepticism set in about 

commercial mortgages. The other element that was unique about 

that was the German socialist tradition of creating populist 

tools of capital. Of having 25-30 families sit together and 

begin to save in a capital pool which they manage and raise the 
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money in order to help each one buy a home in time. And this was 

really the beginning of our mutual savings banks in the cities 

and our savings and loan associations in many of the northern 

states. In a savings and loan pool were extremely effective in 

spreading the ethic of home ownership throughout the Midwest and 

the West as opposed to the tradition of apartment living on the 

Fast coast. And, by and large, we are very efficient and 

effective in terms of what they did do. It was largely a 

volunteer organization. It was virtually, almost a form of 

populist, socialism to counter the banks and the money managers. 

So the problem was that initially they were giving short term 

mortgages, low loan-to-value ratios, and the need to refinance 

often and when in the 30’s economic conditions turned downward 

the savings and loans were not able to refinance - they needed to 

pay back loans that had been made from the bank during their 

heyday. And the whole thing tumbled. And investors lost 

confidence in the mortgage form all together and savers lost a 

tremendous confidence in the intermediary since they were no 

longer able to withdraw their savings. In Milwaukee, for 

example, a number of somewhat illegal fortunes were made by 

Savings and loan pass books at 20 cents on the dollar. You could 

go down to Water Street and literally get quotations on each 

Savings and loan every morning and a number of people - loan 

Sharks - that were paying cash to the savers who had to have 
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their money on 20-25 cents were potentially going out of town in 

Milwaukee and settled around the country as real estate 

developers in and tycoons. More than one had his start leafing 

old folks out of their savings and loan deposit books. 

In the 1930’s as a result, as we talked about the other day, 

there was a remarkable takeover by the Federal Government of the 

institutions - reorganizing them - creating one, obviously, the 

Savings and Loan Deposit Insurance Corporation and enhancing the 

Federal Deposit Insurance Corporation so that banks once again 

could make mortgage loans. We created the Federal Housing 

Administration to insurance to insure lenders who would make 

loans the government way - the long term, amortize, high loan-to- 

value ratio, single family home loan. And got most of the 

infrastructure in place in time for the boom that followed World 

War II. The proof of the system really was our ability to 

produce housing at a tremendous rate - from 1946 to about 1956, 

maybe a little longer 1966. And, in the process, government 

discovered some rather interesting things - that you could 

control what was built when you controlled the credit that was 

available to build it. And, as a result, government became very 

much involved, as did Congress, in providing special credit 

choices to certain constituencies that they wanted to assist. 

First we had housing for veterans and we had very favorable 

programs for veterans - both at the federal level with the VA 
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program and at the state level with a second mortgage program to 

assist veterans in acquiring farms, small businesses, single 

family homes and indeed even four unit apartment buildings. And 

the veteran, therefore, was able to acquire instant capital ata 

time when he was really just getting his career back together 

again, his life back together again, and it meant a tremendous 

economic infusion because suddenly here was a whole class of 

individuals considerably more mature than they might have been if 

it hadn’t been for the service, highly motivated to get on with 

their lives and have their own business, have their own home, and 

have their own farm and suddenly the government 1S providing 

Capital at maybe half the price that risk capital would otherwise 

have been available for them and it really accounted for a 

tremendous take-off in our economy. 

There was money for college students - virtually all of the 

dorms you live in were financed by special government loans that 

were made at the rate of maybe 4 to 4 and a quarter percent 

interest over a fifty year term and made it possible for 

universities and small schools as well to suddenly expand their 

Capacity for the live-in student. Virtually every dorm here on 

campus was financed under those programs. One of the ways in 

which it worked was that if they made a four percent loan at 

obviously non market rates and non market terms, where were they 

going to place the loans. And the government created something 
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called the federal national mortgage association, Fannie Mae, and 

then the U.S. Treasury would pump funds into Fannie Mae and 

Fannie Mae would use those funds under specific directives to buy 

those loans at par. So that Fannie Mae became a repository for 

non-market mortgages financed from the U.S. Treasury. As the 

loans were paid off, Fannie Mae collected the money and refunded 

them to the Treasury. So there was, in effect, was a direct 

infusion of capital from the national budget directly into 

specific submarkets of real estate. 

Housing for the elderly was the next special group. We’re 

still involved in heavy subsidies toward elderly housing. 

Housing for low income groups has come and gone under a 

variety of programs. One, we have the public housing program 

there in the 30’s in which the government provided grants 

directly to the city with which to build publicly owned housing. 

There was a brief period of time in which it was felt that the 

federal government could not exercise the power of eminent domain 

to acquire sites to build housing - that they would have to do 

that locally. And so we got into a format of creating some kind 

of local housing agency which had the powers for eminent domain 

and redevelopment would actually go and acquire the sites and 

make arrangements to build the buildings and operate them. And 

the federal government would then advance funds out of the 

federal housing program - part of them as grants, part of them as 
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loans with which to build and operate those units. Initially the 

public housing project was extremely successful because 

essentially it required 1) that the people living there have some 

sort of job albeit a very low paying job, nevertheless, they had 

to have work in order to pay the rent and 2) they were directly 

involved in the management of the project and the residents that 

lived there helped maintain it. And therefore they had a 

proprietary interest in the project. Ultimately two things 

happened following World War II, maybe three. One, the National 

Association of Realtors fought public housing, tooth and nail, 

feeling that it was taking business away from the private sector, 

which was a lot of crap, but, nevertheless, that was their 

attitude. What they were really objecting to was the fact that 

if you have a square block that, let’s say, had 40 buildings and 

100 apartments, that was grist for the mill for the realtors. 

They could sell those buildings from time to time, they could 

lease those buildings, they got property management fees from 

those buildings and so forth. Tear that down, and you reduce the 

turf available to the private sector and, of course, the public 

sector came in and ran it. So they saw this directly as a 

challenge to the number of business opportunities that they had 

as brokers and so on. And so they chipped away and chipped away 

and chipped away at it and ultimately, they got to a point where 

they said, “Look, we’ll provide housing and you provide 
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subsidized rent in privately owned housing.” And the public 

housing became a social thing where people who did not have jobs, 

who for one reason or another through illness, addiction, lack of 

skills, lack of education and so forth were allowed to come to 

root. And Gresham’s Law began to go into effect. As the least 

desirable neighbors moved in, the more desirable, more socially 

responsible simply moved out and fled the public housing unit. 

That was aided and abetted by the liberals who decided that you 

could not evict a tenant who was breaking up the property or 

whose children were causing havoc and so forth without a 

tremendous legal battle and so they essentially lost control of 

the public housing project and the social stability that it 

really represented in the 30’s and the 40’s, and in the 50’s much 

of the public housing disintegrated as a result of being 

incapable of handling the social problems that were being pushed 

down on it and left on it as kind of a residual of other 

programs. 

The second element was a series of subsidized housing 

programs and we went through a whole series of them, which you’ll 

learn more about in Real Estate Finance, but in essence it was 

the lobbies of the National Association of Home Builders and the 

National Association of Realtors trying to find a way in which 

public enterprise could get all of the fees and all of the 

profits and so forth, and somebody else would pay the rent. And 
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that got to be prohibitively expensive and ultimately Nixon put a 

stop to the final program that was called Section 8 on the 

argument that we were committing too many billions of dollars of 

future government revenues to the payment of rents on those 

properties. That, in fact, the present value of the payments 

that the government would have to make, exceeded the original 

cost of the units. That we would be a lot better off simply to 

create the unit for free and not have to charge rents for the 

Capital costs and go back to some sort of public housing and so 

on. And finally the government began to create housing for those 

who were displaced by flood, urban renewal, highly development 

programs and so forth. Now, the government found that they could 

bring all types of lending devices by which they can focus money 

on specific selected groups that have the political clout with 

which to get Congress’s attention. And we’ll finish up on this 

in the next lecture. 

TA talking on whole tape don’t transcribe: First I want to 

drop down to ????001 detention fund. Grasskamp has already 

talked to us about savings account banks. You know there’s 

typical things we think of as far as institutional lending, 

institutional setting. Insurance companies would be another area 

of institutional credit. If you want to go to the large 

development ????003 you can always tap into an insurance company. 

But another growing area 1S pension funds. Pension funds 
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typically have invested in stocks, bonds - some of the little bit 

safer securities investments. But now they’re trying to increase 

investing more and more in real estate. And it is a large source 

of funding - extremely large source of funds. And in looking at 

pension funds, and what I want to talk about today is getting to 

be a larger and larger amount of FCC regulations. OK. Since the 

pension fund now - well, one way a pension fund is working and 

let’s say that ?????7011 pension fund. OK. The pension fund is 

investing those funds - these ???012 funds for their benefit of 

their retirement at some future date. OK. So they’re not 

necessarily their funds. In essence, they’re a trustee of those 

funds. 

TA talking about depreciation. In 1981 ATRS came about and 

what happened is prior to ‘81 we were using a straight line 

depreciation and specifically it was a 40 year life. Then in ‘81 

ATRS came about and it was an accelerated method so instead of 

just taking the same amount each year like you would on a 

straight line, ACRS allowed you to accelerate it or take a lot 

higher depreciation in the earlier years. OK. The big benefit 

in that is what? We’1ll come back to what we just did with time 

value of money. OK. You have larger deductions in these earlier 

years. What will that do to your taxable income in the earlier 

years? Increase it. So you have higher tax savings in the 

earlier years. Time value of money says well that’s to your 
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benefit. OK. AS opposed to have those high tax savings later 

on. So you’re going to give a dollar closer to today is worth 

more than a dollar further in the future. With the ACRS they set 

up a 15 year life. Then they went to an 18 year life,then a 19 

year life was the most recent one. 

A few more comments on the risk management lecture before 

moving on into the government regulation which was just handed 

out. And we were at the end of the back side of the page, we had 

gotten through layoff of static risk via the closing process and 

all, of course, very much related to the due diligence process in 

which any institutional buyer would attack each of the underlying 

assumptions of the real estate in terms of its engineering, in 

terms of its legal contracts, in terms of effective demand, in 

terms of its operating characteristics and so on. 

Another area of risk management which 1S now just coming 

into vogue is the effort to transfer the concepts of portfolio 

risk control in stock and bond finance to portfolio risk control 

in real estate investment. Real estate does not typically have 

the usual beta and alpha factors that might be available to help 

you construct presumably a stabilized investment securities 

portfolio that has a degree of variance that is presumably locked 

in through your selection of stocks for their systematic and 

nonsystematic risk characteristics, but we are moving closer to 

that in terms of a number of techniques. And that’s probably one 
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of the hottest subjects around as more and more institutions move 

into real estate equity ownership as a dominant position in their 

investment portfolio. 

First it’s clear that real estate investments - equity 

investments in office buildings, shopping centers and industrial 

buildings and, to some degree, apartment buildings, have, in 

fact, produced not only higher rates of return in than security 

markets over the last 15 years, but, in fact, have much lower 

levels of variance in terms of the performance of the portfolio. 

So if you were putting it in terms of alpha and beta, they 

outperform the securities and, in addition, seem to be contra- 

cyclical to the securities market. So in order to stabilize or 

immunize your investment portfolio you really want to match real 

estate investments against stocks and bonds. For example the 

interest rates, of course, have a great deal to do with the value 

of real estate and as bonds produced lower and lower yields, real 

estate produces higher and higher yields since it costs less to 

borrow money to finance the same project as before. And, by the 

same token, real estate because of its ability to release and 

adjust rents to rising price structures during an inflationary 

period and so forth, tends to outperform common stocks who have 

less control over their market pricing and so on to adjust toward 

inflationary increases in cost. Very few corporations enjoy 

escalator clauses which say that any increase in my cost over a 
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base year will be passed through to my customer willy nilly and 

the customer 1s locked in by contract to accepting that. 

Wouldn’t that be wonderful if you were a milk producer and as the 

cost of feed rose, you could just lock that into the price of 

milk and pass that through to the consumer. It doesn’t work that 

way in most markets. But it does work that way in real estate. 

And the tenant is forced to absorb inflationary increases in cost 

and because virtually all of the market is working that way, 

there is very little opportunity for him to select an alternative 

source of supply and avoid that inflationary pressure on his 

operating cost. Instead he has to pass that through in his legal 

fees and accounting fees and however else he charges for his 

services and product. As a result, real estate is now being seen 

as a Significant stabilizing force in portfolio risk control. 

And more and more study is being done to find out which kinds of 

properties, in which locations, and in terms of what scale of 

operation provides, of course, the best immunization of a stock 

and bond portfolio against wide market swings in the securities 

market. 

One last area of risk management in real estate which is 

just now getting under way is really looking at the long term 

scenarios of urban environs. What’s happening demographically? 

What’s happening institutionally within the communities? What’s 

happening in terms of technology that may, in fact undermine long 
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term values or may, in fact, be creating significant pressures 

for graphic increases in values at a point in the future. For 

example, it has been a long-time favorite to invest in downtown 

New York City in major office buildings - much foreign capital as 

well as institutional American capital has always preferred the 

$20-$30-$50 and $100 million dollar office building in downtown 

New York. Now their analysts are beginning to look at it and 

say, “Wait a minute, what has downtown New York done with its 

infrastructure recently?” They’re actually just saving - they’re 

not putting as much into repair and maintenance as is required to 

maintain the efficiency and operating characteristics of that 

tremendous infrastructure investment. What if the City of New 

York was to, in fact, go back and refurbish all of its viaducts 

and its highways and its sewer systems and its watering systems 

and so on? What would that cost? How would that be financed 

through the real estate tax system in terms of who could afford 

to do it? And obviously it would be the special assessments on 

major investment properties that would have to carry the load? 

What about communities with very poor education programs? Ina 

country which more and more 1S concerned with high tech in terms 

of preparing young people for relatively high skilled jobs. Do 

you want to invest in a Louisiana or Mississippi which has the 

worst educational system in the U.S.? Could you get your 

executives to move their children into that climate? And more 
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and more the answer 1S coming back, No. And more and more people 

are saying, “I don’t think I can afford to invest in New Orleans, 

Simply because of the political corruption, the educational 

decline, as well as of course the shortfalls in terms of 

governmental infrastructure systems and so on.” And that’s a 

very imperceptible by gradual corrosion of values in those areas 

which may be predictable, which may be forecastable and therefore 

fall into our first risk class of let’s avoid the risk, let’s not 

invest in New Orleans. AS soon as you start to what is called 

“redline” the investment, aS soon as you in fact begin to say, “I 

won’t lend money for refurbishment of buildings in that area 

because I’m not sure that rents will hold up and be able to repay 

it.” Or, “I don’t think that’s a good place to put my long term 

equity money because the long term looks shaky or perhaps even 

will be declining.” You have a self fulfilling prophecy because, 

Obviously, unless you have a continual process of reinvestment 

and further upgrading of the investment guality, it can do 

nothing but decline. And for areas to suddenly become tagged by 

knowledgeable investors as being of doubtful long term value, in 

fact, will bring about the very thing that they were forecasting. 

Now we saw that in residential areas where the savings and loan 

lender that said, “Gee, I don’t think I want to go into the core 

of the city with a home loan because that neighborhood is 

declining, it’s an old bungalow of 1890s style which has less 
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than effective market ability compared to, let’s say, to a new 

house in the suburbs and so on.” As soon as they cut off those 

neighborhoods, those neighborhoods really began to decline 

because there was no ability for the owners to refurbish and 

upgrade and improve their properties. And the result immediately 

1S a disimprovement of the properties and a fairly accelerated 

decline in a residential area. We’re beginning to see that being 

speculated on in the commercial area and therefore the investment 

that 1S necessary to support real estate investment may be 

relatively oblique. It may not be doing your lobby over. It may 

be, in fact, having corporate leadership in refurbishing the 

educational system or corporate leadership in investment in the 

infrastructure of that community or perhaps corporate investment 

just in the perception of social stability of that community. 

And there are many future facts that make some of the older urban 

areas extremely doubtful as long term investment. And this long 

term cycle of risk in real estate 1S Just now being perceived by 

the portfolio investors. They know that on a five to ten year 

basis real estate can outperform the stock and bond market in 

terms of its stability. There is less confidence that real 

estate can outperform stocks and bonds over longer periods of 

time in which social institutional corrosion of the environment 

on which real estate depends can begin to take place and manifest 

itself. One, as we’ve said, is the education system. Another, 
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is the public infrastructure and the third, of course, is the 

rise of a underclass of citizens in the urban core. And this may 

be ultimately the final impact on long term real estate values in 

the older cities. One out of five babies today is being born to 

a nonwed, minority mother, who’s dysfunctional as a parent in an 

area in which the educational system has already collapsed in 

terms of its ability to teach as opposed to simply police. 

Fifteen years from now those people will be on the streets, 

alienated, disoriented, frustrated - their expectations from TV 

Obviously grossly out of joint with their realizations and that 

is the basis for the kinds of social unrest that can cut off the 

core of the city from the hinterland. And take a downtown 

Chicago or a downtown New York or downtown Buffalo, for that 

matter, either unreachable or at least an area in which nobody 

from the other 75% of the population wants to go. And if nobody 

wants to go there, the real estate is worth zilch. 

So the risk to real estate are not of the character of the 

stocks and bonds that measure that in terms of their relative 

variance to some sort of market index but, in fact, the risk to 

real estate are those of society itself and its ability to step 

up and truly internalize the costs of the urban environment into 

the property. And that area 1S just now being scratched. We’re 

very sophisticated in our contracts, and our leases, and our 

ability to allocate risk among the parties relative to a short- 
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term view of real estate. We really have almost no answers at 

all on a growing perception of what the long term, social cycle 

risks are to the real estate institution itself. So much for 

that for the moment but certainly in keeping with that then is 

the next lecture because that social environment is really the 

product of our political process. 

Real estate is the most regulated industry in the United 

States and the governmental regulation of that real estate is 

evolving in an almost Marxson dialectic among three major forces. 

And over the next few days we want to begin to develop each of 

those. The historical tradition in the US is that real estate is 

a very local issue to be governed entirely by the local 

residents. The next door neighbor has almost as much to say 

about the use of your property as you do and certainly land use 

regulation is the function of the township or the village board, 

or the city council, or the various planning agencies within the 

smallest unit of political government that 1S working at the 

local level. Certainly growing out of the Jeffersonian idea that 

those who owned land in the immediate governmental entities were 

those that were entitled to vote, those who had a definition to 

the future, and that government’s function was primarily to 

diffuse the ownership of land among as many citizens as possible 

in order that they had a vested interest in the democratic 

process and therefore became more stable as citizens and, at the 
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same time, more willing to participate in government at the very 

local level. And that is our historical root in terms of control 

of real estate at the most parochial and local and self-serving 

level. 

It became apparent by the beginning of this century that 

many of the impacts of real estate could not neatly fit our 

rather artificial political lines. River basins and metropolitan 

areas don’t necessarily stop just because you drew an artificial 

line that said that the township stops here, and the City of 

Madison stops here, and the town of Madison began there, and so 

on - that we really needed some methods of control that were not 

only spilling over the smaller fragments of political process, 

but indeed were regional in character that might cover multiple 

counties at one time. It might even cover a state all at one 

time. After all there are many states which are probably smaller 

than some of our regions. Southeastern Wisconsin regional area 

of 7 counties is bigger than Vermont or New Hampshire and covers 

probably as many, if not more, small than large urban areas. The 

recognition of the fact that perhaps legally we had passed 

through the entitlement of land use control to the smallest 

political level had gone too far - that we wanted to retract some 

of that authority to a regional level and maybe retract some of 

that authority maybe even back to the national level. Became a 

very difficult political issue. How do you take back a political 
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power that has been passed through to the local gurus. The 

initial hope was that the federal government would be able to 

create entities that were such super agencies of land use control 

that it could have major impacts on what was happening at the 

local level. The general premise is that the federal government 

Can use a carrot and a stick that the regulation element 

obviously is the stick with kerosene on the tip to prod you in 

the right direction, and then to bribe you to move in that 

direction there would be large federal grants. That’s what 

happened in the urban area in 1954, the federal government wanted 

urban areas to become planned, they wanted them to have 5-year 

Capital budgets, they wanted them to be sensitive to the process 

of relocating and regrouping citizens in the process of urban 

renewal and so the federal government, in effect, took over the 

burden of 90% of the local planning costs if the local community 

was willing to develop a fairly comprehensive urban plan. Now 

we’ re beginning to look at areas that, gee, maybe what we really 

need are regional plans, state-wide plans, and is there a way in 

which the federal government can, in fact, bribe the states into 

living up to the responsibilities in that area. We’1l1l look at 

those in the next lecture and we’ll see that the federal 

government for a variety of reasons and because of a variety of 

political forces in conflict, have not been able to do that. 

And, therefore, by default, the planning process is falling back 
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on the states as an intermediate compromise between the very 

local Jeffersonian parochialism and the federalism that was 

presumably the hope of the 60’s and 70’s. After all we now have 

a federal government which is perennially broke and operating at 

a deficit and I don’t believe you’re going to see the federalism 

of urban renewal, or the federalism of conservation that 

characterized the 70’s in terms of legislation occurring again. 

They can’t afford it. And therefore the third lecture will be on 

the role of the state as it attempts to referee and to synthesize 

the conflicting interests of the little parochial districts 

within the state into some sense of public land use policy that, 

hopefully, will make some sense out of our network of roads, and 

land uses, and airports and all of the other paraphernalia of the 

urban process. 

Today let’s begin talking however at the very local level 

and demonstrate really how Jeffersonian real estate really is. 

Citizens can participate directly in real estate matters at the 

local government level, perhaps more easily than they can in any 

other issue of public government. Certainly, even more readily 

than they can in the school system which 1s certainly with the 

PTA and the school board and so forth, a reasonably democratic 

process. First of all, the citizen can simply represent himself 

in direct administrative contact in a whole variety elements - 

the zoning process, for example - should someone decide that they 
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wanted to modify something in their home in your block and it was 

for one reason or another not quite consistent with the existing 

ordinances, everybody within 1,000 feet would be notified as to 

what the issue was and asked to come down and comment at a 

planning commission meeting, accordingly. And any contiguous 

property owner would have the right to appeal the decision of the 

zoning board and take it to court, or take it to the City 

Council, and explain their view of it. And I would suspect 20% 

of every city council meeting has to do with citizen 

participation in land use issues. And some of them are silly. 

“Fourteen citizens registering a complaint against Mr. & Mrs. so- 

and-so because they’re keeping four chickens in the back yard 

which is not zoned agricultural and represents a violation etc. 

etc. etc. and they can’t sleep in the morning because one of the 

roosters is forever crowing at the wrong time and they want the 

city council to do something about that.” MThat’s direct citizen 

participation - I mean that’s taking your cause to the highest 

court in the land - the city council. You can appeal your tax 

assessment. If you think your tax assessment is out of line, 

first you go to the tax assessment office and get a review by a 

board of assessors who check each other’s work and decide 

whether, in fact, there’s been an error. If you don’t like that, 

you can go to the board of appeals. If you don’t like the board 

of appeals, you go to the circuit court and you go to the circuit 
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court (certiorari?) which says they did something illegal here 

judge - remand the assessment decision back and forth and make 

them do it again. Or you can go to which says, “Hey, 

I don’t even trust that board of appeals, I want a jury of my 

peers to decide what my assessment should be with a little 

coaching and assistance from the judge. And the system is set up 

that it anticipates that the average citizen will represent 

himself. Now it may be that from time to time you choose to take 

their attorney along to speak for you because you’re shy or you 

don’t feel like you really understand what your options are or 

what kind of evidence you can present, and so forth, so I suppose 

that in 30% of the cases the citizen is represented by his 

attorney and certainly where the big dollars are involved in big 

buildings, there is probably an attorney involved but the system 

was designed to operate citizen-to-citizen and the board of tax 

appeals is made up of 7 very hard-working citizens that represent 

a cross-section of the community and in most communities they do 

not get paid. There’s a few in Chicago, for example, part of the 

political graft 1S a position on one of the commissions and so 

forth. But ina city like Madison there are a good many citizens 

spending a great many hours on these commissions and boards of 

appeals with no compensation what-so-ever. The city services, of 

course, you can call them directly and then if you get no 

satisfaction about your trash being picked up or your Christmas 
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tree still lying at the curb, you call your alder person and your 

alder person goes and intervenes directly as ombudsman with the 

public services in the community. Those are all matters of land 

use control and they’re all matters of very direct interaction 

between the irate citizen or the citizen with a particular need 

and the process. 

The second kind of regulation is what we would call indirect 

regulation as a result of formal policies by the community. The 

community may have a public works policy which perhaps spreads 

out over five years. How they are going to be reinvesting in 

redevelopment of the streets, which areas have priority, and 

where we’re going to extend the water systems, and the major 

storm sewers and so forth. And that public works policy may be 

deliberately intended to encourage development in one direction 

and discourage it in another. For example, a number of years ago 

they decided that they wanted Madison to grow more evenly but 

Stay within the super highways and so forth. So the sewer and 

water commission has taken as a basic policy that they would not 

run sewer and water under the interstate highway. There has been 

two, I guess, infringements of that but are relatively limited 

ones. One is to serve the Holiday Inn on 12 and 18 and the 

interstate and another is to serve the truck stop on 51 and on 

151 just north of the beltline because they simply didn’t want 

the septic affluent moving into water tables at those points. 
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But otherwise they’ve had a deliberate public policy of 

constraining growth within the highway system. At the same time, 

Milwaukee neighborhoods, they deliberately built the storm water 

system - the boulevard and the elementary school in an area in 

which there was nothing because developers are obviously going to 

subdivide where the public infrastructure is already in place and 

where there’s capacity for additional development. So, in 

effect, by determining where the public works money goes, you, in 

fact, determine where growth will follow and that becomes a major 

indicator. In fact, in the sixties and early seventies there was 

a firm in California called Property Research Incorporated which 

was essentially was a real estate brokerage firm. But their 

whole modus operanti was to have a man in Sacramento, California, 

another man in each of the various city offices of southern 

California and they would plot very carefully each day’s decision 

as to where public funds were going to be spent on everything 

from storm sewers to interchanges to extension of the freeways 

and so forth and they would then buy raw land in advance 

anticipating the fact that the infrastructure would be there by a 

certain date given the capital budgets. And they sold to 

athletes, for example, who might be making huge killings in 

baseball or basketball at a particular point in time and needed 

tax shelter and they would sell them orchards and land and so 

forth on a high interest, low down payment plan while they were 
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in the high salary categories and buy it in such a way that, 

let’s say, they expected another five years in their pitching 

career that the land would come on suitable for investment about 

five years from the time that he bought it. And they made 

tremendous fortunes for many of the real estate, and theater, and 

TV people, and so forth by simply very carefully platting where 

the public works were going, what schedule was contemplated and 

which areas would then be suitable and ready for development with 

infrastructure in place at some point in the future - five, 

seven, eight, ten years out. 

Second of all, building code enforcement and revision can 

have a tremendous impact on the desirability and investment 

guality of an area. In many parts of the US it was obviously not 

possible to simply rebuild and replace much of the old housing 

stock nor was it possible to perhaps reduce the densities of 

those units without going on a building code enforcement program 

that forced the landlords to upgrade the property, reduce the 

density of occupancy and thereby raise the rent. But as you 

raise the rents you obviously displace those who can’t afford 

necessarily to pay those kinds of rents and so there’s a direct 

interrelationship between, let’s say, the quality of Miflan 

Street Apartments and how much students can afford to pay and how 

much code enforcement do you really want. And that becomes a 

very significant political issue. And there may be areas in 
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which the code enforcement is a little lax if only to create a 

pool of units at the lowest rent scales for those who can afford 

nothing more than that particular rent scale. 

Traffic control and parking can have a tremendous impact on 

land values and you can have a great deal of dialogue with the 

traffic engineer. When they come along and say, “Gee, we need 

gues for right turns coming back 400 feet from the intersection 

and won’t allow anybody to have a driveway exit within 400 feet 

of the intersection.” They have said a lot about the value of 

that corner property in terms of its accessibility for retail use 

or whatever. One of the rhubarbs on the railroad corridor, for 

example, 1s where are you going to have access to that wonderful 

corner lot on which the round house is located? And the city 

says there’s only going to be two points - there’s going to be a 

20 foot wide apron immediately adjacent to the railway track near 

the depot and then you can’t get on that site again until you get 

all the way around down Regent Street and a block down from the 

intersection with West Washington. So you have a magnificent 

Site and no way to get there. Well, proximity is not 

accessibility. And if they want to accelerate development, well 

they may have to modify their traffic access patterns and where 

you may provide for left turns and so on. 

Parking will have a tremendous impact on the development 

process. If you have to have one parking stall, as you do in 
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Madison everywhere but on the Square, for every 300 square feet 

of usable space and you were to alter that and Say you only have 

to have one parking space for every 600 square or 1000 square 

feet, why you would have a higher density of building that you 

could place on any one site. Land values would soar because you 

would have to invest less in parking ramps and parking and so 

forth, and more in the kinds of things which, obviously, produce 

a rent profit for the facility. Now at some point, of course, it 

becomes so congested that there’s no place to park, nobody wants 

to be there. But where that magic point is, 1S never quite 

clear. 

The general property tax and the assessment policies may 

have a great deal to do with the public process. In many 

communities, not in Wisconsin, but in many communities the 

developer can go in and negotiate his assessment with the 

assessor beforehand. And say, “all right if I build this 

industrial plant to produce automobiles in the Township of 

Tennessee how are you going to assess me on that plant? What are 

my costs of occupancy going to be?” And the assessor will go 

through a mumbo jumbo and come up with a number that 1s obviously 

very encouraging for them to develop in Tennessee as opposed to, 

say, Wisconsin which the tax rules would be in the hands of the 

state and the state might be a little more hard-nosed with 

industry as to what the real estate tax might be. But again, 
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it’s negotiable in many areas and a direct one-on-one taxpayer 

and tax assessor as they hammer out what the policy should be. 

And then of course the viewpoint of the Board of Estimates 

may be important in establishing what kinds of things they are 

willing to finance using the real estate tax rate. And some 

communities have very little real estate tax rates because 

they’re able to find other ways of financing public improvements, 

and school systems, and so forth, and in some communities, of 

course, particularly areas like Madison, have no compunction at 

all about loading a municipal budget with a variety of soft costs 

and welfare programs which are financed through the real estate 

tax aS opposed to some other type of revenue source. And that 

all begins to reflect obviously popular attitude and the voice of 

the alder persons, and the constituencies of those alder persons 

as they participate in the land use policy. 

In addition, public administration policies not only are not 

stated just formally but represent perhaps mind sets of key 

individuals who are, in fact, administering the law. Asa 

general principle land use control law in this country 1S more in 

the aggressiveness with which particular individuals administer 

the law, than it is in the black letter print in the statute 

itself. For example, in Madison for a long, long time and 

there’s still some vesicle remnants of the attitude, the head of 

the former head not the current one, not Warren Sommerfield, but 
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the gentleman before Warren believed that everybody should come 

downtown by bus and that the way to do that was to discourage 

parking downtown. And so he encouraged apartment buildings being 

built without parking, or office buildings being built without 

parking. And he encouraged putting pots and plants where parking 

used to be on the Square and so forth on the theory that if you 

couldn’t come downtown by car, you naturally would come down by 

bus. Well, that’s the mindset of one strong-minded individual 

and it had a pervasive impact on downtown Madison development for 

10 or 15 years and yet there’s no real formal policy - there’s 

nothing written in the books that that’s what’s going to happen, 

but that, in fact, is what did happen. 

What about attitudes toward annexation? Does the community 

want to expand or get along with its neighbors on the borders? 

That may be the mindset of one or two individuals in the 

administration and quite often you hear the township chairman 

crying betrayal as attitudes in the city council or the mayor’s 

office change or backtrack relative to the aggressiveness with 

which the city will annex land. Annexation is a critical process 

because, for example, the city of Milwaukee has had almost all of 

its increase in tax base occur in the northwest district which it 

was able to grab before somebody created a tax enclave and 

created a new community like Brookfield or Miguanigo or any one 

of the other tax islands that surround the city and cut it off 
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from any possibility of participating in expansion and therefore 

leave the city with a growing social responsibility and, at the 

same time, a relatively stable, stagnant tax base, which means 

that the real estate tax rates rise relative to assessable values 

which then encourages more people to go over the city line into 

another area and that may have a great impact on the growth 

characteristics of a community. 

Zoning policies to promote a master plan, how firm are they? 

How tough will the city council and the planning department be 

in enforcing not only the current master plan in force but maybe 

the one that’s coming down the pike. As the developer, planner, 

investor you always want to go and know very much what the 

mindset of the planning commission is. If you’re one of the 

lucky ones on the border of the city that’s been painted green 

for open space, even though there’s no master plan - but at least 

that’s what they’re thinking about for your property, you’re 

Obviously running uphill immediately against the officialdom and 

the regulators of your particular tract, even though they don’t 

necessarily have any official position on that property at all. 

What’s the action on the local government relative to 

pollution control? One of the big rhubarbs a few years ago was 

how tough should we be on Oscar Meyer? Oscar Meyer has a 

slaughtering operation which had residual waste which if any of 

you had been on the east side some years back, caused a variety 

354



550/705 - Real Estate Process Spring 1987 JAG 

of odors to eminent from the partial sewer processing plant there 

on the corner of Truax and the State was really adamant with 

Oscar Meyer in terms of getting them to clean up their operation 

to a point where they said, “Well, it’s cheaper to have our 

slaughtering operation some place else and truck the meat product 

in for processing here and so they shut down all of the 

slaughtering operations and I forget how many jobs that was, but 

1t was 550 or 650 jobs. The City of Madison, on the other hand, 

1s trying to take the intermediate role of getting the state to 

cool it and get off their high Dutches about that and kind of 

find a compromise position because the jobs and the economic base 

are as significant to the City of Madison but not, obviously, to 

a D& R agency. 

How about the efficiency of the public transit thing? One 

of the best ways to hold rents down on Langdon Street is to have 

really good bus service on Park Street and out Fish Hatchery and 

Rimrock Road so that it’s almost an equal choice as to whether 

you take a Suburban apartment or a Langdon Street apartment and 

at that point you put a lid on what downtown rents can be. Other 

areas become competitive and equally accessible. And, again, it 

depends on whether the community 1S willing to do that. 

Housing Supply - a community that comes in with rent control 

1s really saying that we’ll take the short term view rather than 

the long term view knowing full well that all new housing will be 
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built outside the community and that ultimately the housing stock 

will decline in quality. Madison is particularly vulnerable toa 

rent control ordinance so many of you who are tenants are only 

short term residents of the city. And rent control would 

probably provide a temporary boon to students at the expense, of 

course, of the long term citizens and you would get through 

school at a little lower cost than you might have otherwise have 

done but the next group will have housing of course will be 

tougher to find and at lower quality and so forth. Again, the 

community can set its own tone and it generally does through a 

variety of political participations by various groups. 

The desire for new industry - Madison has had a tough time 

attracting new industry because we have a large political group 

that wants only clean high tech, you know, as far as they’re 

concerned only industries which employs Ph.Ds or higher are 

acceptable. And that have a great deal of demagoguery getting in 

the way of the decision. A couple of years ago Pepsi Cola wanted 

to put in avery modern canning plant here in Madison that would 

serve the entire half of the state of Wisconsin. It would have 

represented at least a million and a half in real estate values 

and several million dollars of personal property tax base in 

equipment and operated only by 4 or 5 people so there’s no 

traffic jams - it’s a very clean plant and so forth, but the city 

council put the skids to it on the grounds that it was using 
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aluminum cans and they weren’t biodegradable and they were 

against that in principle, and so to hell with you. And so the 

plant went out to Waterloo for installation and providing the tax 

base out there. Well, obviously, that’s a representative of a 

political viewpoint in which citizen values prevail over perhaps 

an economic view of life. We’re simply stating that the citizen 

does have the opportunity to participate very directly in the 

land use decisions that are made or indirectly through the kinds 

of political organizations which they support. 

In any micro situation all of these inputs often appear to 

be part of the democratic process, but over the years, if you 

look at political fragmentation of our communities, the results, 

in fact, may be counterproductive and, in fact, nondemocratic. 

It may be anything but public land use control. When, in fact, 

the power structure is able to subvert this process of 

participation to its own interest. For example, let’s say a 

community wants those kinds of uses which generate tax surplus 

but not those which create necessarily a social responsibility. 

Clever use of the zoning controls may mean that there’ll be no 

mobile homes in your area, or you’ll have large lots only the 

rich can afford to live in your area, or you’ll accept the high 

tech businesses but not the fuel oil dump and other kinds of 

facilities which get pushed down on somebody else. And, as a 

result, you get something less than the ideal network of 
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facilities. You may have very definitely a justified fear of 

State or federal control, but, in many cases, they would be more 

objective. Take the issue, for example, of where shall we put 

our next sanitary fill site. And to solve that in terms of 

technical matters as to where the ground water is lowest and the 

possibility of toxic waste leaking into the ground, control of 

contamination, perhaps gradual leakage of methane gas into 

adjacent areas, and so forth - if you solved it from a most 

technical standpoint and got the best technical solution, it is 

probably pretty sure that there would not be an acceptable 

political solution. There would be somebody with political 

skills that would be able to block it because it was in his back 

yard or down the street from him or on his way to work and he 

didn’t want to look at a sanitary fill site along that area. So 

ultimately you put it where there’s the least political 

resistance rather than necessarily the best area of development. 

The ultimate in that, of course, if you’re watching is the 

proposal now to put nuclear waste sites around the country 

because we have to have some place to go with the spent rods from 

our power facilities that are atomic. And currently they have 

found only three sites in which the political resistance hasn’t 

been overwhelming - one in the state of Washington up in Hamford, 

one in Nevada and one in Texas. All of them, except the one in 

Nevada from an environmental standpoint are highly suspect. In 
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Texas the aquifers for a depth of some 15,000 feet would have to 

be frozen for 50 years so that there would not be a movement of 

radioactive contamination through the aquifer below the surface. 

Can you imagine a freezing system that would work reliably for 

150 years? And, given our ability to run anything, you know, 

systematically reliable for very long particularly if it’s 

federal controlled and in Hamford, Connecticut, not only is it in 

the aquifers, but it’s on a seismic fault, I guess through no 

fault of their own. Only in Nevada is there a primary site 

called Yucca Mountain. And Yucca Mountain is right next to Yucca 

Flats if it matters. And the water table in Yucca Mountain is 

14,000 feet down which is one of its prime recommendation areas 

and it’s solid rock all the way down so they can have a boring 

going down to whatever depth they want and right along side of it 

is a $350 million dollar facility that is robotic in that it was 

designed to take apart atomic bombs that are now obsolete but 

highly radioactive and so forth. And they could use that then to 

process the rods for storage at the bottom of this boring. And 

the major inducement is that whichever state gets stuck with this 

facility will be permitted to tax it as though it were a private 

industrial facility and the question 1s what is the value of a 

piece of land which is suitable for radioactive waste? A firm 

has been hired to arrive at the value theory for that. One of 

the interesting theories is that they have spent $2 billion 
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dollars in environmental research to locate the site. Therefore 

on the basis of substitution you would presume it would take 

another $2 billion dollars to find an alternative, therefore this 

one must be worth $2 billion dollars to somebody, presumably the 

Federal Government. And that would be a fairly sizable real 

estate tax bonanza for the state of Nevada. If any of you have 

ever been to Nevada, it probably is a good place to put a lot of 

radioactive waste. Someone described the highest and best use of 

this site was to hold the rest of the world together. 

The local government, therefore, is the initial critical 

element and of that, simply have, what? somewhere in the 

neighborhood of three major cities in the Madison area and 21 

villages, and I forget how many townships, all of which have 

their own sets on each of the issues that we’ve identified. Dane 

County, of course, 1S another good example of political 

fragmentation. Our one county has a board of supervisors which 

1S part urban and part rural. We have an executive manager. We 

have a regional planning commission which covers only one county, 

and then we have various boards that are appointed either by the 

executive manager Mr. Berry (?) or by the board of Supervisors, 

headed up by Rod Matthews. Obviously the viewpoints of the 

various rural/urban factions are significantly different from 

time-to-time on various issues. We have three major cities at 

the moment, Madison, Monona and Middleton with Fitchburg now in 
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the process of attempting to become one. Each of them have their 

own wards with alder persons. They have a mayor, generally full 

time, but at least in one case part time. Each of them 

department heads and then all of them have commissions covering 

various aspects of land use as well. Obviously each of them not 

only have their official policy, but they have their unofficial 

attitudes and mindsets as well. We have 20 villages, each of 

them has a village board of three, the village board president 

and then subcommittees of the board. Even villages have fairly 

powerful controls relative to the land use. One of those which 

intriguing - we were working up in Door County on a project 

called - what was that little bay up there next to the park? - at 

any rate - discovered that the village board could define a port 

authority and so the developer got his friend who was president 

of the village board to create a port authority and, of course, 

the developer was named as chairman of the port authority 

commission and the port authority had the right to issue tax 

exempt bonds with which to develop the harbor and the docks and 

the marina for the developer. So many areas have had that type 

of thing. The entire Disney World Enterprises, by the way, is a 

water control district in Florida in which Disney went to the 

Circuit Court in Orlando and had three Disney executives made 

commissioners of the water control district, which gave them 

absolute control of 150,000 acres for Disney World. They can 

361



550/705 - Real Estate Process Spring 1987 JAG 

have their own civil court. They can have their own police 

force. They can issue tax exempt bonds to finance all of the 

improvements that had to do with water control and environmental 

matters and, in effect, their own little thiefdom as a result of 

township commission control at the water control district. So 

that many of these small apparently innocuous types of political 

fragments have very sweeping powers if you focus them correctly 

on the real estate issue. 

We then have 25 townships. Each of them has 3 elected 

Supervisors and a chairman of that and many of them have a great 

deal of power. I seem to remember a case outside of Stevens 

Point in which the issue was whether some land could become a 

subdivision and one of the appraisers testified that there was no 

cost to putting in the roads in a subdivision and therefore he 

hadn’t made any deduction for that which in court seemed 

ridiculous and the jury rejected that concept and fortunately for 

the appraiser but I went on to investigate it and that was true. 

The largest subdivider in the county was also chairman of the 

county board and so he had passed ordinances that to advance 

economic growth of his county, the county would grade, and 

gravel, and tar all of the roads that were introduced into 

Subdivisions. The fact that he was doing 75% of the subdivision 

didn’t seem to be a conflict of interest - that was the happy 

coincidence. He justified it on the grounds that the village 
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township share of the gasoline tax in the state is based on the 

number of miles of paved road that they got so they got, an extra 

2 cents a gallon or something of that sort per mile for all of 

that paved road and so he was doing them a long term favor by 

subdividing and having them pay for the roads and the tar. OK we 

have to take a break. Bring your notes to the next lecture. 

. . . Probably no better area to demonstrate the subject 

matter of this course than the impact of land use regulation on 

the ultimate consumer of space, whether it be the homeowner, the 

apartment renter or the business enterprise or, for that matter, 

a public enterprise such as a park or whatever that needs an 

allocation of land use and capital. And there’s a number of 

elements which tend to confuse what should start out as a fairly 

clear dichotomy in terms of who benefits and who pays. One, of 

course, is the fact that the media that is the public’s primary 

opportunity to sort out the issues tends to oversimplify and 

tends also to be an advocate of one person or another. I 

remember in my early days as a developer - [and I think somebody 

wants to turn that down just a little bit, there’s a ringing in 

my ears which may have something to do with my weekend. There. 

How’s that? - A little better?] The development days - I can 

remember if I wanted to get the Cap Times involved in it, all I 

had to do was threaten a tree or suggest that the other guy was 

threatening the trees and Mr. Epphugh(?) who was a dendriphyl - a 
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lover of trees - immediately rose to the occasion. We were doing 

a subdivision on the far west side called Applewood Hill and 

originally it was under attack by a number of people on the city 

council who wanted to put a city sanitary fill site on the 

adjacent ravine and it was at that point referred to by the city 

council as pill hill, because all of the doctors lived there and 

a number of the alder persons were married to doctors and who had 

divorced doctors were really out to get anybody in the medical 

profession. So they kept referring to it as pill hill. And when 

I was able to show the folks at Cap Times that the city plan for 

the sanitary fill was to wipe out all of the trees in the ravines 

and fill the ravine up with [?????bad place on the tape?????] 

suddenly the batter changed and we were talking about the 

seminary site - referring to the Holy Cross Center or Seminary 

immediately adjacent to the site and we were able to reverse the 

vote of the city council. I think we lost initially 14 to 8 and 

won 21 to 1 with the only divorced doctor’s wife holding firm 

against the residents. So the issues of who benefits and who 

loses are not typically presented very fairly or ina 

sufficiently detailed presentation. But if the public can 

generally catch on as to who’s benefiting and who’s losing in 

time. 

Second of all, those then administer plans themselves. The 

planning agencies and the various enforcement agencies generally 
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represent people that were trained at universities who never had 

a real estate course. Who probably have really no sense of what 

the economic implications are, that if you require a developer to 

do this and that and say, and exactly $2,000 for every lot that 

he creates for the park commission or the office developer has to 

provide one apartment in downtown San Francisco for every 

thousand square feet of rental office space that he has, then, in 

fact, that’s going to show up in the price some place. And 

they’ re either going to get less house or less building and 

office space or you’re going to pay a higher price. And it has 

been shown that something like 40% of the increase in housing 

costs are not inherent in the labor and materials of the process 

at all, but, in fact meeting the increasing array of planning 

requirements that go into the process and require greater 

dedication of land to green space, parks, open water or storm 

water and so forth and so on. That’s not necessarily bad. It 

Simply the fact that, that burden placed on it by the regulatory 

process is not very apparent to the consumer who wonders why he 

can’t afford a new house, or has to afford a smaller one, or has 

to find some other compromise with whatever his objectives were 

in terms of real estate. So we want to really look at the 

benefits and who pays from the standpoint of the historical 

process of regulation. 

365



550/705 - Real Estate Process Spring 1987 JAG 

If we go back and trace very quickly the evolution of land 

use regulation, the irony is that it began in Mesopotamia and as 

the development of the Euphrates/Babylonian area, as a way of 

achieving accountability for the way in which you use the land 

resource. The government had gone to great lengths and great 

expense to create an irrigation system that brought water to a 

great many individual plots and the objectives was to make each 

farmer use that water and those resources intelligently and with 

husbandry in order to produce the maximum crop. And by making 

that his little piece of land and he a primary beneficiary of his 

farming ability, you had accountability and benefit in terms of 

using the land well. And the concept of private property really 

began as the cheapest way of creating positive incentives for the 

proper use of the leasehold. And that’s a very important thing 

to keep in mind. The private property itself as a social 

institution is designed to optimize the use of the resource. 

That was repeated again in North America when the Indians who had 

no sense of turf and private property, nevertheless, created it 

as a way of regulating those Indian groups and tribal family 

groups that were over hunting the areas along the Saint Lawrence 

estuary and, therefore, killing off the ability to have a 

breeding stock of fur bearing animals that would reproduce and 

recreate a new supply of furs and hides for the next round of 

trade with the French. And so even though the Indians regarded 
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the food production characteristics and the supplies and 

materials produced by the port authority(?) as common property. 

The fur trading areas in which they could trap were allocated so 

that if they over hunted and took out more female than male pelts 

with the result that the breeding stock was an incredible pool of 

breeding stock was wiped out, that they bore the consequences of 

not having any furs to trade on the next round. So private 

property and the allocation of specific terms to specific 

individuals begins with the objective that that is the cheapest, 

most efficient way politically to assure wise use of the land 

resource. 

The second step in terms of regulation as we moved away from 

really an agrarian concept to an urban concept was the 

realization that whatever you did with the land could in fact 

adversely affect everybody around you. You know, it didn’t take 

many times for London to burn down until we had some very stiff 

building regulations about fire walls and fire proof materials 

and creating enough distance between each block of homes so that 

a configuration (?) couldn’t jump the gap and cause the whole 

city to burn down. And then we needed water systems and we needed 

sewer systems that had sufficient capacity that, in fact, when we 

got a group of people together of a sufficient size, we didn’t 

kill everybody off from disease. It was a fairly self- 

evidentiary kind of regulation. But, nevertheless, the 
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regulations were very detailed in terms of safety and of health 

and that was really the next progression in land use regulation. 

The third level was a sophistication growing out of the late 

1800’s in the US initially, that some uses were incompatible with 

other uses in terms of comfort and in terms of enjoyment and so 

on. And so the first original zoning ordinances really were 

attempting to scale land uses in the area of relative 

compatibility. It began with the upper end residential and 

decided we didn’t want slaughtering houses there and we didn’t 

want industrial enterprises that were noisy or smoking or smelly 

or whatever - or perhaps even introduced people that the safe 

rich people thought were fairly desirable, and attractive and 

safe, and so we began to create residential lawn areas that were 

exclusive of everything else other than, say, the mansion and the 

upper end townhouse and then we got residential II that admitted 

there could be some uses that were sort of ancillary to 

residential like shopping, grocery stores and family saloons and 

so forth. And we moved all the way down until we finally got to 

a very low level of industrial plant that covered fuel tanks, 

sewer plants and meat packing and fertilizer operations or 

something of that sort. And they were way out at the edge of 

town and isolated in the least attractive area of the community 

and so the initial segregation that was achieved by zoning really 

had to do with what was perceived as the comfort, and aesthetics 
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and physical compatibility of different land uses. One was a 

mark in order presumably to make the upper end the most 

attractive possible and perhaps protect their property values and 

so forth, as well and there was a lot to be said for creating a 

certain sizzle value by being exclusive. If you can keep 90% of 

the people out - the other 10% would be a tribute to people that 

they shouldn’t be. And that was really the next whole history of 

zoning. 

It wasn’t until we really began to develop a concept of 

urban planning that we could begin to organize our communities to 

optimize the desirability, the attractiveness of the community 

for everybody that we began to see zoning not simply as a 

prohibitive and constrictive control on use, but rather as a 

positive incentive to achieve certain desirable elements of the 

city beautiful. Now remember that’s only about 1954 - whew the 

federal government actually decided to subsidize urban planning. 

Certainly cities individually began to have master plans before 

that. Madison had a master plan by John Knowles by the turn of 

the century and Chicago had master plans for its lake frontage 

and so forth, you know, about that time and so forth. But now 

they’ve the problem of how do we want to encourage development 

and so forth to be in supportive of that master plan and, at the 

Same time, discourage other kinds of uses that would 

unfortunately, you know, make impossible or certainly impede the 
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development of where we wanted the city to go from a master 

planning viewpoint. At that point, zoning took on a new function 

and that function was to prod the development process in the 

direction that the city wanted to go. And that acknowledgment 

that there was, in fact, a positive direction in which to move 

the city really changed the land use regulation process into a 

much more detailed, comprehensive and, in many ways, irritating 

politicized area of concern. Even then, urban planning as an 

abstract concept, which everybody could agree with, didn’t really 

begin to impinge on the daily life of the residents until we had 

two other major trends occurring in this country. One was a 

growing awareness of environmental protection and the need to 

maintain and protect environmental quality. And environmental 

quality broadly defined not only being from a health and 

environmental, ecological system standpoint, but as well froma 

life quality standpoint. And, second of all, the idea of 

consumer protection. Consumer protection for getting a good 

deal, not consumer protection just for your health and your 

safety, but the idea that the consumer could be easily used and 

defrauded and disappointed by a process as complex as building a 

home or an office building or a shopping center or whatever. And 

these two elements of momentum, of environmental protection and 

consumer protection fueled, really, the political process by 

which we could begin to generate a tremendous array of land use 
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controls. And that, essentially, is where we step into the scene 

today. 

We want to look today at the impact at several different 

levels and some of the devices which are being tested or, at 

least, evolving presently to try and equalize this issue of who 

benefits and who pays. As somebody once pointed out, most of the 

troubles in this country lie in our accounting systems. Our 

accounting systems can handle very well those matters which 

actually go through the checkbook, that are internal to the 

organization. But accounting systems have a terrible time 

dealing with the externalities. And real estate has a very large 

externality segment. Whether we’re talking about the storm water 

running off into somebody else’s lot or the building casting a 

shadow on somebody, or just being ugly and offensive for 50 years 

after it’s built. Our accounting systems aren’t capable of 

handling that. And we’re really looking for techniques by which 

we can internalize these external costs. Now where it’s prudent 

(2?) system would be to say, “Gee, your building 1S going to add 

so much to our storm water burden and that’s going to cost us a 

hundred grand to beef up the pipes and provide the holding ponds 

so that we can release it through the existing system, and so 

forth and therefore, to get your building permits, you got to put 

a hundred thousand dollars in the public coffers to cover that 

increased burden. Or, if you want a stop light going into your 
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shopping center, we’re going to charge you $35,000 to put in the 

stop light.” I mean, those kinds of things we can fairly quickly 

measure and if we wish to negotiate with the developer and 

internalize those costs on his project that otherwise would be 

the public burden. But there’s obviously more subtle kind of 

things we are trying to achieve aesthetically that does lend 

itself to a cost formula that says it would cost “X” dollars to 

correct that from an engineering standpoint. And several of 

those things we’re going to look at today. 

A new construction probably only represents maybe 1 to 3 

percent of the total stock of homes at any particular point in 

time - any particular one year. But these housing units really 

are the safety value in terms of the pressure of demand on the 

existing supply. And should we decide to overbuild, why, 

obviously the price comes down not only on new units, but on 

existing units as the tradeoff between the existing one and a new 

one becomes more favorable. And, by the same token, if we stop 

building all together the demands on the existing supply given 

the demographic process that maybe 1S increasing the number of 

families in the child rearing stage or the number of families 

moving into an area or whatever. It means that the supply of 

homes very quickly rises and 1s extremely sensitive, much like 

having an interest in a common stock on the New York Stock 

Exchange in which there are very few units in float. And if 
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everybody decides that’s a good stock to buy, what few shares are 

available could just zoom off the sides of the charts. That 

doesn’t mean that the entire inventory of stock has gone up by 

that amount, it only simply means that demand is very quickly out 

of kilter with supply and it doesn’t take much of a gap between 

the number of shares demanded of common stock and the number of 

shares that are available for sale before that price goes right 

off the wall. Well, the same is true in the housing stock area. 

It doesn’t take very much of a gap when we’re talking only about 

one or two percent of the total housing stock and so forth in 

fact housing prices very quickly get out of reach. 

Now, what happens if we somehow impede new construction. 

For example, we could complicate the platting rule as to how 

we’re going to get a new subdivision or where we could get a new 

subdivision and we can complicate the building permit rules to 

say, “Gee, we only want three hundred units a year,” like 

Petaluma tried to do or Ramapoo(?) tried to do in your reading. 

It doesn’t take very many of those kinds of regulations before 

suddenly the demand pressure on a particular point relative to 

the supply and available units is greatly out of kilter and 

prices soar. Now, should new construction fall while demand 

remains constant, first of all, housing quality is going to be 

polarized. A higher income consumer will see the value of his 

house continue to rise and therefore feel confident that he can 
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invest more in that particular home in terms of remodeling and 

additions and so forth and his guality will continue to go up. 

Consumers in the lower income spectrum however are going to find 

themselves facing prices which they can’t afford, downpayments 

which they can’t afford, or rents which they can’t afford, and 

that means they’re going to have to skimp someplace. They’re 

either going to have to buy shoddier homes which are built more 

cheaply, or smaller lots which means their spatial quality of 

life is declining or they’re going to see that the maintenance of 

their apartments 1S going to gradually decline so that the rent 

level can hold and the operating costs will be reduced in order 

to maintain the profit margin. And as the absence of vacancies 

grows, of course, the landlord’s are under less competitive price 

pressure and they can begin to push forward rents. And, 

Obviously, either you have to give up something else because you 

don’t want to give up the apartment, or you have to scale down to 

a cheaper apartment in order to maintain your spending somewhere 

else. So that given a fixed supply, the rich get richer, the 

poor get poorer in terms of the general quality of housing that’s 

available. Now, by restraining production therefore, you mean 

higher values for some and lower quality for others and a very 

real breakdown in the market which presumably 1S going to provide 

you choice and allow you to, you know, choose different 

combinations of location, and space and quality of amenities that 
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we looked at earlier. I believe we talked about earlier the 

impact in Palo Alto, for example, under the [?????tape fades 

out???250] called the environmental hustle where, in California, 

the residents of Palo Alto realized they had 7,500 acres of very 

developable land, hired a blue ribbon committee of 

environmentalists and land planners and so forth to map out a 

future for this 7,500 acres and then somebody notice that two- 

thirds of the taxes in Palo Alto were being paid by the 

semiconductor industry in the Silicon Valley area and that if you 

lived in Palo Alto, you got $2 of public services for each dollar 

that you invested yourself in terms of real estate taxes and that 

was a pretty good deal. And that if they had more residential 

properties coming in and therefore, more people to share those 

services with, they would end up paying more real estate taxes 

per dollar of education and library service and benefit of 

whatever kind they were getting from Palo Alto, and so so 

somebody said, “Jeepers, we otta keep that green space.” 

Suddenly conservation became very holy and we had to protect the 

air and so forth. Somebody said, you know, “We really want to 

keep that green space but we’ll make those large lots. Everybody 

can have a 6 or 10 acre lot and that way we can still have houses 

in the half million to million dollar category.” A friend of 

mine speculates building million dollar houses in Palo Alto and 

sometimes he has as many as 3 houses underway at a time at 
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$750,000 to a million bucks a shot selling them primarily to 

folks coming over from the Far East. But, nevertheless, Palo 

Alto decided that maybe they’d have 1,500 acres more industrial 

park and the balance would be as close to green state as they 

could make it. And immediately by shutting off the production of 

further homes, everybody’s home in Palo Alto doubled and tripled 

in value so that a very modest home cost an arm anda leg toa 

point where, in fact, people were buying the low income homes on 

the far east side of town and tearing them down just so they 

could have the lot to build a somewhat more expensive, more 

modern type of home. It was a classic illustration of using both 

consumer protectionism and environmentalism as an excuse for 

maintaining the status quo, stifling further construction and 

therefore, not having to share the amenities of the community and 

shifting the burden for long distance drives to work and shifting 

the burden of finding modest priced housing for the workers of 

the Silicon Valley, and so forth, to somebody else. 

The production factor, of course, in recent years had been 

relatively poor in terms of producing housing units for the 

first-time buyer and the low income family. The shift to laissez 

faire then to severe restrictions often solves one problem, and 

it’s a real problem in respectful use of the land, simply by 

substituting another. And the question is, of course, why 

politically do we let the pendulum swing as sharply and severely 
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as we do? There’s a number of reasons. One, the future 

consumer, of course, iS never really represented at the 

bargaining table when land use compromise is necessary. Because 

at that point, the consumer doesn’t live there. Politicians 

already speak for the constituents who are there and who already 

own a home and who obviously benefit from appreciation if the 

supply of homes is limited, and not for those who would like to 

move into the jurisdiction. Rawapoo and Petaluma legislation was 

not to be felt by folks on the outside surging in to do that, it 

was obviously in the vested interest of those already there and 

wanted to pull up the draw bridge and say, “I’ve got mine, let 

everybody else go some place else to find their little piece of 

the world.” 

The second major constraint, of course, is that labor and 

material suppliers have a real vested interest in the status quo. 

They certainly don’t want to see fire codes change or building 

materials codes change because that’s going to alter the demand 

for materials. It’s going to alter construction job 

characteristics. That’s going to certainly alter in the long run 

the nature of their particular industry. For example, there’s no 

particular reason why two-by-fours have to be 16 inches on 

center. That, in fact, it takes less wood and the house is just 

as strong if you use two-by-sixes, 24 inches on center and have 

thicker insulation and so forth and so on. That means you’ve got 
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to change the way window frames are built so that they don’t fit 

two-by-fours any more, they five two-by-sixes and so on and so 

on. And it may change the way in which you frame walls for fire 

blocking and so on. But the net upshot of it is that you use 

less wood. Obviously, the timer industry’s not in favor of that. 

You use less carpentry hours because you have to nail fewer 

things together and, obviously, the carpenter unions aren’t in 

favor of that. And so just a simple shift in construction 

methodology from two-by-fours to two-by-sixes with all of the 

technical arguments that there are for it, cut across the vested 

interests of too many groups who either sell materials or install 

materials to alter that rule very quickly. And it generally 

takes a tremendous amount of politicizing starting with let’s say 

the FHA in terms of construction methods that they will insure, 

Starting with national building codes (?) promulgated by let’s 

say by the fire insurance companies and so forth to, in fact, 

bring about over slow periods of time virtually geological time 

process, innovations and technological changes in the way we do 

things. Tax payers want to avoid infrastructure costs which they 

elect to be funded from their real estate tax. So if they have a 

choice of voting down a subdivision or expanding the school, 

they’ re likely to vote down the subdivision unless you can show 

them that by having more households that support the same fire 

department and the same school system and the same park land and 
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so forth, so that they’re mill rate will actually be reduced for 

those services. It’s very difficult to get them to vote for 

growth when, in fact, growth means investment now in 

infrastructure which will add to the bonding load and therefore 

the mill rate of that community. And, of course, depending on 

the age group there’s a very dominant factor. If you look at 

Middleton, how many times have they had to go to elections to get 

them to expand the school system and provide a swimming pool and 

some of the other more modern school facilities, when over half 

the community don’t have children. If you have a large apartment 

base of folks that don’t have children in the school system, 

their willingness to vote an increase in the school budget in 

order to pay for the debt, in order to create the facilities for 

folks that do have children is greatly limited. Saint Petersburg 

has an extremely weak school system in the city because virtually 

all of the folks said, “I’m 75, I’m not going to school and I 

don’t think I’m having any kids. Beside that, I don’t even have 

a 25 year long term forecast to look forward to. Why do I want 

to invest in that kind of construction. And what are we doing 

about shuffle board courts?” Then, as a result, taxpayers are 

very, very narrow viewed in terms of what creates an 

infrastructure that’s in their vested interest and what they’ re 

willing to pay for. Households that already have what they want 

and are going to benefit from the price increase of monopoly are, 
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of course, encouraged to protect that decision which is basically 

selfish by standing for something, generally, environmental 

protection. You know, “We want to hold down density.” - and 

related to environmental quality. And people know better do 

that. Bayside, which has got one of the highest incomes in the 

Milwaukee County area and is a highly educated group had a major 

150 acre farm called the Eline farm and it was right along the 

lakeshore alongside of the park up there, and so forth, anda 

developer came along with a very sensitive land plan which wanted 

Single family around the perimeter to match the single family 

that was already there, townhouses in the core a little bit and 

then on a platform of land that was down by the water, he was 

going to put about a five-story building which you couldn’t even 

see from Lake Drive. And these condominiums were going to be at 

the $250,000 class and the good citizens of Bayside turned out 

and turned the project down on the grounds that rental properties 

or condominiums of $250,000 were going to allow the riffraff to 

come in and create social conflict. Now, come on guys. Density 

they said, “Notice the density on those acres they said was as 

same as the density in the Milwaukee slums.” Therefore if you’ve 

got, you know, 100 people per acre, obviously, you’re going to 

have social difficulty immediately. And, Maple Bluff recently 

did the same thing, you know, absurd position. They had the 

Sherman School fight up there with which somebody wanted to build 
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AQ or 50 condominiums in which there was already a market among 

Maple Bluff residents who need to move back from mansions along 

the lake in which at 85 years old they’re tottering along in 

there all by themselves and they really need to be in a smaller 

facility where people can provide some assistance and care in 

their old age and so forth. And it was defeated on the grounds 

that if the condominium didn’t succeed at prices of $200,000 

each, it would go on the rental market and the Dane County 

Welfare Service would issue vouchers to welfare cases who would 

intrude into Maple Bluff. Now if that isn’t the most asinine 

argument for land use control, and so they voted it into a park 

which is just fine with the owner of the largest mansion which is 

right alongside the park who is spread the rumor in the first 

place. Therefore, the political process does not work in favor 

of those what ain’t got theirs already. 

Oddly consumer by itself, however, to be fair and it’s very 

difficult to represent, is really not a single entity in his 

value systems like the Sierra Club which can operate as a 

political monolith but instead represent the whole series of 

micro markets, a whole series of individual views as to what the 

city beautiful should be like and what each home should be like 

and what size home and what style home and what price range and 

so forth he should be in. If that wasn’t serious enough, those 

who are really responsible for housing plans and regulations 
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generally feel confident that they know what’s best for the 

housing consumer. You talk to a city planner and he says what 

we’re going to need is more townhouses and so they will zone for 

townhouses. That may not be what the market wants, but that’s 

what the planner wants and, of course, that’s what the architect 

thinks would be really snazzy and he had a course on that once 

that said that was a good thing to do to save land. And so, as a 

result, you tend to get the will of the physical planner being 

imposed on the consumer and a certain disregard of what the 

marketplace would want. Much, of course, like the current issue 

of the convention center. In any event, as somebody I think once 

said, I think it was Dave Gruen, was a very brilliant consultant 

on the west coast said, “If you have to choose, between the half 

assed concepts of a planner and a half assed democratic process, 

choose the democratic process, at least it’s democratic.” And 

that, of course, the planning process chooses not to do if it can 

possible avoid it. Individuals, of course, responsible for 

housing principles and land use regulations quite often don’t 

understand what the economic dynamics and feedback will actually 

be. The process is obviously rather complex and much like the 

weather, we’re not quite sure what the adverse results of cutting 

the Brazilian forest will be, but we know it’s going to be 

different and we also have some sense that it may not be positive 

but what the total workout of the impact of changing will be. 
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Classic example affecting all of you a few years ago was the 

University suddenly deciding that they did not want to be in ? 

tarentis locus and you could live anywhere you wanted to so that 

suddenly 16,000 students no longer had to life in dormitories or 

buildings that had house mothers and hours and social programs on 

Sunday. And suddenly the Regents and the Towers and the 

Wisconsin Hall and a number of other facilities that were built 

to accommodate that regulation, are obsolete overnight and are 

empty and bankrupt and foreclosed. And, by the same token, the 

students that didn’t want to live more than a mile from campus 

found rents moving up 15%, 20%, 25% because son of a gun the law 

of supply and demand really works. That if you turn 16,000 

additional potential tenants loose on the market and the market 

1S incapable of responding very quickly to increase the supply, 

indeed the land area available to increase the supply is rather 

limited if you spin a mile circle off of Bascom Hill and subtract 

the land and subtract the campus, there’s not a lot of additional 

land area that you can develop with student apartments at a price 

that you can afford. And so, obviously, the price mechanism very 

quickly gets twisted with what began with a perfectly meritorious 

conclusion is that people are old enough to make up their own 

decisions as to where they want to live. You can’t argue with 

that, you know, that’s a fairly obvious truism but by simply 

changing that very simplistic regulation overnight by the strike 
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of a pen, you know, it’s taken 15 years to work out some kind of 

equilibrium between the price structure of dormitories and the 

price structure of apartments and where people want to live and 

as they work through that, suddenly instead of having one ward 

that was not student dominated, you have four wards that are 

student dominated and four more wards that are trying to figure 

out through the zoning code how they can prevent from being 

student dominated and protect the price structures so that 

residents with children and families and jobs and so forth, in 

Madison don’t have to compete with students getting together in 3 

and 4 and bidding up the price of rent. So, you know, fifteen 

years later we’re still trying to work out the consequences of a 

decision that said, “Let folks live where they want.” - which is 

not unreasonable but, nevertheless, obviously it 1s easier to do 

with a stroke of a pen than it is to correct the supply and 

demand imbalance as a result of that decision. lLand use policies 

for collective consumers often can also harm the individual 

consumers. 

First of all, many agencies are simply going to do what they 

want to do because their group behavior can be distorted by other 

votes. For example, the FHA in trying to demonstrate fiscal 

conservancy begins to redline parts of the cities which they felt 

were poor investment risks. Now you can’t fault them for, as a 

government agency, wanting to do that which is financially 
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responsible. But their inability, or unwillingness to accept 

risk meant that capital is denied those areas in town which 

perhaps need it most for rehabilitation. When that is finally 

perceived, as it was in the early 70’s, there’s government 

regulations designed to provide fiscal responsibility to the 

Savings and Loan Associations actually being accountable for some 

of the dry rot in our older neighborhoods, obviously you have to 

remove that restriction. Then you have to say to yourself, OK 

how much risk can a public agency take in the name of advancing 

other more socially desirable objectives. Can we make loans on 

apartment projects that are likely to get plowed under because 

the residents picked them apart or because management doesn’t 

have the incentive to manage them as strongly as it does to build 

them, etc. What kinds of risk can a public agency take in 

Guaranteeing loans and making direct loans, in encouraging 

construction and development of certain kinds of facilities which 

are marginal to begin with in terms of their eventual business 

success. And although the politicians who takes those risks and 

loses, in fact, be tarred and feathered with having made that 

social judgment and have his career come to an abrupt end because 

of what are perceived to be “scandaled” in the administration of 

that particular program. Very, very difficult element to decide. 

In a reasonably free society as an individual one is 

permitted to be a damn fool. AS an administrator of a free 
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society, agencies expected to be above reproach and to be 

rational and prudent at all times. 

Obviously there are a number of ways to attack problems 

relative to growth management. Rammapo(?) and Petaluma represent 

in your readings very specific, direct recognition of the 

problem. How do we control the pace of development so that our 

public infrastructure can gradually absorb the children into our 

schools and we can gradually extend the sewer and water to the 

new projects and so forth. Both of them were under desperate 

pressure from the migration out from New York. Migration, in the 

case of Rammapo and migration out from San Francisco in the case 

of Petaluma. And they needed to come up with a response and they 

addressed it very directly and said is what we’re going to do to 

try and assimilate, as it were, avery rapid rate of growth into 

an existing community. On the other hand there are more oblique 

ways to do that. Fairfax County and Marin County represent 

classic examples of how to do it obliquely. Fairfax County in 

the name of environmentalism said, “Our sewer system is 

overloaded, we can’t process any more sewage and therefore we 

will put a moratorium on building permits until such time as we 

get our sewer capacities expanded,” and then they voted not to 

expand the sewer capacity! Now if you look at it on the one side 

they’ re doing it in the name of health, again and 

environmentalism and on the other side they’re saying, “Hey, 
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we’ve got ours let everybody go to Maryland or go to the next 

county, Fairfax has got enough trouble.” That’s called cast iron 

zoning - simply is controlled by how fast you spread out the 

infrastructure. Marin County of course got bit on their own 

strategy when requested the funds - the creation of further 

public reservoirs for water- they refused and voted down the bond 

1ssue and a couple of years later ran out of water. They didn’t 

have enough capacity for the folks that were there, let alone 

perhaps new folks that would come in and literally for a summer 

there, for incoming residents, would have to go to work before 

they could use the toilet and the last thing they would do before 

as they came home was fill up a 5 gallon bucket of water in San 

Francisco and take it home so they’d have something to do the 

dishes with that night. Growth management backfired as well it 

may have should have. The American way, of course, is that you 

get what you pay for. The problem is that as we mentioned 

earlier are accounting systems don’t always work very well in 

terms of what you pay for. There are several systems which are 

not on your notes which we should identify currently as a way to 

try to correct that. 

One, I want to call exactions. Major cities like Boston, 

San Francisco and others are stating that really as a condition 

of getting a building permit for an office building, or a hotel, 

or some other commercial structure, that you will provide so many 
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housing units together with or as part of your office project. 

The direct premise is that let’s say rents of apartments are too 

high in downtown San Francisco, for office workers, therefore we 

will create a pool of apartments for office workers in the 

downtown area which will then take some of the pressure off our 

commuting system and will provide housing at a price that will 

hold people downtown to be supportive of our retail and so forth 

and so on. That kind of exaction simply adds, of course, to the 

cost of construction of the existing project but they can get 

away with it in Boston or San Francisco and a few other markets 

where downtown office rents are high enough that there’s 

sufficient spread between the cost to construct and the value 

once created that they can, in fact, subsidize the development of 

housing in that particular area. 

A second type of exaction in the residential area is the 

payment of flat fees to the park department, to the school board, 

to perhaps a recreational utility which will presumably go to 

future development of schools, parks and other public amenities. 

These exactions may represent as much as 25% or more of the cost 

of a lot. So that if you pay $25,000 for a lot in the west side 

of Madison, presently, at least $5,000 of that probably 

represents direct and indirect contributions to infrastructure 

extension, park expansion and greenway capacity for stormwater 

and so forth. And, obviously, you’re making up for perhaps not 
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having provided adequate space for others in the past. And 

you’ re correcting not only for the demands created by your 

particular subdivision, but also for the shortfall in earlier 

planning for earlier developments. 

A third type of exaction on the developer is time exaction 

rather than a dollar and cents exaction. There was a time 

probably when you could process, and still 1S in some communities 

like Dallas and so on, you could process a plat in maybe one or 

two months time. Probably in Wisconsin it’s anywhere from 12 to 

18 months to process a residential plat by the time you have 

negotiated with the neighborhood association, the alder person, 

the city planning department, the state highway board, the 

department of natural resources and all of the others that have a 

kick at the cat as it goes through the preliminary planning 

process and arrive at a finished plat which is available for 

sale. When the meter is running on that, of course, in terms of 

interest costs in terms of the additional legal and planning 

costs involved and hour after hour after hour of meeting of 

professionals and if you want to be a developer and cry just a 

little bit, you go to a city council meeting in which your 

planner and your lawyer and your civil engineer arrive at the 

beginning of the meeting, let’s say at opm in the evening, and 

they finally get to your case at llpm and postpone it til the 

next meeting. They have each logged 5 hours at $100 an hour each 
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and you have nothing to show for it and you now go back to the 

next meeting and now discover they want something changed, which 

will not only will cost you money but the planning of it will 

cost you money and the planning you’ve already done gets scrapped 

and you start off in anew direction. The sunk cost in people 

time in going through the democratic process is tremendous. 

Ultimately that gets logged in usually to the price of the 

product. The exaction on human energy, that added significant 

cost, becomes a major factor in the product price of the product. 

Now, Obviously much of this 1s good. Much of it 1s virtue in 

conflict. I need to sensitize the developer and the consumer to 

larger systematic issues of the development process. So some of 

this becomes simply harassment for growth management and really 

reflects a values decision that we will have both management by 

default rather than by explicit legislation and cause the newer 

arrivals and the newer families to look elsewhere - to go to 

Fitchburg or go to Sun Prairie rather than to settle in Madison 

and become a capital budgeting problem for Madison. And that 

question is still unresolved as to who benefits and who pays for 

regulation. And how do we begin to sort out which regulation has 

a cost benefit ratio which 1S positive and which details of 

regulation, in fact, have a negative cost benefit factor to the 

general public. We’re still sorting that out. 
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. . . in the same format. And so if you’ll go to the second 

page of the handout we’ll begin with essentially a facsimile of a 

clear output. We’ve retyped it because the initial original was 

relatively illegible once duplicated. And we drive off the fact 

that there 1s some market demand of the area. Apparently this 

is an area of relatively high growth just outside of 

Philadelphia, and a market study by RSW has indicated there’s an 

absorption rate of about 1,67/0 units, residential units each 

year. DU stands for dwelling units and there’s a common planning 

nomenclature. One of the interesting parts about this model that 

1t recognizes that in any modeling process the validity is really 

dependent upon the assumption. All you get when you take a 

Financial projection is a set of assumptions about the future. 

And it’s certainly important to know who made the assumption on 

what basis and could those that are to be persuaded by this model 

accept the, let’s say, unbiased and reliability of those that 

made the assumption. So in this case the real housing demand 

that’s been estimated by RSW - so if I were sitting on the city 

council I might be a little nervous and say, “Gee they’re working 

for the client. What does an independent research organization 

say here or what does my own demographer and planning department 

say about the rate of increase in demand for dwelling units?” 

But at least it’s flagged here as where did this number come 

from? And I as the reader can decide whether I will accept that 
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number or challenge it and ask for some other perhaps with a 

vested interest. The average development pace required by the 

developer is 100 units a year. Undoubtedly this developer has a 

staff and he’s decided from the business planning standpoint that 

he has to build 100 dwelling units a year in order to keep his 

staff fully employed, cover his overhead and get the desired rate 

of turnover on his working capital. So that’s the target. And 

the benefit factor from that first of all is a risk factor in 

marketing which says really to achieve his break-even point, he’s 

got to capture about 6% of the available market in order to make 

and meet his business plan. Capture rate 1S a current levelment 

in measuring market risk in real estate. If, let’s say, there’s 

a 400,000 square foot demand for office space in downtown 

Milwaukee and you’re going to build an 800,000 square foot 

building, what’s you’re really saying is if I’m going to fill it 

in two years, I virtually have to get all of the available 

business for two solid years in order to meet my projected goals. 

When the capture rate, on the other hand, is less than 10% of 

the total market there’s a great deal of cushion for competition. 

Other people building a similar product and going after the same 

apple as it were and it’s a much more achievable and realistic 

marketing objective. So capture rate becomes a risk management 

ratio. The higher the capture rate, the less likely you are to 

achieve that, given the surprise of other people arriving with 
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competitive products and so on. Well, in this case the capture 

rate is a realistic 6.3%. The gross site area is a given at 73.1 

acres - apparently that remains after everything else has been 

dedicated off. And of that 73.1 acres the land analysis has 

determined that a half acre has to be developed in commercial 

purposes, let’s say a PDQ on the corner for convenience. A major 

road right of ways are going to take 8.9 acres to be dedicated to 

the public. Open space is 10.9 acres - almost 11 acres, and that 

presumably is areas with high slope, perhaps a water, wetland 

Situation - other areas that you wouldn’t want to develop and if 

you can put those together into a workable open space program, 

why that becomes one of the aesthetic amenities of the project. 

And finally, they’ve allocated about 1 acre to a community 

facility of some sort - either a meeting house or a tennis court 

Or Swimming pool or something of that kind. And so, as a result, 

once you remove that there’s about 51.6 acres of land available 

for development. Sometimes referred to as net acres available 

for development. That comes off the physical plan which we don’t 

have here. The type of units that are being proposed for 

development are garden departments which are called GA. This 

particular scheme is going to have 50% of the units built with 

garden apartments, 42% will be townhouses and only 8% will be 

Single family. And the net density of those is about 15 garden 

apartment per acre, about 8 townhouses per acre and about 6 
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single family homes per acre. Fifteen garden apartments per acre 

1s relatively low. That’s about 3,000 square feet of land per 

apartment, that’s fairly generous. In Madison you’re required to 

have about 1,000 square feet of land per apartment. So we’re 

talking essentially a relatively low density type of project. 

California regularly achieved about 35 to 45 apartments per acre, 

net acres of development land. Packing them and building them 

fairly tightly and then doing very intensive landscaping between 

the units so you can’t look into the window of your neighbor’s 

apartment and where you have a climate that allows the leaves to 

stay on the trees or the trees to stay green all year that works. 

Where you have a climate like ours where a large part of the 

time, that does not provide a buffer. Obviously, it doesn’t 

work. The six units of single family per net acre however 1s 

relatively high. Here in Madison probably it would be closer to 

2 anda half to three assuming a lot of the 10,000 to 14,000 

square feet. The number of units then that we can get on this 

particular parcel is about 260 garden apartments, 219 townhouses 

and only 42 single family homes for a total of 521 units and the 

acreages are allocated there and approximately 7.1 dwelling units 

per acre would be a modest density - not a very intensive 

development as planned unit developments go. 

OK. The last of the total business plan here is that the 

developer expects to be a year in process of getting approval of 
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plats, putting in the roads and so forth. So in project year one 

there will be no units sold or produced. Entirely budget year 

number 2 there will be a total of 100 units produced and through 

project number six which is called a build-out year, the last 121 

units will be produced and again that is the client’s schedule 

and it’s hoped that he can maintain the necessary production to 

support his overhead at 100 units per year more or less. The 

anticipated sales price at the time this was done which was, I 

think this one is a model that was done about 1975, was $18,500 

for a garden apartment. You can multiply that by that by about 2 

and a half and be right about where you should be in ‘86 terms. 

Townhouses at $25,000 again by 2 and a half, you would suggest a 

project $65,000 to $70,000, and a single family home multiplied 

by 2 and a half would suggest what? 65 and 16 is somewhere in the 

$75,000 range so that’s a relatively modest single family home a 

“starter” as they say. And the expected occupancy per unit is 

about 2 persons in a garden apartment on the average. A 

townhouse will have 3 persons on the average and a single family 

home about 3.5 persons on the average. And that statistic comes 

from analysis of that particular county and what the pattern of 

residency is and therefore hopefully is regarded as an acceptable 

Statistic to the planning commission that’s going to make the 

decision on that. 
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And the number of school children per unit is about .2 of 

the garden apartment, ./ of a child in a townhouse and 1.2% of a 

child in a single family home. And, again, notice that the 

garden apartment tends to put very little burden on the school 

board, but nevertheless produces a significant addition of tax 

base and so on. 

The other environmental modes that are created by the 

project are in the table at the bottom which kind of summarizes 

that they go forward with that mix with, the number of units and 

the persons and so forth and so on. Then they want to know what 

the peak traffic will be generated per hour by each unit, in 

terms of vehicle movement, and therefore load on the collector 

and the adjacent streets. They need to know what the sewage 

Capacities are going to have to be in terms of gallons of water 

per day per resident. And, again, the water per residential 

unit, per gallon per day. And notice those are about equal in 

that most of the water used is simply used as a transportation 

medium for the sewage. That the great balance of the water 

consumption goes right through the toilet bowl or is used to 

drain the kitchen dish water and so forth. And so one of the 

great luxuries in this country 1S uSing water as a transportation 

medium for our waste, rather than really using the water to 

ingest and to cook and so forth which is a relatively minor 

portion of the total consumption. Other countries are moving 
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toward sewage systems which move the solids of waste and so forth 

with pneumatic and vacuum systems because that obviously puts 

much less of a burden on their surface water capacities and does 

not mean that you then have to process all of that water and 

clean it up before you can get it back into the natural 

Circulation system. The coverage per unit of each structure 1S a 

Critical element in determining what the new water runoff will be 

as a result of rain storms. Each garden apartment will produce 

1,277 square feet of asphalt and otherwise covered surface area 

with a significant reduction therefore in the ability of the open 

areas to absorb water from rainfall and snowmelt and so on which 

puts it into motion obviously and means that at some point we 

have to have a collector that’s capable of handling so many 

gallons of runoff of rain and snow water and we have to have some 

place to go with it and some way, perhaps, to control the speed 

with which it runs off and therefore the erosion and other 

Capacity problems of the system. 

That gives us a summary then of the loads that have to be 

accommodated and obviously it’s in the public interest to do 

anything you can to reduce the amount of coverage on the surface, 

to reduce the water consumption, reduce the traffic loads on the 

available systems and so on. In any event, you don’t want to 

produce a project which overloads the existing capacity of the 
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storm water or the sewer or the water system to handle the 

increment in growth. 

The impact on the school district is the first one we’ll 

look at here is, “School District Feasibility Based On Current 

Costs And Residents”. School District Feasibility, yea, we’ll 

Start there, that’s fine - slightly out of sync but that’s fine. 

Obviously, the school board 1S going to be interested in how 

they are going to have to anticipate and accommodate the 

increasing school ? population. Where we have a net increase in 

school children and none in the first year and none in the second 

year as people move in but 74 kids show up for registration in 

the third year and another 123 in the fourth year and so on. And 

the taxable, ratable base on which the school board can raise 

revenues to pay for these is provided in terms of the taxable 

land that is unsold, the site development that has gone into the 

creation of the lots and so forth. The value of the residential 

construction and sales and the nonresidential sales and land, if 

any, and you end up with what’s called the total ratable tax base 

that 1s created each year to provide a base for raising revenue 

for the school board. So in the first year, $4,800,000 are 

generated. By the second year $20,500,000 and so forth, until 

finally the project’s when completed will, in fact, produce what? 

S$116,495,000 of new ratable tax base from these set of homes. 

The revenue is based on the mill rate for the school board only 
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1s then provided. And then they begin to look at the 

expenditures. There’s two kinds of expenditures, obviously, the 

variable cost of handling one additional or more child and then 

second of all the capital cost when they begin to exceed the 

Capacity of the existing building. And apparently they’1ll have 

to add a classroom we’re told as a result of this development and 

so they’re charging the $48,600 a year for the variable cost and 

the $32,214 debt service charge for creating the new classroom to 

accommodate this influx of students. That doesn’t mean they’ re 

going to build one lone classroom someplace but obviously other 

developments, other things taking place in the community may, at 

one point, or another accumulate to an additional elementary 

school and an additional junior high capacity or something of 

that sort. So remember what we said the other day, one of the 

real problems we have is our accounting system. How do we 

internalize into the project the external costs that we impose on 

other aspects of the community by the creation of our 

development. And here is one way of attempting to do that. And 

we ended up with a total expenditures against the total revenues 

and notice this particular land use mix produces a very decided 

positive cash flow for the school board each year. Starting as 

low as $9,000 in the first year and eventually moving up to 

$16,000 a year in the 6th year with a cumulative surplus by the 

end of the 6th year of over $100,000 for the school board. As a 
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result, the school board should be favorably disposed toward the 

project just in helping them solve their other problems by 

creating hopefully a surplus relative to their budget 

requirements. 

By the same token the municipal government should be 

ecstatic. In the first year alone they really don’t have any new 

residents, there’s really not very much to do while the planners 

work with the developer and they have a $16,000 incremented 

surplus. If each new resident costs them another $105 for police 

and fire protection and library services and snowplowing and 

whatever else and that, obviously, is a variable cost, something 

to ? skips in magnitude and scale. Why they are doing very well. 

Their total ratable tax base is rising and by the end of the 

Sixth year they have an annual surplus of $245,000 anda 

cumulative surplus of $791,000 from this particular project. As 

a result, the community is making money by permitting the 

developer to go forward and make money. Now, by the same token, 

the developer might decide when looking at this that he is making 

too much money - that if the alder person on the ward says well, 

“Gee while you’re main street 1S entering into the main traffic 

artery in town, we want you to build a stop light for $45,000.” 

The developer can come back and say, “Hey, wait a minute, hold 

everything here. We’ve got a $245,000 profit in year 6 when the 

traffic begins, you can afford $45,000 for a stop light.” Now 
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let’s look at the relative profits that are going on between what 

the community’s going to make based on its new tax base and the 

cost of services and what I’m going to make, and, at this point, 

maybe you ought to invest something in your future. You can buy 

income stream here by putting in a stop light and, you know, 

doing whatever else they feel should be corrected as a result of 

this additional development. Now, of course one of the great 

1ronies here is that the town board is the one typically that 

gets to approve the planning process. The school board does not. 

You’ ll notice the school broad process is present but 1s 

relatively marginal. The town board is doing handsomely. The 

town board may not have any great incentive for changing the land 

use mix because it can do as well with a single family housing as 

without and yet they’re the ones in charge of the decision and 

the school board is the one that has to figure out what to do 

about it. The school board may not even be asked to participate 

in the planning process. But they will be required, of course, 

to provide capacities for the children that are brought in by the 

planning process. Unless the town board 1S cognizant that 

something is due, the interaction here between the tax rate which 

they can charge and the tax rate which the school board can 

charge, you could actually have a situation here where instead of 

pocketing the money, the city council simply reduced their mill 

rate and, as a result, passed back the savings to the taxpayer on 
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their side and the mill rate for the school board went up and 

then the politicians who appointed the guys on the school board 

to say, “These spendthrifts aren’t doing what they can to hold 

down your real estate taxes.” So there’s always that problem 

that those with the authority to make the decision relative to 

the planning board may have a narrower perspective as to what is 

their self interest than those that are all impacted by that 

decision to permit certain kinds of development. 

On the next page we have a brief summary of the developer’s 

estimated costs of development and his total project costs in the 

aggregate with the anticipation that about a 15% profit margin 

will be available for him. Hopefully he may be able to take home 

about $1,745,000 of the total projected sales on the project. Now 

that’s a fairly substantial number in this particular case, it 

doesn’t necessarily show the leverage required because while 

there’s a deduction for the interest expense on his money, 

there’s no revelation of the return of capital that had to be 

advanced. So his cash flows will, in fact, be less and you have 

the present value of the distributable cash to the developer to 

get his real return. 

Spread over time, it’s a little more revealing on what the 

risk position of the developer is. First of all, he’s going to 

be drawing down on his land acquisitions - 15 acres at a time. 

His construction will begin in the second year and his sales 
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start to finally close and produce revenue in the third year, so 

that we don’t see our first revenues until the end of the third 

year or $3,354,000. The expenditures, of course began 

considerably earlier than that. We have the downstroke on the 

land and the carrying costs on the land. We have all of the 

various fees that are involved in the process. Notice there’s no 

off site construction here but most developments often require 

the developer to extend sewer and water from wherever it stops 

earlier down the road out to the development and so forth. And, 

we’re running, therefore, considerable deficit. We have 

$2,229,000 out the door in the first year and then we have a 

heavy flood going out in the second year with the development 

year until the planning year. So by the end of the second year, 

we’ re down $1,992,000 of outlays. And much of that will have 

probably been financed by the developer. Fortunately, on the 

third year, we start to make some of that back. But he has to 

apply all of it to what he owes on the loan, so his negative 

cumulative total is still a minus $585,000. In year four, again, 

as a great result, but nevertheless, we have $350,000 positive 

cash flow throw-off and that’s virtually wiped out by the 

$585,000 that he still owes from the previous years and so he’s 

still got a $255,000 deficit. So it isn’t until year 5 that he 

finally breaks into the clear with a positive cash flow of 

$350,000 in and a cumulative net after paying off his advanced 

403



550/705 - Real Estate Process Spring 1987 JAG 

loans of $115,000 and then finally in the sixth year he does 

very, very well indeed. He cleans out the rest of the inventory 

for $1,630,000 and doesn’t owe anything on that so it’s all 

positive cash flow. So notice there’s a real time delay and as 

the real estate developer is halfway home and out there in the 

third year and then suddenly the interest rates change and they 

move from 9% where people can afford to buy their first home to 

15% and suddenly the effective demand for his whole project is 

cut off. While he has the interesting problem that the expenses 

to continue, his carrying costs continue, his revenue goes to 

zero and now his cumulative debt investment starts to build again 

and perhaps wipe-out and offset his net worth. And this is the 

really vulnerable area of the development business. The fact 

that each of those first early years his investment ina future 

premise that the lots will sell and they will sell for premium 

prices and this is very quickly brought out by changing monetary 

markets and so on that he’s totally dependent on the interest 

rates available to the homeowner. Hence, in the early seventies 

when the condominium developers all went out of business in 

Florida and some of the subdividers here in Madison went out of 

business, the simple fact was that consumers could no longer 

borrow money at a rate they could afford. Therefore, the premise 

of being able to sell a lot, let alone, collect cash for it, fell 

through. And all of the business plans that were built on that 
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presumption, were just blown away and so were the businessmen. 

And, as a result, most of the lots in Madison today are owned 

probably by the Savings and Loan Association or a good many of 

them, rather than the original developer. 

OK. Now this was one proposal and as I said the internal 

rate of return here to the developer is 28.8% which ain’t bad. I 

would suspect that it would be certainly higher than that once 

you corrected for building the whole process without a loan. If 

we had leveraged this, the rate of return to the developer ona 

good year would be 100% and on a bad year would be bankruptcy. 

It’s a highly volatile, high risk enterprise. It’s obviously in 

his interest to have different products. If the apartment 

product is going, you must be able to sell garden apartments. If 

the townhouse market 1S moving, you must be able to do that. And 

1f the single family market 1S in demand, you must be able to 

offer that product. The object ultimately is to sell off the 

land. And quite often if you have to build the house or build 

the apartment building, simply as a way of selling the land. I 

know 1t seems ironic, but most of the profit center would be in 

the land. You might, for example, sell a $25,000 lot in which he 

would have let’s say $12,500 profit and he would then go to all 

the work of building a $100,000 house on the lot and he would be 

lucky to net $5,000 on the house after all the other costs had 

been paid. But in order to move the lot, he’s got to build the 
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house. And, as a result, you often get that kind of imbalance in 

your business - if you’re taking terrific risks on the home loan 

and construction loan and hope that you can sell that house into 

a segment of the market in order to move the lot. My father was 

in the paper box and corrugated container business. For years he 

made all his money on the corrugated paper machine but nobody 

wanted stacks and stacks of cardboard sheets with wrinkles in the 

middle until they put corners on them and tops on them and 

printed them and so forth. So everything he did after he made 

cardboard was to get rid of all that damn cardboard. And that 

was the only way he could move the paper. So the building 

business and the home building business is often in the same 

boat. That once you have created a very attractive subdivision 

and so forth, everything you do after that much and 

guite often you’ll be in the home building business and the 

apartment business and so forth. The greater the diversification 

of products that you can have, obviously the more stability that 

you can have and the more response then you have to changing 

markets. 

Now let’s look at what the community wants the developer to 

do with their single family lot for zoning. Under the existing 

zoning in this particular proposal the community wants single 

family only and they will permit two different sizes of single 

family. And so they have a deluxe single family there for about 

406



550/705 - Real Estate Process Spring 1987 JAG 

80% then and somewhat lower cost single family unit. And the 

prices and persons per unit, the school children per unit, all of 

the other factors that we had before. Notice the total coverage 

including all the impervious surfaces of this project at 21.9% is 

virtually the same as the other project where we have higher 

density units - in fact it’s a little worse than the other 

project. Certainly the amount of water used in terms of gallons 

per day per dwelling unit and the amount of traffic generated and 

so forth is all somewhat greater than in the previous plan. Now 

as we look at the school district’s budget on the next page, 

we’re adding a lot more children coming into the program because 

everybody lives ina single family home and probably in the child 

rearing state and at the same time the total ratable tax base is 

Significantly less than before. So our revenues chug along there 

at Roman Numeral II and our expenditures per child starts to take 

off about the 4th and 5th years and now if we look at the total 

expenditures necessary to handle additional capital expansion of 

our facilities maybe with another couple of classrooms we’re at 

$45,100 for the 32 something. Our total expenditures are taking 

off and our annual surplus which began so happily in the 4th year 

turns negative in the 3rd year as the children begin to show up 

and by the end of the 6th year, you now have a $100,000 deficit 

cumulative and a $70,000 annual deficit in which the school board 

has to find funds from other tax base in order to educate the 
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children brought in by this completed single family subdivision. 

From the school board’s standpoint instead of having a project 

which produces a $100,000 surplus, they have one that creates 

negative return in terms of cost of service and that obviously 

politically is not in their interest and financially is not in 

their interest. 

On the other hand, look how the town board is doing. The 

town board had fewer people in town, and since they computed 

their costs based on a per capita basis. The result is that 

while their revenues declined on a smaller ratable tax base, so 

do their costs and so now their annual surplus instead of being 

$700,000 cumulative, is $849,000 and $243,000 in year 6. So the 

town board the loan and the would probably say, 

“Great, we’ll stay on our single family zoning, it certainly 

doesn’t do us any harm and we can use the profit.” The trick, of 

course, 1S convincing them that higher density and lower school 

children factor is a very desirable entity. The town lawyer 

looking at that top line and saying, “Wow, by, let’s say, the oth 

year we’re going to have 97/70 new residents in town and let’s say 

that 600 of them are voting residents.” And the power core in 

town, let’s say, won the election last time between the old 

timers in town that, let’s say, voted 700 votes for mayor against 

the newcomers in town that had 300 votes. And now they look over 

and say oh oh here 600 new votes. That’s 1,000 against the 700. 
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They need to decide if they want to put a cap on the whole 

thing. They really aren’t anxious to see a progressive increase 

of new voters coming into their particular ward which will 

disrupt their traditional political power base. So the town 

board may be looking at this not simply on a financial standpoint 

but from a political standpoint. You know, what is my political 

career going to be worth if we now have a whole bunch of new 

young folks with children who want a fancy school and want us to 

create a swimming pool for the kids in the summer and so forth 

and so on. And, golly gee that’s going to kind of disrupt things 

around here. Maybe we can have some subdivision regulation that 

are so onerous nobody will build anything and we can stay in 

power until our pension is due and really can sidestep all of the 

1ssues that would come with growth. So, in effect, they could 

look very virtuous and say, “All right, we’ll stay on our single 

family zoning only and take a look at the next phase as to what 

that does to the builder.” 

If the builder were to embark on that program in terms of 

his total cost versus his sales revenues he’s going to lose about 

$970,000 on the project and his project sales rates would be way 

off in terms his ability to market his product and he would run 

out of money before he finished the project. So that the builder 

looking at the single family or nothin’ alternative is obviously 

going to take the “or nothin’” alternative and move on to the 
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next township or the next village in which he can find land that 

1S properly zoned for what he wants to accomplish and so on. As 

I say, the town board is perfectly happy with seeing him move on 

because that means that the number of new residents isn’t going 

to tip over the political balance that exists in that particular 

community. On the other hand, they may be a growth minded board 

but nevertheless, growth minded with a need for fiscal solvency 

and be willing to re-negotiate the land use mix to somewhere 

between the single family solution which is disastrous and the 

heavy garden apartments and townhouse solution which was perhaps 

too dense for the community and, nevertheless, produces a great 

surplus. There’s obviously room to negotiate here and find that 

solution which perhaps produces more single family homes but, 

nevertheless, does not drive either the school board or the 

developer into bankruptcy. 

Now this type of fiscal impact analysis as a way of 

justifying a project becomes more and more part of what we call 

the environmental impact analysis of the project. Not only are 

we concerned with the environmental and ecological systems which 

may be affected or disaffected by the project but more and more 

we’ re becoming concerned with the various fee accounts of the 

various enterprises that will be affected by the project. Notice 

one of the major arguments on the convention center project is, 

“OK, we got two hotels that are a break even at 60% capacity. If 
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we build this third hotel with public subsidy funds, and they 

have to split the same market they had before, they’re all going 

to be running at less than break even point and the result is 

that the two hotels that exist will be in for a significant 

reductions on their tax valuation and a loss of tax revenues on 

those two hotels may not be offset by any increase in tax 

revenues on the new hotel.” Or if we build a convention center 

that 1s publicly owned on land that was formerly privately owned, 

we’re taking money off the tax base and that really should be 

directly costed to that kind of project. Most real estate today 

in any community 1S going to be argued and justified in terms of 

public regulations on what it does to the fiscal characteristics 

of those that are affected - the school board, the city council 

and perhaps the water and sewer district or the parking utility. 

Notice that parking utility has reached virtually its bonding 

Capacity - that if they were to be required to build an 

additional public parking ramp at this time, they will be in 

effect be paying a premium because the debt cover ratio will be 

out of whack relative to the most desirable interest rate and in 

addition, of course, the government has changed the rules on tax 

exempt interest rates for parking utilities in which more than 

10% of the capacity is devoted to a private facility and that 

changes again the fiscal impact of a project dependent ona 

public parking lot for its viability. More and more the argument 
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1s whether a project should be permitted or what size project 

should be permitted or what mix of uses should be permitted are 

being decided on the fiscal impact of that project on the various 

public authorities that are involved. That fiscal impact can be 

regarded ina very parochial view simply because, let’s say, the 

city council controls the planning commission and they can decide 

it purely from the city’s point of view or it’s being decided on 

a more statesman-like view which says, “Gee we really need to 

consider all of the jurisdictions that are going to be adversely 

affected.” Can we find a solution to the convention center that 

respects the county’s need to make the coliseum break even? Is 

there a way of dividing up delegate type meetings downtown and 

trade shows with boats and sports equipment and cattle and horses 

and all that sort of thing with the kind of facilities we have at 

the coliseum. It’s a very statesman-like way of saying, “Hey, in 

defining a land use decision downtown we’re having impact on 

other government entities that are not necessarily represented in 

the planning process.” The county has no opportunity to comment 

on the size, type and location of the convention center. They 

can only argue presumably from a rational standpoint that we’re 

taxpayers in both divisions. That those of us who live here and 

pay taxes in the county as well as in the city and while we may 

make a small profit in the city, if that makes a county facility 

go into the red, ultimately we’re going to pay for that in terms 
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of a subsidy provided from the county standpoint. We’re 

beginning to understand much more than we ever did before the 

organic and complex interrelationships of the cash flows of our 

government and our private sectors and the need to properly 

internalize the costs of a project at the time we’re in the 

planning process so that we arrive at the optimal mix that will 

allow all parties affected to remain solvent and hopefully 

protect that surplus on which they require credibility and then, 

perhaps, look at rate of return measures of capital efficiency 

and so on. The question of who benefits and who pays has become 

very operational in the political process. And some of our 

politicians are seeing that honestly and directly and others 

trying to offiscate(?) it with phony numbers and presumed 

benefits that are immeasurable but, nevertheless, being tallied 

on the side of the good. Witness, for example, the recent 

statement by the city planning department that if we builda 

convention center downtown it will add 600 housing units 

downtown. Now you read the small print and it says at a rate of 

30 per year. Which means somehow the convention center will be 

producing 20 houses a year or 30 houses a year for 20 years. 

That cause and effect relationship is highly suspect. Either 

that is the presumed public benefit of that dollar you’re 

reaching baby, that’s a little far out in terms of fiscal 

balance. How many of you would like to have your apartment 
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directly across the street from the convention center anyway? 

Obviously, it’s just a short , you know, beyond that, 

it’s very, very doubtful that anybody is going to relocate from 

the suburbs to live next door to a convention center. The same 

argument is being made in the building convention center that the 

office space that went to the west side of town will return 

downtown. That’s an interesting concept. They went west to find 

parking is what they suggested and a parking stall that might 

have their name on it. And now you’re asking them to bring their 

office back downtown to a convention center which presumably was 

justified on its ability to bring 10 or 12,000 people to town at 

a particular point in time and fill up all the parking spaces - 

something wrong there some place. You want to be very careful on 

the specious arguments that are made about fiscal balance. Be 

sure that there 1s a real cause and effect relationship between 

revenues and costs because, obviously, those who are opposed are 

particularly use will exaggerate the costs and those who are pro 

a certain use will tend to offiscate(?) the revenues. Now easily 

project over longer periods of time that it is really feasible 

to do, given our limited accounting and financial foresight, at 

this particular point in time. Nevertheless, the arguments will 

made more and more, not on the private investment return, but on, 

in fact, the impact on the public benefit and payoff on public 

Capital invested. Thank you. See you Monday. 
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(Referring to slides) . . . program which hopefully would 

structure a community which balanced the urbanity of a full scale 

downtown with the best of suburban life and hopefully encouraged 

political activism and proprietary identification with the town 

among the residents. And this is just an initial introduction to 

downtown which is the motel in the downtown area, the village 

just to the left is the four theater cinema and it is Surrounded 

by low rise office buildings and so on. 

The major shopping center assemblage which 1s Rouse’s forte 

was built essentially in three major stages with the parallel 

line across the top of the T and initially then the whiter roof 

leg and finally a major Sears and additional department stores at 

the final end here. It is tied to the office district in 

downtown area along the lake by a pedestrian bridge and all of 

the road systems feed into this particular system. As we pointed 

out there are very subtle balancing of the parking at different 

levels so that they can generate a relatively even pedestrian 

flow into the two levels of the center. And this has become the 

regional center, not only for Columbia, but for considerable area 

around in addition. 

(next slide) The first point of arrival for the initiate 

into Columbia is called the Visitor’s Center. The Visitor’s 

Center is typical of the Rouse style in that he attempted to 

economize here - this 1S a straight industrial steel building, 
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dolled up, put down on the lakeshore. You can see the riffraff 

along the water’s shore and so forth. And it was really designed 

to 1) provide a slide story anda little amphitheater for the 

visitor to become familiar with the Columbia story and what it is 

attempting to accomplish - at the upper level there is a display 

for each of the builders that buy lots in Columbia and develop 

homes or apartments to tell their story and show their current 

models and so on and the lower level is the public relations 

department that provides a local newspaper, welcome wagon 

services, a variety of other marketing services. And because he 

felt that in the long run this lot would be a very valuable 

downtown site, he wanted a building that was demountable and 

could be removed and that site developed further toward the end 

of the final development process in Columbia. 

(next slide) This is the interior of that building with 

current photography on one side, amphitheater on the other and so 

on. And very inexpensive display space. Each builder is 

entitled to a cubicle and sales display point. Again, the first 

office building is a three-story building there which you see is 

called the Teacher’s Building because it was financed by the 

Teacher’s Life Insurance Co. that was willing to take a chance on 

Mr. Rouse. 

One of the less attractive aspects of the downtown early 

development 1s extensive parking lots which are not particularly 
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well landscaped and more recent developments have gone to the 

more Texas style parking ramp tied directly into the structures. 

The lakeshore is done with fountains and terraces and they 

make quite an effort to create a number of civic events so that 

people become familiar with the downtown center. 

This 1s one of the residential supporting lakes. Again, all 

of the boats are owned by the recreational utility. This is the 

American City Building which became the corporate headquarters 

for the Rouse Company and for the Enterprise Corporation which is 

a spin off of the Rouse Company which the student spent some time 

with on Sunday. The Enterprise Corporation headed up by Rouse 

and, which is his primary drive today, builds specialty shopping 

centers at selected areas, particularly along the water, such as 

the one up in New York City, the one in Baltimore, Cincinnati and 

other areas of that sort, Minneapolis currently has a project. 

And he takes the profits that are created in that town from the 

shopping center and plows them back into nonprofit low rent 

housing, using it as seed money to create entrepreneurial groups 

among the minorities and among the low income neighborhoods so 

that they can have some participation in the development of new 

housing within their area so that ultimately it’s a zero sum 

game, the Enterprise Company is simply designed to create capital 

with which to fund the entrepreneurial redevelopment of housing 

in lower income and somewhat declining areas. 
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One of the typical office buildings brought in to provide 

economic base. Recreational amenities of the downtown lakeshore. 

Again use of the water to create some distance between the 

downtown area and very high density residential development. 

Remember if you’re going to start a shopping center, if you’re 

going to start a school system and so forth, you need a lot of 

residents to spend money that will justify merchants leasing 

Space and paying a reasonable rents initially and so the initial 

push of this development, like so many other new town 

developments, it’s a very high density housing. And then market 

that to the yuppie market. So this is a very popular place for 

the flight attendants and pilots and so forth that work out of, 

say, Baltimore’s Friendship Airport. It’s a popular area for 

people who work in Washington in the government sectors and 

particularly those that are working in government offices that 

are straight off of Silver Springs North and into the countryside 

for major federal installations. 

One of the intriguing things, that’s a relatively old slide 

of the shopping center, it was before the addition was built on 

the back and when you go out there now, it’s hard to find what 

looks like that because all of the trees and the vegetation have 

grown up. It’s a completely different atmosphere. 

The double level walls, the clock is always a typical Rouse 

touch so that people can tell their kids where to locate them at 
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a particular point in time. Meet us at the base of the clock, 

etc. 

The fountains again become part of the decor and the sound 

control and so on. The thing that’s always intrigued me is the 

fact that small children can walk right into the water, there’s 

nothing to prevent them from falling right through. The other 

thing that intrigues me is the dollar take on the pennies thrown 

in the fountains. I’ve never understood that, but if I could 

have any concession in all of the shopping center I would like to 

have the fountain. (laughter) 

Again some of on the intriguing water sculpture. Now you 

get the overview if you can remember the schematic that we showed 

you the other day. The Interstate 29 coming across the top left- 

hand corner, the downtown connected to that at the north and the 

south ends by a major connector boulevard which swirls through 

and which provides a separator between the commercial office 

areas adjacent to the lakeshore and the shopping center to the 

north and some of the early residential neighborhoods developing 

here along the second manmade lake, called Wilde Village with an 

“e” on it. I’m not sure that’s because the plant tenants live 

there or what. The first of the major developments. 

One of the interesting moves that he made was to dedicate a 

portion of the woods that was immediately adjacent to downtown to 

a symphony orchestra music pavilion and convinced Mrs. 
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Maryweather Post to finance that with a charitable gift which 

further subsidized the Washington Symphony Orchestra, making this 

their summer headquarters. That’s the pavilion. lLet’s go right 

on past that. 

Now, one of the major problems you have obviously 1s 

providing public services, police and fire and so on. It’s not 

something that you want to create really from scratch. So here 

was an area in which county government stepped in and took 

responsibility for what we’ll called the safety function of 

government in terms of fire and police, and Rouse contributed 

heavily toward the development of an adequate capital base to 

these facilities, building the fire stations, helping to purchase 

the fire engines and, in effect, keeping the cost impact of 

expanding these services rapidly internal to the community so 

that the balance of the residents in Howard County were not 

feeling imposed on by the necessity of raising their taxes and 

funding services, obviously, for the Johnny-come-lately in 

Columbia. 

This 1S a medical center developed in conjunction with John 

Hopkins and the front building is part of the outpatient medical 

Clinic services, the back building is a general hospital that 

handles the run of the mill type of things and then more serious 

Situations and special situations are then referred back to the 

John Hopkins medical complex in Baltimore which provides a superb 
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medical package to the residents. Indeed, one of the major 

incentives for the people living in Columbia has becomes the 

desire to be within the service network of the HMO which is not 

only reasonably priced but has gained a reputation for house-call 

service and rather high quality medical element so that a 

prospective resident has a choice to living in a subdivision that 

perhaps merely adjacent to or even totally surrounded by Columbia 

but not within its jurisdiction and living within the Columbia 

network, they would prefer to live in the Columbia network, 

Simply to quality for the benefits that go with the territory. 

One of the major coups initially, of course, was securing an 

industrial base. Rouse did not simply want to create a bedroom 

community which stole the upper income residents from Baltimore 

and Washington, he wanted a totally self contained element and 

about the time he began this, General Electric was searching for 

an environment in which to locate all production of appliances on 

the eastern coast and so they centered their appliance park 

Facility in Columbia, requiring an additional 1,500 acres of land 

to be purchased by Rouse to accommodate them. And so very early 

in the game he had an initial industrial base and economic base 

and additionally a high silhouette quality tenants in his 

industrial park and he was able therefore to avoid being labeled 

Simply as a residential bedroom suburb in newtown close. 
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Since then there’s been tremendous expansion of the 

industrial park. Much of it 1s in the wholesale distributing. 

Major importers of foreign cars and foreign appliances and so 

forth find the Baltimore port extremely favorable in terms of 

handling the goods and you have here in Columbia access to about 

35,000,000 people within about 300 miles so that it becomes a 

major distribution point for imports and wholesaling of all 

types. 

The second major component once we move from the downtown is 

the so-called Village Center. The Village Center represented 

those kinds of things which require a basic aggregation of 

population to support a high school, to support a community 

shopping center with super markets and drug stores and all of the 

related elements that can support a church, that can support a 

Junior high school, that can support other public facilities. 

Again the concept was to create one in which the car was 

immediately adjacent to it but not passing through it - that the 

internal portion or character of the center was essentially 

pedestrian. The second thing they wanted to do was provide joint 

services where there was a time match, for example, a parking lot 

that was suitable for a church on Sunday, could be supportive of 

the high school or the shopping in their respective schedules. 

High schools might need a parking support during the major part 

of the day Monday through Friday. The shopping center needed 
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overload parking capacity on Friday nights and Saturdays and so 

on and rather than pave the world with asphalt, you wanted to 

position those kinds of facilities so that they could be 

complementary to and provide a time match in terms of the use of 

the facilities. There was also the desire among the sociologists 

that rather than having each village become relatively provincial 

and out of touch with the other villages, a way of encouraging 

some sort of interaction among the villages. So each one was 

selected for a specific unique facility. One had the indoor ice 

hockey rink, another might have the bowling alley, another one 

might have a major indoor natatorium with swimming programs for 

adults as well. And therefore you would begin to encourage some 

interaction so that people in other villages that wanted to bowl 

had to go into the one where the bowling was and in the process 

they begin to meet and become familiar with folks from the other 

villages and, for that matter, other neighborhoods than their 

own. So one aspect of the village center was to encourage that 

kind of interaction among the villages and certain facilities 

were set up to be unique within each building to cause that kind 

of interaction. 

Let’s take a look now from the schematic to the reality of 

it. Here is the one of the very first, notice at the very top 

center the Junior High School to the right center, the Senior 

High School sharing certain playing fields and certain open 
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space where the woods are and so on and notice the high school’s 

immediately adjacent to the wagon parking for the shopping center 

in the very center of the picture. The shopping center - the 

green corner that’s there at the intersection was reserved for a 

church site which has been built since this picture was taken. 

Again notice the mix of housing units in this lower area - a 

early apartment project three stories high which, but then again, 

this picture was taken, they were relatively bare of ivy and so 

forth and the design was often referred to as early Russian 

Renaissance and there was a little lake. They have since gone in 

and redone the exterior surfaces of that and allowed the ivy and 

the landscaping to grow up and they’re relatively attractive and 

acceptable buildings at this point in time. Notice the high rise 

on the next corner with, as you’ll see in a moment, some 

condominiums at the top, the main collector street wandering 

through the development there but not through the shopping center 

and 1n a moment you’ll see that going under that are a series of 

pedestrian underpasses so that as a trail system, you can walk 

from each neighborhood to the major shopping center without 

actually having to cross the major street, you can go under it 

instead. One of the experiments 1S - notice along the lower 

edge of the main traffic collector is another two-lane road and 

that was to be reserved exclusively for the bus transit system. 

The theory was that busses if they can move as quickly or better 
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than cars will be a more attractive alternative to everybody 

taking their own car and so they tried to design a transit system 

in which along the major arteries the busses had their own 

traffic land and therefore would not be delayed by traffic or 

automobile congestion. That idea did not work. People still 

continued to use their own car and that has since become bicycle 

trail and so forth for the community - but that was the original 

concept. 

The arrival point here with a children’s tot lot in the 

middle with supervised play and the entrance into the internally 

oriented shopping center around an inside patio. 

This was the first of the shopping centers. It represents a 

number of design philosophies. One, to make people feel 

comfortable with shopping centers you want residential textures 

and materials so you have hand hewn beams, you have light 

textured surfaces. It’s a relatively mild climate so as long as 

it’s under a roof and protected from the rain it doesn’t have to 

be glassed in, and you have a domestic kind of yard just beyond 

there with the grass and landscaping and so forth. 

One of the things that any building must do as a public 

building is read well. People have to understand how to get to 

and fro. Here was a stairway coming down and it sort of got 

everybody and saying, “Yoo-hoo, there is another stairs and 

here’s how you get there,” sort of thing. Compare that, for 
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example, to the Humanities Building which nobody can figure out. 

The Humanities Building is really poor architecture because it’s 

not self explanatory. You’re not quite sure how you get from A 

to B and, in fact, in some cases, you can’t get from A to B 

without going outside and starting over. And so begin to 

Critique a building. Does it explain itself well? Do you 

understand where the elevator is and where the stairwell is? And 

where the entry points are in terms of where you came in and how 

you get out and what level you parked on? Look at how often the 

people have rather primary colors on each level of the parking 

ramp and the last thing you see as you get into the elevator is, 

remember you’re on yellow level or you’re on the blue level, and 

so forth and getting you to become oriented and, obviously, 

reducing your sense of stress, “Oh my God, how do I find my car 

now?” or being embarrassed by having to walk through three levels 

of parking to discover where it was you left the automobile. 

Well, you do that a couple times, you don’t come back. And the 

whole objective of the shopping center is to get you to come back 

frequently because you feel comfortable there and to stay as long 

as possible because the longer you stay, the more you spend. 

And, therefore, the building should be - so it’s the very simple 

design details that have a lot of meaning behind them. 

The exterior here 1S again attempting to create a village 

center atmosphere. 
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Again a few design tricks that are all very intentional. 

One, domestic character in terms of the texture of material - 

white brick and shingle is very indigenous to the area. Notice 

the commercial using wood framed windows and then across the top 

having a mansard-type freeze on essentially what is a flat-type 

roof, again, to provide that shingle texture that is more 

characteristic of domestic rather than commercial buildings. A 

subtlety for those of you who are a landscape architect, notice 

there’s a small concrete edge on either side of the sidewalk, 

properly done that is about an eighth of an inch higher than the 

asphalt and as the person who is sauntering along’s foot touches 

that concrete their directed or channeled back out on the asphalt 

and you don’t have the grass being worn away where the asphalt 

and the grass come together and the pedestrian is a little sloppy 

as to whether he is walking on the walk or on the lawn. Notice 

the green grass comes right up to the concrete - nice clean edge 

and that little subtle turn of the ankle gives you just enough of 

a Signal to stay on the walk and off the lawn without having to 

really be conscious of doing that. 

This 1S a center plaza which has had art shows and so forth. 

Again, notice it takes the eye, guides it right down that strip 

and there is then a walkway that goes down, eventually comes to 

the underpass over to the apartment district - there’s a 
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condominium apartment building on the far side with 2-story 

townhouses at the top of the building. 

An art show on that same plaza. 

One of the elements that they tried to do was bring the 

various kinds of fast food and filling station kinds of things 

into harmony with the balance of the area. In this case the fast 

food people are clustered around an internal patio which you can 

arrive at by foot from the high school, the shopping center, the 

junior high and so forth. Or you can arrive by car using the 

same parking lot that you would use for the shopping center or 

the high school and again the signage is controlled, the lighting 

1s controlled so that it’s down lighted and you don’t have 

magnificent golden arches broadcasting all around the world and 

so forth. And whatever special of the week 1S on 1S on an inside 

panel on the inside of that patio wall so that once you’re within 

it, you can find out that ice cream is the special of the week or 

whatever but the advertising isn’t allowed to intrude on the 

passerby. 

Here’s one of the early churches in the area. We mentioned 

earlier that one of the things that failed here was the 

expectation that people would be relatively rational about the 

use of limited resources in the church and that we could use 

ecumenical buildings that all faiths would be able to use a room 

of appropriate scale to their congregation and that didn’t work 
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at all. People wanted to spend their capital on a building that 

had character and codes to which their particular faith related 

and they had to go back and help a good many different faiths 

construct churches and reserve sites in the residential areas for 

that. 

A filling station, again, trying to pick up the domestic and 

barn rural, semi-rural characteristics of the area. Notice again 

the softening, the Gulf symbol is there but all they’re 

advertising 1s internal to the structure. 

A second shopping center was then developed for the next 

village and in this case it took advantage of what had been a 

magnificent dairy farm with some major farm buildings and silos. 

The silos are used in pylons to identify the area that 

verticality that is an accent that’s important to this type of 

architecture and then they picked up on the barn theme as we’ll 

see in a moment to create an inside timber-like mall. 

Notice, McClear(?) stores coming in. One of the things that 

they have done is systematize the shopping center to get rid of 

the trash and so forth. Beneath this particular shopping center 

1s a trench with a conveyor type system, corkscrew much like an 

automatic stoking machine for a coal furnace. People dumped 

their trash from their store into a little trap door in the floor 

that moves it down into this steel container which is then picked 

up by a truck and you don’t get the vermin and the rats and the 
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cardboard boxes and the orange peels blowing in the breeze behind 

the center. It’s a nice, neat, totally enclosed system. 

One of the things they discovered was that there was 

returning to the American lifestyle a desire for some people to 

be able to run their specialty store, let’s say a sewing machine 

store, or a fabric store or whatever, and live above that store 

as it became a mom and pop or family effort and so their 

additional shopping centers - as did restaurants - include living 

Quarters above the stores which are either affordable by the 

owner/manager of the store or by some of the sales clerks often, 

people approaching retirement who work part-time as sales clerks 

and live in the immediate area adjacent to their unit. 

Another fountain where children ride their bicycles through 

- internal to that center again. 

OK, the third design module is the so-called neighborhood 

unit. The neighborhood unit relates to several very small scale 

public facilities. One is the elementary school, the second is 

some sort of recreational facility which includes swimming pool 

and tennis court - outdoor swimming pool - probably some park 

facility and perhaps a PDQ convenience-type milk depot outlet and 

possibly also a church - small denomination church. Again, the 

automobile is not to be intrusive. The automobile is to run 

tangent to that area but not through that area. And the walkways 

and bicycle paths and so forth are again designed to allow the 
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neighborhood and particularly the children to filter into this 

area without having to directly cross a major traffic artery. 

And, again, some of the facilities will be complementary to one 

another. The elementary school can take advantage of the 

Swimming pool or the tennis court. The PDQ can perhaps take some 

advantage of the parking. The school can take partial advantage 

of, say, reserved park area for botanical studies or whatever. 

Let’s take a look now at how well it’s executed on that 

schematic. 

Here 1S a typical neighborhood center and at the left center 

you have a swimming pool, tennis court, a small brown building 

which is a community building where the cub scouts can meet and 

the neighborhood can have their association meetings and so 

forth. Right to the front of that sharing the same parking with 

that facility is a PDQ service type facility. Notice the road 

coming in off the main collector street is a cul-de-sac so 

there’s no through traffic other than that going directly to the 

elementary school at the top center. The elementary school, 

Obviously, has open space which is supportive of the school 

program, but in the summer and the rest of the hours, it becomes 

playground for virtually everybody and open space for everybody 

in the immediate neighborhood. The single family homes largely 

are on cul-de-sacs so that they are not facing major traffic 

431



550/705 - Real Estate Process Spring 1987 JAG 

going by the front door and the whole element is tied together 

pretty much like the schematics suggested it should be. 

This is a little close-up of that particular school which is 

not on the open plan on the inside. 

This 1s a Montessori school which has been also gifted a 

Site so that people have alternatives to the traditional public 

education. The education system, aside from the private school, 

1S run again by the Howard County School Board. Again, Rouse 

wanted to avoid competition with or the need for creating new 

public institutions which really weren’t very efficient in terms 

of fragmentation and, in addition, tended to have created a 

standoffishness in terms of the other residents of Howard County 

so you wouldn’t have gotten that cooperation in the total 

development process. And it was important to work cooperatively 

with Howard County Development Corporation and the essence of 

that was of course not threatening the authority or the pulse and 

visions of the county that had already been established by police 

commissions, the school board, the planning department and other 

groups of that sort that were just beginning to convert a rural 

county to an urban county. 

This is the neighborhood swimming pool with the neighborhood 

meeting room building and bath house directly behind that. 

And here’s somebody just, obviously, out of cold beer headed 

for the PDQ. 
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The playground supportive of both the school and available 

as a resource to the kids just playing in the neighborhood. And 

one way of conserving the woods and keeping it off everybody’s 

tax base 1s to dedicate part of that natural remaining woodland 

to the school board. It’s part of the school site and is 

therefore their responsibility from an insurance standpoint and 

so on. But it becomes a common resource to everybody and is part 

of that overall goal of trying to do as little damage to the 

ecology as 1s possible when you’re converting it from rural to 

urban in character. So that if you have a nice little patch of 

woods, put it into a common ownership form of some sort where 

there is financial responsibility and maintenance responsibility 

but, nevertheless, access for the community to enjoy. 

Again here is part of that pedestrian system we were talking 

about with simply using large concrete sewer pipe as a way of 

creating passage ways underneath. Note the little concrete 

scuffer for handling rain water without erosion going down this 

slope and you’1ll also notice that around the trees there’s no 

grass. My first trip out there I met with the folks that were 

setting the town and they had a crew of about fifty guys out 

cutting grass and most of them were trimming by hand around the 

trees and we told them about athrezine and what every farm boy 

should know I guess about control of that. And they were so 

appreciative of the fact that that represented substantial 
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Savings for them, they spent the rest of the day with me, giving 

me the story of Columbia. 

Here’s again a little smaller pedestrian system taking 

advantage again of a walkway going into one of the apartment 

complexes and under the collector street going by. 

These were some of the early apartment buildings - rather 

ugly all things considered. Those have been considerably 

softened by changing the textures outside, some shingles, some 

Clapboard, and so forth, certainly changing the paint style and 

then allowing the ivy to grow up over it and make all the various 

— PC acceptable. I took some additional pictures out 

there this last Sunday and, we’ll have to feather those into the 

slide presentation so you can see the before and after. Rouse 

took a very strong position, however, that he wasn’t going to 

intervene too strongly on the design of the building. Remember, 

his business is selling lots to builders who will, in fact, build 

the houses or build the apartment buildings and operate them. He 

felt that it was sufficient that he could market a new concept in 

terms of where to live and that if you tried to also market 

designs that were new to the area and didn’t necessarily reflect 

the traditions of the area, that that was too much of a marketing 

problem and that he should allow the builders who were successful 

to market that which had made them successful and not meddle in 

the design process. And so aside from siting and determining the 
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density of the structures, the builders were pretty much allowed 

early on to build what they had been building elsewhere and which 

had proven themselves to be acceptable in the marketplace. Once 

he saw what he had done and decided maybe the builders could use 

a little guidance into the twentieth century, they took a little 

stronger philosophy in terms of design control than they had in 

the past. But I think that you can understand that a project 

that 1s starting out new and has nothing there and you need 

someone else to build it for you, that you’re not really going to 

try to meddle in their business very much and discourage them 

from trying a new site, a new location that was as yet unproven. 

And hence the Rouse people were greatly praised for their 

financial structuring and for their physical layout on the land 

and loudly damned for a good deal of their early architectural 

products when, in fact, it wasn’t their architectural product. 

It was people who had bought the site and developed the buildings 

accordingly. 

Here 1S a somewhat more recent shot on the same group with 

the trees starting to forgive everything. 

Ivy 1S probably the single greatest contribution to urbanity 

that we have in this country. 

More recent units are fairly exciting-type townhouses. This 

1s a relatively modest first-time buyer unit - one car garage, a 

common wall with the unit alongside - but notice the garage is 

435



550/705 - Real Estate Process Spring 1987 JAG 

being used as a way of controlling the sound transmission. A 

private front door, the white brick again is very characteristic 

of the Virginia/Maryland colonial architectural traditions and 

here using the narrow house, then you use the clear stories - 

that’s actually a bedroom over the garage so that’s really a two- 

story home. 

A little less expensive group - doesn’t get the garage, they 

only get the car port. 

This was one of the early efforts at an interior swimming 

pool without building a very expensive internal building. That’s 

a wood frame, canvas roof. The water is heated. There is a hot 

water radiant heating in the concrete around the pool and the 

purpose of the canvas is to trap that heat inside so that you can 

use that for a much broader range of the season than simply June, 

July and August. You probably extend the use into early November 

and probably start uSing it again in April and it was an early 

design concept by which they could expand to an olympic size pool 

at a relatively lower cost in place, than building a whole new 

building. 

Again an interior ice skating rink in one of the villages 

for both the junior high and hockey league and figure skaters. 

Skating on the lake in front of the new town. And that gold 

Statue over there is called the people tree and it is the logo 

for the Columbia/Howard County Development Corporation. 
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Those are some of the larger houses built along the golf 

course. (It’s a topsy turvy world out there.) 

The golf courses - all of them are publicly owned by the 

recreational utility which owns the tennis courts and so forth as 

well. And the capital costs were all funded by a bond issue - 

tax exempt bond issue - issued by the recreational utility. The 

ongoing maintenance is a matter also of both assessment and green 

fees and the course tends to wander through the project in such a 

way that there are a number of points of entry. These were 

installed right up front. It wasn’t the case of a plywood sign - 

future site of 18 hole golf course and so on. Those amenities 

had to be in place for instant gratification of the new 

residents. 

Here’s a night view of the downtown area with the American 

City Building in the background and the darker area in the 

foreground, of course, being the water of the lake. 

One more set of slides there. While they’re putting ina 

couple more residential slides. Let’s evaluate what Columbia has 

been able to prove. It was initially financially successful and 

did very well until the very high interest rates of the early 

1980’s which virtually crushed the purchase of new construction 

family homes. The absorption rate fell and it was necessary to 

restructure Howard County Development Corporation to a degree 

that the Connecticut General Company now controls virtually all 
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of Howard County Development Corporation. The rate of inflation 

however really bailed Connecticut General out. One of the unique 

features of the Connecticut General loan was that the interest 

payments on the loan would be postponed and added to the balance 

of the loan. And about the time it became necessary to start 

making the actual interest payments they fell into this malaise 

of not being able to sell houses because of the interest rate, 

Connecticut General was able to restructure. Howard County 

Development Corporation in the mean time, because of the land and 

in order to accelerate development had actually gone out and 

built many of these early apartment projects. Investors were 

reluctant to build apartments in a new town before there was 

adequate proof that people wanted to live there. So to put some 

money in the tambourine, Howard County had built large numbers of 

apartments - several thousand apartments as a matter of fact - 

and financed them with another life insurance company. Life 

insurance companies that were not willing to lend on new towns, 

and so forth, but would be willing to make a 7%, 35 year loan in 

the early 60’s on an apartment building, particularly when the 

two partners were in part heavy as Connecticut General is and the 

Rouse Company. The tremendous rate of inflation that cause the 

interest rates to rise and therefore squash the home sales 

Obviously also caused a tremendous increase in the property 

values of the apartment projects built in the late 60’s, early 
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70’s. And, as a result, the profits made on the sale of 

investment properties by Howard County Development Corporation 

was able to, in fact, reimburse Connecticut General for the 

advance of funds when the interest rates were technically beyond 

the operating revenues of the development company. So 

Connecticut General has come out of it reasonably well. Howard 

County, of course, continues to pay fees to the Rouse Company to 

operate the development process and so the Rouse Company has done 

very well too, not because of their long term ownership in the 

property which they largely lost in the restructuring, but 

because of the fees paid for leasing, property management, 

financing, construction management, planning services provided by 

American City Company and so on. And so they really demonstrated 

that one of the reasons for controlling a project of this size, 

1s not because of the long term investment values, but because 

you control a captive customer for services and as long as you’re 

in control of the management of the enterprise, your ability to 

select who will provide the expertise becomes a major profit 

center even though the real estate itself may be performing 

marginally or negatively, for that matter. And so the Rouse 

Company has done very handsomely even though they have been 

essentially excluded from the long term ownership as a result of 

the financial problems in the late 70’s/early 80’s. 
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Now, what have they been able to do or where have they 

failed? Rouse feels that one of the areas in which they failed 

was to achieve a cross section of our society in terms of low 

income who, through the normal stages of income, and in terms of 

demographics. Essentially we have a yuppie population, the vast 

majority of them have college educations, they have, you know, 

relatively high disposable incomes and Rouse never did find a way 

with the end of the federal program subsidizing rental housing to 

be able to build either for ownership or for rental, residential 

units that were suitable for the low income family, even the 

policeman, the fireman, the kinds of folks that are very 

important citizens within the community, but it’s very hard to 

build new and deliver it at a price which a fireman or policeman 

and city worker, and so forth, can afford. So Rouse feels very 

badly that he has not, in fact, been able to achieve the full 

degree of social integration that he wanted to accomplish. He 

was dependent on the federal subsidy programs and as you know 

Nixon pretty well killed those as an effective tool for new town 

development. 

The second thing that they discovered was that they were not 

able to create the social stability that is implicit in really 

the environment to bring up children - that it is important to 

grow up in a town in which your parents and your grandparents are 

known - in which you’re recognized by the butcher or the baker as 
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being so-and-so’s son or daughter. And that there is, in fact, a 

social restraint and a social behavioral system that is imposed 

by that kind of tradition and recognition. That anonymity tends 

to encourage social irresponsibility. And the anonymity of all 

being new in a town had its interesting reverse consequences in 

that 1f you go to a city council meeting, the individual that 

decides his opinion carries more weight starts out with, “when I 

arrived here three years ago” you know. Which would be the same 

thing in Boston as saying “my grandparents or great grandparents 

stepped off the Mayflower,” you know and therefore I have 

authority to speak on the subject. And that the need to 

establish that kind of social hierarchy and credibility led to 

that sort of kind of positioning. If you were there six months 

you were a native and therefore presumably entitled to have your 

opinion carry more weight. So the teenagers had a terrible time 

in Columbia. For one thing they were bored, it was a relatively 

homogenous kind of community - everything was new, everything was 

laid out for them - it took no imagination at all. You stepped 

on your front porch and tried to decide to go to the golf course, 

the tennis court or just hang around downtown in the mall and so 

forth. And really it doesn’t require a great deal of imagination 

when it was all laid out for you. As a result, they had 

excessive problems with delinguency, drugs, drinking, all of the 

kinds of problems that beset the high school. But Columbia had a 
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worse record than many others that had less resources and less 

income and, for that matter, less parental concern than they did. 

And it was the same kind of record that characterized the new 

towns in Scandinavia and England. There is something important 

about historical roots - about lineage and the necessity of 

identified with the community rather than simply internally 

motivated family unit which has very few or very strong ties to 

other families in the area. And a new town can’t replace that. 

They discovered that and they’re not quite sure if there are any 

artificial devices which control that. 

A third element that has fallen apart and they’ve never been 

able to make it work is public transit. They had always hoped 

that this would be a one car town in which you could rely ona 

public transit system to interact throughout the rest of the 

community. They have tried dial-a-bus, they have tried, as we 

Saw, special lanes on the road to facilitate high speed bus 

transit from one point to another. They have gone to a 

Volkswagen style, you know, custom bussing. Drive right up to 

your door on radio control base and all that type of thing. And 

they continue to lose money and continue to fail to have public 

transit catch on. 

The positive area has been in their ability to deliver a 

series of software features that are urban. The medical system, 

for example, is excellent. The support system for new residents 
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and for elderly, and so on, is excellent. The ability to get 

people involved in government has worked out just as they hoped. 

The city government of Columbia has more expertise at their 

control, more enlightened committees working for nothing in their 

areas of expertise, whatever it may be, than virtually any town 

in the U.S. And they say it is really amusing to watch a 

developer come into the planning commission and have a group of 

highly trained people in urban planning, and so forth, pick his 

plan apart, rebuild it for him, and then decide what part of it 

they would like for the community and generally a developer will 

have a few gimmes in there to bargain with - they pick all the 

gimmes up immediately and then get down to negotiation and really 

nail him to the wall and so many of the parcels that were 

bypassed originally because Rouse was not able to buy them in 

that original push. That has been totally assimilated in 

Columbia because when the developer, in fact, got around to 

developing those things, he found out he had no choice. The 

market demanded to have the same character as Columbia that 

Surrounded it - that it be part of the medical system, that it 

provide the same kinds of amenities that Columbia did. People 

wanted to use the golf course, the tennis course and so forth. 

So he really had no choice but to come with his hat in his hand 

and say, “OK, what’s it going to cost me to be part of Columbia?” 

And they would tell him what it was going to cost him to be part 
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of Columbia and they would simply assimilate that land into the 

master plan and proved really that the necessity of controlling 

all of the land immediately wasn’t true if the development was so 

Superior on the parcels you did control, that those who had held 

out found it in their advantage to become part of the total 

program and not try to go their own way. So that part has worked 

out very well. 

I believe the population is about 75,000 presently in 

Columbia with another 25,000 to 35,000 residents to go before 

they ill be built out. One of the elements of the plan has been 

that all around the borders of Columbia the land is in public 

ownership and part of the park system and so forth, so that it 

will, in fact, stabilize at 110,000 and that if you want to have 

the same environment, you’ll have to start over someplace else, 

thank you, we don’t want a town which simply continues to grow 

because it’s good until, in fact, it has grown to a point where 

it no longer has the character that made it good in the first 

place. So there is, in fact, a territorial turf which puts a 

limit on growth automatically and no one has to make that 

decision arbitrarily and whimsically at some point in the future. 

OK, I quit. See you on Monday. 

». . - and provide a number of projects that demonstrate that 

first in a fairly simplistic and obvious vein and then one ina 

somewhat more complex adaptation to context in which it will 
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operate, particularly the political context in which it has to 

operate and to do that we initially want to look at a project in 

Chicago called Water Town Place which is a classic example of 

“highest and best use,” and then we want to look at Faniel Hall 

in Boston, another Rouse project which is a classic “most fitting 

use” adapting to the environment and the structural historic 

buildings that were already in place and which we conserved and 

then three, we’re going to look at the Galleria in Philadelphia 

as a rather interesting solution to the political risks inherent 

in a project as opposed to the more typical marketing end and 

Financial risk inherent in the project. 

The project in Water Tower Place as you see here is on upper 

Michigan Avenue. A big John Hancock building is right behind 

that, behind that’s the Playboy Tower and the Drake Hotel as you 

move toward the beach in the upper left-hand corner. And we’re 

going to be talking about that centerpiece project which at the 

face 1S a vertical, regional shopping center. The next few lines 

in sort of the lightish greenish blue is office space, on top of 

that is the Ritz Carleton Hotel with a public space under the tan 

roof and the towers of the hotel coming up to the first band and 

above that, condominiums. So that essentially it is a, 

Obviously, highly mixed use project. The site was a relatively 

unique anomaly in the real estate market. It had been a private 

park for the family and little children of Edgar Brofmann who you 
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all have supported. He’s the owner of Seagram’s Distilleries and 

while his children were growing up and they lived in their little 

modest lakeshore condominium, he needed a playground for them so 

he continued to own a vacant block of land that had a tennis 

court on it for him and a sandbox and an asphalt bicycling court 

for the kids. And when they were finally were able to pedal 

around town on their own he found it opportune to sell the site 

which had appreciated just incredibly since the time he had 

bought it anyway. He has a king Midas touch and he sold it in 

1969 to Phillip Klutznick. Klutznick was at that time, and for 

many years thereafter, the head of something called Urban 

Investment and Development Company. And Mr. Klutznick had also a 

king Midas touch in which he had specialized in shopping centers 

in the midwest region and also did a new town called Parkridge 

South, south of Chicago. And the Klutznick family has been very 

active in all matter of real estate but preferred large-scale 

long-term projects. There aren’t too many companies that prefer 

to do that. The kind of thing in which it might be ten years 

from the time in which you started until the project actually 

came out of the ground and generally represented a fairly complex 

combination of uses and urban redevelopments and so on. They did 

Mile High Center in Denver. They did the Copley Plaza project in 

Boston and typically took a rather daring view of life because of 

the fact that real estate had its cycles. They always wanted to 
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begin a project at the bottom of the cycle when everybody else 

was discouraged and depressed. He said, “That’s the time to 

begin. Then when you come on stream with your project, they’re 

now riding the upturn of the cycle and you hit it right at the 

crest and your marketing program is most favorably sold.” Well 

that takes kind of a guts poker attitude to borrow a couple 

hundred million dollars when everybody else says the world is 

coming to an end and the sky is falling and Klutznick says, 

“Great, now’s the time to start another project.” And that was 

his basic approach. But he was also a master at doing it with 

other people’s money and locking them into the project, so his 

initial move in this case was, first of all, to enter into a 

50/50 joint venture with Marshall Field and Co. Marshall Field 

and Co., as you know, was down on their luck and had one time 

been the 100% corner down on State Street in Chicago and they 

felt that the upper income market that they wanted to reach had 

been moving North. And they wanted to be on North Michigan 

Avenue to maintain contact with that market. And Klutznick felt 

that what was needed in downtown Chicago was a regional shopping 

center like the ones you could find in the suburbs. But, 

Obviously, you can’t do that because you’re not going to find 100 

acres of ground in downtown Chicago, so it had to be a vertical, 

regional shopping center, which is a fairly daring concept. 

Because people typically didn’t move well vertically. People 
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move along a plane, but people don’t want to go upstairs or 

downstairs. They don’t want to get on elevators and escalators 

and things of that sort. You really have to trick ‘em into 

through, obviously, design and singular attractiveness of the 

merchants. So, at any rate, he decided that’s what he wanted to 

do on the lower level. He had paid $20 million dollars for the 

land. So having paid $20 million dollars for the land, he really 

Started backward. Most of the time a good developer figures out, 

“OK, what’s the investment value of my project going to be? 

What’s it going to cost me to do that? And the difference is the 

maximum you can pay for the land.” So in effect the design sets 

the land price. Here he was working backwards. Mr. Brofmann had 

already set the land price. If you want to control this with $20 

million dollars - take it or leave it - he took it. So now, in 

effect, he’s got to pile one use on top of another which will 

allow him to beat the price of $20 million dollars. Classic 

“highest and best use”. You’re working backwards to maximize the 

number attributable to the land, rather than going the other way 

around and saying what would best fit in this area and now what 

can I afford to pay for the land given that objective in terms of 

use and scale and so on? So now he starts out with a regional 

shopping center, looks around and says, “Do we need more office 

space?” And at that particular point in time, Chicago had a glut 

of new office buildings coming on board so what had been a 
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traditional office market with John Hancock right along side of 

him, he said, “Gee, I don’t think I’1l build much office space. 

I’ll do two floors for doctors and psychiatrists that take care 

of the rich in the neighborhood and maybe put my own office in 

that space and that’s enough of that.” And so that’s what they 

did. Now he said, “What else do we have in the area?” Well, 

we’ve got rich in the area and rich have rich friends so we 

really ought to have a classy upscale hotel. At that point in 

time the Drake Hotel was being considered for purchase to be 

demolished and replaced by a major office building as well which 

1s one of the things that discouraged Mr. Klutznick about office 

buildings. But he said if the Drake goes which was one of the 

premier hotels in Chicago, not to mention the world. He said, 

“We really need another premier, you know, top of the line, $200 

a night on up type of thing and what’s ritzier than the Ritz 

Carleton?” And so they got the Ritz Carleton franchise and said, 

“Fine, we’ll put that on top of the shopping center and the 

office space” and so, in effect, he’s looking for market niches 

that he can fit. Now he says, “I still can’t use all of the 

building envelope capacity. Now one of the interesting features 

of the site was that the front half of the site had a limitation 

on how high it could be because the John Hancock people had used 

Mr. Brofmann’s site as a staging area to build their building and 

had bought from Mr. Brofmann previously an air rights limitation 
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on the site which makes the $20 million dollar price even more 

Surprising so that nobody could build and block the view of the 

John Hancock Building from downtown Chicago. So once he hits 

that maximum ceiling, the Hancock people own the air space over 

that site so in the back half of the site, which he had bought 

from another piece from another owner, he could then set that 

tower back and 2 things happened. One, it can see past the John 

Hancock Building to the North and the water and leave the John 

Hancock Building available and two, it allows him to separate the 

entry way to the shopping center and the office space from the 

entry way to the hotel and the condominium and stack one on the 

other. And he said, “Gee I’ve got maid service. I’ve got all of 

the services that go with the hotel. That would certainly be 

nice to provide that service package to residents. It’s alsoa 

residential area so I’l1l use the rest of the space envelope 

available for condominiums and stack the condominium load on top 

to hit the market niche that’s a little iffy and, as it turned 

out, a little slow in terms of the marketing. So, in effect, the 

marketing opportunities or niches that he perceived as 

immediately available really determined what uses got stacked on 

the site and he had to keep staking uses on the site ‘til the net 

residual investment value of the land exceeded $20 million 

dollars. Now having arrived at that decision as to what to 
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build, the problem was now how do we make the shopping center 

work? 

First of all, as we look at a cutaway of the building we 

have in the basement some parking and so forth below in the pink 

which is below street grade. Then going through the middle of 

the building you’ll see that little white space just above the 

pink which is a break essentially in the dark brown band which 

represents street level there and that’s a drive through that is 

5 lanes wide. So with the streets one-way on each wide. You 

come in on the south side of the building with your taxi cab and 

unload either into the shopping center which is on the left side 

or onto a preliminary lobby area to the hotel on the right side 

or a lobby area for what is essentially a legitimate theater on 

the left side. Above that all of the light gold is retail. 

We’ re going to talk about some of the design problems of that. 

Then you have the two floors of office space which are the light 

blue and then you have the Ritz Carleton’s public space. Well as 

you know hotel meeting rooms and lobbies and so forth have to be 

clear span spaces and if you’re going to have a clear span with 

no columns cutting it up, and so forth, you can’t really afford 

to build anything above it because the cost of building a truss 

that would carry the weight of a major building above that truss 

just becomes prohibitive. So typically hotels just like this 

auditorium room is pulled out from under the main building. You 
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got to close out the meeting room. So by setting the meeting 

rooms on the west side of the building which was already 

constrained by the air rights to the benefit of the John Hancock 

Building, they utilized that space - classic example of fitting 

the spatial envelope that was available on that particular site. 

Then the hotel rooms themselves are in the back side of the site 

in kinda cool blue and then the gray area above that is the 

condominiums. Each of those uses - it was important to separate 

their entrances. Obviously people that are living in a snooty 

condominium don’t want to ride on the elevator with a bunch of 

convention goers in the hotel. And, as a result, the hotel has 

its own lobby on the corner of that drive-through portachair for 

the cars. The condominium entranceway is at the back of the 

building which would be the far right of the building loading off 

the back street. So the condominium system has its own set of 

elevators serving the top of the building. The hotel has its own 

set of elevators serving the guests at the hotel. The office 

space has its own set of elevators on what is essentially the far 

left-hand corner of the building on the North side with its own 

lobby etc. so that office users have their own arrival point, 

their own elevators and they don’t have to mix their tracks (?) 

and then the shopping center - each of the major department 

stores which would be Marshall Field and Lord and Taylor facing 

Michigan Avenue have their own internal vertical elevator system. 
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But in addition each of the floors of the department stores will 

open out onto the shopping mall, as it were, on each floor and 

the mall itself will have its own elevator system for people that 

had no particular store that they wanted to go to but wanted to 

mosey through the general shopping center area. So you have a 

whole series of vertical transportation systems that serve each 

of them and we’1ll look at some of those a little further ina 

moment. The total amount of shopping space here - there are 2- 

300,000 square foot department stores - Marshall Field and Lord 

and Taylor stacked vertically. Then they added to that another 

700,000 square feet of retail space. So you’ve got almost a 

million 3 in retail space which is one heck of a major shopping 

center. And the rents started out initially and these are net of 

all operating expenses which they share at $15 a square foot up 

to as high as $45 a square foot for office space. Now you can 

add to that approximately $18 a square foot as their share in the 

operating costs of the retailing. So when you put all of that 

together - if you have a specialty shop that’s paying $36 a 

square foot for space - let’s say $18 for the net rent on the 

space and $18 as their share of common expenses and they had a 

2,000 square feet of space, they would have to net somewhere in 

the neighborhood of $900,000 a year or $300 a square foot. And 

that’s pretty heavy retailing. And yet a great majority of them 
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do that and exceed it. McDonald’s for example will exceed that 

by a significant number. 

The exterior has been roundly criticized over the years. 

One of the problems, of course, is that retail design had moved 

away from any fenestration to a point where they wanted solid 

walls all the way around the building so that they could have 

their storage and tapes(?) worked up against the walls with the 

shopper kind of in the middle so you don’t want windows. This is 

Michigan Avenue’s front facade and one of the critics, Paul 

Goldberg, from the New York Times labeled the marble facade as 

dreary and portentous RusSSian Renaissance. One of the Chicago 

architectural critics called Watertown Place the everything - a 

building that provides Michigan Avenue with everything but 

architectural or urban grace. What can you say about a slender 

vertical slab 70 stories high weathered uncomfortably to a 

horizontal box, housing shops and an atrium. It’s a slab slapped 

on a box and that’s about it. Another critic wrote you have to 

go back to words like “vulgar”. Watertower Place goes beyond the 

point where vulgarity in the grand scale can be called a style. 

Klutenick, of course, argued back, he said, “Wait a minute, what 

can you do about this, retail type structures tend to be boxy and 

without fenestration and so forth.” But in any event the 

building was regarded as, you know, a success financially anda 

A454



550/705 - Real Estate Process Spring 1987 JAG 

very insensitive building in terms of its massing and its 

material facade. 

One of the areas of intricate sensitivity that I don’t think 

most critics caught onto was the fact that you had to move people 

two floors up from Michigan Avenue into the main shopping mall 

and people don’t do that very gracefully and particularly when an 

escalator you have the phenomenon called parallax in which if 

you’ re standing at the bottom of something looking up like that 

with a long parallel line, they tend to converge and this is very 

claustrophobic and one of the things you have to fight ina 

shopping is claustrophobia. Claustrophobia tends to make people’s 

anxiety levels and stress levels rise. They tend to become 

impatient - they want to get out and so forth and if they don’t 

spend enough time there, they don’t spend enough money there so 

it’s very counterproductive. So in this case, the space is very 

cleverly designed so that in fact the escalator’s trains and 

rails and so forth get wider as they go toward the top. So when 

you’ re standing at the bottom, the eye tending to correct for the 

fact that they’re getting wider, makes it look straight and 

parallel and you eliminate the parallax and the claustrophobia. 

In addition, by having large beds of flowers, having a water 

stream coming down along one side of it with the soothing effect 

of water bubbling and gurgling and so forth you begin to offset 

that claustrophobia and you lure people upstairs off the street 
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which was a major design problem which has been very subtly 

overcome. And if you are down in Chicago and you go in there, 

watch very carefully for the design tricks to move you upstairs 

without appearing to drag you on endlessly up the escalator. 

Here’s another view of that. Notice the water coming down 

the center, the flowers, everything softening the edges of that 

so that it is not a hard area and the sounds are absorbed into it 

so that the noise - the white noise of activity and the hum of 

the escalators is greatly softened. 

The internal mall really features a light shaft coming down 

some eight stories with glass box elevators so that, as you ride 

up you have a glimpse of what all the stores are on each floor. 

One of the tricks of a shopping center is to tease you into new 

territory where you hadn’t thought you were going to go but as a 

stroller moseying through the shopping center you want to move 

people further forward. And to do that you have this fairly 

dramatic plate glass elevator enclosure - the elevator turned 

inside out sort of thing. You step through the silent door and 

now go zooming up ina glass box which you’re facing backwards 

rather than the door and you can begin to see whose shops are on 

which floor and they generally have some of the more interesting 

specialty shops within very much sight of the elevator. Notice 

further to open that area up they have plate glass rails around 

the edges of the mezzanines and at the top of the glass rail is a 
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wooden railing piece sloping inward so that if you rest your 

package or your coat on the rail instead of having it fall to the 

basement level, it falls at your feet instead - reminds you to 

keep track of your stuff. One of the problems with it is, of 

course, is that it is very marbly and very glossy - you know - 

lots of chrome and polished marble and granite and glass and the 

light tends to bounce off of that as you see there which is 

glaring and that glare itself is claustrophobic so that there 

will be more carpeting which not only softens the noise factor 

but also eliminates the glare factor which is very offensive over 

a long period of time. 

Another view down for those of who suffer from heights. For 

those of you that are into retail store design, they are the 

epitome of modern retail design. You see virtually every 

architectural retail style within the center and people have 

lavished tenant improvements on it. 

Watertown Place has been defined as a machine for making 

money. Certainly it is in the right location to do that. 

Apartment rentals in the area start at $1,000 a month and move on 

up from there - very high income area. But it doesn’t really fit 

what the American’s citizens dream of what the city should be all 

about. It doesn’t have textures that are friendly. It doesn’t 

have a scale from the outside which is friendly and, in short, 

the city builders’ ego has left it out of sync with the values of 
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the community and for that matter the criteria of the critics as 

well but financially it has begun to cash flow very well. 

Initially it didn’t really do what it was expecting to do in 

terms of the sales per square foot but thanks to inflation and 

continual tinkering with the marketing mix, 1t 1s doing very 

well. Lots of amusing stories about the rich initially coming to 

shop - the one I like best is the lady in a mink coat sitting at 

McDonalds at a table and complaining about the service. 

The counterpoint to the John Hancock Building is really a 

project called Faniel Hall. It, interestingly enough, does a 

bigger volume and has more sales per square foot than Faniel Hall 

and yet was very much constrained by the architectural 

inheritance within which it had to work. Somebody pointed out 

that William Penn and Walt Disney were both great city builders. 

Disneyworld itself has proven that there 1s a great middle class 

market for entertainment flavored with history. That the 

Americans have an insatiable appetite for nostalgia and, of 

course, those cities which have enhanced and enriched their 

historical roots have done very, very well. Boston is one of 

those cities which at one point, like Baltimore, which we’re 

going to look at on Wednesday, have really reached the pits to a 

point where traffic congestion and a road system laid out by cows 

wandering around the hills and so forth has virtually brought it 

to a standstill and they had to begin to redevelop and virtually 
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gut the entire downtown. And one of the dangers of course of 

gutting that downtown is that you create something that is so 

modernistic and so contemporary that you have, in fact, lost the 

historical roots and nostalgia by which the population identifies 

with the downtown. And, in this case, the Boston planners were 

careful to save certain elements of their downtown and one of 

them was something called the Faniel Hall Marketplace which we’ll 

look at in a moment. 

An early airview with Faniel Hall is essentially those three 

long buildings. Interestingly enough, for those of you who 

weren’t at our Embarcadero Center element project on last Friday, 

but at one time Boston, of course, had a great deal more water 

area than it does presently and as a general rule, if you’re in 

downtown Boston on a straight street you’re on filled land that 

was in effect pushed out into the tidal flats surrounding the 

hill areas and the Back Bay, for example, was just that - it was 

a bay, for example, was just that, it was a bay before it was an 

upper town residential area. And in this area, this was 

initially the area in which the ships unloaded and so forth. And 

these buildings were port side warehouses and then as the port 

Side pushed out towards deeper water, this area was all filled in 

and they became essentially isolated from the water and it became 

the produce center - a point where all of the food and so forth 

was brought in and then redistributed to the local merchants 
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which parallels also the Embarcadero Center history and the 

Crowder Center was really no longer operational because it was so 

congested you couldn’t bring a truck in let alone get a truck out 

and so the village became abandoned and the city took over title 

and in the process of trying to decide what to do with them, ten 

years in advance of their redevelopment actually went back and 

pointed the brick, stabilized the roof, stabilized the interiors 

and, in effect, went into a conservation mode without knowing 

what to do with the space that was involved. And the rest of the 

governmental center of urban renewal for downtown Boston 

continued to develop around it. And the history of it was 

essentially that they were built about 1826 by a mayor named 

Johasia Quincy and it was called Quincy’s Market and was really 

the food retailing center for Boston. Second of all the 

architecture really represented the prefabricated industrial 

building of the mid-18th century and we’1ll look at those ina 

moment. They could have gone on and built these as long as they 

wanted to. It was a building system which essentially was highly 

modular and made use of the granite from New Hampshire and 

Vermont and they built a great number of these types of buildings 

throughout New England in the long mill shaped form so that it 

was the counterpart of the Butler’s Field building of today in 

terms of cheap, infinitely flexible kinds of space. They’re done 

in kind of a Greek Revival and they were put on the national 
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register in the early 1960’s as they were really kind of premier 

example of that type of building. The total site is about 6 and 

a half acres and each building is approximately 535 feet long and 

about 50 to 60 feet wide. Quincy Market is the building in the 

center with the dome and the other two are called South Market 

and North Market - kinda catchy - and they each contain about 

160,000 square feet of space so we’re talking about a fairly 

sizable element but nowhere near the size of the square footage 

of Hancock Building near Water Tower Place. 

This was early produce market day. General layout with the 

major building being the one in the center with the white major 

court with the dome above it and that became the first building 

to be redeveloped. The city owned the buildings (and next slide 

please) and was very jealous of protecting historic character of 

it and so forth. Rouse said, “I don’t really want to own the 

building anyway. Tell you what I’m going to do. I’11 lease the 

building from the city and I’1l1l be responsible for outfitting it 

as a retail center and doing all the leasing and management and 

so forth and I’ll rent it from you. But I’m not sure how this is 

going to work so I[’l1l rent it from you on a straight percentage 

lease. Whatever my sales are, we will pay you, say, 5% of sales. 

If I don’t have any sales and it turns out not to be a good 

idea, why then we take that risk together and you know, you won’t 

get any return on your historic buildings and I don’t get any 
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return on my investment and the effort to carry this thing off.” 

So the city of Boston is the owner. They lease it for 99 years 

to Rouse and they get 25% of the tenant rentals in lieu of real 

estate taxes as well and, of course, the tenant rentals range 

from 5% to 8% of gross sales. So you could look at it from the 

fact that the city was getting about one and a quarter to two 

percent of sales for the rent of the shell of the building. The 

first year the city made about $225,000 on their investment and 

they were elated about that until they discovered that the state 

of Massachusetts which had risked and put up nothing, took home 

S2 million dollars in sales taxes and in meal taxes and 

recreational taxes on the property. So the money is flowing to 

the State of Massachusetts rather than necessarily directly to 

Boston which has become a very sore point in terms what should be 

the allocation of state revenues on that type of development. 

But the phenomenal thing was that after it opened the first year 

it drew more people than Disneyworld - about 13 million people 

visited in the first year. Q: What year? A:‘*78 or ‘79. Each 

building came on stream slightly one after the other. The 

guiding genius behind this was not only Rouse who was doing the 

retailing but an architect who wouldn’t say nay. He had been 

working at this thing for 8 or 9 years to save the building, find 

a use, he’s the one who got Rouse involved, a guy by the name of 

Benjamin Thompson and Associates. On the basis of this one 
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project really, Thompson and Associates have become nationally 

known for urban redevelopment and so forth. And they had George 

McCombery(?) Company, a Boston contractor of considerable scale 

to get involved with the project. The center building that we’re 

looking at here became all retail and in the tradition of it as a 

produce center became a food retailing area and really was a 

takeoff on the food parks that Rouse had developed in some of his 

shopping centers. To expand the building and in addition, extend 

the season beyond just the summer season, you’ll see that they 

built bid greenhouses on each side in which they have space 

heaters and you can either eat in a restaurant in those areas or 

pick up food in the center area and then come out into a seating 

area and eat, and in addition to those greenhouses they developed 

a cart kiosk - essentially it’s a wagon like an old railway 

baggage car in which people can specialize in selling T-shirts or 

costume jewelry or whatever and this has become a phenomenally 

successful retailing business and copied all over the United 

States including in the Milwaukee Grand Mall. You know the 

number of independent merchants who rent the carts quite often by 

the month and then if they don’t do well, the shopping center 

people push them out and find somebody else who will do better. 

And of those many of them mature ultimately into having store 

Space and so forth. But it’s a way to get the small entrepreneur 

with a specialty underway at very, very minimum cost. The second 
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buildings - North and South buildings - have retail on the first 

level and by in large offices above that and it’s become a very 

popular place for offices for consultants and planners and 

architects and people providing some sort of services relative to 

the financial district which is right nearby. City Hall which is 

just west of this and so on and the Court system which is just 

west of this and so on. In the first market study that was done 

and this was 1976, to get back to the date, they discovered that 

65% of them lived in the Boston metropolitan region and came by 

private car traveling as much as 20 miles to come down here. In 

effect it has re-established the connection between the 

hinterland and downtown which is exactly, of course, what people 

would like to do rather than having them bypass downtown as they 

do in Madison. On the average day they’re doing about 35,000 

people a day much of it in the lunch crowd and much of it in the 

early evening crowd - the after hours opportunities here are very 

good as well. 

The mall down the center between the buildings - a very 

popular spot in the summer. If you’ll look at the building 

closely you’ll get a sense of that repetitive construction that’s 

all simply granite pieces that fit together, boom, boom, boom, 

with an inside wood frame called mill construction so the outside 

walls are load bearing, inside walls are big timbers carrying it 

and you could build that building as long as you wanted to - 
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build that all the way to Buffalo on that basic formula. There’s 

another good example of the industrialized character of the 

building while it was under renovation and the upper three levels 

are all office space. The second floor level is mixed, some 

retail and mostly office and then the first level is all retail 

and restaurants and so on. Here is the feeling underneath the 

greenhouse with canvas slides that come down during the heat of 

the day so that it doesn’t get too hot on the inside. You’ll 

notice space heaters hanging off the ceiling to extend that 

comfort level into November and into early spring and there’s a 

series of restaurants moving down there some of them picking up 

on the Disney theme of having different price ranges but having 

the same environment. If you’re into the $5 dinner you go to the 

spaghetti place. If you’re into the $7.50 dinner why you get the 

tenderloin tips and mushroom stroganoff and then if you’re into 

the $12.00 and up area why you get the roast beef and so forth. 

And yet you’re all really lined up at the same kind of 

environment and the only different is where you enter. So it 

makes it a lot easier to serve and control the food route because 

the kitchens may be at a point somewhat more remote from the 

serving area but in addition it allows people of different 

budgets to enjoy the same fantasies and environments and 

lifestyle, 1f you will, while they’re having their meal. Here 

again you see the natural rail divisions among different price 
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ranges of the restaurant. This is the inside of the rotunda at 

the second floor level. Notice the brick has been left there for 

nostalgia, some of the old maritime souvenirs around the top. 

But then they don’t try to get too artsy, craftsy with the rails 

so they go to a modern glass Plexiglas system with a wood band 

around the top because one of the problems you have as a shopping 

center, of course, is making it kid proof and if you have 

railings that kids can poke their heads through, they will. And 

for some reason kids’ heads always go through, but they don’t 

come back out. So as a result, you go that totally glass thing 

which doesn’t intrude visually on the shape of the space and at 

the same time provides a greater level of safety. Here’s one 

looking down through the rotunda - the typical kind of shop, 

maybe only 300 square feet and is typically a proprietary 

merchant selling bread or specializing in ducks or geese or 

whatever. Each of the long corridors then has a whole series of 

Signs hanging out - let me have the next one - I think the signs 

are clearer - once more - there you can see some of the retailing 

tricks of the trade identifying everything from breads and rolls 

and fruit and so forth and what you do at noon in Boston is you 

come down here, you stroll through and pick up your lunch in 

pieces from the various merchants and then go outside and sit in 

the terrace or under the greenhouse for lunch. 
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Since this has been built the immediate adjacent areas to 

the east of it have become highly residential with a yuppie 

influx to condominiums, remodeled warehouses on the wharves and 

so forth, so this has become not only a “touristy” kind of food 

base but is, in fact, the shopping support for the adjacent 

condominium development which has been very intensive and largely 

the condominiums have succeeded simply because of their 

convenience to this center and the open-air Boston Market which 

has been around for a long time. I don’t know how many of you 

have ever been to Boston, but there’s one area just virtually 

under the freeway which has been traditionally been the wagon 

merchant, out of doors, in which you could go and squeeze the 

Oranges and so forth and so on. 

Here again taking your lunch out to the yard terrace. 

Notice the cart there as a retailing kiosk - tremendous sales per 

square foot - they’ll do something like $1,000 - $1,500 per 

square foot from one of those little kiosk’s, costume jewelry and 

various little knickknacks and so forth. 

Now, in the basement typically they have these little 

entries into local watering holes and pubs which are very popular 

and the psychology, of course, 1S knowing where you want to go. 

The insiders know which pubs have which kinds of entertainment 

and so forth, and so it’s a very clique and atmospheric place to 

go after hours. To help the merchants on the second floor to 
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have store/window accessibility they have created these glass 

kiosks on the terrace and they will indicate where the store 

that’s merchandising that particular item may be and provide 

immediate eye-level visibility to a second level store. 

Again the lobbies going up to the second level kept open and 

Spacey - again for security. Notice there’s no place in which a 

mugger or some other social anomaly can hide out there. It’s 

really important to do that in an old building because otherwise 

the security or perceived insecurity 1S questionable. Initially, 

one of the problems this project had was that unlike other 

shopping centers which, the shopping center owns the space around 

it and can exclude anybody at the door that he wants with a floor 

walker or a private policeman and so forth, this is public space 

and so the pick-pockets and all the other nary-do-wells that may 

hang around downtown are free to wander through and as a result 

they have a higher level of security problems in terms of 

protecting the consumer from the social anomaly that might 

discourage them from coming back again. So, again the building 

1s designed to provide as much self security as possible. (One 

more slide and we’ll quit.) One of the thing that it engendered 

is that it didn’t have parking spaces initially. It made such a 

congested area out of the area again, the city was compelled to 

come in and build parking ramps. As they built the parking 

ramps, the hotels came back in the area and there now has been 
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three new hotels, very nice hotels built in the area and that’s 

one of them. Looking back on City Hall right off the end of it 

1s the Financial District about two blocks away from the center. 

Notice it works even in the winter. It’s not a very good 

picture of me. Again the merchandise under the greenhouse - 

tremendous action central area. OK I quit, see you on Wednesday. 

. . . construct an interconnecting tunnel for the rail line 

to divert the trains still coming in on the commuter system to 

the remaining railway stations. That, obviously also, is a 

public project. The third level they wanted was a bus station 

for serving again the major Greyhounds and the Badger buses of 

the area and so forth, and that was to be below ground in this 

particular project. And they above that as we being to approach 

the street service, we are getting to an area which for a long 

time was really kind of a wall dividing the community in half, 

partly as a result of the railway system that had come in there 

at one time, and so on. And that had to be cleared and acquired 

and assembled for the project. With all of those elements 

depending on political action and sustained public capital, Rouse 

felt that what we really needed to do was create a space(?) frame 

that went deep into the ground. (Spin that over the last set of 

slides in there which would be the Galleria. It will begin with 

a cartoon of the Philadelphia Regents at the outset.) 
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The particular project - the question here is that red dot 

which 1s between the River and the Delaware. 

Philadelphia is located between the two rivers and going from 

right to left is a major subway line going out into the 

hinterlands of Philadelphia and New Jersey and there is another 

one which runs north and south which cross underneath our subject 

property. Talk about ideal linkages and heavy pedestrian traffic 

areas - superb. But the problem was how do we deal with the risk 

created by the inability of public agencies to 1) coordinate and 

2) move forward according to a time table and 3) finance their 

portion of the project. And it’s a classic example of space time 

because, obviously, different groups within the public have 

different vested interests in different space time units of the 

project. Obviously, there was a subway space time component with 

a Subway station to be built at the bottom of the development. 

There was a railway tunnel, there was the bus station and as we 

move into the site you will see also that there are a series of 

streets on the surface of it that are going to continue to pass 

through the project as though they were simply nifty little tubes 

of traffic moving through the commercial and shopping center 

space, And given all of those elements they said, “OK, tell you 

what we’re going to do. We’re going to make the entire project a 

public project and the public will create and finance these 

various components and then, Mr. Rouse said I will lease back out 

A470



550/705 - Real Estate Process Spring 1987 JAG 

of the total megastructure those components which are suitable 

for retailing.” So for the risk of completion of construction - 

completion on time and so forth is truly that of the public 

sector and “if you guys want horse around with it, if you want to 

extort costs out of that through your labor union and so forth, 

you go right ahead and do that and when you’re done, give me a 

call. And what I’m prepared to do is first of all tell you what 

kind of space I have to have to lease, so I’1ll participate in the 

design of the facility and we’ll produce the kinds of spaces that 

we know are suitable for retailing and related enterprises and 

then we’ll lease back out of that megastructure all of those 

elements which are commercial in character and all of those space 

which are public in character will, obviously, already be in your 

control.” A very innovative way of looking at the rather complex 

interrelationships that exist between the public and the private 

Spaces that together create an urban environment. 

This is looking down on phase II of the project. We’1ll zero 

in a little bit, but that hole down in the ground about four 

stories to a point where it is resting on top of the subway line 

which is that light tan element which is below that. This is 

street level. Gimbals was already developed at the end of the 

block and represents one of the anchors on a downtown regional 

shopping center and there would be additional major department 

stores in phase II. Now you can begin to see it going down into 
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the ground with the upper light area really representing that 

which is commercial and valuable and the areas down below that 

with different ceiling heights - the high ceiling heights for 

example required for the bus station level and below that the 

areas for the subway station and so forth. So you begin to look 

at a city as a series of cubical areas, some of which are public, 

some of which are private, some of which are part of public 

transition point, and we can begin to allocate the ownership. 

We’re truly arriving then at this concept of space-time being 

dedicated to a certain kind of occupancy for a certain period of 

time. Looking at it from the top, the major department stores 

which provide the anchor. We tend to lose sight that in our 

major cities much of the total development lies below ground. We 

take it for granted that the street we’re on is, in fact, at 

grade level which is not so. Many of you have been to New York, 

I’m sure, and have been on Park Avenue. Park Avenue from Grand 

Central Station to 105th Street is in fact a bridge which in some 

places 1s over a hundred feet above the true grade of the island. 

Below that you have two levels of rail line coming into the 

station. Below that you have the subway and below that you have 

the major utility systems and storm water systems which are 

supportive of all those major office buildings. And you tend to 

go on Park Avenue and assume that, you know, you’re somewhere 
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near the grade level of the original territory when, in fact, 

you’ re no where near the ground. 

Here is the classic example, again, of a little tube for 

handling the passageway of public people from one building to 

another, beginning to make a megastructure out of a series of 

blocks in the area. Another look at the complexities below 

grade. 

The initial entry point now to the shopping center. Watch 

carefully hear at the Galleria and particularly the next slide 

(and the next one) and now think about if you’ve been to the 

Milwaukee Grand Avenue if you had seen that style of architecture 

and that type of structuring before? This was the prototype for 

the Milwaukee Grand Avenue project. And you will find that the 

two architectural firms were the same and the idiom is the same 

in terms of the structural systems, the use of spaces, sky lights 

and so on and the political structure is the same. In the 

Milwaukee Grand Avenue project most of the building and structure 

that you see is, in fact, owned by the city of Milwaukee or the 

Milwaukee Redevelopment Corporation and then Rouse has leased out 

of that space frame those components which can be, in fact, re- 

leased as commercial space. The mall is, in fact, a public 

street and is owned by the City of Milwaukee and maintained by 

the City of Milwaukee. The first element for Rouse is control 

and as a result he sets up a development management corporation 
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which is in charge of managing the space. The parking lots of 

Milwaukee which are owned by the city are managed by Rouse’s 

parking lot management company and the mall which is owned by the 

city and is, in fact, a public street or thoroughfare is, in 

fact, managed and maintained by the Rouse Project Development 

Company. And then, of course, the actual retailing operations 

and so forth are also controlled by the Rouse Management 

Development Company. But if you look at the physical spaces you 

will find that they are primarily publicly owned because the 

ability to construct and carry through on the political risk 

really was dependent on the City’s expertise rather than the 

developer’s expertise and he wanted that risk to rest squarely on 

the city in terms of that area. 

Multiple levels - this is the subway station arrival point 

which generates tremendous pedestrian growth to the project. 

This 1s the escalator moving people up from the lower subway 

level and dumping them right into, essentially, a grocery market. 

When you come off the arrival from the subway you are ina 

farmer’s market kind of area in which the workers can either pick 

up the pieces of his lunch as he goes by from the subway on the 

way to the office, or headed for home can acquire the makings of 

dinner all on avery attractively displayed farmer’s market 

format that does an incredible volume. There’s a small, about 

400 square foot fruit market that is doing $600,000 a year in 
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fresh fruit, oranges, apples and so forth so that they can take 

advantage of that impulse purchase and they very carefully 

analyze what are the kinds of things that people buy while 

rushing for a train. And generally it’s something to eat or to 

read, or both. And as a result they do tremendous volume on the 

corridor to that space. 

This 1s the origins of the Rouse famous food park concept in 

which you have multiple fast food operations surrounding an inner 

patio area where you can then go and sit down at a table and so 

forth. Each person can then get a food style of his own choice 

and initially, of course, the premise that you could have a 

McDonald’s and a Burger King and a Chinese food take out and so 

forth and so on - all under separate management and it didn’t 

work because they couldn’t maintain quality and so in most cases 

Rouse owns all of the franchises surrounding that area in order 

to be able to maintain strict control of the quality as well as 

the interplay of one product against the other, so that if one is 

designated at the official German bratwurst and knackwurst family 

place, nobody else can create that element. One is designated at 

the official Philadelphia pretzel area or whatever and you need 

to be able to control that kind of allocation in it. It grows 

out of the project called the Yum Yum Tree in Denver which was 

the conversion of 50,000 square foot discount store into multiple 

food operations with a common mall in the center ranging 
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everywhere from a Jewish deli to an ice cream shop and giving 

everybody, essentially, their choice. This yellow strip across 

the bottom is, in fact, what will be a new just one level below 

grade, moving sidewalk connection from virtually city hall in 

downtown Philadelphia through this whole project so now is the 

connector into all of the other buildings below grade there will 

be this common inside walking pedestrian level that will 

interconnect all of the buildings along this area and respect the 

client - much like the Toronto underground pedestrian network but 

considerably wider and more open with occasional breakthroughs 

for skylights and atriums coming down and bringing sunshine and 

so forth down on the streets this is just one component of that 

which will be extended in that new area that’s under 

construction. If any of you have been in Milwaukee you’ll see 

many many similarities. 

OK, Switch over to the Baltimore ones please. Now notice, 

there the political risk is probably over a ten year term from 

the time that the project was started in terms of assemblage of 

the site, the concept was put together, and eventual execution of 

the second and third phase. One way of establishing the risk 

control is simply tell the city that as you finish each component 

we will lease from you the various elements that are suitable for 

private rental and commercial exploitation and that rental 

revenue that we’re providing you along with some over aggressive 
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participation, at this space in the sale will be adequate to, in 

effect, provide amortization of the city’s debt in financing the 

project as well as providing the city a profit that is greater 

than the real estate taxes that might have been paid had it come 

in private ownership rather than public ownership. The city’s 

getting two elements, 1) an assured rental income that allows 

them to amortize the bonds so as an industrial revenue type bond 

as opposed to a city GO, general obligation bond and 2) they’re 

getting a participation ina profits which will give them a 

greater rate of return than the real estate tax process would 

have provided if the buildings had been privately owned. Now a 

third element, of course is that because the city had to carry it 

through for that ten year span, if they deviate from the plan, 

they do so at their own expense. They will have committed $X 

number of dollars of capital to it and if the politicians get 

cute or try to negotiate something else from Mr. Rouse, Mr. Rouse 

can take a walk and say, “Fine, you didn’t meet our original 

bargain and therefore I’m not obliged to rent your additional 

Space either.” And so, as a result, the political risks are 

right where they belong, on the various agencies necessary to 

execute the project. And the commercial risks are right where 

they belong on Mr. Rouse in order to obtain the proper tenant mix 

and marketing environment that will product the maximum sales 

from the commercial space. The situation in Baltimore was like 
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this. Baltimore, similar to Philadelphia but, certainly, 

Baltimore realized 30 years ago that it had reached the pits. 

That there was really no more reason to be a Baltimore. People 

were fleeing downtown Baltimore and had some of the worst slums 

and some of the worst downtown conditions wasting some very 

interesting resources in terms of the harbor and so forth. And, 

therefore, determined that there should be a master plan by which 

they could begin to rebuild and take advantage of the federal 

urban renewal project. They were reasonably astute to realize 

that probably the federal program of subsidizing acquisition, 

demolition and clear that begin in 1954 was not going to last 

forever. And that they were probably best off to concentrate on 

getting many of those federal funds for clearance as they could, 

realizing that the redevelopment of these now cleared areas would 

take longer as the market demand adjusted to the available space. 

Oh, here’s the first picture I took of Baltimore, representing 

the inner harbor area which we will now look at from the air. 

There it 1S as it exists currently. This was taken from 

approximately the Rusty Scupper. (laughter) For a moment I 

thought we are the bar at the . The building which is 

blue is probably the nation’s finest aquarium that was built as a 

result of this project and those students that were on the real 

estate club field trips finished up there on Sunday. The tall 

building next to that is now the International Trade Center at 
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Baltimore and the students were lectured on the project from the 

20th floor and the balance to the left of that is that resurgence 

of downtown Baltimore in what is called the Charles Center area 

of downtown Baltimore. This is inner harbor, an area that was 

the original harbor of the original Baltimore which was bypassed 

as there came a need for more maneuverable areas for large ships 

and which was really redeveloped for containerization and so on. 

Baltimore took the play away from New York City as one of the 

first major moves in their redevelopment by modernizing their 

port more quickly and anticipating the trend toward 

containerization more efficiently than New York and therefore 

became a major shipping center which then gave rise to the 

desirability of . . . And that became one of the basic elements 

of the resurgence of Baltimore’s economic base - the fact that as 

a port city they could then generate very significant expansion 

of their wholesale and distribution sectors of industry which we 

Saw going all the way down to Columbia which is about 45 minutes 

from here and becoming a significant part of Columbia’s economic 

base as well. 

The larger picture is the inner harbor is that very inner 

tip of the bay at the top there and you begin to see some more of 

the commercial development and so forth coming off to the right 

and then moving north. The original city before it was developed 

in this older picture was really about seven or eight blocks from 
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the inner harbor area which is you see partially cleared there, 

but otherwise abandoned and disconnected from the commercial life 

of Baltimore. The original planners of Baltimore realized that 

you can’t simply launch yourself in the middle of an area and in 

a disconnected way recreate something with an approach zone that 

was very intimidating and discouraging - that you really have to 

build from your strengths. And that Charles Center which was the 

crossroads of downtown was really the point from which they had 

to begin and that it would take them ten, maybe 15 years to reach 

a point where they had built out to the water and could make it 

an integral part of the downtown area. They also realized that 

at that time the politics of Baltimore had had some very serious 

ups and downs. At the time this project started the mayor was a 

man named Delesandro whose son, by the way, was your host at 

Mobil Land Company and Delesandro was one of the first really 

good mayors. The mayor just before him and then later governor 

was a man Agnew and you can sort of get a sense of the quality of 

government at that point in time. Delesandro really was trying 

to turn Baltimore politically from machine politics of the 

dirtiest sort to a creative political leadership. But they were 

concerned that perhaps he wouldn’t be able to do that or sustain 

it and therefore they wanted to create an entity that would 

outlast that and so they created something called the General 

Center of Heighth and Inner Harbor Management Corporation. It 
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was put in charge of a premier fourth generation Baltimorian by 

the name of Martin Millspagh who was also our host while we were 

out there and Martin Millspagh and his associates were above 

reproach for the political process and the object was that for 

each building and proposal that came in for the redevelopment of 

downtown Baltimore, that the interim(?) to the Harbor and 

Charlestown(?) Management Corporation would be the ombudsman that 

would deal with the city. The master plan was entrusted to this 

quasi-public corporation and the execution of the master plan was 

entrusted to them so that regardless of how city hall came and 

went or whether the city council lost its heart for this sort of 

thing and so on, nevertheless, the division would persist and be 

carried forward for 25 or 30 years. And they were compensated by 

getting the ombudsman fee of approximately 1% of the projects 

that were, in fact, entitled and financed and then built by the 

various development autonomies. In that way they were able to 

keep the developers and the city politicians a little bit apart 

and reduce the exposure of the developer to extortion by the 

traditional machine politics of the area and, at the same time, 

protect the developer from very rapidly changing attitudes and 

objectives of the political process. 

The very first buildings were rebuilt downtown adjacent to 

the department store and that’s the original Charles Center 

Building right there. The master plan called for development of 
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the entire area within the red line ultimately but realized they 

had to begin with the downtown core in pink at the top and 

gradually build out toward it. Nevertheless, they proceeded to 

acquire all of the land around the inner harbor as part of the 

federal urban redevelopment project. At that time, the rules of 

the game were that Uncle Sam paid for two-thirds of the cost to 

acquire, demolish, clear and reassemble then sell the property, 

and the community had to pay one-third. However, the community 

was allowed to, in effect, meet their one-third payment by 

investing all forms of government funds in the project. And 

therefore a major segment that we’ll see in a moment was 

redevelopment of city hall and state government facilities in the 

designated urban renewal area so that the funds really did double 

duty. They created new public facilities and, at the same time, 

fulfilled the city’s responsibility for contributing one-third to 

the overall public costs of the project. So virtually, the thing 

was actually paid for by the federal government. And a number of 

cities were able to exploit the federal government programs to 

their maximum advantage - New Haven was one, New York City was 

another, Baltimore was another. 

The total master plan called for eventually developing on 

the wharfs recreational and apartment kinds of things - some 

retail esplanade along the west side of that squared off bay with 

further residential development behind that. State office 
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buildings were to be built up along that boulevard to the right 

of center that heads up north of the project and then the balance 

of it was to be really a resurgence of commercial and retail 

development in the downtown area just north of that heavy red 

line in the project. That was the master plan conceived about 

1958-59 and carried through to this day 30 years later by the 

Inner Harbor Group. Notice the initial development started to 

move down that street access toward the wharf so that you could 

build from your strengths and eventually connect downtown to the 

water resource. Here was the initial schematics of residential 

housing coming out on the old wharf and recreational development 

where you see the lower white works. Most of that high density 

housing did not eventually take the tower format as we’ll see in 

a moment with the upper center corner there with the two light 

Strips being retail across from that eventually being hotels, 

convention hotel kinds of things and the tall brown building 

there, of course, is the International Trade Center that was 

ultimately developed. 

The initial schematics now starting to be converted to 

reality with the buildings set at an angle there, International 

Trade Center, the green-roofed building is really a recreational 

shopping and restaurant area by Rouse which was one of the first 

of the models for what is called the Enterprise Corporation. 

Enterprise Corporation which is now headed by Rouse who retired 
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from the Rouse Company has a rather interesting dual role. He 

creates specialty or what are called festival shopping centers - 

recreational kinds of shopping center in key tourist areas or 

recreational areas in the city which are highly profitably and 

then he then turns the cash flows from that into low income 

housing seed money by encouraging neighborhood lower income 

groups to organize housing coops to redevelop their particular 

neighborhoods with the assistance of the equity fund provided by 

the Enterprise Group. Mark Millspaugh who was head of Inner 

Harbor Charles Center Development Corporation has taken over now 

as president of the Enterprise Corporation for Rouse this last 

year. You’ll notice also that the pedestrian bridges going 

across from the shopping center into the high hit convention 

hotel directly behind that and the marina, built on this lower 

level, again, to create a sense of activity and a recreational 

pier right out in front of the shopping center area. They dida 

lot of historical restoration. This is one of the older 

buildings down there that was completely gutted and repaired 

under the historic structure laws so, again, they took maximum 

advantage of the federal incentives to restore old buildings and 

take the investment tax credits that were possible prior to this 

current tax law. This was a restoration of city hall which 

originally was going to be demolished and replaced with a modern 

building. The taxpayers voted that down presumably an economy 
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move and they spent twice as much money restoring the actual city 

hall - probably with a little more desirable urban impact. 

An example of the office buildings being interconnected with 

the pedestrian skyways. This was some of the FHA insured median 

income housing - median price range housing, built out on the 

wharf - magnificent views to both the West and the East and that 

area has been a reinforced with a great variety of amusement, 

recreational and restaurant areas and immediately adjoins the old 

Italian area which is right behind that building which retained 

its low Philadelphia style townhouse area, Italian restaurants 

and so forth. This is an elderly housing project in the 

immediate periphery area. Again, subsidized for low-income 

elderly under the Section 8 program in which the residents pay 

only 30% or their actual income, whatever that may be and the 

federal government pays the difference and a very expensive 

program for the federal government but a very effective program. 

One aspect of it was the adjacent neighborhoods that looked like 

this. And rather than demolishing everything by a bulldozer that 

had historic significance to the community, Baltimore created a 

very unique sweat equity program in which a yuppie couple can buy 

one of these shells for virtually nothing as long as they promise 

within three years to, in fact, restore it and make it their 

home. There was block after block of that kind of housing - this 

is a little Italian area immediately adjacent to the totally 
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redeveloped area. Here are co-ops assisting each other in the 

redevelopment of it. And this is the finished product out of 

what had been small housing. This leads to a process called 

gentrification which, in effect, displaced what had been a 

relatively low income area with upper income yuppies who choose 

to live downtown rather than in the suburbs. Most of this 

housing, however, had been abandoned before they acquired it 

under the sweat equity rule. They say Baltimore has a very fine 

housing planning program and provided not only the opportunity to 

buy this for a “nickel down, dollar when you catch me”, very low 

prices, but also provided financing assistance at subsidized 

interest rates so people could afford to do this. And, as a 

result, create units which probably in this area now are $80,000 

to $120,000 each and the individual homeowners probably didn’t 

invest more than $30,000 or $40,000 of hard dollars in the 

project as they were doing it together with their own labor. 

Again, looking at it schematically, the nearest piers to the 

enterprise shopping area are going to be recreational or are 

recreational and we’ll look at those again please. Very 

interesting conversion - this was a power house that had long 

Since become obsolete and that was taken over by a group that has 

built, in effect, an amusement park inside, multiple level thing 

with all manner of mechanical whistles and wheels and so forth 

and they’re taking advantage of this tremendously large interior 
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multiple story ceilinged space to create a fun palace, as it 

were. There’s a little more detail on the interior circus as it 

was developed. Here’s what they did with the wharf - notice that 

midway down the wharf they built bridges spanning the wharfs so 

that there’s a pedestrian spine connecting the wharf closer to 

their other end so that you can move from one project to another. 

That’s the aquarium area with a public park in the front. The 

next one over is that power house that we were just looking at 

and all of this area 1S now lighted with sidewalks running along 

the wharf lines and so forth. Here is the area right outside the 

enterprise shopping area. Another view of it on a Sunday. 

Somebody always has to pay extra for sculpture. It now draws 

more people than Faniel Hall. As you’ll recall, Faniel Hall in 

its first year drew about 13 million, the majority of which came 

from within 20 miles of Boston. Inner Harbor has had the same 

impact on Baltimore. Seventy-five percent of the 15 million 

people that visited last year came from within 20 miles of 

Baltimore and came more than once. As they begin to identify 

with the downtown city and create an identity for the city once 

again that is a very positive kind of experience. They have all 

kinds of Milwaukeefest type activities now all summer long to 

bring them in. One of their elements, of course, is the U.S.S. 

Constellation has been restored. Housing 1S now being brought in 

for the childless couples and so forth to create a permanent 
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retail market in the immediate area. Question: What 1s that 

thing that looks like a fortress? Chief: It looked like a 

fortress, yes. Question: that’s housing? Chief: that’s 

housing, yes. The view again from the top of the observatory on 

the International Trade Center gives you again a glance of the 

large residential area just to the South of this area which, this 

whole area then becomes really kind of a recreational park base 

serving those residents. And, again, causing a resurgence of 

redevelopment of those areas which has become extremely desperate 

Slum areas. This 1S a music festival area done with one of the 

German cloth intention types of tents. Marinas with tour boats 

in the foreground. One of their pride and joys was, of course, 

the tall ships show that took place there and these are a couple 

of those that came in. Their fourth of July spectacular. Art 

shows on the mall. This is a canoe race I guess. The usual folk 

dancing, ethnic grouping. Some sense of it as night which has 

become guite the after hours area in Baltimore. More of the tall 

ships group. Interestingly enough, they built a ship in the 

area, this was a ship building area at one time so they built the 

boat called the Pride of Baltimore as a two-masted bark and used 

it to participate up and down Chesapeake Bay and their various 

elements and I understand last year it got hit by a squall and 

sunk! I don’t know if that bodes well for Baltimore or not? 

Anyway, the people were able to watch it built under old historic 
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techniques over a period of about 2 and a half years. And there 

it 1s under sail. Apparently it got caught with its sails up on 

a Chesapeake squall. There you see the festival halls a little 

closer up - the blue loop in that park over there have become a 

trademark of the festival mall, I believe there are Cincinnati, 

Foulton Fish Market in New York, Minneapolis is in the process or 

about to begin one and there are several others around the 

country. Gives you some sense of the pedestrian draw and the 

volume that they do down there. What we’d like to conclude about 

this is that if a city has a vision of what the city beautiful 

should be and what they would like to recapture of their past and 

how they would like to protect themselves in the future and can 

create a political mechanism which focuses the best of city 

talents on the problem, and they can work in a patient way, over 

25 or 30 years to carry that forward, that we can, in fact, 

salvage our major internal cities and we can, in fact, bring ina 

new sense of community and identification of our residents with 

the city and in that pride in itself will bring about the 

political revolution that has occurred in Baltimore. That if the 

city is decrepit and corrupt in appearance, the politics will 

soon become a mirror of that situation and if, in fact, the 

leading power structures of a city can be involved and committed 

for 25 or 30 years in the redevelopment of it physically, that it 

will, in fact, redevelop politically and socially as well - but 
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they are interrelated and that tends to mock the democratic 

process at the urban level works best - where the citizens are 

involved and proud of their community whether we’re talking about 

Columbia, which started from scratch or Baltimore that had to 

recover from 100 years of neglect and decline - the results can 

be the same if you have the patience and the foresight to stick 

on the turf. And each community across the country is either 

going to resurge and go into the twenty-first century with growth 

and health and an enlightened group, or if it chooses to fall 

apart and not organize so that the city, in fact, will decline. 

It happens at the local level, it doesn’t happen as a result of 

federalism or state guidance - it happens because of innate pride 

of the local citizens and a dedication to a contest which they 

would like to carry through and can do so with patience. Madison 

1s right on the brink. It is at this point it has no real 

commitment to the long-term, no vision of where the city 

beautiful should go, and yet at this point, we have not fallen 

apart and gone to a decline either. It will be interesting to 

see how we begin to balance off our political forces in Madison 

to arrive at a consensus of what we should be and how we should 

develop and how we will integrate our economic growth and our 

resources such as the University into the long-term viability and 

residents of the community. The purpose of the course really 

hasn’t been to make real estate majors out of you, it really has 
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been to sensitize you to the process and to perhaps make you more 

active citizens in the overall urban planning process and 

certainly specifically to enjoy more that which is done about you 

as you can understand more of the process as it goes on about you 

and fills the newspapers every day with the protocol of the 

process by which we build our cities. Thanks very much for your 

patience and have a good summer. 
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