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Lecture #1

Urban Land 550

Introduction
A. Format of the course

. Heavy reading

. Field application to an investment case
. Exams plus 3 problem sheets

. b credits worth of work

Lol VI ot B

B. introduce teaching assistants

1. Don Weiss - administrator - Rn 91 Bascom
2. Lynn Woodward
3. Mike Robbins

C. Textbook and materials available from Rm 9l
D. Real Estate Club program, book bargains, and constructive criticism

This fall marks a redefinition and restructuring of the course from
previous periods. The real estate business is 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 will try to
use slides and overhead transparencies to emphasize major points
or provide examples,

B. Many of you are not business students and will have some trouble
with present value concepts and cash flow, 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.

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 dolliars.

A. The theory began as an economic concept to allocate land use ala
Marshall,



1. Such a premise depends on the assumption that one can measure
all costs and benefits, external as well as internal, and convert
to a dellar 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. E

The viewpoinaggﬁ this lecture Is somewhat at odds with this simplistic
approach eve is traditional approach will be represented by
vour textbook.

1. 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..."

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 In front of a cave to provide the natural vold 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 fs 60
years the history of man is accounted for by 800 lifetimes.
0f that, man llved in 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
over time for a purpose.



3. Obviously, far the cave to have value, It 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 apparentiy did not suit the cultural
needs some Improvements and services were reguired 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,

€. The real estate business is essentially a service industry which
utilizes some very dramatic and large scale pieces of hardware.
It is concerned with the improvement, management, marketing,
financing, of space-time at a given location to house any manner
of activity.

1. While a business school shaould 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 into account the nature of clay as a material,
lts welght, elasticity, coefficient of expansion reaction 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 ecoclogical limitations of the land
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:
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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.
treil

The real estate business falls when a substantial misfit or
tant 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 thraugh:

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. lrrational ltimitations and objectives
Definition of the land resource will require an examination of its:
I. Physical static attributes
2, Organic ecological attributes
3. Legal attributes
h. Dynamic social atrributes
The interfacing of cultural preferences and the resource called

land is brought about by some form of enterprise.

I.

The systems englineer sees the eventual form of an enterprise,

in terms of both its configuration and behavior, as representing

a negotiated conbensus 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 will

be on the other.

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 is 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.

As a result this course will be somewhat schizophrenic - the
textbook will pursue the traditional party line while the
supplementary readings will emphasize my viewpoint of cash flow.



k. 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
tand resource attributes as they would affect cash flow and
ultimately cash solvency of the consumer, the suppller, and
the society. Gavernment 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,

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 materlal-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 Hill 1971) indicated the element of functions
in a systems approach of any organization or undertaking might be
described as:

Goal-setting

Forming policies

Searching for opportunities which are consistent with policies
Selecting opportunities which are consistent with policies
Designing systems for capturing selected opportunities
Installing systems for capturing selected opportunities
Operating the systems that have been installed

Maintaining and continuously pr@fecting the operating systems

0O O W) B e

D. The list 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 criterfa with which
te screenh alternatives and select courses of action.

1. One function of the course would be to identify various subsystems
in the real estate process such as finance, marketing, development,
requlatory.

2. Secondly we want to suggest some of the values, objectives, and
criteria by which these systems select and pursue their 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.



E.

If 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 sconer or later
represents the final battle ground of all the conflicting virtues
and weaknesses of our society.

1. 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 so 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 class 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. outsmide 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
hospital recuperating. Can I arrange to take a make-up exam?")
and not for consultation purposes,

ATTENDANCE

* Prompt and regular attendance of all lectures and discussion
section se=zsions 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 tshought-provoking
illustrations of the concepts presented in the course -- such
examples rarely show up in detail in your classmates' notes.

* I1f 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 course -- including all assigned readings.

¢ All relevant supporting calculations neces=ary to arrive at a
correct solution manually must be shown in clear, step-by-step
form -- with all equations, variables, input values, and para-

mefers being clearly-labeled and well-organized -- regardless of

whether or not a caleculator or computer was used to facilitate
the analyasis.



GRADING (Continued)

*While you are encouraged to work with your classmates when neces-
sary to figure out how toc 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),
311l of the similar papers will be subject to s severe penalst
(i-e., will lose mos% of the possible points on that section
proportional to the number of similar papers. Who wrote the
anawer originally will be irrelevant. :

* Any cheating on an exam will result in an "F" for the course and
the instigation of formal procedurea for the expulsion of the
student from the University (pursuant to University policy).

PROBLEM SETS

¢ Read "GRADING" saction first.

* Preparation for solving the problem sets inecludes 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 guestions in class and/or
benefit from the questions asked in class by others,

* If stumped by part of a problem set, sese a T.A. during office hours
ag 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 depozit your problem set. The
box will he removed promptly at the beginning of the lecture and
all papers fturned in subseguently will be considered late,

*Penalties for late papers will be

O to 24 hours late ....iieenensnccnnans .. lose 10 points
24 to 48 hours 1ate ,...vvveireancvarennns lose 20 points
More than 48 hours late ,....v00200000..... lOBe 211 pointas,

*Problen. sets can be turned in early to a Bus 550/705 T.A. during

office hours, at discusaion 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.ss. .

EXAMS
* Read "GRADING" section first.

®* Please arrive at least five minutes early and sit in front-to-back
rows with no one next to you. All study materials should be com-
pletely out-of-sight upon the proctor's request. Do not write any-
thing on anything until instructed to do so by the proctor. And do
not talk once the =xams begin to be distributed. Thank yq? for your
T cooperation.



Lecture #1
INTRODUCTION TO THE REAL ESTATE PROCESS

Pefinitions:

Real estate ~- gpace delineated by man, relative to a fixed geography,
intended to house an acéivity for a specific period of
time,

The real estate process == the dynamic interaction of three major
gEroups -~ gpace 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 cen 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 systemg
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 bullding in the future or by the judiciary
or speclal 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
2 network of tangible and intangible off-site systems

for the benefit of individual space users. (Examples
include: street, water, and sewer systems; school system

end 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 == isg 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 par%ies

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,
space producers, and the public infrastructure,

Categories of site attributes: (1) Physical (static) attributes
(2) Legal-political attributes
{a} Llnkage attributes
¢

Dynamic (perceptual) attributes
(5) Environmental attributes



Disc, Sn, #2: Legal Deseriptions gacording of Data / Land Use Controls

I. Legal Description of Real Estate

A. Governizent Survey System B, Mates & Bounds
Meridian - how it works:
Parallel
Principal - wrt rural land:
Meridian
- wrt urban land:
Base Line
C. Plate
Tier
- how orsated:
Range
Township
- size
, « numbering
Township Tier , Bange
Jeotion
- 1“:3
- numbering
- how used:
D. 8treet Addressa
- 0K to use for:
SBsction _ __ of Township Tier ’
Range - problems with:

Fractional Parts
= desoriptien
- Bize E, Refasrence to Quiside Facta

- v&lld only if:




n.*nacor.ng of Data 2. Subdivision Regulations

A, Register of Deseds when apply:

- intent:
B, Constructive Notigce

- extra-tarritorial:
c., Actual Notice - reguirements:

3. Official Map

111, Land Use Controls
-~ shows:

- intent:
- guarantess:

~ how used:
4, Safety Codes
A. Private Sector
- intent:
1. Reatrictive Covenant
- periodic imspections:;
« graated by:
5, Highway Acoess Restricticns

- BCCesB!
- must be recordsd
= venswal in Wi: 6. Shoreland Zoning
- common restrictions: - intent:
2. Easemant - provisions:
- dafinition: 7. FMlocdplain Zoning
-~ intent:
- how used: ~ DNR:
B. Public Sactor 8, Interstate Sales of Subdivided Land
i1, Zoning - when apply:
- concept: - intent:

- requiremnents:
- avolutiong

- wurt tamainnloav®



THE REAL ESTATE PROCESS 550 and 705

Lecture f1 Outline
2/26/76

I. & Il. Introductory Comments

te .

I11. 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 utllity 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.

1v. 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.

€. 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 1\Space
reference t“QPnsumers
N
Space
Time Land Sp?é
- Product - esource Ey pliers Planners . Public
Enterpgise ;rsgijnitions s Spage
Modifications Resource
Reserve
Context of Real Estate Process Real Estate Declision Makers

E. Cultural consensus on values and objectives operates through:

1. Institutions
2. Government
3. Peer group
L,

Consumer behavior in market place



Lecture ! Qutline ( Continued)

Urban Land 550

F. Definition of land resource must include:
1. Physical static attributes
2. Organic ecological attributes
3. Legal attributes
k., Dynamic social 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 behavlior 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 synthests 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 gentral issue in urban land
economics, and not value,

The systems approach to any level of organization or enterprise may be
described as requiring the following functions:

Goal-setting (value judgments)

Forming policles (standards)

Searching for opportunities which are consistent with policies
Selecting opportunities which are consistent with policies
Designing systems for capturing selected opportunities
Installing systems for capturing selected opportunities
Operating the systems that have been installed

Maintaining and continuously perfecting the operating systems

-

L)

OO~ VAN B B~



The Rea! Estate Process - S50 & 705
Lecture Outline #|

Traditional real estate and land sconomics has always treated land us

a commodity and value as a cenmtral Tssue, That's what your textbook
says. IN sysence highest and best usa of any particular parcel of greund
was that use which would maximize the owner's wealth in a specified
period of time, !,s., the highest present value of a stream of futurs
benafits mansured in dollars.

A. The theory had its economic roots in Marshallian economics as a
mathod o allgcate uses to the land. Presumably those who eould
pay the most were those that anticipated the gqreatest producars
surplus and society was served by maximizing economic surpius.

8. MHNighest and best use replaced secial histery where there was a ¢onSansus
of land use prevailing over long spans of time where culture, technelogy,
and population was static. Development of new world lacked all of these
conditions for social consensys on 1and use allocstions.

G. The concept of highest and best usea, even wnen qualified as that use
which is lagal, technically passible, and in denand has some simplistice
and questicnable prenise:

1. Such a premise depends on the assumption that gne can measurs
all costs and benefits, external as well as internal, and convert
to a dollar figure. .

2. Such a premise assumes land to be 3 commodity and that rational

" cbjectives are always to maximize present worth,

3. Such & premiss assumes perfect competition, a knowledgeable
market, and sufficient liquidity that capital can move in and
out in response to marginal demand and leve! of profitability.

b, Such a premise {mplicitly assumes that what Is good for ane
parcel is coallectively desirable in the aggregate.

5. The semantics of highest and best is vaque at the very least
and arrogant in the extreme, 8ut it is simpie,

D. This course will be built around 2 concept of most fitting use and
most probable usa.

1. Before defining these terms some other basic definitions are
required to suggest the complexity.

2. Those who advance highest and best use thesry or are unhapoy
with the complexities of a3 systems approach suych as we will
advance might consider Pat Maynihan relative to hausing salicy:
", ..we have never learned 1o be sufficiently thoughtful about
the tasks of running a complex society... the essenca of tyranny
is the denifal of complexity. It is the great corrupter and must
be resisted with purpose and with energy... What we nesd are
great complexifiers..."

Real estate is artificial delineated space with 3 fourth dimensicn in
time referenced to & fixed piont on the face of the earth s enclcse
or house some activity. [t is a spacs/time unit of enclosure.

A. Real estate invented by rolling a rock in front of a cave to separats
the natural void with an artificial attribute such as warmch, orivacy,
defensibility, or exclusiveness. '



c.

K.

1. 1f the history of man I3 1,000 l{fecines at 40 vears esach,
then man lived In caveis for 750 1ifacimes and wa have explainegd
75% of resl estats.

2. Tha utility of tha cave, tha ecinomic good was itz scaca fer
hous lng and aczivity, not the 30lid elemancs of rcof, walls, and
cailing. Indeed the tachimalogy of bullding has moved staadlly
toward reducing the waight and mass of our structuraes, at laast
untll wa have put a priarity on halding passive energy.

3. Spaca/ctims unizs are deflned as rocen per night. apartment per month,
canni{s SOurt Murs, sguars foat par ywar, cave par mocn, of wildarneis
for coming genarations.

Man sada lmorovemantcs regrasant an avaluticn of artifacts o reduca

the [rritacions ar wisfics bacwawn man and the cave, becwesn the farm of
any artificial salution andthe concaxt in whilch it Is o cparate.

Real estate i3 intandad to interfaca {adividuali and their :acu:-y
£0.the Tlmicatiens of the land.

Ieprovenents from survey mark to city layouts to individual Suildings
defines spaca.

The law through legislatisgn, soncrags, and pracedent dilocatss ana
dafines time, benafig, privileges and rlspcnsb-'(.:nu of usa,

The law Is a raflectian of tha pollitical uc.“uncﬁf By whigh saciaty
axpresses its valuad, objectives and pricricies fngluding bogth &
callestive and individual peefarencs for land usa.

Privece rights to uvie and bGwnefit are those wiics remain aftar Toa
pubil ic has exercised its rignets to centrol througn the pollca scwar,
Its share of bSenefics cthrough the power 0 fax, and i3 arierity aver
the arivaze pasition chrougn che powar o candemn or exprogriarce.

A real estace project i1 cash cycle Susiness snzersrise witich combises
& space/time sraduc? with caresin t7pes oF manacamens services 30 mext
the nesds of 3 speeific user. !t i3 the procaas of converting space/
tine nesds co money/time dimersions im 3 cash aczncmy.

1. A real astata business Is any bhusiness which asrovides exper=iza
Aedessary & ralate soaca/time nesd to monay/time reguiretents
and includes arehitects, brokers, city slanners, morigage tankers.,
and 4ll other special 1kills.

2. The grue 3rofic canters in real estate are In tha delivery of
sarvicas and cash €asital. Monuy i3 &n snergy trans¥ar syszem.

1. Eguity ownership s the degres 10 winich gme enterariza controls
ar diverts cash from another real estata encarorise.

b. Public has dirwct ownership cc the degres reaal esate Caxes
taka 3 pcrm:aq- of tamant inccme In excess of sarvig: cosc.

Tha real astate procass i3 the dynam-¢ intgraction of three groups,
space users (consumers), space Dl’Oriu:ei'S. and the various subldic
aguncles {Infrastruczures) which provide servigss and <¢apital o
support the consumar nesds. (Sae dxagr:n)
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THE REAL ESTATE PROCESS



[

1. Usars are further subdivided ameng individual eansumers coeracing '
In tha marketplace, ¢oilective Cansumers ccerating :.hl‘uugh tha
politiecal seructurs and collacsive institutions (like unians,
churches, peer groups), and fugture users cpwrating tﬂ!'ough a
resourca etiic and oollective consensus, .

2- Moce that the spacs oroduction group Tnclydas money. expertise,
and smterial sourcas without soecifyiag whigh is arlvace. pudlie,
or Joing venturs In terms of ownership form. The resl dissinction
is that the spaca productlon group ts concarned with improvement
placed on a specific site while the public Infrastrugsura groue
is concarnad with al! the off-sita improvemants and sarvicas
ragui red. _ .

3. Each of thesa decision groups and suhgroups resresent an
entarprise, an organizad undertaking. In a money sconomy all
eash cyels untarprises ars constrained by 3 newd for cash salvency
both short and leng tearm, I ordsr 20 survive,

h. A dasirsble real estate solutien cccurs whaen cthe process germits
mmxirzm satisfaction to the consumer at a arica that he can afford
within the envirammancal limfcs of land whila permisting zhe
cansumer, producar, and the govermment cash cycle o achieve
solveney = cash Sredk wven 4t 3 Rminimus, after full sayment faor
sarvices rendered.

B« Salvencv of the totzi =2rocess, nat value, s the erizisal issuam.

1. Land is a physical surfaca, a bearing paint for imorgvesancs, 2 lecaticnal
poing whers denand and supply forces find solvency and acs=ss 22 Sysiness
opportunicy. Excast as 4 -aineral or far che sale o tao sail, ic is
not geherally a coowodicy but rather & soint of aczass s control of
ecuncmic eventiy. [t is mot a profic censer in icsal® Sut rataer Ig
desirable becauza chosa wine cantrol the land co2nt=cl 3 cactive markes
for their sarvicas, thair capital, and their coinien as to lane usa
allocacgion.

The concant of highest and best usa of land was 3 commodity esncast which
did mot consider axtamaliclas adequataly. It is Seing resjaces av
concents of mast fit2ing use and tHe concesnt of mosT 2rscanle use.

A. The mast ficsing use is that use which is the cotimai resanciliacion
of erfeciive consumer gemand, the ¢ost of oroduczian, ana the fiscal
and snvironmancal . impact on third parties., Reconciliatlon mvalives
flnangial impact analysis on "eno pays’ and "whno bhemefics.'

B. Tha me3t orobable use will ba somathing lesx than the mest figting
usSe depanding on Lopical esmstraiats imaased By cusrent sollzical
factory, the state of real etz technolegy, ang short tarm 3clvency
prassures on <onsumer, producsr, or puslic agengy.

€. 'In sesking the aos3t figting and most probable usae, the plancer ang
privats proparty appraiser must incteract 5o determinmg how e=menuni &y
objectives and consumer -~ production sactor 1olvency can be acniaves
sieul tanevusly.

T« A resl estate decision has only Owo basic foems, Eisher @ size
is in search of 3 yse and consumer with the ability =n zay, or
a consumar, need or usa with & defined ability to pay is sasking
sama combination of spaca/time actributss he can aftfardg.

2. Tha individual consumer witht nesds and a bSudcar is the drive whesl



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

k., The production sector responds to & derivative demand for engineering
and management expertise.

Critiquing the form and adegquacy of & real sstate solution s snalogous
to the artisitc concept of judging the success of an art object by
reiating form of the solution %o the context to which It was created,

1. Centext includes those elements which are fixed, given, or cbjectives
and to which any solution must adape.

2. From giving elements are those variables within the artlsts control,
i.a, options or alternatives at a particular time,

3. A solution is judged far its correctness or success in terms af
the degree of fit of the form proposed to the context.,

4, Feasibilicy analysis is concerned with the degree of flt ar the
axtent of misfit between a proposed course of action and the
context within which it must operate ar fit.

£. Success therefore depends on how appropriately the problem is
defined; testing feasibility depends primarily upon aczurate and
comprehens ive definitign of the context.

An enterprise Is any organized under.aking, and a rsal estatge problem
ar project always beglns from the V|ewpoln: of some enterprise
relative tc its environment,

1. The systems engineer seess the eeentual form af an enterprise, in
terms of both its coafiguration and behavior, as repressnting a
negotiated consensus between two generai scurces of power-==the
power of the environment to dietate form and behavior af the
organization on cne hand and the power of the organization to
decide for Ttself what iTs characteristics and behavicr will be
on the other.

2. The system engineer uses ‘power of the environment’ 3s a3 dynamig
alternative to the static implications of context and adds dynamic
element of behavior o the elective responses of the form giver,

If the real estate process sounds complex, it is! Many times during
the course it will be necessary to simplify, exaggerate, or arbitrarily
ignore variocus factors for educational purposes. Nonetheless, Tt is

a2 rich and valuable subject aras:

1. Thare are few other aress of business enterprise which offar more
high drama, more colorful actors, more opportunities for those
with generalist curiosity and those of entreprereurial risk taking

. ability.

2. Real astate skills have made Americarn millionaires more often
than any ather enterprise but there is no area of entarprise rore
parcchial, obsolete and in need of scientifi¢ management than
resl estate. Expertise is a competitive adge.

3. Real estate requires attention tQ repetitive, mundane, and often
boring details but it is an area where the average individual
can succesd through patience and persistence racher than brilliance.

L. The real estate process is the uitimaste battle ground of all
the conflicting virtues and weaknesses of our society. We hope to
make you 8 knowiedgeable critic of the ensemble of rzal estate forms
and context so as eonsumers and voters you can ancourage the
successful and avoid the charlatans without being so parancid
about real estate you can't tell yvour true friends from your enemies.
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Given Information

Site size: 3 acres at $30,000/zcre
Building size: 100,000 gross sg. ft. @ $38/sq.T%.
Soft costs: 15% of construction budget
ICR: 80%: B/T equity ROR: 14%; Loan terms: 12%, 30 years, monthly py
Qperating expenses: §3 Per gross sq. ft, per year
LOAN TO COST RATIO ARPPROACH

el SITH ARSUIETIGN SOET
Also given : s

Real estate taxes:
assume cost equals |
market value initially
equalization rate=.6Q;!
mill rate = $0.044

Cash replacement reservg
= $20,000 per year

Vacancy rate: 5%

Building efficiency
factor = ,90
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= 1.28

- _$1,105,786

- -y - 90,000 sc. ft.
{ NAaT LEASAALE UMNITS

:" at .::- I
r ARNT RECUIRYED mER UNWJ = $12.29 q<‘t

per net s




Given Information
Defauls ratie = .70

Markat rent: $11 per net sq. ft.
Other info: same as before as far as is apalicable

DEEAULT RATIC ARPPROACH
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Construction costi

100,000 gross sg. ft.

=

$28.,00 per gross sa. f£t.
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The Real Estate Process - 550
Qutline - Lecture #2

First lecture defined the real estate process as a dynamic synthesis

{n which three parties, space users, space producers and the public
infrastructure, seek real estate solutions which allow each of them to
remain solvent as cash cycle enterprises while pursuing other objectives.

A. Any decision requires organization of infaormation intoe alternative
courses of action and their consequences. Simultaneously the facts
generate values, obJectives, and specific criterla for judging
which consequences are good or bad. Given a ranking of criteria,
ane 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 comparative analysis of alternatives
and their consequences.

€. The first step toward that system is in Diagram A.

The sequence of money flows and service flows historically began with
the space producer.

A. Step | indicates the space producer provides financial capﬁtalbénd
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 Involves 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
rmotivate 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 enablie 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 baslc 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 is a synthesis of many sub-system enterprises



2. Real estate Is a multi-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 detall cash flow for the producer
of rental property. Some lectures will be devoted specifically
to detajiling the cash flow problems of users of residential
space, retail space and industrial space.

L, 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. Financlial 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 baslc elements In the context of the real estate
decision system are classified, financial elements must come last.

G. Baslc elements of context for judging feasibility or fit of a real
estate proposal:

Goals and objectives of decision maker
General areas of opportunity

Specific micro-market targats

. Legal-political constraints

. Ethical compatibility constraints

. Physical-technical constraints

. Financial constraints

~] DA O N —

111, By way of introduction of the mechanical front foor and back door
approaches to be analyzed In detail in quiz sections, it will be useful
to examine Dlagram B.

A. The traditional sequence i{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. In fact, the real estate process is a 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. Ve 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.



DIAGRAM B

EXFET ENIOMS OF  FUTRGE
BEMEFITS LT THE FOTE
Ll FULLITY OF TUE SFpefrE
TIheE FROTUCT 0 CT 1O AL
EFfilciErncy & RESTHETICS

3T Il COST™ LT WTTLE
SEMRITIVITY T FUTURE
BEMETITS O LELGHT oF
HoLPIkeg PERIOD

TWO SIDES OF THE COIN



Outliine - Lecture #2

1. The form and pattern of urban construction will reflect a consensus
between value judgments of the society and its objectives and the physlical
and financlal 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
policies.

B. A schematic iilustration of the decision process might be:

Systems for ldentification
of Alternative Courses

|

!

! Criteria
! Value System Expressed by

|

Strategic Objectives and
Tactical Standards

|
;ﬂr// of Action }
Data a \\\‘\\\\ihk“~\h Decision I Recommendation
/ '
|
l
|

I
U ———

2, Values are moralistic generalization which must be explicit
to be operational os objectives. O0bjectives 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
A
(NPUT 0P;g§¥ﬁ;f¥y} J COMPARE I= ?gkggéiia)kp INPUT
lpo

REJECT ES ) ARE POLICIES MO
OPPORTUNITY APPROPRIATE?
SELECT
OPPORTURITY i, YES




2 {outline)

1l. Cities 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. Specific purposcs produce a desirable order so that social need
was reflected in 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 taown - Aosta

D=3 Inca store town = Pikillacta

P-4 Peking - Tartar City - Imperial City - Forbidden City
P-5 Canal structure of Amsterdam

it1. 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

' 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 actlvity. A process of accretion
tending to cluster around transportation systems leading to the center
of commerce, government, and industry.

F. A Greek city planner - Doxiadus.

1. Dynapolis - a city plan designed to grow in one direction
2. Ekistics = the science of city building as a multi disciplinary
art form.

G. The conditional constraints on highest and best use through which
society has begun to operate.

. Legal constraints aon the use of the land
. Market need for particular kinds of space at a given point in time
Engineering feasibility

1
2
3.
4, Financial prudence



Iy,

3 (outline)

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.

B.

The old semantics of private property remains but substance of those
rights have been drastically altered. Government had retalned In
the original constitution the power to tax, the right to regulate
or to lease, and the right of eminent domain.

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
deveiopment are involved, a mere loss in land value should never

be justification for invalidating the regulation of land use."

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 rourses
of action in the creatfon of space time units to house an activity.
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Business 550

LECTURE #3
Social lmpact of Real Estate

The decision process Involves both Identification of alternative outcemes
Including flnancial consequences, and conversion of value judgments to
selection criteria as In the following diagram A:

Diagram A

Soclal content or Ilmpact of real esaste 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 social groups.
3. Whdston Churchill - "We first shape our buildings and then ocur
bul tdings shape us.™

The space user can express his values...

1. As a market transaction.

2. As a do-nothing declision.

3. As expllclit collective social or political action.

The space producer can express his values...

1. As an Individual selective response to user stimull.
2. As a collective response to external forces.

Political Infrastructure reflacts values...

. Of the constituency through laws and ordinances.

. 0Of the pollitical administration through discretionary prodedure.
. Through devices for public hearings and appeals.

. By weans of the threat of future politfcal action.

A N

Thus to examine social values In decislon maMisgchad social impact of
real estate solutions on soclety Involves the real estate process jn an

almost infinite varlety of beshavioral models of the political and social

1. Some simplistic historlcal surveys may be useful

proces



Urban Land 550
Lecture #3

In 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 criteria 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 real estate major.

A. The four, somewhat arbitrary subsystems of attributes relative to

land are:

. Physical static attributes

2. OQOrganic eco-system attributes

3. Dynamic social attributes

., 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 financial planning for the cash cycle include:

. 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. Indirect capital cost

Schedule of revenue and expenses

Assumptions of a finmancing plan

Assumptions of income tax strategy

Heasures of risk (potantial variance between plan and realization)
. Measures of yield

Co~ ONT B

. Static physical attributes ultimatley define the cubage available to

contain an activity.

A. Size and shape of parcel

Frontage - filling station versus movie theater
Width - cicculation versus us able area - double loading corridor + office
Depth -~ need for access - frontage or apartment
Effective building area - setback zoning, deed restrictions, ground

cover area, FAR density
5. Shape-structure relationship

LS D -
- .

B. Topography

1. Degree of slope - zero to 12% buildablie - cut and fill cost
2, Elevation from access point
3. Drainage



1.

C. Seil and sub-soil conditions

. Bearlng qualities
2. Expansion and stability characteristics
3. Permeability - drainage and septic percolation

D. Utility infrastructure

Municlipal or private sewer and avallability of hook-up permits

Cost and capacity of electrical service

Availability and cost of water (Madison has metropolitan sewer

but clty water)

Availability of gas and gas service permits

Availability of telephone service (definition of districts-Westowne)
Availability of fire service and rate classification

Availability of muncipal services such as police, garbage disposal
cable TV, etc.

-

N U R —

E. Existing improvements

. Survey monuments, etc.
2. Underground utility easements
3. Abandoned foundations, mining shafts, quarries, etc.

Organic eco system attributes are concerned with the relationship of the
site to the general ecofolgy of its environments and the impact that

any alteration of the site on the natural systems of which it is a

part.

A. Water conditians

1. Ground water contamination or recharge

2. Surface water run-off and erosion

3. Siltation of lakeshores and streambeds

L, 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

L. Damage to significant animal or insect habitat

C. Alteration of micra climate
D,

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 activities at other locations.

A. The urban land economist deflines any single activity as an establishment.
A family 1s an establishment, a church, Oscar Mayers, or a store
at Westowne.



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 tied directly to a major student pedestrian thoroughfare.

1. Many linkages may be physical such as pedestrian bridges or
the truck stop at the interchange dowmramp.

2. Most linkages are more mental in terms of convenience and time
or street intelligence or “amenities''.

3. Amenities are the esthetic satisfactions and comforts which
individually cannot be priced, such as the tone of the neigh-
borhoad created by parks, and trees, etc.

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).

Site linkages are a key to feasibility. The West Allis Inn exaogle.

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 ansilary services.

A set of linkages, physical or mental,of any particular parcel

is called the situs pattern. A situs pattern suggests a use and a
use defines the deserved situs pattern.

The relationship of establishment activities is not only rational
in terms of obvious motivation of convenience, economy, etc.,

but is also subtie and to some degree irrational conditioning of
the mind.

1. ldentification 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 neighbarhood.

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.

L. 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

dijscopfort while in the store itself. Thus the approach zone to
the site is an important !inkage.



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:

Physical static attributes

Organic eco-system attributes

Dynamic soclal attributes

Public and private legal attributes (the lecture will be limited
to the first three)

Bl WU L
P

B. All these attributes each affect the cash flow c¢ycle characteristic
of any enterprise or establishment located on a particular site.

L. Elements of financial planning for a real estate enterprise cash
cyele 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, indlrect capital cost

. Schedule of revenue and expenses

. Assumptions of a financing plan

. Assumptions of income tax strategy

. Measures of risk (potential variance between plan and realizatlon)
. Measures of yield

oo~ Chun -

Il. Static physical 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
Width - circulation versus usable area - double loading
corridor + office or apartment

3. Depth - need for access - frontage

L., Effective building area - setback zoning, deed restrictions,
ground cover area, FAR density

5. Shape-structure relationship

B. Tapography

1. Degree of slope - zera to 12% buildable - cut and fill cost
2. Elevation from access point
3. Drainage

C. Sail and sub-soil conditions
1. 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



Cost and capacity of electrical service

Availability and cost of water

Availability of gas and gas service permits

Availability of telephone service

Availability of fire service and rate classification

Availability of muncipal services such as police, garbage disposal,
cable TV, etc.

. *
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E. Existing improvements

1. Survey monuments, ete.
2. Underground utility easements
3. Abandoned foundations, mining shafts, quarries, etc.

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

1. Ground water contamination or recharge
2. Surface water runoff and erosion

3. Siltatioh 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 chalns.

L. Damage to significant animal or insect hatitat

C. Alteration of micro climate

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 establ ishment
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 in terms of convenience, time, economy, etc.

3. Linkages may be cumulative In terms of esthetic satisfactions

and comforts which are called amenitles.

C. A single family home has a set of linkages to schools, shopping,

jabs, recreation, or social structure.

D. Site linkages are a key to feasibility of a store or motel.

E. A set of linkages 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 Horman Hall and Defensible Space by Oscar
2. Anxiety-security-privacy Newman
3. Community-neighborhood-family-individual "zoning' by means of
audio visual conirols and patterns

k. 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 is that there are three critical
factors in real estate - location, location, and location. Those who Tove
to quote it seldom can define systematically the elements of location.

A. Linkage attributes are the ties of the subject property teo networks of
supporting infrastructure which 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 maoves bhest from the borders of the subject property otutward
to expanding zones containing potential demand sources or competitive
supplies of space. Analysis moves best from physical networks to
intangible ties and relationships 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 availability or

dependency on:

1. Sewage processing, storm water retention, and storm run-off provisions.
(I1BM 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.

L., Public service zoning for fire and police, rail switching zones, etc.

5. Access networks include street, sidewalk, rail, gallerias, 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.

E. Possible dependency on availabhle resources of underutilized labor and
potential employees, timber and other natural resources, water {lows
in streams or underground, ctc.

F. Relationship of subject site to generators of potential needs and uses
for the subject site, such as:

. Employment centers

Schaol system alternatives

Retail services

Complimentary existing nearby uses

N -



. Recreational services
Health care systems
Security systems

Waste disposal services

Co~J Ch N

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.
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 decision 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 contreolled 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 air 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 politicians or vested interest groups.

H. Historical community reputation and values attached to the project
site and structures.

Compatibility of Alternative Uses With 0ff-Site Factors
Individual user needs are reflected in the first four attributes while the
collected community of consumers is considered under the broadest definition
of environmental attributes. The collective community is generally represented
by political administrators so a land use must be 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. Silhouette of social impact in terms of public perceptions of:

1. Displacement of existing residents and neighborhood units
2. Contribution to social integration or mobility barriers



3. Contribution to land use heterogeneity

L4, Contribution to regional and community master plans
Fiscal impact on the community where apptropriate:

1. Direct impact on real estate tax revenues

2. Direct impact on other governemental revenue

3. Direct impact on incremental government

L, Secondary contributions to local government revenues
L. Secondary cost burdens created for local communities
Social factors in the ethical environment:

1. lmpact 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

L. Potntial uses requiring unique political resources or private/public
conseriiums

Alternative Use Scenarios Require Further Testing

The site in search of a use is first inventoried for its apparent attributes
in each of the five sets above In order to identify technically possible
alternatives. These alternatives must be further screened Tor financial
viability.

A,

Reference to Exhibit | sketches the flow of analysis. |t is a repetitive
cycle in which surviving uses are further refined relative to market,
salvency, infrastructure and investing.

The critical element of financial viability (i.e., solvency and perhaps
profit) is effective market demand. Market attributes include macro-
markets inherent in 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.

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.

The uses which survive solvency tests for the individual investor then
must be related to the financial and physical infrastructure of community
needs and priorities as well as financial capacities, At this point

the ideal use may be modified by short term political consideration

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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I11.

Physical (Static) Attributes of the Site and Its lmprovements

A, The analysis of static site attributes which begin to narrow
the potential gslternative 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, shape, and lot area

2, Topography, solls, geology, slope stabllity, bearing
capacity, septic tank suitability, potential for subsidence,

3. Weter table, wellg, streams, ponds, storm water swales,
shoreland edges, bulkhead lines, flood plain desigmations, et

i4, Flore and fauna which enhance marketabdbility or which might
ceuse environmental impact litigation

5. Concealed utility eesements, o0ld foundations| etc,

€. Existing on-site utility services and capacity

7« Access points to public thoroughfares or private rightecf=-
WAYE,

8. Site improvements such as paving, retaining walls,
pedestrian peths, culverts, etc,

9. Lanimark attributesz or historical site features

10, Define physical system subsyetems

a. foundation systerx k., horizontal circulation syste
b, structural system i, vertical circuletion systenm
¢, Tloor system Jo 1life safety sycstem

d. ceiling systen k. electricsel Bystem

e, roof system 1. plurbing syster

f. exterior wall sycstem n, HVAC system

g. interior wall sgysten n. site circulation system

0. 80cial corntrol system

B. Numerous courses are offered at the UW-Madison which touch upcn
thege topical ereas {see course listirngs for the following
departments, amonz others: lendscape architecture, civil engineer
ing, land rescurces, and real eestzte), All personc active in
tre field of resl egtate should heve gt least er introluctery
knowleigse of these topical aress to better sppreciete anz to
unzerstans the raxificationes of the physicel rnsture of the
recl estate profuct. Experts shoull be ¢ensultel whenever
appropriste.

legal-Political Attributes

A, In Anglo-American law, resl estate ownershir is usuelly viewed
as consisting of a '"bundle of righte.®* The bunile includes!

1. Right of possession
2. Bight of eccntrol
a. Right of enjoyment

« BRight of disposition

B. These rights are not absolute, however. The law througch
legislation, contract, and precedent allocates and defines
time, benefit, privileges, and responsibilities of use,

C. The law i8 a reflection of the political machinery by which
gociety expresses its values, objectives, and priorities,

including both a collective and individusl preference for
land use,



D.

E.

e

The actual private rights to use and benefit are those which
remain after the public has exercised its right to control
through the police power, its share of benefits through the
power to tax, and its priority over the private positicn
through the power to condemn or expropriate,

The analysis of legal attributes should move from specific
limitationse on the site ilmposed by the righte of others to
restrictive oconvenantsg, private controle, etec, to public
sector controle and regulations, It is important to recog-
nize not only the black letter law but the composition of
thoee suthoritlies who have discreticnary responsibility

for interpretation, enforcement, or amendzment of these
controles relative to future uses of the site,

1,

3.

9.

Preehold estates

a, fee simple absolute

b, defeesible feesg
¢. 1life estate

Leasehold estates

e. ectate for yvears

b. estete from pericd to period
c. estate at will

d, estate mt sufferance

Konpossessory intereste

8. easements

b. profit

C. l1llcense

d. security intereste

-
1

Lersl cescrivtion and mezsurement
8. govermment survey mwethod

b. metes & bource

¢. FieTiins

d., Sstreet address

e, reference tc outsice fects

Bestrictive ccvenzntis limiting use, re-use, or modificaticn
of the prcperty,

Aorlicatle zoning ordiinances and building code limitations

on use (type and extent), including: alternative setback lirne
reight liritations, floor aree ratio (PAR), parking reguire-
ments, dwelling unit (DU) density limitations, etc.

Special zoning options which may be available at owner's
option such as rezoning, down-zoning, PUD zoning, etc,

Special controls imposed by other communities through
extraterritoriael zoning, tax conservancy commitments,
urnan renewal districts, tax increment districts, county
regulation of subdivision, and overlapping jurisdiction.

Special state constraints on uses affecting shorelends,
state highways, state airperts, etc., including state

industriael building code.



F.

G.

H,

10.

11,

12.

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.

Since the building process takes time, impending
legislation is important and regulastions require
interpretation or public hearings so that publlc
attitudes and expectations may modify black letter law.

A hidden source of regulatiocn are the rules which
control the lending institutions which lend the money,
For example, they cannot lend on any properties located
in 8 desigrated flood plain except under certain condi-
tions which include commnunity participation in flood
prevention programs.

Sites that border rivers or bodies of water may have water rights

1. Riparian rights

2 Prior appropriation

3. Littoral rights

L, Accretion

5. Avulsion

Conceptually, real estate is often divided intc three physical
levels:

1. Ezarth's surface and attachments

2.
3.

4Lir spzace
Subsurface space

Forms of ownership include:

ST i B o e
« » w @ B & @

Single ownershic

Tenancy in commen

Joint terancy with right of survivorship
Tensnevy by the entirety

Comrunity propercy

Condominiuis

Ccocperatives

Lecal Entities for Owring Eesl Estzte Interects

1.
2.
5
5.
6l

7

General partnershipo
Lirited partoership
Corporstion

Lend trust

BREIT

Syndicate

Joint venture

Transfering title to real estate

Purchese and sale
Inheritance

Gift

Foreclosure or tax sale
Adverse possession
Escheat

Eminent domain
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K. Examining and Insurlng Title

1. Good and marketable title

2. Abvstract of title

E. Restrictions, security intereste, liens
. Title insurance

L. Elements of Sales Contracte:

1. tual agreement

2, BRemlity of assent

z. Legal capacity to contract
« Congideration

£, Legality of the transaction

é. Contract in writing

M. Purchese options
N. Types of Deeds:
1, General warrenty deed

&, covenrant of seisin

b. ccvenant of the right to convey
c. ececvensnt sgsinst encumbrances
d. covenant of gquiet enjoyment

2, Special warranty deed
a. Quitclainm deed
« Sheriff's deed
5. Executor's deed
6. Tax deed

0. Eeccrding deeds
Actuzl nctice

L ]
« Ccrmsiructive notice
. Hereetvpe gr2tutes VeE. notlice-ty¥pe gtlatutes

L) -

Areivels cf the Pnysicel and lezel-Politicel Attributes ¢f the Site

L. & Treliminsry arzlvelie of These gtiributes permits the experiernce:
aralvst to disceré the mejicrity of alternstive user and to select
a set ¢f pieucitle gliternztive uvees which we wilil cgll scensrics
~~ courses of action whicr erould be anslyzei further in terme of
marketiprs, pricine, cogtirg, and aecceptablility.

E. Trese initisl screens for elimination need to be refined by
reference to the dyrexic attributes, linkege &sttributes, and
environmental constraints which cherscterize the property.

C. Sometimes legal-political sttributes and physical attributes
are related. PFor exsmple, if physical attributes preclude
development of the site as it is currently zoned, thean the

landowner may have a case for the rezonling of his site or for
a varilance,

D. ©Some static attributee may help identify most probeble user types
while other attributes will make certain uses unlikely,

E., Some static or legel-political attributes can provide monopoly
advantages 1f they make the site unigue relative to other sites.



BUILDING ERVELOPE mna‘.ocr + P.S.fL

1) Let Size - the area of the 1ot {(in sq. ft.).

2) Area Lest to Set-backs =~ the area around the
lot’s perimeter which mist be laft vacant
(dus to zoning regulation and/or deed re-
strietion).

3) Budldadle Area = Lot Size = Area Lost to
Set-backs

Mani
4) Floor Area Ratis (FAR) - the maximum total
floor area allowed as a ratio te lot sixe,

PMaxt
£) Maximum Allowable Floor Area = Lot Sige X FAR

6) Standard Allecatien Unit (SAU) < an areal unmnit

of measurement incorporating the proportiemal

mix of lot usea® required by the zoning code
for a proposed use of a given silte,

*e.g., OpPen space, parking space, & the bulld-~

ing itself
7) Number of SAUs on Lot = Builda®le Area / SAU
'8) Lot Area Regquirementas

Type of Ninimum Let Area
Dwalling Unit Per Dwelling Unkt
Efficlency 700 sq. ft,
One bedroom 1,000 * "
Twoe bedroom 1,300 = *
plus an additiomal 300 sq. ft. of lot

area for each additional bedroom in ex-
oess of 2 in a dwelllng unit,

9) Perking Reculremenits - By typs of usei
1 ror aparimeni
1 per 300 8q. f't. of net rentable area of
office mpace
5 per bowling lane
etes

10) Useakle Open Space Requirements - at least
140 om  F+. af nmaatrla anen anace Tor each

/207

700" - »
7 4 7/ 0°
L/ /}
/]
*ﬂm ya+- /5’
) Y
20 //f
Lot Sises Area iout te BRrildavle
12,000 sqefts Set-backs Areas 6,800

$9200 mq.fts

Total Floor Areass
é x 50' x 80* = 28,0000

Pleer Ares Ratie:
24,000/12,000 = 2

sol + 05

efficiency unit or one-bedroom unit, plus
an additiomal 160 sq. ft. for each addi-
tiemal bedroom in excess of one in a dwelle
ing unit :

- ="up to 50% of this open space can ba on the
roof or btmleonies,

11) Buildimg Rfficiency Factors = percentage
of net rentable area te gress building
arsa; decreases with increasing height
of tuillding (i.e., # of stories),



ONE-STORY BETAIL BUILDING
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1. Lot Size: 1801x120'=21,600~

2. Area Lost to Setbacks:
a. Bestrictive Covenant:
BFront yard: 10!'x180'=1,8007
Side yard: 10'x110'=1,100
b. Zoning:
Front yard: 3'x 10'= 30
Total =2,530~

3. Buildable Area:
21,600% - 2,930% = 18,670

4, Maximum Allowable Floor Area:
3 x 21,6007 = 64,8007

5. Calculation of SAU:
Net BEF Gross
Bullding 3002+, 90 = 333, 33°
Parking 375% =
SAU = 708.,33%°

6. Number of SAUs within Buildzble
Arez:

18,670% + 708,337 = 26,36 SAUs

Given Information:

7-

8.

G

10.

11.

Assune that there exists a restridc
covenant which requires a 10' setbhaclt
from all streetr and which forbids ar
*use! of the setback area,

Assume that the building efficiency
factor for this one-story retail
building will be .90.

Total Building Area: Gross Net

26.36 x 333.33 x 1=8,737% 7,908 %
26.36 x jgg 331 = e 208

Parking Area: Gross
26.36 x 375 = 9,885 %
Bzse Area Check:

e @
arsl:
Total 1'3‘,'675‘2

Is there a difference between #3
and #9? Only 2¥ due to rounding.

Jllustrate below how you might
allocate the required building

and parking areas to the site,

Be sure to indicate setback lines,
draw to scale, and show dimensions.
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TWO=STORY BUILDING
FIRST FLOOR RETAYL & SECOND FLOOR 500 NET $Q. FT. EFFICIENCIES
(Assume that the building efficiancy factor is .85.)

1. Lot Size: 180'x120'm21,600% 11, Parking Area: Gross
Apartments 3,334 « 11.86x281,25*
2, Area Lost to Setbacks: Retall 7,413 «—11,86x625"
a, Restrictive Covenants: Total 10,7497
Pront yard: 10'x180'=1,800%
Side yard: 10'x110'=1,100 12. Open Space: Gross
b. Zoning: On ground OhL3%—11.86x 80
Pront yard: 3'x 10'=___ 30 On roof 49 «— (ditto)
Total =2,930% _3‘31, 8% |
3. Buildable Area: - 13, Base Area Check: Gross
21,6007 - 2,930% = 18,670 ,
Building 6,977
4. Maximum Allowable Floor Area: Parking 10,749
3 x 21,600% =« 64,8007 Open Space 4y
Total 18,

5, Maximum Number of Apartments
Allowgg by Lot Ares Requirements: 14, Is there a difference between #3
21,6007+ 700z~ 30,86 »30 apts. and #137% 1If so, how much? Why?
Only ¥ due to_rounding.

&, Calculation of SAU: Net BEF Gross

Building 500%, 85568, 2415, 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, (300/300)375 =62 the site. Be sure to indicate
SAU = 1,57&.59’ setback lines, draw to scale, and
include dimensions.
7. Number of SAUs within ildable

Area: 18,670%=1,574.49,= 11.865AUs 180 ,
8. Number of Apartments on Lot Based e 4
on No., of SAUs w/in Buildable Area: - if;i ¥ '17
11.86 SAUs x 1 floor of apts. 54U v Bulding saif | 1 |
= 11.86 apts. Lo

AV

largest number of apartments that
can be built is: 11.86& apts.

iéjégpékﬁ( &fﬁﬁtm

N
%

10, Total Building Area: QGross Net

Apartments 6,9?7n 5,933’“I
Retail 977 5,%%
Kj)n,%u 11,8607
11.86 x 58B.24

=
i
| .
9. Given constraints #5 and #8, the | e
!
}
{
|
;
I
11,86 x 500F L

|
|
L

N N DS

Sca\z: l¢'|| = ‘»‘a‘
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SELECTED SAU FORMULAS (FOR MADISON €2 ZONING DISTRICT)

CASE 1: Firat floor retail¥*, upper floor(s) apartments

NET B,E.F, OROSS

Net alze .
Bullding (of apt, ins) + -

of floors, # of pkg. spaces
. Apartment Parking (#of apta, )(requigeg peg apt.) 3754 + 1,00 =
]
Open Space ( " )(ﬁeﬁraﬁﬁ,)(.5) 1607 + 1,00 =
Net siz
Retail* Parking [Cor :pt:? he,rf) < 3007] 3787+ 1,00 =

AU =

CASE 2: 1If only apartments are present, then omit the "Retall Parking” line,

CASE 3: If only retail* gpace, then use this format:

NET B,E,F,  GROSS
Bullding | 3008 + -
Retall* Parking (# of floors) 3758 -+ 1,00 =
SAU =

* YOffige" can be substituted for “Retail” in these formulas for Madison's 2 District,



Dioc. Sn. #2: Lepal Descriptions /‘lznording of Data / Land Use Controls

I. Legal Description of Real Estate

A. Government Survey Systen B, Metes & Bounds
Meridian - how 1t works:
Parallel
Principal - wrt rural land:
Meridian :

= Wrt urban land:
Base Line

Ca Plats

Tier

- how created:
Range
Township
-~ 8ize

= numbering

Township Tler , Range

Section
~ glze
« numbering

= how used:

D, Streat Addrass

~ OK to use fort
Section of Township Tier ,
Range - problems with:

Fractional Parls
- description
- 8ize ' E. Reference to Outside Facta

~ valid only if:




I11. Recording of Data

111,

A, Reglater of Deeds
B, Constructive Notige
C., Actual Notice

Land Use Controls
- intent:
- how used:
A, Private Secotor
1. Restrictive Covenant

- created by:

- must be racordad
= renawal in WI:

- common restrictions:
2, Eagement

- definition:

- how used:
B, Public Sector
1, Zoning

- concapt:

- evolutiont

. LR Y LT QUL Ry

3.

Te

8.

Subdivision Regulationg
- when apply:

- intent:

- extra-territorial:

= requirements:
Official Map

- shows:

- guarantees:

Safety Codes

- intent:

= periodic inspections:
Highway Aocess Restrictions
- access!

Shoreland Zoning

- intent:

-~ provisions:
Floodplain Zoning

= intent:

- DNR:

Interstate Sales of Subdivided Land
-~ when apply:

~ intent:

-~ requirements:



Discussion Section Income Taxes & vepreclation

Tax Law - understand the ramifications: 2) useful life = the number of years ovar which
the asset will be depreciated for tax purposes
. pevenue source 3) method of depreciation - straight-line,
» is the tax burdewn eguitable? declining balance, ete.
. a tool to conduct soeial policy
«continually evolving *» Example of Straight-Line Depreciations
Economic 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. % Ggaful 1ife * Original Jeprecmue.
Property Type Period (¥rs.,) _Method Recapture* basis
1
Residential 15 - 8L No Annual dep.== TEygaps X $75,000 = $5,000/year
175% DB Execess Dep. 15 years
35 SL No
L5 SL No *Example of 175% Declining Balance Method of Dep.
. ' 1 . .
Nonresidential 15 SL No Dep. in ¥r. § = 1.75 ¥ gaful 13 ::Rema}nlyg Bal,
175% DB All Deprec, (beginning of
25 SL No Notes Remaining balance = year)
5 SL No Original depreciable basis minug
lated d iati
Subsidized 15 sL, No aceumulated depreciation
] 44
Housing 35 20§§ DB Excggs Dep¥™  Givens Cost = $74,000; Useful life = 15 yrs.
1 _
k5 SL No Dep. in ¥r. 1 = 1.75%T% yraX$75,000x$8750
# Residential and nonresidential real estate is " - o g
subject to 100% recapture if held less than 12 mths. z = ¥ o xbes2so =$7729

Subsidized housing is subject to recapture of excess %
depreciation if held less than 12 months. " "t 3= " x$5825/ =$6827
#* This excess deprec'n is phased out gradually(wrt
being recaptured)

ete,

¥ Long-term Capital Gain Treatment on the Sale of

#¥¢ Depreciations Froperty

+« the deduction of a noncash expense from income
before arriving at taxable inecome

» recognizes the dimunition of value over time (i.e.,
losses from wearing out)

+«+this has not been the case historically with real

s Necessary conditionss
1) the property must be considered a “capital
asset” or a "Section 1231* property under
the tax code definition
2) the properiy must be owned for a period

estate greater than 12 months
' 3) the investor cannot be considered a
*Needs dealer in real astate

. ""4—) the S-L dep. method was used (for full C.&.

. . - tal

1) depreciable basis = the amount of capita * Long Form c }hiz?";‘ﬁiai‘fa treatment)
ﬂ;;i ]

expenditures allocated to_improvements, ' egial 1 ividual® fax b or 8% if a curperdﬁqn




Taxation of Total Gair¥ upon Sale of Property

Dollars
(000s)

A
140,000 +

120,000 -

3 Capital gain,

100,000

B
3

.} Capital gain if residentisl or if
D S-1 was used on nonresidential;

80,000 4+ ordinary income otherwise.
Ordinary income (recapture of
' excess depreciation) regard-
60,000 4 I less of property type.
40,000 4 l
l
20,000 + ]
[
o} $ } $ » fear
3

H O a w >

i 2
25% 75%

Purchase price of property (land & improvements) = $100,0‘

Net sales price (after selling expenses) = $112,000

Original basis of property = $100,000

Adjusted basis using S-L depreciation = $85,000

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, then:

Total gain = B = E = $112,000 - $76,694 = $35,306
Capital gain = B = C = $112,000 -~ $100,000 = $12,000
Ordinary income = C - 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 4% .-.n'mrlc 3"’0"1""1 in Pr‘QJec‘l‘ value,
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FORHAT
ANNUAL CASH FLOUW STATEMENT

YEAR--~~ 1
GROSS FOTENTIAL INCONE

LESS VACANCY ALLOWANCE
ABD OTHER INCONE FRON SERVICE SALES
EFFECTIVE GRDSS INCOME
LESS REAL ESTATE TAXES
LESS OPERATING EXPENSES
HET OPERATIHG INCONE
LESS DEPRECIATION
LESS INTEREST
TAXAKLE INCOHE
PLUS DEPRECIATION
LESS FRINCIPAL PAYHENTS
CASH THROW-OFF
LESS IHCOME TAXES
LESS RESERVES
CASH FROK OPERATIONS
WORKING CAPITAL LOAN(CUNULATIVE BALANCE)
DISTRIBUTABLE CASK AFTER TAXES
PLUS TAX SAVINGS ON OTHER INCONE
PLUS SURPLUS FROK REFINANCING

SPENDABLE CASH AFTER TAXES
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Business 550
Physical and Legal Attributes of Real Estate
Lecture #2 Outline

Application of Most Fitting use and Probable Use Concepts

A,

An

The most fitting use is that use which is the optimal reconciliation
of effective consumer demand, the cost of production, and the fiscal
and environmental impact on third parties, given the limitations on
constraints of a specific parcel and existing improvements. Ultimately
reconeciliation Involves financial Impact analysis on "who pays' and
"who benefits."

The most probable use will be something less than the normative and
idealistic 'most fitting use', depending on short term constraints

imposed by the stats of real estate technclogy, short term market
shortages and surpluses, current palitical factors and short term solvency
pressures on consumer, producers or public agancies,

Fit implies that we can first define the context or elements in a
design problem which are flixed, 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.
Des ign means the socftware 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.

The next several lectures are concerneéd with the probiem 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.

Inductive Approach ta Analysis

Before identiflcation of a specific consumer target, producar 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 hroader areas of concern.

A.

Far all real astate problem soglving there are basically only three
situations:

. Site in search of a use

2. A use in search of a site

3. An investor seeking a real estate opportunity to improve his
spendable cash or net worth position

A physical analysis of a real estate parcel in the search for Iimltations
and opportunities should include:

Physical attributes of the site and improvements

- Legal-palitical attributes controlling use and reuse

Linkage attributes which in combination create that illusive
slement of location.

Dymanic attributes

. Environmental attributes of the site in relation to off-site natural
syatems

B vk —
. 1 .



C. Statlc 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. Topography, 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.

5. Concealed utility easements, old foundations, etc.

6. Existing on-site utility services and capacity.

7. Access points to public thoroughfares or private r{ght-of-ways
3

. Site improvements such as paving, retaining walls, pedestrian
paths, culverts, etc.

9, Landmark attributes or historical site features.

10. Define physical system sub-systems

a. Faoundation system X j#zﬂd%#
b. Structural system Al

c.. Floor system J ek !Mgtz:w
d. Ceillng system jr P M! ol
e. Roof system Feed
f. Exterior 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.
It is Important to recognize not only the biack letter law but the
composition of those authorities who have discretionary responsibility
for Interpretatlion, 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 deseription, its accuracy, and implied transfers.

3. All local ordinances defining alternative setback Tines and height
limitations in order to identify alternative building envelopes
permissible on. the site.

4, Private convenants limiting use, re-use, or medification 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, atc.

7. Special controls imposed by other communities through extra
territorial zoning, 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. Tncluding state industrial building code.

9. Special fedaral constraints such as airport approach zane districts,
harbaor 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, impeanding legislation is
important and regulations require interpretation or public hearings
so that public attitudes and expectations may modify black letter
law.

11. A hidden sourceof regulation are the rules which control the lending
institutions which Tend the money. For example they cannot lend
on any properties laocated in a designated flood plain except under
caertain conditions which include community participation in flood
prevention programs.

Analysis of the Physical, Legal, and Political Attributes of the Site

A.preliminary analysis of these attributes permits the experienced analyst
to discard themajority 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 initfal screens for elimination need to be refined by referenca to
the dynamic, and Iinkage attributes and environmental constraints which
characterize the property. Sometimes legal and physical are related.

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«i. A developer thought he could afford to take advantage of

a park by putting in extensive foundatlon improvements and siting the
bullding to minimize window openings facing the railvard. Excessive
costs were anly possible by finance by a Timited partnership. Eventually
a legal issue ensued as to whether best use of the site was commercial

or residential.

Some static attribues may help identify most probable user types

(Ex. special display window sizes may be suitable for antique ar art
display) while attributes will make certain uses unlikely (Ex. floor
load limitatlions of fire proofing weights required of places of public
assembly).

Some static or legal attributes can provide monopoly advantages

because suitability is unique 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
of cluster of people creates certain economies for any exchange system.
A, Clustering permits internal econonies of scale due to increased specialization
of labor and enterprise and reduced distribution costs.

B. External ecconomies may be the result of increcased logistical support
made possible by agglomeration. For example, sewer line in 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
systen.

C. Communication is an essential byproduct of clustering because it
fosters innovation and reduces the cost of mistakes or duplication
of effort.

D. Jevertheless, the arginal 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 1land

economics is suggested by the simple tradeoff diagram A.

ALSERNATIVE
FPRodreT/on AerHons

Use€u (Effectr of
Ovt pul tmproiemenT

o (rn 7TransparT
Trang por. Techmnoulogy )
Tatiey

(—> #oaore "Useful OvIpvl™
pr Lewey Deps/tTiex)

TFeocal Ol peT
Peiairbhitil ies

High<—— Dens.Zy o Develop?rewnT — Louiv

2, The arrows labeled 1,2,3,4 show progressive reduction in
transportation costs (below the arrows) and successive Increases
in useful output given AR/TREFESETIRG/dbhrEés/ ot/ L1ddLérIng

despite declining degrees of clustering:

3. VWhen 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.



There are many different theaories by economic geography as to what is
an efficient location for different types of enterprises. Urban
Geography 1s a useful course areca for real estate majors. A few
demonstrative theories follow:

A. A welght-gaining process - product gets heavier as it reaches the
market ~ that is an increase in cost per mile of transportation
the more complete the product.

1. The more significant the weight-gaining process the closer the
enterprise to its market, assuming the other costs of preduction
are Tdentical. Transportation cost not only reflects weight and
distance but bulk (modular homes}, perishability and fragility
(bread) and this assumes all 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 conceal costs
with discriminatory rating, delivered pricing, etc. eventually
the pattern of business locatlen is less than efficient for the
econony as a whole.

3. It is also assumed 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, 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 invelved 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

cast are minimal in relation to value added, suchas diamond cutting
or the manufacture of transistor diodes.

E. The way station of accommodating translients.

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) - i.e., pattern of urban land uses. Such pattern is
relatlve 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 ofl refineries 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.



2. Frequency distribution modes influence values, pattern of retail
and public facilities, and particularly the transportation system.

3. High density office buildings as compared to low density of
employees in factory buildings will influence their relative
locatlons and transportation linkages.

Definition of land use categories will influence our ability to study
spatial arrangements In terms of diversity of land uses and locational
tendencies of these uses. Diagram B of the average distribution of
land by forty-eight (48) large cities shows the relative significance
by 5 broad categorlies and 1t should be noted that while residential
is the largest single class, it Is far less than 1/2 all the land use.

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 beneflit:

1. Efficiency is aggregate expenditure for internal transportation.
ldeal 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 reiative homogeniety.
L, Control of external cost such as traffic or noise nuisance.

5. Flexibility to absorlb 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.

This is not an exhaustive list of criteria for urban land use patterns
but 1t might suggest that with proper definition one could select a
land use pattern which was best although that itself has some
unattractive implications.,

0f 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 Tind it
and we must adapt to physical limitations of the land. levertheless
your textbook will explore certain basic interaction patterns such
as Hoyt, multiple nuclear patterns, star patterns, etc.

Vithin a certain laosely 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 fellowing diagram A:

e v . pvelie e ML O RS | — A  ——

i Systems for ldentification
of Alternative Courses
of Action

Decision Recommendatiaon

Criteria

Data

Value System Expressed by
Strategic Objectives and
SelectionStandards

L—-—--q-—- “”-———l
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Diagram A

A. Social content or impact of real estate is found in:

1. Decision procedures cf users, producers, and public agencies.

2, |Impact of past real estate decisions on future behavior of individuals

and soclial groups.
3. Winston Churchill - "We first shape our buildings and then our
bulldings 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.

€. 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 making-and soclal impact of
real estate solutions on society involves the real estate process in an
almost infinite variety of behavioral models of the political and social
process. Thus land economics grew out of the school of instituticnal
economics which saw economics as a by-product of soclal organization.



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 desirahle order so that social need was
reflected in urban forms.

B. Interaction was slwplistic In priaority, defense, commerce, religion, etc.

C. Form builders made changes in traditional procedures only in response
to significant and obvious irritation, misflts.in the form fit to
the context such as the London fire, the cannon, or disease from
palluted water.

D~1 Pefenslve town - Naarden

D-2 Roman military town - Aosta

D=3 Inca store town - Pikillacta

D-4 Peking - Tartar City - Imperial City - Forbidden City
D-5 Canal structure of Amsterdam

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

€. Technolegical explosion in communication, transportation, and building
structures

D. Property rights were a populous emotional experience

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.

E. Citles grew llke 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.

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 willl Ysilt up in urban slums,' and
Thomas Jefferson believed cities would he the ruination of American
democracy. He advocated that manufacturing remain in Europe and that the
loss in transportation and trade over the Atlantic would ke offset by

the happiness of life in America.



If there was a consensus as to form of the city beautiful it was
essentially an twa romantic images - to the central plaza as the
focus of the city for gavernment 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 longet 1s 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 Tnductively
what has taken place as the community '"growed 1ike Topsy."

3. It should be noted that most American towns originally had
a plan - Philadelphia, the courthouse square of Georgia, the
grid plans aof 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,

A Greek clty planner by the name of Doxiadus points out that the
traditional concentric expension 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. If
a city is dynamic there is a fourth dimension, sepcifically time,
so that the city should be designed to expand logically in time as
well as height, width, and length.

1. He proposed that a city of the future be designed to expand
in only one direction at a time so that the city could accept
populatlion pressure and changing technology without having te
tear down or desert its historlcal bulldings and past. He
calls his concept a Dynapolis.

2. Compare that concept to the radial, sectar, and multiple-nucleili
in vour textbook.
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Parception of City Structure and Socirl Organization

I. When man settled down from the nomad's existence of hunter and food gatherexy

to

oultivate the solil and ralsc livestock, he developed the first forms of man

oriented spacial layouts: the village, rural town, and ciltadel.

In

its formative stagcs, this determination to provide ertificial shelter,

gpace, heat, light, and protection,as wWell as security for his clan and his
goods, regquired living in a selected environment in which the most advantag-
ecus leocation was chosen to bring nature under the centrol of man.,

A.

II.No
if
to

A,

The Neolithic Age is generally considered the Deginning of the village
soclety. From 8000 B.C. to the present, the agriculturalists have maintained
their settlements on the recurrent cycles of cuttivating, sowing, harvest-
Ing, and astering. Even the penent introduction of machanical assistonoce

to the process has deone little to change the spatial and functional relation-
ship of a kabbutz.of Israesl or Sudenesevillage zbng the iiiie {rem their
prehistoric predacsssors,

Bural towns must be as anclent ag the congept of berter exchange-~ the true
purpoese for their exlstance. The village cycle of hervest now has added to

1t the elements of market transfer, and dispersal. 1In sorth America, the
Germans and tne Dutsh knsw how to build uniform market towas, tut the

English and Scots adnerred to dispersed village planning, Zven ir towns

with foundatlions of purely urban character this 1ls true- resulting in ra.:sed
subdlvision lets of medern tilmes.

In addition te wvillage and market town, the thlird achlevement of men's sense
for spatiel layout was Lhe fortiliecd settlement or eitodel. It's origin

1s an Inextricably connected with sedentary living and Uhe mecunulablon of
wealth as the village or the market tovm, The mountain eor hilltep citaaels
far outnumber the fortified conbrol poinis on uwabterways and roads, tut in
every case, the common characteristics remalins the full exploltation of net-
ural advantages, The purest example of "high town" settlements were achieved
neither in Burope nor in Asia, but rether with the pre-ccolumbian cultures

of South and Central asmerica. The search lor high ground as the ultinate
form of natural defense was abandoned with the lntreduction of gun powger
and firvearms in the l4th, 15th, century,

concept of man-made environment ever dies and none ever becomes obsolete
sgelety has the peotential for maintalning 1ts statwquoe in terms of man-
-man interaction,

The drlive toward urhasnization has gripped nenkind since the third willernnioa
B.C.-observed by some experts as the longest substained lrratlonal impulse
in human history,. '

1, City life meant separation form natural resources, denfenses, and escaps
routes.

2. 1t meant passive exposure to faminejepldemic; conflasration; earthquake ;
and assault by sword, cannon, and ultimately by warplanes.

3. The conspicious desplay of urban wealth, the concentraticno of administra-
tive power in monwsental bulldings, had =z magic attraction for the have-
nots who attacked with monotoncus regularity the cities, "because this
1s where the money & goods sye.,”

4. As the cities rebulli, redeveloped, or renovated after each overt ov
covert onslaught, their spatial organizatlon changed and modlified
and thus doating older man-made environments ohsolete te contemporary
threats and fears.

5. The gains and curses of the first urban zge might have avaporated in the
inferno of incessant warfare 1f they had net proved so persuasive to
those who come to destroy them,

B.Man has bullt znd loved ciltles Lecauwse in the urban form he consbructs Lhe

superimage of his ideal self,

l. In the city man has been able Lo awplifly, beyond the Limits zllcowed by
the natural envircnment, the elements of human intellect: worship, power
over nature, consolidstion of human resources, knowledge, and weslth.

2, As urban cultures multiply by either self generation or assimnlation,
the variations on urban spatial laycut become more indiwvidualistiec,
Their orlegins, however, trace back to common wotivatlons and objectiws.
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3. All plenned cities are the interpreters of social myths
a, Nineteenth century cities were called upon to visualize the
myth of
-unlimited free interprise
=sucecessful colonialisnm
~regeneration ¢of splendors of past ages through ececlectic arch-
itecture
b. The twentieth centruy is in breathless pursult of the adequate
statement of the technological city as well as the image personal
freedom and unliuoited cholce.
L, Some erchitectural concepts take many generation to achieve perfection
Just as the social values that stand behind the spatial layout took
generations to become Lnstltutionzlized.

IIX,/The arohiteoctural sesthetics of the "heritage nf Greece and Romehave their
most inpact tLhrough the emphasis Ly renalssance scholaps to revive the

Homan architecture and planning axioms of Vitruvius' ten books on classical

architecture,

A, These nestalgle attempts to keep allve the Hellenistic traditions and
principles feel far short of theoretical objectives. Tnere was a obvlous
misfit between the social systems that develoned the spatial pattern of
third century B.C. Rome and the dense old quarters of medievel oities
of Flarence and Venice,

B. The best{ examvle trylng to lmpese the Hellenistice principles over
medleval reallty is the efforts of Peope 3izxtus V and hils architeect,

Fontana between 1585-390.

1, After the council of Trent (15%5-63), Pope Sixtus V decided to construch
cgngectins avenues between the seven mogt fanous pllgrimege churches
Q OME &

2. There is no evidence that Sixtus had intended a city wide renewal project

by changing sections of Rome from a maze of medieval slums into a
somprehensively plenned c¢ity with itts broad linear preccssional routcs

"with reclprecal vistas.

3. It 4= olear that Sixtus was concerned only with mobility and ease of
acoess for the religilous pilgrin thronss and was totally unconcerned
with the worldly Homans whe had strongly objected to the increased
pressurass from the church during the Counter Refermation.

L, Althoush Sixtus dod not live long cnough to see the fruits of his labors,
the resulis far exceeded the orlgianl expectalions,

a. The linear redevelopment was a triggering mechanlsms that would have
its effcets on continued redevelopment of Home Tor faur centuries.

b, The absclutist monarchs and their plammers who dominated the =rch-
ltectural activities of the sevenbeenbh & eilghtecnth centuries wers
greatly impressed by the popes brutal,mt effectlve approach. Thils
had thc obvious additlonal advantage of self-glorification and dis-
placemnt of dlazadvantaged populations from selected areas of medievel
¢ity slums. (not much different [rom the present interstate highway
displacement in our urkan areas.)

C. The attempts of Sixtus to alter the spatial vatitern of Bone sand later by
LtBnfant's propesed plan for the cllby of Washlnston set the stage for the
replanning of' the city of Paris.

1. Beron Haussmann was commissioned by Napoleon IIT in 1853 to redesign Paris
with the dual purnose of:

a. enhancing its real estate value by constructing modern boulevapds

b, sUppressing rilots by cutting through the mediev=l meze of a city whose
population was kriown Teor republicism and vielence.

2. Hausmann's concept is an expression of nineteenth-century commerolalism
daspotism vs. democracy, Just as 3ixtus' plen was an ecxpression of cleric
ves. secular urben political forcey,

3. Haussmann's achlevement was agaln only partially succezsfully because it
neglected the comnnective tissue of the nminor streets and completely ignored

any majeor road connections with the rural areas heyond the city. Thiz oroblem
st111 plagues the city today,

D. Modern pelitically oriented eity planning projects are still rather simple-
minded when 1t cozmes to develeplng a new variation on an old thenme.

1. Costa and Niemeyer planned and built Erasilie with 1200 foot wide avenues
that isolate completely segments of the city into manageable single use
units or super blocks as well as providing for a sense of monumentalltiy
and visual impact.

2. le Corbusier's plan for Chandigard, capital of the Punjob State in India,
atiempled and intercsting and sophistacted comnrise between the past and
present theories of space allecation thru the use of complete sub clty
seolord related to more formal commercial and governmental superblocks.
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1V, Up to this point we have been dicussing the issue ¢f major urban spaces wWnhich
are the domaln fo the public at large, but an even more important element of
oity structhure is the arrangemcnt of individual functlonal space users,

A,

There are a number of basic concepts of human settlement as presented Dy

S1bgl Moholy~Nagy in the Matrix af Man.

1, the geomorphlc approach is organic, characterized by interrelated growth
betwWeen landscape and bullding.

2. the concentric aporeach is edeolaglecal which hed as its focal peoint a
citadel of religious or military inmportance.

3. the orthogonal concepl 1g preguatic where the clty is constantly
changing requirements of communicatlions and expansioll.

The geomorphic and the concentric concents are static, because they are

predicated on gssummed absglutes- nature and faith or powar.

The orthogonal concept, based on man-made reallty and change, is fluld

permitting a greater variety of approaches.

In the Romels givilization, wealth and independence of its ruling class

were expressed exiravagantly free-form public tuildings and villas, the

discrimination and contempt for hirelings and serfs was expressed in the
modular grid towms Tailt for them.

1, This orthogonal concept has been transferred through the centuries,
interrupted only by the concenbric approach o the wecdleval ages, to
the colonization of the Americas.

2, Buch cities as Savannah, Philadelvhia, Indianapolis, and Gary and even
Jeffersont's Land Ordinance adepted by the Congress 1785 a1l go back fta
the orlginal Roman colonlalism plang.,

The opposite of the grld city is the merchant town. The merchant town layout

gained ascendancy over all the other planning concepts because it offered

participation in the drive for power to the majority. rrom the middie ol

the eleventh century te the present this meghod of planming has dominated.,

1. The theories that best explain the growth of the market town arc best
presented by the use of economic varizbles.

a, Hoytts concentric ring theory and Burgessts sector theory begin te explain

the relaticn of soclal to physical structure of the city by the factor
of site rent.

b, To the highest bldder goes the cholsoe losations for residentlal devel-
opuwant which includes high ground, view oriented slopes, and windward
sides of the eity.

¢, The working class took what was left and was 2llowed tohope for betier.

2, Studies of meny citles such as Manchsster, Ldinburgh, Pelfast, Londen,

New York, Chilcago, and otlhers have confirmed the hypothcsls of sectional

patterns of socio-sconamic status in which:

a, Addrcszss counts

b, Quarter acre ovaer-occupled plots are strongly cntreanched in all
western Eurcpean cultures.

¢, There is a noint of entry for recent imuigrants into all urban cenlers

d.

and these settlement vatterns have different locations for social groups.

The international unskilled and semi-gkilled imaipgrante Jocate in differant

housing sectors from the relatlvely well educated naiive young adulss on

the threshold of their preductlve years.

Mast cities have cleay sectional patbterning of soclo-economic stztus

attributes of populztion &s & result of

~ in the pre-industrial city, the upper stalus groups had strong
residence to worknlace ties with the C.E.D. while the remealnder of
the residents lived in small neighborhoods alsewhera

-~ improvements in transportatlon freed the upper class from their
Workplace ties

- & small number of high-status "rural retreats" tended to develop on
the Iringe of the urban center

- increased real income and changes of socletal stiructure created an
upper-niddie e¢lass that fellowed the rich to the frinze of the city

- changes in dwelling location hecame associated wlth the climb in
the status and soclal structure (filtering is one result)

- the upper class have the status and don't have tnhe pressure to relocate
to mark phases in their social ecyecle tut to the middle class there
is only one alternative , move up and out or laterally

- the majority of the middle class are now also freed from their work
place ties and ean afford the move away from the central c¢ity leaving
in the C.B.D. only those that do not have the resources to make the .
move - the urban poox



550 Lecture Qutline
Lessons to be Learned From llew Towns

The city is a comblnation of various enterprise systems

A.

B,

A residential system includes retail, recreational, and educational
facilities and financing.

The residentia} system must include a great variety of styles,
prices, tenures, and lecational patterns.

The retail system includes convenience shopping, neighborhood
services, downtown comparison shopping.

The recreational system includes open space, water systems, golf
courses, big structures like music pavillions and ice skating rinks
as well as very small personal tot lots, patios, private gardens,
and teenage hangouts.

The educational system and recreatlonail 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.

The transportation system also has a hierarchy from intarnational
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 solved the problem of linking internaticnally
and the mini-systems in the neighborhood but have failed to solve

the intermediate transportation probiem between village and village

or between village neighborhcod and downtown core.

Utility systems today include water, sewer, storm water, environmental
qual ity control, cable TV, central heat and air conditioning as
well as fire and poilice security. Each has a cash flow problem.

More recently town planners can design for health maintenance systems,
various levels of hospitals and clinic care and house calls,

The land 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.

l. 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
Johnny-come-lately.

4, Both the price 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.



New town experiments have to strike a very delicate balance between
three major factors.

A,

B.

To buy cheap land in sufflicient quantity they must choose a site
some distance from established urban areas, but the farther they go...

...the more amenitles and infrastructure must be built at the beginning
before anyone is attracted to live there for its residential quality.
But to support these systems it is necessary to have a rapid increase
in popuiation density which can only come if...

...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 resldents in
place looking for work so it is easler to begin where economic base
is already causing growth.

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).

The time horizon is 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,

The federal government has tried new towns before, building Greendale in
Milwaukee as well Greenbelt, Maryland.

A.

B.

These were later sold piecemeal to private developers to complete
following World War L1,

Hore recently it launched a program of insuring locans 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 to
$100,000,000 per town. About 13 were approved and put into construction,
but 8 are out of cash including:

Jonathon, Minnesota
Flowermound, Dallas, Texas
Park Forest South in Chicago
Riverton, New York
Cedar-Riversite - Minneapolis
Gananda - Buffalc, N.Y.

5t. Charles - Maryland

Soul City - 5, CArolina

O~d UL W B e

All of these are now In distress and the government may lose several
hundred mitlion dollars on these projects. The same factors seem to
have contributed to their failures in each case:

1. 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.



3. The government 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 53,300 a day. The government would delay
saveral months at a time on cpritical decisions or would refuse
te include interest costs in allowable capital budgets.

L, Environmental impact studies were done only after the site had
been selected so that large amounts of capital were required
to correct oF aveoid environmental impact. Flowermound was
discovered to have sarious 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 infrastructure.

iV. The success of Columbia and the failure of other programs ultimately can
be traced to one pattern:

Al

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.

No good real estate has ever come from a committee. Ultimacely
there 7s only one entrepreneurial ego with an obsession which fits
land use to his viewpoint and objective.

1. When it works we remember William Penn, Oglethorpe, or James
Rouse as great humanitarians.

2. Sometimes the designer of public buildings; sometimes it is
the develaper of private buildings.

3. Nobody remembers the committee who designed Rockefeller Caenter
4. The difference between succass and failure is often the under-
standing between the old concept of 'highest and best use"
i.e., maximization of value for the parcal, and the concept

in this course of '‘most fitting use'' adaptaticn to the
linitations of the environment wishes of the consumer, and
solvency of those involved Tn the process.

An example of highest and best use is Water Tower Place on Michigan
Avanue in Chicago.

1. The site had been private park for the family of Edgar Bronfman,
founder of Seagram's Distillers until he scld it in 1969 to
Phillip Klutznick who operated Urban Investment and Development
Company, which he had sold to Aetna Life. Urban Investment
entered into a 50-50 joint venture with Marsahll Field & Co.
to develop the site.

2. Total land cost was $20 million and that meant intensive development.
The desiqn was a response to the pattern cf available market
in the area in 1970.



a. Office supply was In excess of demand; the site was surrounded
by millionaires and had the image of & high income area
but it was necassary to attract middle Income people to
the area to shop to generate the volume.

b. Two floors of affice space praovided 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
575-100 per night,

e. Lo 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, Marsahll 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
sg. ft. would have to gross $600,000 a year,

g. First years volume was $65 million, slightly more than $100
per sg. ft. which is the national average for shopping
centers.

The critics have blasted it:

a. Paul Goldberger, critic for The New York Times, labeled
the marbie facade '"dreary and pretenticus.''

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 Tt..."

d. '"You have to go back to words like vulgar,' said one Chicaga
architect -~ who, like other architects quoted here, was
reluctant to be identifled. ‘Mater Tower Place goes

beyond the point where vulgarity on a grand scale can be
called a style."

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 retail

mall each demand separate entrances, elevator systems and other
environmental systems and as a result form follows function.
Water Tower has been defined as a machine for making money

and it may fit the neighborhood as it is; the trouble is it
doesn't fit the American dream of what the city might be and
American nostalgis or the history of what was. |n short,

the values of the egotistic city builder are out of synk

with the values and criteria of the critics.



Real Estate is applied sclience 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

suburhs like Columbia and now to the dreams of restoration of the inner
city with a project called Faneuil Hall Marketplace in downtown Baston.

A.

William FPenn and Walt Disney were both great city builders.
Disney Warld proves that ther is a huge middle class market for
entertainment flavored with history a la mode.

1. 0ld cities which 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 well, The recycling of the Downtown Waterfront

and the Quincy markets is an awesom success. These projects
represent a skillful blending of the principles of (Oglethorpe
and Disney.

Faneuil Hall Marketplace, in downtown Boston, is adjacent to
Faneull Hall and s 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 retall and office use, all
designed to create a contemporary urban marketplace in downtown
Boston, Massachusetts.

Same 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 building 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.

L. The North Market building has six floors, including the cellar
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.

Faneuil Hall Markets, the original name of the three buijldings,
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 hecause
they formed one of the most architecturally impressive and large-
scale urban developments in the U.5. during the 19th century.

Faneuil Hall Marketplace is being redeveloped into a contemporary
downtown commercial center.



1. First Phase - The Quincy Market is restored to resume {ts
historic use as a food market. It features a variety of
restaurants, delicatessens, sidewalk cafes; meat, poultry,
fish, chesse, 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.

L. Second Phase - South Market building is revitalized and leased
for mixed retall and office use. The cellars, first, and second
floors feature quality specialty shops (fashion apparel, home
furnishings, accessories, and imports) and restaurants with
nighttime activity. (Aqusut 26, 1977)

5. South Market bullding 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 being revitalized and leased
for mixed retail and office use. The cellars, first, and second
flaars feature quality apparel and accessaries, home furnishings,
and restaurants with nighttime activities, The third, fourth,

and loft floors are being leased for modern office use. (Aug.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.

LEASE: The City of Boston is the owner. The Boston Redevelopment
Authority has leased the building for 99 vears to the developer

for 25% of tenant rentals in lieu of real estate taxes. This year
the ity will make $225,000 but the state will gain $2 millien 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 its 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.

ARCHITECT: Benjamin Thompson and Associates, {ambridge, Massachusetts.
CONTRACTOR: George B.H. Macomber Company, Boston, Massachusetts.

THE MERCHANTS: 63 permanent merchants occupy the Quincy Market;

53 are local merchants, & represent regicnal chain stores; &
represent regicnal chain stores; 4 represent national chain stores.
The Bull Market consists of 30 changing artisans and craftsmen,

THE SHOPPERS, ACCORDING TO A MARKET SURVEY NOVEMBER, 1976:
1. the average age is 37 ‘

2. 65% live and wark within the Boston Metropolitan Region
3. G54% come by private car and travel 20 miles

4, 30,000 people visit Quincy Market on an average day



K. SALES:

1. 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 Bull Market sales per square foot are projected to be $500
on 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 Planners anticipate the Eastern seaborad will become a single megalopolis
by the year 2000. It 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 capltal
will be the center of a string of satellite new towns.

3 A good example of urban centers gradualily growing together is the Washington -
-Baltimore corridor. 1970 pepulation spill-over is indicated by the red
dots.

b By 1985 the population will increase by another 1 million pecple, Some

new towns like Reston begin by seeking a large picce .of property for

-single ownership and hope 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 conpectors to Baltimore - VWashington beltline highways
(in blue). These highways reach 3 major airports (Dulles, Hational, and
Friendship). It is at the center of a regional market which is fourth in
size to metropolitan Hew York, Los Angeles, and Chicago.

The skyline of downtown Columbia, a new city between Baltimore and Wash-
Ington planned for 110,000 people by 1881. The present population is
aver 21,000, The new city was five years old in 1972,

Columbia is being built with the idea that cities 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.

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.

Kittamaqundi, the new city's 32 acre man-made downtown lake, borders the
downtown plaza--where residents gather in winter or sumwer for a variety
of activities.

10 This schematic layout of Columbia suggests planning for each level of
community life--a city center, 7-10 villages, and each village divided into
I 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.

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 marketpiace or a linkage to the Interstate are
located here. Notice that in addition to office areas, a major shopping
center, a hospital, theater, and hotel, provision is made for some downtown
residential areas.
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OQver one million visitors have seen the Columbia Exhibit since it opened,

Displays change with the seasons. These are school kintergarten inter-
pretations of the good life at Columbia.

The visitor's center indicates the ability of Rouse designers to design Lt fex

at a low budget. This is a steel industrial building and was the first “e Vo

building in downtown Columbia. Some day it may be replaced with a highrise. ,;r-
jLobash

In 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 feellng. To the left is a

theater providing a slide show on the Columbia process and concept. . « ¢

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 buifding. T7The end of

the room looks out on the lake through floor to gable glass.

To the right of the exhibition bullding are the terraces of the downtown
lake front.

The first investment Rouse made was creating a central place around this
manmade 1ake,

Here are the fountains before there were people to enjoy them in 1967.
We will return to this view later.

A gazcbo on the shoreline on the plaza of the teacher's building.

A view of the Teacher's building and downtown parking. This became the

home office of the Rouse company until completion of the American'}er Lo R

buflding. ) £ty 4o g
LTy " . h

The American Life bullding under construction was pre-fabricated of

concrete panels and standard steel conponants.

Across from town plaza is The Mall in Columbia--a completely enclosed
shopping area with two major department stores and over 100 smaller shops
and services. The Mall is designed to serve as the retail core of the
new clty and its surrounding region,

The Mall's central court features a fountain whose water rises to a height
of 25 feet.

Trees, an old street clock, two additional fountains and a glass roof
convey an outdoor atmosphere, indoors.

Restaurants and snack shops featuring specialty food items, plus the
Iiberal 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.

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.



(éé;i&g?ice the fountains are designed to perm:t people to get close and enjoy
@ﬁ§ quiet zopes, or...

29/ To peek over the second leval rail and remind people of activity down
below as well as to provide an auditory gauze to muffie 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. It reverses the current
trend toward dramatically high sculptured white plaster ceiling with
indirect lighting as found at Woodfield or Southridge.

31 In this aerial view the interstate connecting Baltimore and Washington
moves diagonally at the top left corner along side Lake Kittamaqundi.
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. Hore than 20% of the new city's land area is designated
Hopen space''.

32 Located in Columbia's 40 acre central park, Symphony Woods, is the
Merriweather Post Paviilion--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 Z0 year contract with the Wash:nghon Symphony eorchestra for summer
concerts., — 'f(' N

.

Tl Ve ‘,.3‘(‘i f

3% The Washington summer climate gives a longer season to open-air pavillions.

35 The grassy banks and limited number of columns 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 cities, Columbia is
unincorporated. An elected county government provides city services.
Shown is the Howard County Fire Department's Columbia statlon.

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 aveid existing developments.

39 This more detailed plan Indicates the village centers and neighborhood
divisions more accurately than the relief map.

0 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
capaclty at different days and hours.
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The heart of the Columbia plan Is the village--like a small town of

10,000 to 15,000 pecple. Shown is an aerial of Wilde Lake Village Center.
Wilde Lake High School, the circular building is separated by common
playing flelds from the Wilde Lake Middle School. Tennis courts, the
village's major recreational facillty--a year round swim center, community
buildings, stores and offices ring the Viilage Green.

The car is left at the entrance to the community center in landscaped
parking areas.

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 frlends.

Good design brings the pedestrian through an entrance portal which does
not reveal the entire view but only hints at the plaza within. Hotice
the total absence of signs and neon tubes. The building on the right has
doctor's offlces, etc., on the second floor,

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, professicnal offices, and a community hall
bring villagers in frequent contact.

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 is minimal,

Not only is the plaza fun but the colonnade reduces the visual bulk of
the supermarket building to the right.

The pylon provides a reminder of the front entrance and a reference point
for directions.

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.

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 whlite painted brick are domestic materials rather
than conmercial surfaces.

Across the road from the plaza is a high rise apartment building, the Concord.

An outdoor art show Is typlical 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.

Plans call for a fast food service, in each village--like this Jack in
the Box at the Village Green.

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 viilage 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. HNotice the shed roof provides
clerestory lighting.

59 Here is the inside lighted pedestrian mail,

60 Truck loading docks are still 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 HNo 2 villages will look alike. Each will have a flavor of its own.

lakland 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.

8% 3 or & neighborhuods compose a villzge. This serial of Bryant boods
neighborhood shows how a neighborhood is planhed around an elementary
school, so that even small children can walk or ride a bike,

65 There are 5 elementary schools now open in Columbia., Plans call for one
in every neighborhood. .-, 1.4, 1 14 o v A At ,,,¢;:2ﬁ‘ 2

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 Coclumbia Association.

68 Every neighborhood center has a pool, as well as a park, and community
buildings. Many also have a small late-hours store and snack bar.

69 The school playground and neighborhood park are designed to function
together, freeing more land for recreational uses.

70  Pathways for walking 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 cverpasses--so that
children can get where they need to go, in many instances, without crossing
a major street.

71 Even in the small neighborhoods the residential clusters are tied in to
pedestrian green strips and underpasses made of giant concrete culverts,
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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,

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.

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,

In winter, when Columbia's lakes freeze, many townspeople come down-
town to skate., In the foreground is the city’s symbol, called People Tree.
CA also builds and operates the major recreational facility planned for

every village, The Columbia Swim Center is a year-round pool located
in the Village of Wilde Lake.

Oakland Hills lce Rink is open from Qctober through June, In addition
to general skating, there are figure skating classes, hockey games and
exhibitions.

The Village of Harper's Choice has a health club as its major recreational
facility. Residents receive sizeable dliscounts for use of facilities
that charge a fee.

CA also owns and malntains the Hobbits Blen golf course--one of two golf
courses located in Columbia,

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 COLUMB!AI} 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 Tdea and modified their assumptions with some creative accounting

and selective amnesia., And in Novemeber of 196k the first shovels of dirt were
turned.

A. By 1976, Connecticut General had written of f losses of $21 million.

B. Another 53 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 assigned 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 is 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 hecause ig,sponsorad, George Mitchell of Mitchell Energy
Corporationtdidn't much care whether he made money or not,



Lecture #4
Spatial Distributions Within £ Among Clusters

I. Aside from a certain need for social [nteraction, an ordered dense
cluster of people creates certain economies for any exchange system.

AI

useful
Tutput
trl
Transpar-
tatian

Clustaring permits internal economies of scale due to increased
specialization of labor and enterprise and reducad distribution costs.

External economies may be the result of increased logistical support
made possible by agglomeration. For example, sewer line in place

of septic tank s only passible where there are only short runs

of pipe between callection points. Responsibility for disposal

is shifted from the individual space user to a external community
system.

Communication is an essential byproduct of clustering because it
fosters innovation and reduces the cost of mistakes or duplicgation
of affort.

Hevertheless, the original and most dominant cost affecting location
of each cluster relactive to one another and internal ordering of
priorities within a cluster was transportation costs. The greaater
the effort, the more product allocated to transportation, the less
net output any enterpriss can enjoy (the appetite of the horse for
ovats reduces the net surplus from the farm).

1. The trade-off batween transportation economics and urban land
mconomics is suggested by the simple tradeoff Jiagram A.

Alternative
Production i‘ethods

Improvement
in Trnasport
3 Technology)

l (Effect of

4 (~=tore "Lsaful Jdutpuz
- ar Lowver Densities)

Tatal Cutput
. Possibilities

liigh === Density of Develepment --- Low

2. The arrows labeled 1, 2, 2, 4 show progressive reducticn in
transportation costs (below the arrows) and successive fncra2asas
in usaful outpur given despite declining deareas of clustarine.

3. Vhen transpartaticn becomes cheaper the cenomic payoff of

clustering is less necessarv and therafere pecple may checse o

Have lcuer dersities, less spatial order or sore corbination of

aesthetic satisfactions.
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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 quarter-acre lots and the other

has one acre lots, it is obvious that the lower dansity community will

have a much greater occupied area and therefore the average household

is farther from the center of town than his high density countarpart.

The result is that all costs of travelling ta the center of town or to

any other household are increased depending on technology.

1. Aggregate transportation costs for commadities, 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.

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 actlivity,

3. There is a surrender of isolation and space control in the interest
aof econcmy in interaction and the savings that result occur because
space is not a frees 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 is social and economic which society
has difficulty funding since it is so difficult to tax the benefit.

The fourth stage of clustering Smith calls the '"'ordered dense cluster''.

I¥ an urban community includes saveral categories of land users - retailers
manufacturers, apartment dwellers, and single family homecwrers. Thers

are further aggregate economies to ba achieved by arranging these uses

In a specific pattern which tends to put high density uses at the center
surrounded by rings of decreasing density of people who need tc travel
greater distances to the center,

1. In the dlagram the center is labeled C and the horizontal axis measures
the radial distance from the center . The vertical axis measures
the vaiue of land resulting from savings in transportation costs as
an alternative to residing on the fringe where land would be free,

2. Just as four students can cutbid one working man for an apartment,
four apartment dwellers can outbid the single family homeowner for
a building site.

3. Thus location translates itself into 2 structure of land prices and
these prices allocate land among competing users ,

L, The problem is to maintain an efficient spatial order despite con-
stantly changing circumstances - population growth, change in trans-
partation, or a change in the linkages which people value most
in their list of preferences.

— e — —

G.

The four clustaring concepts are brought together in a simple-minded
tradecff 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, shaw how total cutpuf will be
divided hetwesn transportation and useful output given increasing
degress af clustering.

2. |If transportation itself becomes cheaper, all 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 bath.

H. Clustaring also psrmics internal and external economies of scale.

1., Internal economies are realized by increased specialization and
reduced distribution casts.

2. External economies are the rasudt of the Tncreased logistical support
from agglameration.

3. Not only are the costs of production and delivery reduced, but the
diversity of services in a city may provide the consumer more col-
lective satisfaction. Theare i5s more utility when you have a large
nunbar of choices and choices reguire that ane is gware of the
alternatives which is more feasible in urban areas where diversity of
exparienca is a form of educatien,

|. Communication is an essential by-product of clustering because it fosters
innovatian and reduces the costs of mistakas to many pecpile ,

Assuming that the aconomic and social benefits of clustaering are positive

in the abstract, there remains the next question of winich placas are besct

for a gluster as this will further refine special relationships among varicus
communities. There are many differant theories by economic geographers as

to what is an efficient locatien for diffarent types of entarprises. Hare
there are a variety af usaful answers because there ara many passible
situations, -

A. A weighgt-gaining procass wouild be one in which the product gets heavier
as it reaches the market - that is an incresase in cost per miie of
transportation the more completes the product. A bottle of pop or a
hause for example.

1. The more significant the waight-gaining prodass the closar the
enterprise to ics markat, assuming the other costs of production
are identical. Transportaticn cost not only reflects weaight and
distance but bulk (modular homes), perishability and fragility
(bread) and this assumes all othar costs are egual.

2. In general, we are talking about the costs barne by the firm and
not the real cost to the economy so i f suppliers conceal coscs
with discriminatory rating, delivered pgricing, etc. eventually
the pattern aof business location is less than afficient for the
economy as a whole,

3. It is also assumed by the ghart that the firm is free to locara
anywhere along the line between raw material and market when,
in fact, locations with the desired logistics are limited
and thera are irraticnal goals soo. (Miehigan City)
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Hultiple sources and multiple markets involve location vectors as In
the second diagram., There is a point™ atr which the aggregate trans-
portation cost per ton of steel Is least.

1. This point s modified when new industrial facilities need an
environment in which labor is avallable, urban services are available,
etc, As a result new facilities are not often set down in the
wilderness and the resuit is existing communities grow.

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.

There are foot-loose enterprises in which transportation and convenience
cost are minimal in relation to value added, such as diamend cutting or
the manufacture of transistor diodes.

The wvay station function of accommodating transients is a major function
and many California towns are bullt 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
near the railroad station, and then motels at the interchanges, and
more recently motels at the airport so that transportation advantages
changed the way station function quickly and drastically.

In any event, there is a rough economic logic concerned with transpor-
tation linkages that determines where urban clusters locate and continus
to grow once they reach a certain critical mass of population and
services.

Assuming that urban clusters make sense and are spacad out with some logic,
the question remains what goes where within a single urban center - i.e.
pattern of urban land uses. Such pattern is relative and not absoclute.

For the mement , pattern is considering a''featureless plain'' so tha 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 oil refineries should
be at the opposite end aof towns from homes, or factories should be
autside the gresn belt buffar,

Another dimension is density expressed as number of dwelling units
per acre, ar workers per square foot of floor area, or ratio of
building/fleoor area to land area.

. Density should be a freguency distribution and leads to many
different sociological topography maps.

2. Ffrequency distributicon modes influance vaiuas, pattern of retail
and public facilities, and particularly the transportation system.

3. High density office buildings as compared to low density of employees
in factory buildings will influence their relative locations and

transportation. linkages.
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Definition of land use categories will influence our abiiity to study
spatial arrangements in terms of diversity of land uses and locational
tendencies af these uses. The slide of the average distribution of

‘land by forty-eight {43) large cities shows the relative significance

by 5 broad categories and it should be noted that while residentiai
Is the largest single class, it is far less than 1/2 all the land use.

The urban land economist has traditionally assumed that the separation
af land uses, often through 2zoning and city planning, will creace

a land pactern . which is intrinsically desirabie because it is advancing
some of the follewing criteria in pursuit of the goal of maximum benefit
from cur rescurces:

1. Efficiency which is normally taken to mean that the aggregate expen=-
diture by the community for internal transportaticn is minimized.
Rateliff said the ideal is to reduce rent differentials to zero.
Without attaching some gonditions, however, this implies that the
best city is one where sveryons and everything is crowded together
in one big room.

2. Fiscal prafit where the real property tax is the primary source
of revenue and thersfare planning should promote those land uses
which creates a surplus of tax revenues relative to servicing costs.
0f course the result is political fragmentation or land use ghettos.

3. Sociai integration to achieve neighborhosds of ralative homogeniety
and thearefare presumably tranquility whien may lead however to
considerable social friction and antagonism and unaccaptable cost.

4. Control of external cost such as traffic or noise auisanca is
possible by segregating land uses but there is much prociem in
making this pringiple operate specifically . What about the guy
wite makes widgets in his garage or his wife is retailing pots ang
pans in an area that is residentgial.

5. Flexibility so that a city can absorb new eslements as the scale
and pace aof lifa style change without becoming unfunctional.

6. Prmseriptive grdar.in tarms of.how people will live and benave.
wa couid plan for no salcons so that peoole would learn to waik
in the park or in Madison discourage parking for hign=rise buildings
$a that people would learn to use publiie transportation,

7. A desire to create a pattern which suggests a cartain ethos or life
style might lead to a basic physical pattern such as San Frapcisco
ar Geargetown, Yasningten D.C. = a physical collective discgigline
ar cantral of individual taste to achieve a certain overal! impressi:

This is not an exhaustive list of criteria for urban land use pattarns
but it might suggest that with proper definicion one could selact a

land use pattern which was best although that itself has same unatirac:ti
implications.

Qf 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. Hevertheless your
textbook will explare certain basic interaction pattarns suca as Hoyt,

multiole nuclear patterns, star patterns, ets.
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Withim a cartain leasely structurad pattern imposed by socliety or
pnysical constraints of an area individuals will be fine tuning

their linkage patterns to qptimize cheir particular goals and cbjegnives,
some of which are rational and predictable and others which are

highly subjective. Planners cannot anticipate these patterns and

thus the markstplace is a very useful allocation and rationing

deviee which decermines the texture of land uses in the city.
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Expansion
of the city
In the past

Expansion of
the center

the center

The concentric expansion
strangles the center and its
functions

In the future

The city

" e er

The center

The expansion in one direction
allows the center to grow
without difficulty



Real Estate 550 -~ 705
Lecture Qutline #k

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-climate

Off-site egological systems
Historical continuity

Social organization

Social disorganization

. Cultural decision procedures

Gy Bt N —

IT. The decisicon 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.

B. People are social animals and it is doubtful that If land were a
free gocd 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 wall organized in some form of ordered dense cluster.
Lost of friction means space is no longer a free good and eventually
dense clusters become specialized into multiple land use areas.

. An historical survey of famous cities like Peking, Naarden, Venis,
Rotterdam all reflected simple cultural priority.

1. Slave toc merchantile economies
2. Slingshot to gun powder warfare

D. These cities had a physical clarizy in land use layouts and archi-
techtural style and construction that depended on cultural factors

of:

1. Static technalogy
2. Static populatien
3. Cultural continuity
b,

Mon) ithic and futile governmental structure of the city-state
o

E. Conditions for cohesive development by the new world cutlure were
gone due to:

1. Population explosion

2. A culture restructurad from outer directed to inner directed
behavior

3. Technolegical explosion

L. Reform of property rights concepts
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Long~tarm cultural trends may be difficult to perceive in 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 Tity or shifting priortities relative
to social groups like the elderiy, disabled, public transit users,
etc.

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 bagins to appear

.in federal legislation, influential task force reports, and local

court decisions.

1. First significant federal assistance to individual cities 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 19541 25 vears ago!

2. Since 1964 we have seen significant advances in regional planning
units for coordination of self-serving city plans and the urban
interface with water rescurces, 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 inveolved, a mere

loss in land value should never be a justification for invali-
dating the regulation of land use."

Cultural institutions such as labor unions, political lobbies,
architectural schools and business schocis all contribute to the
environment within which real estate decisicons are made and sites
are valued.

Physical improvements to land form the walls and 1id of man's own terrarium=-
a manufactured environment. The cliche by Winston Churchifl is 'We first
shape our bulldings and then they shape us."

A,

While the whole civilizatien 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 illness and isolation

2. The strength of the family unit

3. Social stratificarion and conflict

L. Crime rate, particularly personal and bodily injury

Real estate development cannot be hlamed for providing the consumer
with what he wants in a market aconomy but the public must begin

to dimension public controls of land use and building codes to
reduce the unwanted byproducts of alwavs 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
Ris behavior with 1ittle 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 social stratification by econemic
segregation,

3. Only recently have the social psychologist begun to make their

point about manufactured space and soclety as in the Hidden

Dimension by Hall, Defensible Space by Newman, or Community

and Privacy by Chermayeff & Alexander.

k. This Tecture cannot prsume the planners of real estate can
control all of the random social interacticn of an active society,
but real estate can recognize some basic constraints on its
product in arder to avoid some obviously undesirable manif-
estations of social breakdown.

In looking at the series of spaces which are physicaltly defined to
¢create a city we might use the convenient classifications of
Alexander & Shermayoff--what they call & domains of urbanity a
hiararchy of spaces for community and privacy for its residents:

1. Urban-Public. The places and facilities in public ownership:
Highways, reads, paths, civic parks.

2. Urban-Semi-Public. The special areas of public use under
governmnet and institutional 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 contorl, access to fire-fighting equipment or other
emergency rescoge devices.

L, Group-Private. Residential components under contrel of management
acting on behalf of private or pubiic interest for the benefit
of tenants or other legal occupants: reception, circulation,
and service spaces, community gardens , playgrounds, laundries,
storage, etc.

5. Familv-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 innermcst
sanctum to which individuals may withdraw from their family.

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 canter periphiry road

L. Group-Private -~ study of book called Defensible 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. Individual-Private Space -- sound privacy of inmermost sanctium
-- 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.

AI

Any glven real estate parcel has three sets of attributes

1. 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,

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.

These three sets aof attributes permit us to examine the common sense
natfon of lacatlan and the dynamic cycele of success and failure of
activities at specific locations.

Static attributes or physical elements of a parcel involve an almost infinite
list of variables, many of which relate to improvements intended for

the site.

A. Definition of shape of a parcel
1. Jlength and width of parcel
2. rights below grade
3. rights above grade
L, set-back lines for side yards, front yards, waterfront, dock lines,

flood plane elevatlons etc.

B. The building envelope - spatial limit of permitted improvements. {Foot
of capitol dome, air rights, view lines, private covenants, etc.)

C. Topography, geolagy, and sails

D. Flora and fauna inventory

£, Seif-contained eco-systems

F. Access to transportation elements of read, water, rail, or pedestrian
route on premises

G. Inventory of exlsting improvements to the site such as farm terracing,
road embankments, tile drainage field systems, structures

H. Check 1ist of required or acceptable attributes for each use



. 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 occupylng 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.

k. The movement of persons or goods creates certain costs which are
called cost of frictlon. Each establishment seeks a location
which will minimize these costs in time, money, and stress.

Specification of site linkages leads to identification of its
micromarket of users and eventually to value of the site.

Useful classifications of linked establishments by land economists
Robert Mitchell and Chester Rapkin (Urban Traffic, 1954). .

l. 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 domimant 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.

Proximity may be historlcal accident, similar specs or type of
building, type of site, or rent level., Proximity does not imply
linkage.

Establishment as packet of fiunctions suggests a land use Is at the
focus of its own special complex of linkages. The location of these
linkages establish boundaries of a tributary area,

1. 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.

I, linkages may be discovered from internal data such as address list



V.

F. Highly specialized linkages can mean cantrol of a unique site provide
some degree of monopoly.

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
orestlige, aesthetics, peace of mind, etc.

A. Prestige of residential area, address, or building image

B. Aesthetics may stimulate peaople to more productive labor or anti-
social behavior

€. Community percption affecting group behavior

D, Attributes may be In the eye of the beholder rather than in the reality
of physical or functional attributes

The static, linkage, 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.

€. 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 endiess matching of slites 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

I, Within the general ecomonic base activity, each enterprise searches for
a real estate parcel to serve its special needs.

A. Any given real estate parcel! has three sets of attributes

1. static or physical attributes - physical characteristics inherent
within the property lines

2. slitus 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 ptay 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 wvays.

C. These three sets of attributes permit us te examine the common sense
notion of location and the dynamic cycle of success and failure of
activities at specific locations,

f1. Static attributes or physical elements of a parcel Involve an almost infinite .
list of variables, many of which relate to improvements intended for
the site.

A. Definitlon of shape of a parcel

length and width of parcel

rights below grade

rights above grade

. set-back lines for side yards, front yards, waterfront, dock lines,
flood plane elevations etc.

B B —

B. The building envelope - spatial limit of permitted improvements. {Foot
of capitol dome, alr rights, view lines, private covenants, etc.)

€. Topography, geology, and soils
D. 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 field systems, structures

H. Check list of required or acceptable attributes for each use



11Y. One cannot conceive of location In the abstract without relating to a
place and wlthout reference to some kind of an activity conducted at
that place.

A.

b.

E.

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 !inkages.

4. The movement of persaons or goods creates certain costs which are
called cost of friction. Each establishment seeks a location
which will minimlze these costs in time, money, and stress.

Specification of site linkages leads to identification of its
micromarket of users and eventually to value of the site.

Useful classificatians of linked estabhlishments by land economlists
Robert Mitchell 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.

2, Dominant Use-Ancillary Use, The ancillary establishment serves
the employees of the domlnant use. Examples are a restaurant
near a large factory or a cigar stand in an office building.

3. Co-dominant Uses and DominamtUse-Satellite Use, These establish-
ments serve common customers. A large department stare and an
adjacent ladies' shoe store serve the same clients.

Proximity may be historical accldent, similar spécs or type of
building, type of site, or rent level. Proximity does not imply
1inkage.

Establishment as packet of functions suggqests a land use is at the
focus of its own special complex of Tinkages. The location 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 might be source of 65% of business or area
within five-minutes driving time etc.

L. linkages may be discovered from internal data such as address list



Iv.

F. Highly speciallized linkages can mean control of a unique site provlide
some degree of monopoly.

Dynamic attributes of a site are concerned 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 wlth mental satisfaction of
prestige, aesthetics, peace of mind, etc.

A.. Prestige of residentlal area, address, or building Image

B. Aesthatics may stimulate people to more productive labor ar anti-
social behavior

C. Community percption affecting group behavior

D. Attributes may be in the eye of the beholder rather than In the reality
of physical or functional attributes

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 field.

B. The draw can be reduced by Insulators such as the cost of friction or
mental stress or the inertia of people.

C. There are essentlally anly 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 efficlent pattern of
uses within each cluster. The question of how to measure efficiency
is the subject matter of this course,



1. Al

CHART 4 AMEND

INPUT IDENTIFY , COMPAREIE POLICIES INPUT
OPPORTUNITY - x (critaria) [

I-

REJECT le YES I ARE POLICIES NO

OPPORTUNITY APPROPRIATE?

SELECT
OPPORTUNITY [, YES

This whole process is more complex than a simple flaw 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 of common presumptions; it should
provide fair warning that policy-making/opportunity-selecting cannot
be adequately understood by simply viewing it as ''a process that

man performs through the act of decislion-making."

Information plays the critical role In the process. To construct
acceptable operating systems or madels one must draw on information
sources both inside and outside the decision making organization---
a real estate enterprise.

Qutside: Information about alternative kinds of operating systems
that can be constructed to supplement

Inside: Existing knowledge and skills relating to the construction
of aperating systems;

inside: Inside 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 grganization,
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Leocturs #¢
Urbanization Today
' Part I: Spatial Clustering

I, Sprtial clustering is the principal physical attribute of
urbanization and the basis for agglomeration economies.
Wallace Smith describes four abstract levels of gpatial
clustering in his texthook on urban land econcmics entitled

Urban Development (1975). The four abstract levels of cluster-
ng are lustrated in Figure 1.

A. The firset level of spatial clustering is called "“scatter.”

1. Individuals are as far apart as possible (suppose
individuals have a strong preference for isclation).
2, This maximizes the aggregate cost or pctential cost of
an exchange of visits, messages, or commodities,
= Think of the co8t of delivering the mail in Northern
Wisconsin.

B, The next level is called a "cluster.”

1, Space i5s a free good = a person can have as nmuch as he
wants - its just that all holdings are consolidated within
the minimum eonvenient perimeter.

2, More efficient than scatter:

a. The ¢cogt of getting together is less as less time is
spent goling back and forth.

b. Think of the cost of delivering the mzil in Dane County
as compared to Northern Wisconsin.

3. The savings are considerable, but they cannot be attributed
to any specific individual or piece of land,

C. The third concept is that of “dense cluster™ and here the
econcmics recognizes that space is not a free good. Com=-
paring two communities with the same nmumher of nouseholds
but one town has quarter-acre lois and the other has one
acre lots, it is obvious that the lower density community
will have a much greater occupled 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 cf town or %o any other house=-
hold are increased (depending on the availahle technology).

1. As space is no longer a free good, aggregate transportation
¢costs for commodities, messages, and persons will rise zs
the density of the elty falls. The marginal eost of
lower density is represemted by the MC line ir the diagram
next to 'dense cluster.®
The intersection or the marginal cost line with the marginal
utility funetion for more space establishes the optimum
density for the community. This optimum is necessarily
greater than the density based on zerec marginal utility.
Consegquently, cluster gives way to denge 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 o1 economy in interaction. The savings that
result ocecur Wecause 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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The Economic Imperative for Density
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Page 3

3. A dense cluater is more efficlent thanm a cluster.

a. The savings are attributable to the process - to
recognige that space in a community is not a free good.

be The savings are still not attritutable to the individual
users or pieces of land.

¢, Think ot the cost of delivering the mail in s development
like Eagle Heights or Parkwood Hills as compared to Dane Co.

d. These benefits come at a cost which is socizl and economic
which society has difficulty funding since it is so
difficult to tax the benefit,

The fourth stage of clustering Smith calls the “ordered dense
clustert

1+ The urban community now includes several categories of land
users - e,g., retallers, manufacturers, apartment dwellers,
and single-family homeowners. ‘

2, Economy in aggregate transportation is achieved by arranging
uses in specific patterns, These patterns tend tTo put high
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-
gontal axis measures the radial distance from the center.
The vertical axis measures the vazlue of land resulting
from savings in transportation cogsts as an alternative
1o residing on the fringe where land would he 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,

¢, The problem is to maintain an efficient spatial crder
despite constantiy changing circumstances - population
growth, change in transportation, or a change in the
linkages which people value mest in their list of
preferences,

The four concepts are brought together in a simpie-minded
trade-off diagram shown in Figure 2., Given z2ll econonic
resources of a community, the greazter the amount of trans-
portation output, the less ‘"useful' cutput it will enjoy.

1. The arrows labeled 1, 2, 3, and 4 show how output will
be divided between transportatior and useful outpusz
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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Pigure 2.

P, Clustering also permita 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
2 city may provide the consumer more collective satisw
faction, There is more utility when you have a large
nunber of choices, In addition, choices reguire that
one 1s aware of the alternatives, This is more feasible
in urban areas where diversity of-experience is a form
of education,

L4, Communication is an essential by-product of clustering
beczuse it fosters innovation ang reduces the costs of
mistakes to many people,

5+ Nevertheless, +the criginal and most dominant cost
affecting the location of each cluster relative to
one another and the internzal ordering of land use
priorities within a cluster was transporiation coeEts.
The grezter the effort, the more product allocated
to transportation, the less net output any entercrise
carn. enjoy (the appetite of the horse for ocats reduces
the net surplus from the farm).

II. Today the social consensus reflects a preference for hignly
structured density.

A, Modified Pioneer Etzhic
= Land 18 no longer a free and unlimited good,

B, Ethic of Interdepenrdence

- 1954 - First significant federal assistance to the art
of ¢ity planning

- 1960 - Begimnning of significant and combrehensive effort
to organize urban development

= 12 member task force headed by Lawrence Rockefeller—-
"Whern the protection of natural, cultural, or aesthetic
resources or the assurance ol 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 ternefits 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 various ccmmuaities. There
are many c¢ifferent thecries by economic geographers as to what
is an efficlent location for different types of enterprises.
There are several useful answers here as there are many possi-
ble situations.

A. A weight-gaining 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
product beccomes more complete. A bottle 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 zre identical
{see Figure l.a.). Transportation cost not only reflects
weight and distance but also bulk {e.g., modular hcmes),
perishability (e.g.; bread), and fragility (e.g., g£lass).

2. In general, we are talking about the costs borne by the
firm ard not the real cost to the eccnomy, 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,

3. 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 faet, 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.%. Examples of weight-losing procesgses include
steelmaking and the use of water power to generate elec-
tricity. In both cases major inputs - ¢oal 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 l.c., There ic a poirnt P at
which the aggregate transportation cost per unit of finished
produet is least (e.g., Gary, Indiana). This point is
modified when new industrial facilities need an ernvirorment
in which labor is avalilable, urban services are available,
etc. As a result new facilities are not aoften set down in
the wilderness and the result is that existirng communities
EI'OW.

D. Urban areas are generally inveolved in exchange processes,
one of which is that of being a transportatlon break point -
i.e.y, 2 change in the mecde of transportation occcurs (e.g.,
trom barge to rail or from rail to truck). The ecoromic
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advantage of locating at a transportation break point is
shown in Figure 1l.d.

E. Therz are foot-loose enterprises in which transportation
and ccnvenience costs are minimal in relation to value added,
such as diamond cutting or the manufacture of transistor
diodes. Many fooct-loose enterprises chocse to locate in
high amenity areas,

F. The way statlion function of accommodating transients is g
major function and many California towns are built around
a system of 21 missions started by the Franciscan order,
one day's Jjourney from one another to prowvide 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
c¢lusters locate and continue to grow once they reach a3
certain critical mass of population and services,

Assuming that urban clusters make sense and are spaced oputy

with some logic, the question remains as to what goes where
within a single urban center - i.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 patterr
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 cof
dimensions.

A. The first dimension to consider igs the relative direction
of various uses - such as 0il refineries should be located
at the opposite end of town from homes, or factories should
be located outside the green belt buffer.

B, Another dimension is density expressed as the number of
dwelling units per acre, workers per suare foot of floor
area, or perhaps the ratio of building/floor area to land
areqa.

1. Density should be expressed as a frequency distribution
over sections of the clty rather than as a city-wide
average, Density measures lead to many different socio-
logical topography maps.

2. Frequency distribution medes influence values, patterns
of retail and public facllities, and particularly the
transportation system.

3. The high density of employees in office buildings as
compaired to the low density or 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 distiri-



Reprinted with permission of Wallace Smith, author of Urban Development, 1975.
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Filgure 1.
Location of Frocessing Activities
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Lecture #7 Outlipe
The Real Estate Process
Busineas 550 & 705

Economic Base - Town Builders & Town Filllers

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 Y is the sum of household consumption, Cy (food, etc.); house-
hold investment, Iy (housing); business investment, Iy (machines);
governzent consumptiou,vcc (typewriters, etc.); government investment,

I; (schools); plus net spending by people living outside the city (city

exports minus jmports) X-M. Thus,
Y =Cy+Ig+Ig+Cq+ Ig+ XM

But if households, businesses and government buy everything they
consume or invest from non-residents then,
Cu+Ig+Ip+Co+Igm=M

and therefore
y =X

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. Basjic sector 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.

D. 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).

Yor every community there i1s a  xelationship between basic employment
(or income) and non-basic employment {or income) called the BASE RATIQ =
Basic employment ( Basic Income

Non-basic employment Nonbasic Income

A, Eg. This means that if for every basic worker there are 2 non-basic
workers, the base ratio would be 1:2.

B, Implications: For every new job (or dellar 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.

For every base ratio there is a BASE MULTIPLIER.

A. Eg. 1f 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
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and non-basic) will be created.

Implications = Allows an estimate of the total impact on the regional
economy that results from a change in demand for basic goods.

Useful relationships:

l. Base multipler = totsl emplovment
basic employment

2. Total employment = (base multiplier)(basic employment)

3. Change in total employmesnt = (base multiplier) (change in basic
employment.)

Implications and Uses

A.

Projections

Given: B:LM = 1:1.5 B = Basic employment
B:TE = 132 1/2 LM = Local market or nonbasic employment
TE:TP = 1:2 TE » Total Employment
B:TP = 1:5 TP = Total Populatiom

Suppose basic employment for Madison increases 500 employees at Oscar
Mayer as a result of increased sausage demand in Chicago. You can
calculate the resulting increased population, income, level of services
demanded, locational preferences. (All are long-run effects.)

Implications

1. Fill gaps in historical data.

2. Aids in understanding past & current developments.

3. Evaluate & estimate impact of expanding or new industry.
4

- Estimacte future demand for types of land use (housing, retail,
industrial, etc.).

5. Provide insight into pature 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.

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 ceonsumptien patterns:
ratio between real and personal property holdings.
b. Base ratio changes alter the market basis of appraisal and
value,
¢. 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 ls 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.

B.

Economic base activities {townbuilders) and service or local market
activities (town Fillers).

An economic base activity is one with exports goods and services or
imports investment capltal or outslde Income.

Export activities may be pure or mixed.

Base activities pay for jobs withbut51de money or finance local consumers
with income earned elsewhere.

The export function not the size of the enterprise is critical to
community economics.

Local market activities are those which provide goods and services
within the urban district.

1. 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 peoplie as
the base. industries.

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 multipiier is a critical planning input.

B. Oversimplified it is a pattern of ratio:

1. Assume pattern of employment ratios:

B: LM : :1 :2- 1,000 : 2,000 persons

B: TE : 1 : 3 -1 000 : 3,000
TE: TP+ + V2 2 - 3,000 : 6,000 H

B: TP : :1 :6-1,000 : 6,000 "

LAND
Local Market

BASE"C ---------------- 2‘-Act|v:t|es
Labor
Force &

Families



€. Economic base multiplier graph:

T=L=E
T=1L+M
L
T=9
| =g+ E

T
T({1 ~-g) =E
T=E. (1 - g)']
But: g=,‘|-_.._.. (1 .,[11__)

Increases as T grows because M

can be replaced with local production (L)

D. Suppose g = 1/2; then 1/(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:

Enterprises with stable revenue sources

Great diversity of many small export firms.

Diversity through size,

Continuous promotion to replace one unstable export firm with
another.

B RO e
P

H., Cventually size of city Infrastructure reaches a critical mass
50 that the L to M equation cannot be reversed.

I. Population mix in terms of age groups, skills, flexibility, mobility,
politics, favoritism, etc.

111l 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 requl rement method

E. [Input-output analysis
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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, utility budgeting,
or retall location.

C. Regional economic models are limited only by data available,

B. Some growth medels become self fulfilling prophecies as land use
decisions ar#made as a result of the forecast.

E. Economic base can be g means of reducing the risk for a long term
real estate project.
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Economic Base - Export and Service Industries

The ordered city density cluster has a tendency to grow or contract as a result of
something called its economic base. |t Is 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 i5 often
referred to as urban Economics and this in turn leads to the inputs for space-
time products tc house urban activities which Is 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, Economlc hase 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 capital for local investment or income for local consumption.

C. Thase 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 Unlversity Hosfpital serve both
local residents and people from far beyond the city limits.

D. Economic base activities can take many subtle forms.

1. Government is a major economic base activity because it brings tax
dallars from all over.the nation or all over the state to support
employees and buildings in Madison.

2. PRetlred people are spending their savings from the north while they
live in St. Petersburg.

3. The University is a prime activity not only because of it attracts
students who earned their income jp 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 Madlson 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. 1t is the export
function, not the size, which is c¢ritical because it is bringing dollars
back into the community that leaked away from citlzen consumption patterns
otherwise,

1. When the export dollar is spent locally it creates non-expert 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



circulation despite the need to pay for imported goods so continual
injections of export income is 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.

l. Wwhiie local service may pﬁﬁaninate 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:

1. Their response lags changes in economic base,

2. They are more stabie 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.

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 1s an economic base multiplier. For the average city
there are two Jobs among local market services for each job in the exnort
base, the ratio being lower for younger communities and higher for large
cities regardless of age.

A. LCach clty at its own point 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}
empioyment and local market employment and total population would be
as follows:

l. Assume pattern of employment ratios:

B: M1 ¢+ 2-1,000 : 2,000 persons

B: TE : :+ 1 : 3 -1,000 : 3,000 "
TE: TP : :L : 2~ 3,000 : 6,000 "

B: TP : :1 :6~-1,000 : 6,000 "

LAND
i“—ﬂ’,f——"———? ﬁL‘h‘”““wq_ﬁ_‘__‘Loca] Market
Y] e e E—— -

I fActivities

\) Labor/

Force &
Families



Disequi librium short run B : LM :: 1 : &
loses 500 B:TE ::1:58
BYUTP 501 ¢ 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 base multiplier is quite similar with
the Keynesian investment multipiier which is defined with the
realtionshiﬁ?increase investment spending and the consequent increase
in AYY natiaonal income.

a) Economic Base b) Keyneslan Investment
Multiplier Multiplier
7/ 'ad +'I
s
L <, Y }5‘
E I p &
/ 5 p
M /
/
/
/
/
L/ - ' .
o Te }/
Y=C+ |,a8Y =40 +a|
Y=C+5,AY =AC +55
AL -k
ay
=k+_4_!_
dY(l—k{-Al

aY =41, (1 - k)1

But: g = %_s (- #J
Increases as T grows because M can be replaced with local production (L)

1. Horizontal 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 egual unity in Keynes.

L. In the agebraic summary T = tatal 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 Imports,.

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



D. Suppose g = 1/2; then 1/(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 &
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 AéfiF/dhf 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 community. 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 - i.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 Neq_York does not manufacture its

own auto, grow its own food, or makefits own movies. Each service

has its own economies of scale requiring a certain size population base.

1. Obvliously 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 going to lose their Jobs or go
on shorter hours. hence the concern in Madison when Gishelt 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 their employment through one
of four separate stsategies:

. Preference to enterprises which vary stable markets and revenue
sources, such as government, hospitals, etc. The alternative Is
ta 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 1s 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 is protected against massive
economi¢ instability.

Lk, Cantinuous promotion to replace one unstable export employment company
with anather, perhaps having the cowmunity provide low rent
industrial space or other congessions.

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



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
toe 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, adaptablility to changing
times and mobility.

1. Over time diversity and imbalance will lead to a process of
adaptlion, favoritism and chance modifying the work pattern
and time will modify the age groups. The population mix
affects the governmental process and quality of its services
Just as in Madison the student mix Is beginning to have its
impact on city hall.

To make practi @l use of the economic base concept we must be able to
identify those fims 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 identification system to relate to available information
the S1C 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 all 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 agencies 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 suppling
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. Input-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



from an increment of production of one export firm on the product of
another export firm as well as a multiplier effect on lacal 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 E8tWeeh of input-output relationships
I1f 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.

Very careful analysis can produce rather detailed identification of growth
patterns and the need for land of certain types and locations 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 a&n
apartment house is needed at this site.

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 decisians. Variaus types of land users
apply different types of criteria to make their judgments.

l. 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 requlrements to forecast capital budgeting needs to
transformers, transmission lines and generating capacity many years
in advance. Indeed their meter records are excellent current data
oh 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
onh tape coordinated with charge account sales and customer spotting
by census tract and block

Regicnal econamic models are coming into their own. A UCLA graduate
schac! of business forecasting model indicated that the closing of
Lockheeds plant would cost Southern California 2k to 31,000 jobs and
$500,000,000. Each geographic and metropolitan region in the U.S.
has an ecconomic 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. 5Some 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 national economic picture.

3. On the other hand the Chicago-Detroit area seems directly tied ta
the national scene because of a heavy concentration of durable
manufacture with the result that the region tends to overshoot
the turns in the economy.

4, Economists believe 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.



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.

1. Elk Grove, Illinois, was given a forecast of growth by Real
Estate Research Corp. The bullder 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 clalm that his techniques were highly accirate.

2. In MIlwaukee SEWRPC is developing a model 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 Francisce in 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 stattdn.

Risk is the variance between risk and expectation. For the raal
astate 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,
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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.

C.

The development process spans vastly different periods of time and
scale of undertaking

1. Building a duplex or building a city

2. Subdividing a single lot or converting raw land into neigh-
borhoods of home sites.

3. Onhe idea and a few weeks time or creative management of one
project for twenty years time

4, 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 td specialize in urban
renewal.

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-
model ing phase.

1. Real estate is a classic example of the second law of motion--
it very quickly declines and goes under without successive sus-
taining creative inputs in the future. Men give their lives

to the malntenance of a single large building, maintaining every
mechanical detail, surpervising the clean-up crewsfat night or the

emergency crew for a leaking compressor at five in the morning.

2. Real estate Is therefare essentially a2 service product, bhut these

services are intangible or invisible as they are often performed
when the public is not around or the public takes for granted.

Various phases of the development-management cycle take different
combinations of entrapreneurial abillties or administrative skills.,

Passive investment anticipating future events

Control, concept, and securing ponlitical approval

Sight development and preparation for wholesaling
Construction of Improvements and retailing to satisfice
Long-term management and consolidation to optimize

VI B B =

Your experience with your own development project taught you that the

developer must fit his project to many constraints,
but also zonlng, shape of site, pedestrlan behavior and a host of others.

not only cash flaws

Today we would like to explore some of 'the other complications which
constrain the developer in his choice of alternatives

A.

Selection of a grand stratelgy

1. Matching the development to the talents of the firm--entrepre-
neurship (concept) or management (control)
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Willingness to accept cost of high public silhouette

. Maximum potential loss which can be absorbed

Time line or planning horizon of fim

. Number of profit centers which can be secured from control of
project

. Non-financial objectives

a. Stabilized current investment

b. Generate advertising and public image benefits

c. Capture values created by primary enterprise

[+ VIR N

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 farward.

Need for zoning change or varlarice In building code

. Need for annexation

Assistance of capital from public utilities or municipal
budgets

Control of public attitudes by local media

Harassment by public officials

. Erosion of the political base of public good will

[ RV, N W R =

Ethical and aesthetic!;.uitabmty

1. Is the project consistent with control of sprawl, conservation,
public safety?

2. Are the capacities of the developer sufflicient to protect
his subcontractors?

3. Does the design advance the environment of both the user and
the neighbor? 2

L, Is the project compatible with the developers image of
himself and the time and energy he has to invest?

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.

As you may recall, the common denominantor between space-time and
money-time i{s time.

Caplital cost and revenue schedule equated by timeline of development

Value Is a function of time lapse between cutlay dollar and revenue
dollar

Time is critical resource to be controlled through planning and
management according to plan

Capital budget schedules, operating schedules, and time schedules

1. Lead time for planning and requlatory review
2. Construction in process time

3. Start-up or rent-up time
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4. Recelpt schedule--the collection lag
5. G&Schedule far refinancing of equity buildup

E. A nightmare of deadline dates; for example:

Option date to acquire site

Regular meetings of regulatory boards

Lead time dates to meet completion dates to serve a market
Take-down dates on loan agreements

Seasonal limitations on construction factars

. Occupancy clauses in tenant leases

. Repayment dates on temporary financing

. Employment dates for staff

. L]
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F. Talent, time, and money have become interchangeable raw materials
in the real estate development process as in no other Industry.

1. 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
¢. 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 is becoming a central manager of a multi-
business venture.

Until recently, the development process was basically a disorganized
serfes of {ndividual investment decisions which faiied 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.

I. As neighborhoods are constructed, the builder takes a permanent
position by maintaining rental property, leasing gas station
sites or developing shopping centers.

2. In the past, the developer tock 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
customer%move and remodeling business as satisfied customers
expand their investment,

The current trend to develop larger units at one timec a neighbor-
hood instead of a site or a complex of related primary and ancillary
units leads to new terminology such as:

1. Planned unit development (PUD)--balanced residential community
complexes

2. Industrial or office parks

3. Shopping centers

L. New towns

The Increasing 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 :

Creative new multiple approaches to the capital market

Large corporate investors--most of whom have taken

Insurance company equity participation

Vertical Integration of contracting and construction material
industry

T NS -
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Since the entrepreneurship and management abillities required in real
estate have never been notable attributes of govern ent administration,
public agencies have found it advantageous to utiiize private enter-
prise skills

I. The entrepreneurial ego In public administration
2. Turnkey projects



BUSTNESS 550/705
PUBLIC SERVICE COST/BENEFIT--FUBLIC SCLVENCY

There is an interplay between capitel expenditures by one fovernmental
arency and operatine costs funded by local real estate taxes which illustrates
the problems of who benefits and who pays,

A. TFederal projects removinz tax bage.

B. [I'ederal grants and gifts.

C. Federal seed meney to promote new governmental functions
D. State aid formulas

E. Political fragmentation at the local level

[1. Federal policies may be very unfair to local residents even though the objective
of government policies is good. Consider the question of who pays for the
Fderal wild river program.

IT1I.

Ai

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 aven though the families thereon may be
parmitted to stay for up to 20 years as tenants. The town still must provide
sarvices including education, nevertheless.

NPS makes no payment to local govermment. In gontrast 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.

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 figst impression
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.

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 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 like this:

Change In school tax rate - .2¢ per 51,000 property vaiue
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 + .b¢ per $1,000 property value
change in property tax relief + .2¢ per $1,000 property value
TOTAL TAX RATE IMPACT =T.7¢ per $1,000 property value

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.

Federal programs once gave communities block grants for very specific purposes.

A, Truax Field
B. Public housing facilities
C. Open space capital granis



IV.

2

The federal govermment has recently recognized that uvrben renewal without
additional sociel services falls short of desired impactl.

Temporary funding of new planning positions.

Temporary funding of experiments in small business assistance, police,
and social work, property rehsbilitetion, ete.

Administration of govermment grants which are conditional on maintenance
of relocalion services, locel educetion programs, building code
enforcement, etec,

ctate a2id formulas often encourage urban sprewl or misdirection of resources.

A,
B.

Road alds to townships encourage excessive paving.
Fire dues for volunteer fire departments,

Political fragmentation at the local level leeds to misallocations of
resources because af debate as Lo who benefits and who pays.

A,
B.
C.
D.

University Avenue project delayed

Township of Madison vs. City of Madison

City of Wausau vs. Marathon County

Private utility distriets and public boundaries



BUSINESS 550/705 - PUBLIC-PRIVATE PARTNERSHIP

Merger of public/private interests is always required for a real estate
project. The question Is how that merger will ke accomplished:

Negotiated confrontation

Pre-annexation agreement

. Project invitation and competition Tnitiated by the City

Tax abatement incentives

Special assessment for infrastructure (Hill Farms)

Subordinated development loans

City owned space frames

. Joint ownership

J. Exactions and fees

Co-development requires a strong, knowledgeahle government, patient
developer, and & local business leadership structure with clout and money.

T TmMmoO O

A. Milwaukee Development Carporation/City of Milwaukee Development
Agency
B. Inner Harbor Development Corporation/City of Baltimore/private developers
C. Separate development corporations instigated by City objective but
separate from civil service, patronage, and palitical changes in
City Hall make it possible to hire expertise and sustain commitment
for long periods of time,

Federal urban development programs have been scuttlied 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"
. Eligibility

Private capital must exceed 2% times public capital

Jobs created per dollar of federal money

Fiscal impact on sales, real estate, or other local taxes
Rehabititation preferred to demolition or relocation

Public hearing and review

Minority business participation

~ Gy L BN =

B, The UDAG grant goes to the City who In turn makes a soft loan to
the developwment as a second mortgage at non-market rates which
must repaid to the city to become a revolving fund for future urban
development.

C. The HODAG program was intended for housing
Community block development grants provide a capital pool which a city

committee can allocate to various public groups who are pushing to
advance various community organization projects.



Business 550/705 - Public-Private Partnership, page 2

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 80%

of county)

Industrial revenue bonds
F. Land leases

G. Leasebacks

m
»



TRANSPORTATION AND SITE VALUE IN USE

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, inland canals and waterways in America, the
railroad, the auto, and the alrplane

A. Others will talk on the macro-econo.” :iof 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 yvou wish | thought | would try to make my points by reference to
Madison projects which should be familiar to you although illustrati
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,

Interior mall shopping cneters under donstruction by Pensey's on the east
slde 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 minlmum of 12-14 %anes 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 Mineral Point Roads to 6
lanes.,

C. State Highway Department data only recognizes projections from existing
data so that Pyramid interchanges were obsolete when built.

D. Danger or inconvenlence of parking means conditioning of shopper to
go elsewhere but bulllng to peak parking requirement of week before
Christmas means carrying exceds 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 limited frontage due
to shape of Frisch farm and judgment error by doctors owning the Dohm
Plat.

F. Tosseparate goods, people and cars cars are clrculated by an outside
loop and drive-in services such as banks and TBA sales are held to
the outside of the Loop. Hilldale Center is improperly designed rel-

ative to its circulatlon and entrance route.



G. Truck routes were once placed in tunnels under shopping centers
but the bay spaces required for semi-tratlers was Incompatible with
bay spaces required for retalling 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 link to a
local warehouse point. Indeed heavy merchandise is shippad directly
from the warehowse rather than the center so that didtributlon &s
separated from display functons (cpposite [llustration for obsolete
store locations such as Sears and Schuster's in Milwaukee)

U. 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 Inn examples. U.S. Post Office
L, Left turns kill value as wltnessed Red Owl vs. Kohl's, Arbor HIill

Subdlvision and Treausre Island,

Accessibility Is a function of visibility, decision-span, safety attitudes,
habit, and declining frustration tolerance with increasing proximity.

A. For filling stations accessibllity depends on distance travelled
by the car during the decision-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 sied of a controlled intersection is the preferred location by
far. A red light provides a decision span but creates a frustration
facotr which is relieved 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 frastratlon for the woman driver
just as she sees the station whe 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 ideal - Shell 011 in Madison.



v.

A majJor 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 gmneral 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.

Similarly, a land-Tocked parcel means almost tode! loss In value

1. Before and after valuagion to measure damages as a result of
a taking

2. Constructive loss of access as in the West Virginia Steel Plant
Case puts an economic constraint on highway design within
avallable budgets

A partial taking of access may mean a drastic change in highest and
best use of & parcel and therefore its value. The problem comes In
determining when the after-value reflects the Twpact 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)

While the law requires access It does not compensate for clrcuity of
travel expllicityy but may do 1so 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 takling.

Platting and all development adjacent to a state, - county- or city
street requires approval by the appropriate autho.lties.

Invisible prohibitions of access wlll wipe out proximlty values such
as at the intersection of 12-18 and interstate 94. There is virtually
no appeal from the State Highway Dapartment’s rulings on access and

no compeansation for properties not contlguous and suffering a partial
taking.



URBAN ILAND 550

Real Estate & Tranhsportation Policy

Introduction to the Urban Transportation Problem.

If there is anything more talked about and less acted upon than the weather,

it 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 energy
shortage and increasing travel costs: our transit problems are getting worse
every day.

It is the battle ground of computer-age hardware and antiquated public pelicy
decisions. v

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 auvtomobile 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.

C. The result of this conflict is that today:

1. Only 8 out of the world's 46 urban rail systems are laocated in American
cities,

2. Since World War II inter-urban rail service has been cut by 80% while
one guarter of all railrevad paggenger cars still in service were built
before 1940,

3. Detroit has transformed the modestly priced and efficiently designed
"tin Lizzie" into a genuine plastic wood grain wvinyl four-on-the-floor
super eight overhead cam 380 hourse power magnesium hubcapped stexo-
phonic autcmatic 36-month—to-pay gas-guggling polluter!

4. Americans are now chained to the private automobhile and its accesscries:
The super highway, parking lots, and traffic jams because of uncoordinated
and distant home to work commuter patterns.

a. Highways and automcbiles 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 oppesition: 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.

The Dilemma of New Urban Land Usc Problems in 0l1d City Perspectives

A,

Frank Lloyd Wright--"Big cities are ‘'vampires' that must die. The universal
use of the automecbile has made conventicnal patterns of urban living inde-
fensible.™ TIs there any going back in time or spage?

We live in central cities which are the product of nineteenth century
thinking; or the blighted urban grey areas which were strangly influenced
by the linear travel patterns of the street car routes, or more preferably
the suburban fringe where distance is measured in minutes rather than miles.

The contemporary urban man has responded to the motor age in much the same
way that the renaissance man vielded 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 themseclves vulnerable to the unknown forces
that wish to disrupt the process.

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 gver the same peried,

5. Railway commuting is 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 mihutes.

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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1. 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 polluticon 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, Consciously match transportation technology and impacts to all densities
of the urban structure.

a. The average cost of maintaining an automohile for commuting purposes
is over 31000./vear.

b. 25 to 30 percent of the U.5. c¢ity is devoted to the automobile,
while more than 50 percent of the usable land in the central business
district is dedicated to the streete and parking lots.

¢. Ten miles of freeway in a ¢ity may cost $5100 million and remove
2500 housing units from the market as well as an equal number of
business locations. For every one dollar it takes to build an
alevatad super highway, it takes two dollars to build a roadway at
grade and four dollars to build a depressed roadway.

ITI. The Interrelationship of Housing and Urban Transportation

A. Urban houscholds choose their housing locations and urban transportation modes
s0 as to maximize their total real incomes.

1., 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 CBD).

3, Substitutions can also be made between travel time and travel cost.

a. Travel slower but cheaper.
bh. Go public and travel cheaper.

4, As residential densitics decreases, the trawvel time, cost, inconvenience
and sheer technological incapabilities of the various public transportation
systems increase rapidly.

5, BAmerican commuting households apparently have made the choice of spending
more on transportation and less on housing.



a. Large housing cost savings per mile traveled for those residing
at the lowest densities encourage long-distance trawvel,

b. BAs distance traveled increcases, commubers arce 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 wiil
desire considerable amounts of housing and vard space. They thus
go to the fringe of the city where it is the cheapest and thus
trade perscnal time lost in commuting and higher travel costs for
benefits of more satisfactory housing,

d. 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 intome 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 serxvices they desire. They
are also more likely to use slower but cheaper transportation.

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 reguirements and expense.

2. This abstract expression of the jdeal residential location for
every household overlooks the fact that:

—- dispersed economic activity results in job opportunities being
located in areas other than the CBD.

== no such thing as a single "local labor market,"

-- thig 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.

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)



Wingo states that an equlilibrium set of rents may be defined
ass ¥
KBt + k™M -0 = L, k=1,2,3,....8
1:1,2’35-ccc¢,h
where kB1 = the rosition rent for worker k at any point i
kxi—o = the anmual transportation costs to worker k

of the journey-to-work from any point 1 to the

employment center at o
location costs, 2 constant for all 1 and k
position at which =z set of g (g less than h) house-
holds may locate with respect to a single employ-
ment center o.
Given the transportation function expressed as a function
of distance from the center s., 1t becomes possible fo express
the spatlal strueture of posi%ion rents by rephrasing the
preceding equation,

k81 = L 2 10 = -0 - ¥X5-0

where L = location costs
kﬂi = position rent at point

L
h

k-0 = transportation costs between center and point
1 for household k

kxm-o = transportetion costs to the margin point m
from the center o for household k.

The following functions rglate to the expressions listed in
the model diagramy. .
residential site for worker k
employment site for worker k at employment center o
marginal locatlon wage
position rent
policy variasblec for constrained velocity

XKW = hourly wage for worKer k at employment site j

Nén = population and relative characterlstlcs

Xy .y = distance between home and wWork

23.7R! Meyer, J.F, Kain, M. Wohl, The Urban Transportation

Problem (Cambridge, Massachusetts, Harvard University Fress,

1965), p. 108
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URBAN LAND ECONOMICS 550
Lecfure Qutline - REAL ESTATE AND SOCIAL DISORGANIZATION

The land and building decisions In real estate form the walls and 1id of
societyls terrarium. Churchill - '""Je first shape our buildings and then they
shape us.'

A. R¥X Real estate form has some direct influence on
1. Individual mental Illness and isolation
2. The strenqgth of the family unit
3. Soclal stratification and confllct
L, 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. ’

1. 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 Hewman, or Community and Privacy
by Chetrmayoff and Alexander,

From Community and Privacy consider the six domains of urbanity, or a hierarchy

of real estate spaces affecting comunity and private social behavior:

A. Urban-Public. The places and facilities in pubiic 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, stadia, theaters.

C. Group-Publijc. The meeting ground between public services and utilities and
private property requiring joint access and responsibility: Places requiring
mail 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. Famlly-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.

F. Individual-Privage. The 'room of one's own,' the innermost sanctum to which
individuals may withdraw from their family,

A variety of detailed courses are available in Urban Sociology, Urban and
Regional Planning and Psychology but the 6 domains of urbanity can be iilustrated
to show impact of land planning and building design on social disorder.
A. Jane Jacobs - Death and Life of Great American Cities - Rittenhous Square
1. The one usé Time ghetto of oitice buildings surrounding a park leads to
a social vacuum which attracts the social outcasts.
2. Rittenhous Square has heterogencous 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.




C. 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.
1. People ralate to small areas which are close to their own units and
shun large plazas where everyone ts a siranger and therefore a threat.
2. Control of corridors and stairwells
3. Channellng of pedestrian traffic through subtle use of curbs, textures,
and views.
E. Family-private can be affected by design.
1. Family life and the kitchen
2, Front entry colors and textures affect attlitude
3. Circulation patterns which permit communication or reduce anxiety
F. Private spaces with both visual and auditery privacy

In addition to individual building design and location contributing to soclial
disorder, land use and financing policies have long term impacts in the aggregate
which are undesireable.

A. The FHA Home Loan program led to suburban sprawl, excessive dependence on
the automobile, and social stratification by income required or mortgage
loan elegibility.

1. The NAREB virtue of neighborhood homogencity has Indirectly led to
exclusion of land uses ®m and certain minority groups when heterogeneity
of land use and social groups would reduce conflict for lack of commun-
fcation 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 imposed suddenly leads to price inflation
and further flight to the suburbs.

C. The Rockford experiment at scattering public housing units throughout the
community.

D. Court pressure toward dispersing public housing can be nullified by legislative
or administratige action catering to suburban pressure,

}. The HOCHA case - equity vs. social environmental impact

2. Defusing HUD as a force for soclal 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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.
ECYCLING OF TLE CITY (ARDUARE

Title | of the Housing Act of 1942 began federal program of financing urban
redevelopment efforts, with an enphasis on residential areas and new
residential construction.

N+ Planning grants and loans to a local urban reneval authority (LPA) for
conmunities certified as having a workable progran.

w. LPA would assemble parcels through purchase and condemnation, renove
old structures and improvements, provide a réuse plan, complete public
inprovements, and market to private developers.

€. Sale subject to detailed conditions of master plan would be at a price
only a fraction of cost tc acquire. The loss or write down bLetween
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. Legislation gradually liberalized credit system so fed's contributed
1007% of cash. '
2. City vulnerable to blackmail by institutions with credits

E. Original definition of eligible arecas required high percentage of
diglapidated or substandard dwelling units and 90% of resold area had
to be for residential contruction. Over the years housing laws liberalized
definitlon of ellgible 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 ftypes:

1. Total clearance: concerned with the demalition and clearing of areas
whose physical components are incapable of being salvaged.

2, PRehabilitation: concerned with the rehabilitation of the areas that
can be economically restored.

3. Conservation: long-range aspects of maintalning 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 could he demolished,

1. 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.

A variety of real estate economic factors gradually distorted the original 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 basg&ia high residual land value and intenkse 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 bulldings.

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 Tacked real estate sense by falling to provide necessary linkages
or creating awkward sized devclopment parcels subject to impossible design

constraints.



1. Clearance isolated in center of ghettos

2. High-rise projects with big open areas, a planning ideal, proved
unworkable,

3. Successful preojects began at the edge of natural border of stahilized
areas and maved touvard 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.

Planners In charge resented sale of land to private redevelopers and there-

fore made acquisition program extremely expensive and unpleasant so that

no one came forward to purchase sites.

1. Complicated bidding, design competition, and negotiated acqisitions

2. Pestrictive covemants which often made titles unmarketable or purchase
too risky,

3. Adverse publicity and Tncredible delays of the developer after developer
had committed funds.

Driginal emphasis on reslidential uses and residential re-use cither

forced existing commercial and industrial job opportunities to migrate

into the suburbs or freed Tirms wishing to relocate fraom unsaleable fixed

assets which tended to hold them where they were most needed,

Racial segregation and lack of low priced housing alternatives for

relocated families meant disequilibrium in supply and demand with

several results:

1. Useful lives of blighted properties were artificially extended,
preventing natural lard use successsion.

2, Segregation in the suburbs meant failure to disperse the ghetto and
break the poverty cycle by reducing educational and economic segre-
gation.

3. Overcrowding led to creeping blight.

4. Constant dislocation meant break-down of neighborhood social and political
fabric.

As the complex problems of urban renewal were better understood from the

mistakes of simple-minded idealism and institutional opportunism,

2 factors appeared:

1. A political backlash against urban remewal in 22NY form

2. Hore generalized block grants for multiple facﬁed software as well as
hardware renewal.



Urban Land - 550
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 is 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 js an expensive problem and it is growing more so.

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 1 first taught the appraisal course. The same unit today,
new, in Madison, would cost about $23,000 but most families wouldn't
quallfy to buy such a house today. Only 50% or less 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 or rent modest housing, the monthly cost for the family,
that Is, as somebody else must somehow make up the difference.

C. Following the back door to feasibility 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 famlly with 510,000 a year income, they can
only afford a maximum of $200 a month rent including all utilities
and parking.

D, It 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.

The cash costs to the renter or buyer include:
A. Operating costs for heat, light, maintenance, and repairs

(subsidy as in public housing, Tncreased quality of
‘construction, self help by tenant or buyer, location)

B. Real estate taxes
(fee In lieu of taxes as In public housing, homestead
exemption for assessed value, state or federal
subsidy, shift of tax collection to other sources
to reduce mill rate)

C. Collection losses due to delinquency and default servicing charges

D. Administrative costs
{incurred In marleting, managing, debt servicing,
subsidy administration, etc.)

E. Interest cost on permanent financing
(non-market terms, subsidy as in 236, reduce loan
required, reduce market rates of interest)
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F. Principal payment - repayment of loans outstanding
(Extend terms up to 50 years, reduce original
loan balance)
(Peducing loan required can be by subsidy of land
cost, reductlon of construction cost, government
subsidy of construction cost, or reduction of
Indirect cost Including interest on construction
loans and administration of government paper work,
or attracting more equlity 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 increasing leverage if terms of larger loan
will stll} nean lover interest and principal
payments; or cash profits to equity can be increased
uithout Increasing rental dollars by increasing tax
savings to other income by means of investment tax
credits, shorter uscful 1ife, higher percantage of
accelaerated depreciation, more liweral capital gains
definition or tax offsets).

H. Equity appreciation due to equity buildup or appreciation in resale price.

Cash flow computer nodels permit one to test alternative proposals for
housing assistance to determine vhich one accomplishes the most for a
subsidy dollar. lousing policy cannot be based on cash sensitivity alone.
{0therwise public housing seems to be cheapest but it leads to undesirable
social spinoffs or political resistance which Impede the speed and scale
of additions to the supply of housing chaices within the effective demand
of low incone familias?.
A. The sensitivity of rents to alternative forms of subsidy might analyze
four alternative projects and speonsorship type as was done by 0'Block
for the llew Jersey Finance Agency:

. Hew construction, nonprofit sponsorship

. Mew construction, limited-dividend sponsorship
. Rehabilitation, nonprofit sponsorship

. Rehabilitation, limited-dividend sponsarship

e DD e

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:

. Construction or rehabilitation cost

. Land acquisition or land and building acquisition

. Debt service payment as a function of interest rate
. Debt service payment as a function of martgage term
. Real estate taxes

Ul W b —

€. The following tables are from Chapter 9, Urban Analysis, Harvard
- Graduate School of Business Administration 1570,




URBAN LAND 550
Land Economics, Urban Blight, and Origins of HUD

The growth in the urban character of America Hasq&hﬂkﬂe& growing recognition

urban blight or the spread of slums in the popular vernacular. Blight is
an elusive concept.

A.

D.

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.

Social dlsorganization may be marked by high rates of crime, suicide,

disease, and psychosis.

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.

In more technical publications, "blight'' may refer to:

1. 0ld residential areas in an advanced stage of obsolescence and
deterioration, fe. "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
raclal groups during assimilation.

Before 1800 Congress authorized a study of blight in 7 cities and

found a correlation between slums and alchoholism. Eventually, Congress

concliuded prohibition was the answer to slums.

A symptom of blight is physical deterioration but causes are more difficult
to identify, anticipate or correct.

A.

Blight can be typical of all urban land use classes in their pure form.

1. Obsolete or socially lsolated residential neighborhoods

2. Obsolete commercial-retall strips

3. Outmoded schools and parks

L. Obsolete manufacturing districts

Historically zoning has defined a heirarchy of preferred land 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 1s 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.

From an urban economics xiwpmirx viewpoint, blight is a symptom 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 vhere a

competitive use can afford to purchase the real estate and alter

management, remodel, or replace existing improvements with more profitable

use. ,

1. The ideal pattern of succession would expect that as a land use area
and improvement became obsclete, parcels would be reassembled and
converted to more profitable land uses.

a. Conversion of mansions to boardinghouse to apartment
b. Langdon Street
¢. The famous Plaza Hotel



D.

FO

2.

Blight becomes virtually irreversible if the pattern of succession

due to economic logic is distorted through:

l. 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 deterioration on the succession
process, on investment incentive far new uses or small groupings
in Isolation; situs of new uses, environment and approaches,
accessibility may be excellent. Blight of shopping areas and school.

k. Low grade transition devices, rooming houses, gas stations, parking,
and inferior conversions (both commercial and residential).

5. Contlnuing 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. (cleses
door on replacement through economic substitutions and causes
supply to remain constant relative to Increasing quantity of demand
or level of effective demand)

Anything which provides non-economic income, permits a non-economic

charge for operating costs, doscourages reinvestment of capital earned

in the area, or otherwise pravide a negative investment incentive
disrupts succession of uses.

1. Demand through segregation prolengs economic tife.

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,

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 life 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.

k. Technology of transportation and marketing distribution.

5. Technology of building equipment, etc.

Currently the blight of accumulated mismanagement of land use succession

coupled with the social revolution and political awakening of the

silent minority is 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.

It should be understood that there are some permanent and some temporary

groups who find blight to their advantage:

|. Those who have resigned from society - the Skid Row halfway point.

2. Economic clrcumstance 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.



Problems of urban decay were considered to be local problems until World
War I.

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
L cities of over 200,000 population.

The first federal public housing was built by the U.S. Shipping Board

Emergency Fleet Corporation which financed housing built by real estate

companles owned by shipbuilding companies.

The depression led to the Federal Home Loan Bank Act of 1232 and the

Home Owners Loan Corporation in 1933, both ideas conceived by the

Hoover Administration.

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 liousing Adninistration

Z. The Federal ilational ilortgage Association

3. Federal Savings & Loan Insurance Corporation

The Hational Industrial Pecovery Act produced the first public housing

for the poor.

1. A Constitutional misunderstanding led to concept of local public agency

2. Local public agency and States' rights vs. efficient Fasciest solution

Roosevelt started the ''Settlement Administration' under the HIR and

built a number of Greenbelt towns in !Maryland, Greendale Hilwaukee, and

Indianapalis.

In NHovember of 1341 Roosevelt was about to propose a major national effort

at urban revitalization but plans were shelved until 1945 and bogged down

when the Omnlbus Bill began an urban-rural split in Congress. The

NatTonal Housing Agency was created during World VWar |l 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 log rolling for some of the
more debatable agricultural subsidy legislation.

The 1948 Housing Act authorized 95%, 30 vear loans for low cost home and

90% mortgages with 40 year xmm terms for low cost cooperative housing.

The B0th Congress shelved the bipartisan Wagner-Elender-Taft Housing Bill

which became the major theme of the Truman campaign against the ''Do Hothing"

Congress.



URBAN LAND 550
Lecture Qutline- Dept. of Housing and Urban Development

HUD has undergone an incredible and confusing metamorphis in both organiza-
ttion and philosophy in only 25 years time.Because of its rapid series of
reorganizations, its impact is often underestimated or scorned and its
management talent not given credit fairly for what it has accomplished.

Its principal functions can be attributed to its antecedént agencies
now merged into HUD:

A.

1.
2.
3.
b,
5.

The Public Housing Administration (PHA)

The Federal Housing Administration (FHA)

The Community Facilities Administration (CFA)
The Urban Renewal Administration (URA)
Federal Hational Mortgage Association (FMMA)

Approach to housing and urban renewal philosophy growing out of the
problems of PHA, CFA, and URA.

PHA was a Roosevelt program to have the federal government condemn slums
and build modest but decent housing for the urban poor.

2.

The ltocal public housing agency as a pattern based on mistaken
Constitutional law.
LPA's retained parochial-palitical narrow-mindedness of the community
which the federal government tried to correct by progressively tighter
specifications and conditional Incentives,
Fublic housing in Milwaukee was an outstanding exception.
Public housing violently opposed by National Assoc. of Real Estate Boards
and other conservative groups of industry.
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 It discourages self Improvementa
b. It forces separation of best peer group example and leads to

adverse selection of tenants without effective social structure

or motlvatton.
Public housing failed to get wmuch money at the federal level and 1ittle
support at the local lgzevel despite well meaning local public
housing people. Public housing projects became a social and community
stigma.

Alternatives to public housing were developed using subsidized lovans to
encourage housing producers to deliver rental housing with cash requirement.
low engugh so that poor families could afford them despite prive ownership.

2.
3.

Non-market interest and mortgage terms.

Special income tax incentives

Special incentives such as 100% loans for non-profit failed because
non-profits Yacked managerial discipline.

To avoid strict income limitations and to provide choice between renting
and buying, the 235 and 236 programs were developed.

]I

2.

Eleglibillity tied to artificial definition of income Timits of public
housing to a maximum of 1.35 of public housing limits.

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 1% Interest on the balance.



3. Developer able to sell tax shelter for more than the required equity,
stimulating construction despite faulty projections as to operational
revenue and expenses. In 1968, subsidized housing represented 10%
of the nation's total, by 1970 it was 29.3%, and in 1972 fell to 1h%.

4, 236 operating experience in central cities has been terrible. Tax
shelter--a tax trap.

5. Smart money built 236 in the suburbs and rented to lower, middle income
colleqge 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
might be cheaper although slower to make outright grants.

8. These subsidy programs are strongly advocated by the housing producers
such as the national association of home builders and the mortgage
bankers and generally depend on FNHA of GNMA for investment money.

a. It is profitable but inequitable.
b. It applies only to the most expensive form of housing, new construction,
encouraging urban sprawl.

9. On Jan. 8, 1973 Hixon terminated all subsidized housing programs, a
decision which is being contested in the courts and of doubtful iegality.

F. Nixon housing policy statement and legislative proposal recently relcased
perports to foster freedom of choice by type and location of hossing for
low income people, freedom from project stigmas, and Touer cost of adminstration.
1. It proposed a gradual development of a housing allouvance or direct

cash assistance program.

2. Administration proposal is suspect as experiments give local realtors
significant control of base allowances.

3. The housing allowance is suspect becausc it has problems in Europe
and Sweden where producer's subsidies were also required to avoid
price tnflation created by an increase in effective denand without
an increase in sunply,

. The President's progran Is more intcrested in improving supply of
money for middle class suburbkan home bLuyers.

5. Nixon administretion wants "out' of fedoral housing pregrans and
HUD, thus reversing the cycle.

Cormunity Facilities Aduinistration was a porl Larrel ~reacy vith e 'ninistrative
responsibility for construction of a variety of public works.
A. CFA began as an agency to build public Tacilities for communitics sucdenly
overwhelnu: Ly federal installetions such as a military base of defense plani.
Z. Its role expanued into construction supervision ard grents in urban areas
so it gave uUD the opportunity tc include sometiing for everybouy in its
housing bills and thereby maintain congressional support.

€. The staff of CFi cventually became the core for a variety of open space,
water pollution, cducation, and similar prograns within HU3,

D. All these prograns were on a specific grant basis, Item by item, so the tire
delays became enormous. Cach time developers found a way to subvert
federal intentions of social reform or assisting a particular lov income
group, more red tape was added to contral the 10% who cheated.



3.

To break red tape jam, BUD decentralized iSa regions anu eventually to
each state.

Delegation of detail work to certified lenders and turnkey contractors.
A partnership of federal money and local private and public expertisc
was faster, cheaper, and more sensitive to local needs.

Cxperiments with block grants for broad range harduare and community
software.

1.
2.

3.

Liberals lost control of specific prograns which would bribe localities
to overcome racism, vested interest, or anathy.

Block grants avoided red tape of fedcral bureaucratic efforts to have
comprehensive social-political-ccononic approaches to urban problems.
Remains to be seen if local communities arc now sufficiently enlightened
in their poucr structure to vse the funds to equalize opportunities

and reduce ecoronic and social seqregatien.



t.

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.

Also frozen were commitments for three categorical aid programs

to local communitiés - water and sewer grants, open space grants
and public facility loans. Said Mr. Romney the freeze would last
until these progrmams 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. Romnhey 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.

In addition, 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 programs were all
discontinued ''for budget cutting'.

While congressmen called Nixon's action political blackmall, the
elderly John Sparkman, Chairman of the Committee of Banking, Housing,
and Urban Affairs and grand champion of NAREB and "NAHB rumbled

'"We cannot let stand this arbitrary exercise of exegutive power

taken in violation of the intent of congress and in complete
disregard of the housing heeds of the poor and {11 housed of our
nation.,' Representative Patman said he would start te hold hearings
on the matter immediately.

By the end of July the rumor mills claimed that some funds for
housing the elderly will be available and perhaps there wiil 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,

ft would appear that much of the federal HUD central Washington program
will be dismantied in favor of state administered programs funded in

large part by block grants and specially controllied 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 neced 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 levied directly fram the
Tegislators districts will have great political clout and spark

a tremendous amount of maneuvering.



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,

Since housing has always enjoued strong lobbies and emotional critics
1973 i1l be noteworthy for a legislative battle on housing policys

A.

Some strong arguments can be put forward for continuation of
housing and community development subsidy programs.

l. Cutbacks hurt the poor people dlirectly 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 housing may cause severe unemployment
and unnecessary shutdown and startup costs for suppliers.

3. Some charge that Nixon §s renegging on the national housing
goals passed by ocngressional statute.

4. There are those who argue priorities should produce budget
cuts Tn other places such as defense.

There are some good arguments for suspending or terminating present
programs.

I. Housing subsidies have already committed the American taxpayer
to future payments ranging from 57 billion to 82 billion depending
on ones assumption about Inflation and rising income.

2. If the same programs were used to improve shelter for 6 million
families 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. Hixon 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,

k. Income eligilility limits are too high in many areas so that
developers get subsidized financing while housing middle income
families.

5. Subsldies are tied to the structure or the house, not the family
inhibiting the poor from relocating to take advantage of jobs or
integration into the community at large.

6. Evidence suggests that FHA efforts to regualte make the cost
of subsidized units higher and the quality lower and that there
are less expensive ways to help the poor to guality housing.

On halance less expensive subsidy program must be found while government
remains involved to lower 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 tke present.
Aggressive consumer action in the style of Ralph Nader is the only

hopeful political counterfouce.
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For communitty development programs there will be a definite shift

to broad gauge federal funding rather than special 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 less clear and housing
production will fall.

it would appear that much of the federal HUD central Washington program
will be dismantled in favor of state administered programs funded in
large part by block grants and specially controiled 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.

Al ready HUD is allocating such resources as it has to state housing
agencies where they exist and it is thought that the states that
would be able to take over existing federal personnel {n order to
staff up for their new role.

1. 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 orlented staffing
of HUD.

2. That means no aone will be pushing very hard to desegregate
the suburbs when the suburbs control the legislature or to house
migrant farm workers who don't vote locally at all. Sociatl
reform through the leverage of federal finance will be lost.

One bright spot 1Is further impetus to experimental housing allowance
program. Since 1932 various housing studles have suggested a test
of providing a direct subsidy to low income families in 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 is being designed for effic ency of administration
and a 5 year test is under way. |f 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 PROCE3S AND THE ECONOMICS OF URBAN POLLUTION

I. Location of economic activity is finally graduating from the "Cowboy

Economy"” approach to "Spaceship Earth"

A. "Free" goods and limitless natural resources

B. Rising cxpectations & environmental concern - 3 matter of pollution
perception.
1. Income elasticity of demand
2. The affluent socociety

C. Rapid urbanization concentrates and cmphasizes agbuse. Rural per capita
waste discharge probably higher but less noticeable.

D. Solution requires awareness, technology, financing and social
mechanisms for pollution decisions

IT. What is Pollution? A set 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 regulate by private agrecments
B. Interdependenclies: Smallest environmental program has major impact
on Real Estate Process
1. TImpact on individual consumption decisions (demand side) Altered
housing patterns
2. Impact on developers, altering cash flow, solvency, feasibility,
present value of investment. {(supply side)

ITT. Types: Water, Air, Solid Waste (litter, garhage), Aesthetic deterioration
{scenery), social tension (ncuroticism), Noise,
A. Water as an environmental sink is naturally limited in assimilative
capacity.

1. In 1963 industrlal waste amounted to 75% of the total. 1In 1973,
the percentage was closer to 80%

2. Suspended solids, heat, nutrients (phosphates and nitrates), long-
lived Inert chemlcals complete the pleture

3. Trends:

a) Sewage separation, home cxidation systems both ‘imply increased
housing costs & corresponding demand effects
b) More complicated & costly sewage treatment financed by real
estate taxation, bond issues Inply increased land development
costs, faster land turnover. The sanitation engineer ascendancy -
cost benefit fallacies
B. Air Pollution - extensive, unavoldable, long term soclal costs

1. Sources nationwide: 60% automobiles (L.A. 95%), industry 16%,
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 Iinterventlon.

3. Criteria: M3B=MSC of successive Increments of abatement or
marginal increment in damage equals the marginal cost of additional
abatcment

4, Real estate effects
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
¢) Burden of public transpertation measures falls on taxpavers,



c.

D.

— P

homeowners, land developer holdings through bond Issues, real
estate taxes

d) Inereased building cost as firms adjust to mew space heating
& waste burning regulations.

Solid waste disposal

1. Facts: 365 million tomns per year, 10 lbs. per capita par day.
Only 50% collected. Industrial waste burned (107), 90% of
municipal waste 1s dumped on land £ills. Substantial industrial
recycling.

2. Trends: Increasing cost of removal implies increasing efforts to
recyele, 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 strucLure
requirements.

Noige, Privacy, Aesthetics

1. Close relationship between income & level of privacy, Social
tension Increasea not in high density urban 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 1s a space
attribute leading to essential sensory regeneration.

3. Residential design to enhance privacy, aesthetics, and freedom
from nolse, imply greater development costs.

1V. Economic Solution: Internalize Costs

A,

Methods:

1. Legal penalties

2. Subsidies

3. Effluent fees (Right-to-Pollute?) _

Problems: Individual investor is 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 becausc of long~-term pollution products misallocation.

(it is cheaper to pollute)

Final guidelines

1. Avoidance of the catastrophic loss

2. Maintenance of large choice set for future generations

3. Maintenance of institutional flewxibility and ability to change.



ECONOMICS OF URbAN POLLUTION

Location, location, location is now environment ecology and effluent

A. Population density and take-off principle
B. Tolerate is both physical and mental

¢. Urban technology or environmental quality requires hardware, noney,
and a social mechanism for decisions and financing.

Technology of water and air quality is obsolete. Problem of water ana
air quality 15 interrelated, e

A. Water is used as vehicle for solid waste disposal but limited in
capacity both iIn nature anu in processeu form.

1. Primary treatment
2. Secondary treatment
3. Auvanced treatment
4. Sewer taps limit urban growth
L. Recycling of sewage water in Denver
. .Cost to transport fresh water or remove waste water
7. Combining waste disposal with agricultural irrigation
¥, Recycling of sewage sludge as animal feed
3. Grinding sewage and pumping solids
1u, Vacuum systems
I1. Oxidizing of sewage
B. Water guality and solid waste
. Vacuum system to collect yarbage
2. Sanitary land fill and water taole pollution
3. Incineration, sterile fill, and recharged area
C. tindustrial waste such as sulphite liquor
1. Hign volume, low quaiity by-products
2. iligh value, low value by-products

Air pollution related to invention of fire and use of fossil fuels

A. Lconomics of smoke control



-2 -

B. Air pollution result of single family home anu car

C. ELlectric capacity related to coal and natural gas
1. Purification of exhausts means contamination of water
2. Transmission problems mean inefficient land use
3. Inert gas and transmission Tine insulators

D. Atomic power, water pollution, and air pollution

The gasoline engine and tne private automabile

A, Paving for automobile destroys necessary green oxygen producers
B. Exhaust is major source of urban pollution

C. Public transportation or electric automobile requires urban density
and compactness,

1. todern location theory implies private mobility anc inertia of
canvenience.

2. Environmental theory for urban economics requires public systems
of mobility and consumer preference for active motion.

Privacy 1s a resource
A. The hierarchy of residential design layout for privacy
B. The counterpoint of natural environment
tarket economy does not work well to internalize cost of environment
controls. cEtconomics of controls differ for society as opposed to
individual investor in the urban site.
A, Marginal benefit vs marginal cost for society
B, o venefit for cost incurred for investor
L. Competing claims for investment productivity
. Some urban environment has bhenefit for developer
I. Good esthetics can be good merchandising
2. Environment undisturbed lowers cost
E. Legislative mechanisms to internalize cost
1. Uniform cost allocations shifted to consumer tinrough price

2. Legal penalties



3. Incentive in the form of subsidies, tax relief or privilege

4. Education to create social approval or disapprovalfor individual
actions.

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.



II.

TIT.

Lecture - Urban Land Economlecs - The Next 25 Years

Urban space problems may be grouped for discussion purposes into
problem areas which are converging into a major crisis:

R

Unresolved mechanical problems

1. Population pressure - space users
2. Urban construction technology bottlenecks - space forms
3. The money tonstraint - space quantity and guality

Technical solutions need implementation through decision making:
1. The urban political constraint - space control through
community action.

2, Space control - a concensus on environment desired

Luxury of democratic process versus efficiency of autocratic
management . :

Population pressure magnified physical urban problems and reduces
opportunity to create intangible sense of community,

A.

BO

Population estimate - 250,000,000 by 1987 and 324,000,000 by 2015,
85% of increase in present metropolitan statistical areas.

A fall in the average number of children per family from 3 in 1957
to only 2 in 1965 reduced the forecast from 300,000,000 by the year
2000 and 500,000,000 by the ear 2015!

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.

Technical constraints onm urban engineering

A

B,

Inadequate natural capacity to absorb sewage contamination.
Inadequate water respurces to operate water flush sewage system.

No acceptable engineering alternative to present sewage systems
available for a mass market adaptation.

Air pollution is primarily attributable to the family car, the
family home furnace, and electric power production for home consumption,

A fossil fuel shortage will complicate choice of enmergy system requiring
a transportation alternative to tha automobile which presently determines
all urban planning.



F,

A codified residential building system and style which wastes
resources as well as land and cepital.

Construction materials are finite, Resource conservation requires
that we respect the rescource 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 59,200 a yvear required for minimum standards in
good life suburbia, (Department of Labor study)

In Madison in 5 years useable land has increased 807 in value and
construction costs more than 15%,

A national prefab of §20 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.

Housfng costs are outstripping purchasing power gains of the young
family requiring new space,

Public budgets are increasing. Madison tax increase of 6 mills over
48 mills previous year is an increase of over 12%%.

1. 407 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 cowmunities 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 caunot build or service existing public plants
80 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.



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 a sense
of community. This group 1s precccupied by the insecurities
of job, family, and home,

This working American in the $6,000 to 510,000 income group involves
20,000,000 American families and is the doninant political force in
the center city.

All his aspirations are basic American images of accomplishment
through work and family independence which requires so much of

his time that he is relatively isolated from much of his cowmunity
and non-sympathetic to other elements in the community.

Most 2oning, land planning, political systems, and real estate
financing require homogeneity and conformity of isolated land

uses, Political action toward a concensus requires social
bridging, coopexative activity, and land use diversity. Diversity
requires security, economic and social until the political majority
are pro-urbanites.



URBAN LAND ECONOMICS - The Hext 25 Years

I. It is said we are living in the space age, and by my definition, the
space age is the age for urban land economtes. Earlier in the semester
i 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 -
I view the next 30 years as the space age - rental space, open space,
private space, and even classroom space.

A. It is very gratifying to a worrier to see that more people are worrying
about the same problems, Perhaps the frontier of space could be

) 2}6&#/ divided for conversation purposes as follows (Chart 1):
. Population pressure =-- space users.
2. Urban technology bottleneck -- space forms.
3. The money constraint -- space quality.
4, The urban political issue -- space control thru community actian.
5. The space industry -- opportunity for the pro-urbanite.

B. As | suggested in a previous lecture, form of the urban structurc
has always reflected the value system of the people living 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 solve 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 cén-
tributions.

2, City building requircs not dollars and cents but rather a
communlty sense - a concensus on what the community shouid 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 splutions at hand.

Il. 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 slightly less our population, now almost
200 miltion, will recach 250 million by 1937 and 324 million by
the year 2015 - 3/h the size of India taday. G5% of this Increase
will be located in our present metropolitan statistical area.

B. If the number of children per femily 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 1380, 360 miilion
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 g difference of 275 million in the national population growth
in the next half century!



C. VWhile 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 1930 are already born. Farmily formatin and the markect
for homes and the space for jobs is primarily concerned with the age
people 24 or over,

U. (On Chart # 2) hotice the tremendous increasc of percentage in
population in the 15-2k age group from 1960-70; 8.4 to h7.5%
and in the 25-44 age group which moves from 2.4 to 29.2% of the
population in 1370-80. The first age group are apartment dwellers
vhile the second age group are the home buyers who populate the
suburbs,

E. This bulge 1s 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
vears of college. |If national expectations of economic growth prove
to be true, then these families will have effective incaome to demand
something better than our present $17,500 dollar house or town house
in the suburbs,

H. lronically, 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 become impossible 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% cffective at best and the balance of the contamination
is processed naturally in our rivers and lakes. However the 10%
of the Tncrease Tn untreated sewage related to the population of 13950
greatly exceeds the natural capacity of all of our surface waters to
absorl and to process. Moreover the majority of our sewerage treatment
facility are nowhere near 907 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 preoblem by using vacuum systems
rather than water flushing systems but nowhere in the Unlted States
is such a system 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 billowing
blaclk clouds of even the Industrial smokestacls will soon be eliminated.
The real problem ls Invisible sulpher dloxide and carbon monoxide
and rclated gases, all derivitive of fossil fuels for energy. The
urban area is possible because of 20th century enecrgy conversion
systems. The natural balance does not have e 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 levels of convenience and safety and
operating costs not to maintain its relationship ta pollutien.

i, You have heard enouyh of the problems of changing our Luilding
technology for the structures which foria our urban space.

E. My objective in just suggesting the existing and very real technology
bottlenecls is to point out that in the next 25 vyears the form of
our land and buildings and their mechanical dependence on what we
call utilities and transportation must change drastically.

1. The family house vill be assembled from factory built module
conpanents, self contained, generating electricity from
its 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 itself has a cooperative shopping
complex and grade school system. The neighborhcod 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, buscs, and
trains. The fanily car will be for trips to the country, the
monthly payment to the savings and lean wiil include the entire
residential package including taxes, insurance, furniture and
appliances and cscape 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
vears we will have to prove that cities can be made to work. The
first objective is not to build cities better but just to prevent
their being any worse.

IV. The introducticn of technology to ma#ntain 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 1t is necessary to have an incame of $8200 a year if
g¢u¢gLLﬂ1e,- ﬁJ;mLs,Agif is to enjoy even a modest participation in the good life of suburbia.

Doilar . .
ZT__;“f?”_”' 1. In the past five vyears, there has been an average yearly increase
QST OF money ~4AF of |5% in the price of raw useable land, a total 80% increase, in
igsf‘oad.éLL/éygv _\i3#rthe samc period, construction costs have risen In Madison about 15¢.

7

Tos¥ o fana - A5¥ 2, A minimum prefabricated house in ladison at $20 sq. feet sold for
513,000 in 1960 including a $2000 lot. Today virtually the same
house new costs $I7,SOQ 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
50 soon.

S o hodihee - Marcﬁ&»‘%? - “2a 200 Aome lumbes cost
1907 - fummdbar - A 240
198 - 34 ded
/%63 - $y 7,7

K 4
deerrenq *ly - ‘j, §Rs
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C. By the same token municipal 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
10 years below tie national average, and 40% of its population are
undcr the age of 9. Madison 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, Vith 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, therc is little
local financing power to advance the innovations required for problems
of air and water pollution, ineguities in the pattern of education, 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 and innovation in the techniques of
city building.

2. Technical solutions to the prediciable problons of population
increase arc not at hand bLut will require total reforuation of
our land use, construction methods, utility systems, transportation
pattcras, and financing institutions.

3. PRedesign and reforn of each segment of the city building process
requires research and potitical 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 econonies,

i},  Thus the form 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 nust operate within goals determined by the community -
values backed with an allocation of private and public money,
bothh of which have real constraints and limitations even in
a rich country such as ours,

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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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 sensc of community, a concensus:of value and
cooperative effort as in the small town, at the same time that we
double the volume of fixed structures in less than 40 years.

The modern American 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 nelghborhood, the city, or the retion. lronically the
educationally rich elite and the underprivileged minorities have
the strongest sense of community and join together in 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:

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.

1. The workling American is not the holloweyed, mute, exploited, and
poverty stricken hero of Grapes of Vrath.

2. HNeither is the man sitting before the TV sect for football and
westerns and oblivious to the great issues of the day a fold-hero.

3. He is the stcady, employahble, 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% own
their own homes and 24% 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 it 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 incaone
for a rcasonable standard of living, and few skills to match
opportunities to aspirations. These aspirations are innerdirected.

6. The working American Is preoccupied nou with the nation, not
with comwunity, or even ncighborhood, but with the protection of
highly personal possessions - his job, his family, and his home.

Insecurity is & real economic fact - job security is still tough

to core by during a time when rapid economic change {impersonal and
unpredictable) means layoff, rcduction, strike, plant relocation,
or technical unemployment.

1. Yet we are appealing to him to bring about upward mobility of the
minority by sharing his job opportunities, and his nefghborhood.
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2, If job protecticn is his first concern, fanily and home Is his
second major concern.

3. He has no elaborate concept of neighborihood or community. The
working Americans' contact with the world are basically two -
his family and his fellow workers. He necd only conform to
their beliefs.

. Home serves as a haven against the outside world. |t is a place
for family and close neighbors to get together. It keeps out
other people, legally and easily from other minorites -- the upper
middle class, the political action worker, or the Negreo., Property
rights are a gut issue as witnessed by the strength of political
resistance to opern housing, condennation, building code and zoning
changes.

5. The hones justify an unconscious and pervadidg_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 family.

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 econcmics, 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 excepticonal 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 in
participation in a genuine community. How does he

find new satisfaction in 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 alsc have diversity in the people who benefit from these land
uses, City building does not begin with land and brick but rather
with a deslign to build a sense of community from our basic resource -
decent, working Americans in search of an identity and income security
in a metropolitan population already too large.



City building may begin from such wasteful and seemingly low priority
Items as:

I, Job security and guaranteed Income.
2. Insured equities to protect the homeowner from property value cycles.

3. Subsidy of community heros in professional sports, extravaganzas,
and other devices to bufld 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 1s to succeed.

Security, expansion of participation level from family and job to
other levels of comnunity life, identification with the city would
graduailly transform non-urbanites to pro-urbanites who may one day
become the source of a consensus on urban form.

Careers in real estate offer an oppartunity to participate, to gain a
sense of identity, and to succeced financially as in days of old.

This course is teaching a system of cconomics that soon will be
obsalete - but it is a subtle way of bringing some of you into the
ranks of the pro=-urban minority.
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Lecture # 5
Bug, 550 & T05

Lacture introdunces the concept of market segmentation as
applied to real estate decision making. Recsll the definition
of real estate gg: artificially delineated space over time
with a fixed reference point to the earth,

A. Implicationa of definition
1, artificial delineaticn: the modification of given
reggurces, production of Bpace/time.
2., the time nature of modification
a, short-run; success determined hy consumption
b. long-run; success determined by design of offaring,
how does 1t fit demand,

¢, examples of space/time perspectives and impsaci, short term
-building significant new housing to satisfy
temporary demand; ie. astudent housing if not
for shortage at present
-building low quality housihg because of 1ocked
in market segments student houaing
d. long term perapective can fruastrate objectives also
- VIP Plaza, carrying costs while not rented-up
- Medical Office building on corner of Regent and Park
- efficiency apartments in CBD, geared to influx of
gingle, generally clerical employees--student market
temporary user until demand by more desirable workars

B. Tdentification of the relevant space/time unit; the Eevenue Unit
1. Nature of Uae
a, motel/hotel; room/night
b. Blackhawk Ridge} camper/might, skier/day
¢. Tennis Clubj; conrt/day
d, Culiseum; event/week
e. Football Stadium; tickets/game
2, Digtinctlon of Buyer vs. consumer/user. It is eritical te
identify the declision-maker. Who pays the tab?
a. motel; the salesman or hias company
b, Tennis Club; the tennis player or the soccialite
a. Colipsum; the promater or the apectator
d. Fecotball Stadlumj; the fan or the ascalper
%2, Criterion of success
Given the correctly identified apaoe/time conespt, the
ultimate measure of gunccess is datermined by the acceptance
of the offer by the ultimate consumer, Problem exists where
producers regeive their pay-off prior to wutilization.
a, elderly housing example; developer.
b, condominium developer; unscrupulous ohes

The Resnl Estate Processi An Histarical Perspective

A, Traditionally, the real estate developer has been the 1n1tiator/
syuthesizor o¢f the various production entifies: the owner,lender,
government, buyer, and market.
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B. Relative satisfaction was determined by the bargaining strength,
or lack thereof, by ths participants.
1. strength of posificn = f(nature of offering + ability to pay)
2, malti-family housing example
a, for those who could not afford a single-family home
b, product by obaarvation and convention
c. little immovation, primary research
d. today, apartmentB/canﬂ!iniuma/etc. often selected by
those who prefer ease of living, mobillty ete.
e, charactarized by ability to pay, avallable alternatives,
effective demand for product
f. product based on extensive resgearch, obaservation
ie, Owens-Corning Glaga, The Waiting Ligt etc.);
product designed with effective demand user in mind,
C. Today, the developer mmat respond not only to those with ability
te pay, but alsec to consumer-oriented, organized users.

III. The rcle of market segmentation; the determination of the offering
A. Site/Structure in Search of Use

1. begin with space/time concept

2. ldentify attributes of concept {static,situs,behavicral)
. identify probable buyer segment of aggregate markat;
recall buyer/user relationship
congtruct rank-order of attributes for gegmenta
aalact segment which beat fite attributea of offering perceivaed
merchandising decisions; the offering = product + price:
what is the value? Value=Benefits+Cost; subjective to segment

(3200 NN (e}
a s s

B, Illunstration
1, 25 year-old, 32 unilt apartment building in CBD

2. Space/time concepts: renovate; redevelop

3. Bedevelop due tc physical obsolescence

4, Alfernative concapta: commercial, office or retail;
reaidential, condominium or rental, family or single

5. Identify attributes of site/structure concept

6. Select segment which fits rank-order of attributes; highest
valune segment

7. Refine conaept through research, as needed

8. Produce and present offering; monitor gsuccess, feedback
merchandiging

C. Use in Search of Site/Structure
1. aware of opportunity; aggregate data, market feedback
2. delineate segments; hreakdown to merchandising targest
3. identify gelection criteria of target market; rank-order
4. gearch for suitable space/time concept
(define situs and dynamic needs, then:imterface with product
5. pregent offering, monitor and feedback



D. Illnstration of Use Search

1.

2.

Aware of demand; Questlons to Answer
Ogoear Mayer ammounces hiring of 1,000 new employees
- determine how many empleyed from existing supply
of unemployed; aay 250.

Define and Delineate Segmenta: Mathod

8. use raversa direatory/City Diractery to determine where
people work whe live around Qascar Mayer in apartmentis

h. survey those apartment residenta to profile, determine
product/price needs .

6. determine nature of the Oscar Mayer employee;
look at present, assume certain degree of homogeneltyy-

40% live in houses, 60% apartments; 75% married, 25%

gingle of those in apartmenta; married apartment
zeglidents have 75% no children, 20% one child, 5% two
plus; pay $175~200/month remt in 1974.

d, Select gite; design with pre-architectural program
unit mix, size, amentities, price range ete.

E, Qther examplea of Use search; the rele af observatian and
primary research.

1.
2,

3.

4.
2.

sbserve no vacancy ln one-hedrocm apartments in CBD

review survey by Jity Planning showing bulldt-up, stable
demand,

observe constructlion activity by sector; by type of revenue
unit.

monitor rental advertiaing in newspapers free rent, trips ete.
logk at turnover in ownership or businesses; State Street.

. gaek to identify dissatiafaction of users by survey,

F, Other Methods to Segment non-residential

1.
2,
3.
4,
5.

survey competition, note nature of tenants' business

apot license numbsers

get trade publication mailing liat

charge account cuatomers

survey customers of wmes which wowld be supportive of conoept



Urban Land 550
Lecture Qutiine #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 commercial tenant

C. The industrial owner-tenant

Refer to housing cost calculator matrix.

A-D., HMatrix

E. Limits on family housing casts including utilities, etc.
FHA Tow income famlly tenants - 25% of adjusted income
Low Income owners - 20%

Lender rule home should not exceed 2 x regular disposable income
Average value is 1.5 x income

N N —

F. Effective demand is a function of:

1. Downpayment
2. Borrowing power and monthly cost
3. Definition of disposable income

G. Housing matrix suggests that real estate market is many iittie micro-
markets with different combinations of consumer preferences and needs.

Tenant Is5 borrowing use of a capital asset.
A. VWith 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.

Location decision of a manufacturing firm involves qualitative constraints
and eventually a return on investment to consider location or relocation
alternatives.

A. One criterion Is net income/total capltal or equity capital at each
alternative site.

B. Het income is a function of:

Sales

. Cost of raw materials

. Cost of distribution
Cost of labor
Cost of occupancy
Cost of management

S e B —



Qutline #b

c.

Total capital at alternative locations may be affected by:

Cost of money

Scrap value of plant abandoned

Cost of new site (net of subsidy)

Cost of new plant and equipment (net of subsidy)

. Cost of retraining (net of subsidy)

Impact of additicnal financing cost conslidering the subsidy.

ChUl i BN e

Highest rate of return is chosen,

Alternatives are first narrowed down by technical or qualltative
criteria.

Value of site varies differently with marginal cost marginal revenue
characterlistics 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.

Monday we will look at an Investment formula which is more precise
than buy low, sell high.



Lecture #6 Qutline

Intro to Real Estate !nvestment Analysis

Intellectual hostility to the city is contradicted by urban expansion,

A,

B.

I,

Is there no choice, or do people see life better in the cities?
Urbanization and growth of economic product are highly correlated,
Four abstract levels of clustering (see attached diagram)

Scattering versus some cluster leads to a net social product gain
from cluster even where land is a free good,

The concept of dense cluster results from removing the assumption
of land as a free good since lower density communities will have
higher aggregate transportation costs.

The ordered dense cluster results when density differences are used
to weight transportation advantages which is translated intc land
price. ’

Social product of clustering reflects trade off between cost of
transportation output and net useful output.

Clustering also permits internal of external 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.

To put last three lectures in perspective it is first useful to recall
that there are two basic real estate decisions situations:

A.

B.

A site and structure in search of a use for which there is effective
demand.

An effective demand In search of the best combination of site
features and structural attributes.

Effective demand means that there are uses which can pay the costs
of the space~time unit desired,

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.
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Business 550
Risk Management Lecture Notes

Concepts for Basic Finencial Analysis of Real Estate

Risk - wvariance between assumptions and realizations, or between proformas
budgets and historical accounting record.

a.
b.
¢.
d.

static risks - those contingencies which only cause a loss
dynemic risks

explicit asswmptions

impliecit conditions

Risk management is the contrel of variance due to contingencies which upset
asgumptions and conditions of the budget plan.

a.

priority of risk management obJectives:
1, preservation of existing net worth
2., realization of future income expectations

funetional steps to risk management:

1. identification of gignificant sources of variance (sensitivity study)
2. didentification of alternative risk management methods available

3. sgelection of a risk management method

k, monitoring cost effectiveness of risk mansgement procedure

glternative risk management methods include:

. avoidance

. 8hift by insurance contract

. shift by private contract

. limited liability

hedge

. improve forecasting through better data collection &nd analysis

W o

Heuristic models identify one set of projections which follow from s
single set of assumptions, assuming conditions of certainty

capacity for variance indicates vulnersbility fo surprise

percent of equity recovered (payback) as a cumulative ratio to

original cash-investment

default ratio - cash break even point as a ratio of gross potential rent
net income as » 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 lovation 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 oftem they constraints
boil down to the question of money and some basic value judgements about
focatlion, density, zﬁfﬂ%& &ﬁnxzx and quality.AJb I lustrate the basic
constraints within ke a cash constraint we want to lock at the household
as an owner, as a tenant, and then at the business firm as an owher and
tenant.

B. For the househcld the debision to rent or buy may involve value
Judgements about mobility and fixed cost vs. roots azm and equity
investment.

C. For the business we will assume the classic arguments of opportunity
costs and liquidity in the buy-lease decision,

1. 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 sxasuzxang 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
af the national corporation.

A. Size and quality of the improvements is indicated 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 famlly to moderate-rise
elevator apartments.

D. At the bottom of the chart is an explanation of items included in
arriving at an annual cost of 12% of total land and improvement costs.
Note interest cost was 5%--today 1t is 9% so vou might add Ra¥ 32%
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
o _ _per acre lIsn't _available either. . _ - — .. e —
NOTE: THE NONTHLY CG5T OF HOUSING o .01[Cost of Building (size x quality) + Cost of Land (Location/density)] with...

CXxXAHNPLE SI1ZE ranging from 800 sq ft for a one bedroom apartment to 2,400 sq ft for a detached home
A 1,000 sq ft, TYPC 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

{17 to the acre) QUALITY ranging from a $6 per sq ft to an 518 per sq ft in-place cost of bullding canstruction
tow house of $12  Annual cost aof HONEY*Invested in the building and in LAND* calculated at 5 percent per year
ves 5q ft quallzy Annual cost of BUILDING* maintenance and UTILITY® services calcuiated at & percent per year

Bn $60,000 per Annual cest of COMMUNITY® taxes, insurance, and NANAGEHENT#* calculated at 3 percent per year
acre land costs monthly cost is 1 percent of total value or one twelfth of an annual cost of 12 percent per year
Variations in any of the S1X INGREDIENTS {#) of housing that change the annual! total by 1.00 perce
£32“2/H°! {1ike MOMEY 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 equlty and mortgage money Inwested In
the property but no amortization, Life~time maintenance and planned replacement of building
components pracludes obsclescence, thus eliminating 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., ThefFHA says low income families should spend

oo 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.

I, Lenders often state that the price of the home should not exceed
twice the family income and then provide various definiticns
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 2 loan balance no higher
than you can carry with the debt service consistent with the lenders
definitfon af your income.

1. Once the consumer has a definitlon of dollars available for
housing there are a wide number of alternative® 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 it
Is necessary to design a consumer profile with much detail
to both thelr effective means and their priorities in terms of
all 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 Industries,

G. Since the cash cycle of any real estate enterprise begins with a

consumer expenditure, in this case, for housing, & major technical
problem becomes the forecasting of the price and unit mix of a real
estate Marketing program.

1i1. The tenant in a real estate project is borrowing the use of a capital
asset, an apartment, an office building, a staore, 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 vou 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 YJenerallY a
tenant by choice. He has placed a high priority on having freedom
to move, fixed costs for a specific period of cccupancy , and a
provision of services to some degree that he might otherwise have
provided for himself.

B. The cost of mebility or flexibllity 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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Iv.

k. 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 mability (no lease versus 5 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 convenlence 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.

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 function of how the location will affect:

. Sales

Cost of raw materials
Cost of distribution
Cost of labor

Cost of occupancy
Cost of management

-

TV S Y —

C, The total capital and alternative locations may be affected by:

Cost of moving

Scrap value of plant abandoned

Cost of new site (net of subsidy)

Cost of new plant and equipment (net of subsidy)

. Cost of retraining (net of subsidy)

Impact of additional financing cost considering the subsidy.

O WT B N

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’v

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 camel bazaars where
value is determined by negotiation ability and careful intelligence
gathering of information,there Is often a great disparity between
asking price and the actual transaction price.

Our first task will be to look at cash cycle approach to real estate
investment as a decision toel for investors which is more precise
than buy low, sell high.



Lecture #7
Urban Land 550

PROBLEMS OF RiSK AND YIELD FOR REAL ESTATE (NVESTMENT
I. Heasuring yield - risk - problems in definition and viewpoint

A. The question of yield
. Definltlon of dollar benefits -~ which profit centers and which line
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 intarnal 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 variance which could cccur to these assumptions, a
varjance 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.

L, sStatlc risks can only cause a loss and are external to organization
while dynamic risks reflect entrepreneurial abillity and could produce
a profit or a loss. '

5. Tools of risk management:

a. Adequate informationh 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 entrepreneurial execution of plan

li. 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) =
Accumul ated spendable cash after taxes + accumulated tax
on other income

Cash Equity required

B, Default ratio =
Operating Exp. + R.E. Taxes + Prin. & Interest on Mtge. + Morking
Cap. Loan Prin. Repayment
Gross Income

C. Net lncome - cost to acqulre ratio
NHet Income
Market Value for the same period

D. Prospective yield is measured by one of four standards.
1. 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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Current period return on net worth after taxes =
Spendable cash + tax savings on other income +
(change In net worth - change in cap, gains tax)

Het worth at the end of previous year less capital gains
tax of previous year
Cash Return on original cash equity before taxes =
Cash throw-off
Total initlal investment less initial Mortgage Debt
(This is adjusted for staged projects)
Cash Return on original equity cash after taxes =
{(This is adjusted for staged projects)
Spendable Cash after taxes = Tax savings on other income
Total initlal investment cost less initial mtge. debt

The assumption relative to resale price is handled differently
by many investors.

2.

3.
b,

One appraisal method tests value at alternative resale prices
insurance company equity departments assume 100% decline

In 50 or 60 years

Resale price should be reduced by transaction costs

Others count spendable cash at 100%, equity build up at

50%, and appreciation at 25%.

The 3 last lines of mini-mod present alternative measures of retrospective
yield.
the financlal fraternity relates to internal rate of return.

A.

The appraisal fraternity emphasizes present value concepts while

Present value of project before taxes =
Original mortgage halance + PV of received stream of cash throw-off
+ PV of net worth if sold at end of vear 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 recelved tax savings on other
income + PV of (net worth less capital gains tax) if sold at end
of year indicated by column number.

The internal rate when appiied to real estate has 2 problems, the
opportunity cost of capital issue and the computatienal problem
of the non-conventional investment.

1.

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.

IRR equation has as many routes as there are a change in direction

from net outlays to net recelipts.

a. Conventional investment has one or more outlays followed by
one of more receipts.

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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Modified internal rate in mini-mod converts non-conhventional investment
to the conventional and permits setting of an opportunity cost - rein-
vestment rate different from the IRR rate.

1.

The modified IRR is the rate which equates present value of the

outlays and the future compound value of receipts.

There Is theoretical difference of opinion as to whether recelpts

should be compounded.

Computer computation involves the use of logs and so¢ a negative

equity means a negative log and rejection of the run by the computer.

The modified IRR rate equals Exp (Y) - 1

¥ = [Log (X) -~ LOG (Original Investment)]/N

S ﬁﬂg‘ N [(Spendable Cash After Taxes + Tax Savings) * (I. + Cost
of Equity Cap)i-1]

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 vyears
and may reduce equity yield slightly.

An increase in cost which requires additional equity immediately
and drastically reduces vield because the leaverage !s reduced,
Two strategies follow from this fact and the present value of
maney. You make your money when you buy, not when you hope to
sell well.

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 Analysls In Real Estate

A cash flow forecast for real estate produces so many different numbers,
some basic approach for analysis 1s Tmportant, particularly an approach
which is relevant to alternative strategies and tactics.

A'

The basic elements of financlial analysls or format are useful to
review without adding the embroidery of profit centers, finance
packages or taxes. These are:

I. Timeline

2. Cash outlays

3. Cash receipts

k. Measures of yield

5. Measures of risk

In measuring véeld there are a number of problems in establishing

definitions and a viewpeint. There is no one measure of yleld

or one correct approach. |t 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. Definition of a return - is it net income as the Finahce Dept.
would claim, cash throwoff as the appraisors claim, spendable
cash after taxes or should there be some adjustment for equity
build=up 17

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-
ive - i.e., andaverage rate for the entire timeline of the
investment or the marginal rate for one year at a time.

L, A major argument today is the need to modify internal rate of
return for real estate equity te reflect the opportunity cost
of money and possibly the reinvestment rate.

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 call feature. In real estate all these assump-
tions are provided byuthe development. All 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 yield anticipated 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 s to conserve our
exlsting assets and pet worth, to minimize loss 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.

4, The risk manager is concerned with both static risks - those
contingencies which could only cause a loss, and dynamic risks
those entreprenerial matters which can produce a profit or loss.

5. The techniques of risk management include:

a. adequate information and planning for cost control
h. adequate information about the number, the means, and motiva-

tion of consumers.



c. shift of unforeeseable variance by contract
d. scheduling of financial plans to provide liqulidity and
holding power
e. incentive contracts for management to penalize or reward
achievement in reaching assumptions as to cost and revenue
11, Reference to the minimod output will provide demonstration of the various
ratfos.
A. After tax cash revovered - cash equity ratio {payback) =
Accumulated spendable cash after taxes + acumulated tax savings
an other incame
Cash equity required

B. Default ratio =
Operating Exp. + R.E. Taxes + Prin. & lnterest on Mtge. + Vorking
Cap. Loan Prin. Repayment

. Gross Income
o .
C. HNet income - S2 o4 TQTatia

Net Income
Harket Value for the same period
. Prospective yieid is measured by one of four standards.
1. Current period return on Net Worth before taxes =
Cash Throw-off + Change In Het Worth
Het Worth at End of Previous Year
2. Current period keturn 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)
L, 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 build-up or appreciation. [Insurance 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
The last three lines of minimod analyze retrospective yield.
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 received tax savings on other
income + PV of (net worth less capital gains tax) if sold at end
of year indicated by column number.

5



C®. VWhile the appraisal fraternity thinks in terms of present value

the financlal fraternlity thinks in terms of interpal 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
reinvestiment is necessary. Real estate investors are risk
preference lInvestors 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 investment has one of more outlays followed by one
or more returns. HMany real estate Investments involve a seriesof
outlays interspersed with a series of receipts. This situation
provides as many rcots 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 oppartunity cost and compounding receipts by the relnvest-
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 negatlive equity cannot be cal-
culated for minimod. :

L., The modified IRR rate equals Exp (Y) - 1
¥ = (LOG {X)—- LOG (Original Investment)/H
Xoe ./ﬂ_ég (Spendable Cash Aft Taxes + Tax Savings)*(l. + Cost

of Equity Cap)N—ij

5. It 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 $e fipanced with the
mortgage increases Interest and principal payments and decreases
cash throwoff aver many years. However an increase in cost which
requires additional equity hits the leverage factor immediately
and drastically reduces yield.

6. Two corollaries fodlow from this fact:

a, You make your money when you buy, not when you sell.

b. Yield is very sensitive to price negotiation when it means
additional equity and relatively insensitive to price when
additional price can be financed for the mortgage on longterms
at faverable rates.
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Real Estate Risk Management

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 financial 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 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 Is the varlance between assumptions and realization, between
proforma budgets and actual PSL 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 ar 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 available for debt service on ,
time each period and in the aggregate in the event of foreclosure).

4, The interest risk (the possibility that interest rates will rise
relative to contract mortgage rate, transferring value from lepder
to barrower).

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

1. First prilority - conservation of existing enterprise assets
despite surprise events.

2. Second prierity ~ 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.



1.

The alternative methods for controltling variance, avoiding loss,
which everyone subconsciously uses, include:

1. Eliminating risk exposure
2y Reducing the frequency or severity of loss (fire proof construction
varsus sprinklers or diversification or lower loan to value ratios).
3. Combine risk exposure to improve predictability - scale of
operatjons, research.
. 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)

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 propartion 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.

B.

G.

A Tand lease tied to the cost of capital for a savings and loan.
Consider a mortgage closing:

1. Title
Survey
Construction contract
Mechanics liens
Praoperty and liabllity insurance
Mortgage gquaranty insurance

Control of dynamic risks with postitve, negative, and bailout incentives
(pleasure pain and bailout princip?e)

The percentage lease - base rent to protect the landlord, overage rent,
to reduce the tenants financlal risks.

Shared appreciation mortgage - protect the borrower against high
interest rates and a high default point - protect the lender against
devaluation due to continued inflationary pressure on interest rates.

Physical design for flexibility of future use,capacity for the 100
year storm.

Public regulation is intended to eliminate the worst of land layout,
construction technique, or other variance from the public Tand use plan
with sanctions to control small levels of variance.

Cash flow forecasting is not important in itself but as a base for
develaping risk measures, including:

Default ratio, payback ratios, debl cover ratios, etc.

Sensitivity studies as to capacity for errors in the basic assumption
identification of revenue and cost elements to he controlled and
defined by contract

Development of risk/vield payoff matrices for the decision maker
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Lecture /8
Operating Nevenuec - Expense Determination

Some basic patterns or concepts of relationships between values or
budgets and income or cash flows.

A.

Purchase Value = PV of payments to lender + PV of cash stream to
equity investment + PV of reversion or salvage value ta fee owner.

The reversible equation - if seller names the price, then buyer may
name the terms.

One approach to financial feasibility Ignoring income tax:

1.

Front door approach:

Total project cost = mortgage balance + equity capital

Cash dividend on equity + debt service = net income

Met income + expenses + real estate tax + vacancy = required gross receipts
Pequired gross receipts/space units = rental price/unit

BPack 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

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.

An

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; 71t

is these expectations which are the basis of bids and offers in the market.

Services expected by a tenant are translated into the rent he is able
or willing to pay.

To understand the problem of translating the space-time product to
money, it may be useful to:

1.

2.
3.

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,

ldentify who really signs the check or the lease.

Determine devices for creating a prospect list.

Definition of amenities and services or features of space~time unit.

1.
2.

the competitive standard
the competitive edge

Converting potential space-time to potential money-time (ie. gross
revenue) .

1.

Gross revenue equals number of time units X rent per unit of time
X units per year,.
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2.

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 vould
turn over to new tenants each year and it would take one month to
make the transfer, then:

12 apartments X .5 turn over x 1 would = 6 unit months of vacancy x

Fl

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
The gross potential rent less the vacancy adjustment = effective gross

rental income.

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 long 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 X like roof or boiler
which may be replaced before the end of the forecast period.

Cash cycle analysts make projections for each year and sometimes by
quarters as plan becomes refined. Short term forecast is for 5 or
10 years at most. Cash rents are the basis and cash expenses can
be classified into & 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)

h. Replacements (items which must be capitalized and then depreciated
for income tax purposes)

Fixed expense Includes insurance, acocounting, and legal. Variable
expenses are costs which vary by occupancy or by season.

Repairs and maintenance vs. scheduled replacements,

Sources of expense datal
1. (Best) Similar buildings managed by the same people
2. Reliable trade sources such as:
a. Dollars and Cents of Shopping Centars - ULI
b. Office Building Managers and Owners Annual Report
¢, Apartment Building Owners and Managers Report
3. Local property management firm with estimating manual
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F. Common denominators for expense comparisont

. Percentage of gross rent or effective gross

. Pennies per sq. ft. of total building area

. Pennies per sq. ft. of GLA (gross leaseable area)
. Per room or per guest (motels)

. Gross cubic footage (industrial)

LNy I A WY I S IR

G. Expense projections can be subject to much variance and varaioce in
revenue and expense astimates is called Business Risk.

. 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 is more.

3. Escalater clauses shift in increase and expense above some base
numbeyr to the tenant.

H. Real estate taxes vary greatly across the country - Milwaukee 33% -
Phoenix 12%.

Cost of money as a demand on cash cycle varies greatly by time loan was
made, type of property, location, ratio of loan to value, etc,

A, Essential points are interest cost and rate at which loan must be
repaid.

1. A7 1/2% interest monthly payment loan to be repaid over 15
vears would cost $11.14 per year per thousand.

2. The same loan 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% less money for
the same debt service.

k. For 15 year amortization at 10% the cost would be $12.90 per
thousand.

B, Credit crunch changes both cost and other selection critaria such as
default point or preference for property type.

L. Financial 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 Qutiine #9
introduction to Real Lstate Law

The shift from an agricultural to a technclogical 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 cannct be taken without due process.

Great majority more dependent for ecconomic well=being on status
rights than rights in land.

Greater awareness of the depndency of society as a whole on land
as the source of life is producing a corresponding contraction of
traditional European and English doctrines of land rights.

To the American Indian the land was the "mother of life', 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.

Only the envircnmental! scimnces have sensitized Americans to the
inextricable interrelationships of cne parcel to another which
flow across artificial legal boundaries.

-

Elements of law - space definition, time dimension, rights of use.

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.

In the desperate, makeshift search for control of land use decisions
real estate has already become the most regulated industry in 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

Claim rights = the rights of bepefit

Access rights - the rights to control decisions about use
The constitution gives government:

1. First claim on productivity (the real estate tax)

2. First prerogatlve of decision making (the Police Power)
3, Priority to recover private rights (eminent domain) for cash



The concept of private property is therefore defined by what s not
public or common and it Is therefore shrinking. The semantics remaln
middle English common law but the substance of private property varies
inversely with the growth of sccial interdependence.

Huch laudable leglslation for environmental control has been blocked by
the constitutional dichotomy between "'taking'' and ''requlating'' property.

A.

A taking Is eminent domalin and requires compensation. Regulation
Is use of the police power and does not, even though it causes
great economic hardship.

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 environmenital controls well beyond
cash resources of government who must pay for taking.

2. VWhat is definition of value cash cost to acquire or present value
of potential future expectations. )

3. Must risk of eminent domain be compensated by payback of ariginal
cost or present value of future benefits?

k. To what degree must society pay as though future benefits were
certain rather than risky, what set of assumptions provides
indemnity?

5. Dilemna 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 is a taking and government may not have enough money
to buy the flood plain of the Kickapoo or the coast of California.

In about 60 years our law may have gone full clrcle. At one time
government powers for land regulation were much broader and more
powerful than today. Three cases may hint at this cycle: (the
advanced student may wish to read ‘“This Land Is Whose Land? Chan-
ging Concepts of Land as Property,'' Prof. Donald Large, VWisconsin

Law Review, Vol., 1973 #4),

1. Hadacheck v. Sebastian was a brick vard outside of Los Angeles
that was zoned out of existence by the city In 1910 although
it was there long before the city. o compensation was provided,
apparentiy because the court thought its many profitable vears
had refunded the owners original money outlay, and it suggested
that as a matter of constitutional 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 iIn
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."




3. However in Just v. Harinette 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 ogcurs when government restricts an individuals use
of his land to secure an affirmative benefit for the public.
Pollice power occurs when government only wishes to preserve
the status quo or prevent an act of the Tand owner that may
cause harm to the public.

D, Further redefinition of what is private, public, or common interest
In land 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 gquiet revolution in praperty is well along, perhaps
further along than those on the left really understand.

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 hetween all persons and the land. The advocates of
consumerism have won almast as many victories affecting the law of contract
for real estate as environmentalists have won relative to land use
contraols.

A. Regulation of land use and buildings can be studied across a spectrum
including:

. Private controls among users of a particular site

. Association of users with a common interest

. Local municipal zoning, building codes, subdivision rules, etc.
. Metropolitan Joint action

. REgional planning constraints

. State regulation, both direct and indirect

. Federal regulation, both direct and indirect

=~ O\ e b —

B. For a long time federal government delegated land use control
to the states by default and states generally transferred its powers
to municipalities at the very local level by enabling legislation.

I. Result is political fragmentation and lack of coordination
Financial interest within artificial boundaries bias local
land use requlation

States are reluctant or unable to recover powers

Federal government interested in bribing states to carry out
federal land use policy by funding planning costs

R NN

Thus our series of lectures will first trace regulation of land use
on a site basis and local government basis to show where it falters.
Then we'll 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,



Lecture /2
Urban Land 559

I. To date we have expanded the elements of real estate cash flou analysis
to a point where some decision rules are necessary relative to yleld and
risk. :

A. Basic elements and their expansion are:
1. Time line of project onset and liquidation
2. Cash outlays

a. Lapital costs
h. Operating expenses
c. Debt repayment
d. Tax payments
3. Cash receipts
a. Profit centers in construction
b. Profit centers Tn operation
¢, Operating revenues
d, Financing proceeds
e. Tax savings to other Income
k. Heasures of yield
5. HMeasures of risk

B. Measuring yleld - problems in definition and viewpoint
1. Definition of dollar benefits - which profit centers and whigh line
on the P & L7
2. Definition of equity - net historical cash or liquidating value
3. Should ratio be average (retrospective) or marginal (prospective)?
L, 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. PRisk fts the varfance which could occur te 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.

L, 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.

E. Tools of risk management:

a. Adequate information about costs

b. Adequate information about consumers

c. Shift of varlance by contract

d. Scheduling to provide liquidity and holding power

e, Incentive contract for entrepreneurial execution of plan

Il. 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) =
Accumuiated spendable cash after taxes + accumulated tax savings on
other income

Cash equity required



Default ratio = ) .
Operating Exp. + R.E. Taxes + Prin. & Interest on Mtge., + Working Cap.

Loan Prin. Repayment

Gross Income

Net income - cost to acquire ratio
Het Income
Market Value for the same perlod

Prospective yield is measured by one of four standards.
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 1s adjusted for staged projects)
i, Cash Return oh original equity cash after taxes =
(This is adjusted for staged projects)
Spendable Cash after taxes + Tax savings on other income
Total inltial investment cost less initial mtge. debt

The assumption relative to resale price is handled differently by many

investors.

1. One appraisal method tests value at alternative resale prices

. Insurance company equity departments assume 100% decline in 50 or 60 yrs.

. Resale price should be reduced by transaction costs

. Others count spendable cash at 1003, equity build up at 50%, and
appreciation at 25%.

Ng VAR |

The 3 last llines of mini-mod present alternative measures of retrospective
vleld. The appraisal fraternity emphasizes present value concepts while
the financial fraternity relates to internal rate of return.

AI

Present value of project before taxes =
Original mortgage balance + PV of received stream of cash throw-off
+ PV of net vorth 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.

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 In 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.



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
ohe or more receipts.
b. HNon-conventional investment has one or more outlays intersperced
with one or more receipts - hence, multiple routes for IRR,

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.

I. The modified IRR {s the rate which equates present value of the outlays
and the future compound value of receipts.

2. There |5 theorbBetical difference of opinion as to whether receipts
should be compaunded.

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.

L. The modified IRR rate equals Exp (Y) - |
Y = (LOG (?1 - L0G (Original Investment)/N "y
5= H Spendable Cash Aft Taxes + Tax Savings) * (I. + Cost

Jf{ of Equity Cap)h-1]

Yield will be highly sensitive to the amount and timing of equlty capltal

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,

4. VYield 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

Analysis of a specific site and improvements may lead to identification of
appropriats uses because the patterns of static, linkage, law and dynamic
attributes suggests the most probable users,

Ai

The critical questions are 'who needs 1t?'" and ''can they afford it?"

1. Short term psrspactive - highly specialized
2. Long term perspective for full capital recovery - full flexibility

Necessity of correctly ldentifying spaca-time unit of demand

. 1. = motel = room per night

2. Sheoreline frontage or consumption of a weekend
3. Office space = per doctor or per clinic
k. Colliseum - ticket per game ar event/day

Heed to identify buyer vs. consumer
1. Husband buys home chosen by wife

2. Offics branch located by corporate real estate manager
3. Elderly housing bought by gitizan board

At this paint it will now be useful to tie glustering concepts, economic base,
market segmentation inherent in site analysis all together.

A.

The University in Madison is a major component of the Madison economic
base; a change in enrollment or location will have many impacts on
differant land use patterns. Consider housing with the following

tree diagram by consumer segment:

A UW ENROLLMENT

sl

faéulty students staff

L L)
grad undergrad
I 1 1 f T 1
women men  couples couples women man

}
Lonsumer ressarch I !
|

single FE 1 ° single

¥ dorm ’:double

% co-op
campus area - single - 1-2-3 persons % co-op

% Apartment=— suburb ,campus area

i Madisan % apartment-suburb

% home w. parents =-commute J :Madison
__—~—Near campus - 1-2-3 persans = home w. parents=—commute

% rental house older neighborhaad l __—near campu:
S~ new suburb % rental house=— old neighb

. i new suburb
% farm house % farm house



DHisIT 2
DEMAND FOR ELDERLY RESIDENTIAL CARE UNITS'
Parions In faunty age 65 and ower In 370 . 21,974

Ad justment 1370-1974 to reflect the number of persons
maving Into the 85+ brackat and the appilcatlon of

martallty rates by age and sex 2h5
Estimated psrsons In County wge 45 and over In 1974 22,159

Lass purions 65+ preasently In nuriing and residentlal
care facilitiaz In County 1,792

Less parsons 65+ prasenciy in government subsidized
housing for the alderly 628

2,430
Parsons age 65+ In tha conventional housing markat In
County In 1974 19,729

Estimatud aumber of parsons flnancially qualifled for and
serfously Intarested in moving into the propoased resi-
deantial cars deavelcpmant 4,270

Househald equivalant (+ 1.519 persons per househald) 2,811

Less astimated number whe will not convert serious Ingerest
Into any form of action (50%) 1,406

Lass the parcuntage wha, while serlously intereitsed, said
(befors they heard the hypothesls) thac their next home
would probably be cusside Councy (13,33 from survey
quastionnairs) 187

Lass those disquaiified hecause thelr current haalth
Status nacessitates care bayond the scope of servicas
to be provided in the residential care units (5.4

(from survey) _..Z_‘
. 263
Elderly housabolds Ia Gounty qualified for and serioudly
lntersstad in moving Into the proposed davelgpment 1,142
Plus an allowanca for thosa elderiy houssholds coming
frem outiide County to enter the proposad dnnlopmm:{lat) 127
Eldarily hauseholds qualified for and serlously interestad
In moving into the ;rup‘ostd duveliapment 1,269

Share of markat opportunity ares who $tated in survay
that for thair next dwelling unit their first preference
would ba an apartmenc, in a highrise, midrise, or garden
building:

Highrisa or midrise 28.0%

Garden L)

s 978

w235 esCimated numbers of households who mighg mova into

compatitive developmencs avail-ble supoiy of units 270
Househalds that cam be considerse cand..ates for the
proposad davelcpment 708
That shars af households who sald they would be willing ta mave:
Vithio | year from new 16,6% - 110 households
Wizhin 2 years 31.2% - 220 "
Mithin 5 years 53.h% - 378 "
:UE :

A project of 100 units requires a capture rate ef:
91% for a | = yaar absorptian uce
%0% for a 2 year o
1% far a § year " "
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Zeﬂ‘ure /0 — Uusers as Cash Cycle Enterprises

|. The choice of location and building type for any particular user has
prafound and subtle influences on the Internal cash flows of the user,
lmplicit In location or sltus 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 cunsequenceas are not all raflected in
the bank aceount or the asset position of each user.

A. Consider a small manufacturer who can chose between his current
Site A in a northarn city where he has operated for 25 vears
and Site B in a southern town, closer to raw materials but more
distanc from his market. The southern town will subsidize the
cost of land and building to attract the firm as an addition to
their economic base.

1. Refer to Table !

2. Note that mast of the workers are left behind in the city of Site A
which amusc pay unemployment benefits, perhaps lose resal 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. Conslider the constraints on a supermarket in terms of the variables
which wil] affect its ability to pay rent, build a quality building,
and find a site of both adequate size and accessibiility.

1. Refer to Tabie 2

2. Consider the mayor's proposal for a 40,000 sq. ft. supermarket
on Block 53 and compare that to the average grocery budget of
residents of the neighborhood. Valuable Tand 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 neighborhcods less
desirable and rents falter. Who pays and who benefitsl

C. Consider the cash eycle of a family buying a house. Today it takes
family income of §20-22,000 of income a year to buy a small house,
even if they devate 35%of family income for shelter costs.

!. Consider the example in Table 3

2. If interast rates fell or repayment terms wers extended they
coulid buy more house or use less income

3. if they don't have the downpayment, they must borrow more aid
have higher income for debt service.

4. There are many tradeoffs to be made in terms of residential
density, nelghborhood status and amenities, amount o “rar
arsa, and quality of design.

It. Public real astate decisions have the same impact. GConsider the MATC
fight. A Truax site was cheapest for MATC bur a high cost risk for the
fedaral governmant FAA, expensive for the city, and expensive for a
student to drive longer distances or rent more expensive apartments in
the suburbs. The city would lose taxable values down town and share
new private construction with the Town of Burke. A more expensive site
costs MATC and rasidents In 7 counties but lowers cost of transportation
for students and stimulates development for Madison. _



TABLE 1

Industrial Site Alternatives

Site A Site B8

Northern City Southern Town
Unit sales 11,000 10,000
Price per unit $110 $110
Dollar sales 81,210,000 1,100,000
Freight costs (materials) $11,000 $5,000
Raw materials $110,000 £100,000
Productive labor hours per unit 10 10
Productive hours as % of clock time - .95
Total hours on wage bill 12.5 10.5
Direct labor cots 54 Sb

Indirect labor cast §1 $ .50

Total labor cost per unit 62.50 47.25
Tota! labor cost $687,000 S$472,500
Real estate taxes 60,000 20,000
Heat, light and power 75,000 £0,000
Administrative salaries 90,000 150,000
Shipping and sales expensas 55,000 110,000
$1,088,000 $ 917,500
Nat profit before tax 122,000 182,500
investment in land 50,000 20,000
investment in buildings and machinery 400,000 150,000
Cost of relocation 0 100,000
Net capital empioved 450,000 370,000
Rate of return on capital .27 49

Number of years for payback of relocation cost 100,000 = 1.1 yrs

80,000 = 50,000 + k0,000



TABLE 2

Retail Store Cash Cycle - Store Rent

5,000 Families
.20 Market penetration
i,ooo Families visit stors
% $20,000 Avarage family income

x W12 %t family Imcoma spent In supermarkets
zh,000,000 Total potential supermarkst sales
.5 1-5 leakage of food purchases to othar sourecas
12,000,000 Potential sales
5 $300 Sales per sq. ft. of sales floor area/year

0,000 Sq. ft. optimum byilding 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 stalls/1,000 sq. fr. GLA
Ba stalls x 300 sq. ft. - 24,000 fr.
Gross building coverage - 44,000
Minimum site area 68,000 fr. or 1.56 acres
2.20 = .10 cap rate = construction budget of $22/sq. ft. GLA
or 40,000 x 22 == .9 x 22 .
HE,OOD
or 19,80/gross ft of bullding

TABLE 3

Household Cash Cycle = Home Purchase

$20,000 Family Income
.35 %t family Income for shelter
§ 7.000
.30 % of housing cost for utilities, maintenance, etc.
§ 2,100
$ 5,900 Available for debt service, real estate taxes and insurancs

.11 = Annual meortgage constant for 9.753 interast lean
.018 = Annual real estate tax at 2% of assessed value or 30% of market
.002 = Insurance for fire and liability

430 = Cash outlays capitalized pur annum

13

12

$ 4900 . 545.370 , mortgage value
01083 .9

.01083.

$50,000 house with $5,000 down payment.

Tradeoff between neighborhood, lot size, byilding size and quality



Reprinted with permission of the National Association of Home Builders (NAHB). NAHB reserves all of its rights

relating to such documents.

imﬁa‘éé@a@ chart

Buiid 1 In one year
ahkome that same house
todaw: wiill cost:
. Salary
Additional | Additional | Increase
Monthly monthly yearly required
payment Prics Additional | payment | payment | o oiisat
(principal one year dewn (principal | (principal | payment
PE:& & ix;orost) latsar' paygmnt & intgrest) & int;est) inc:;ase
30,000 211 33,000 600 21 253 | 1,011
35,000 2486 38,500| - 700 25 285 | 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 55,000 1,000 35 421 | 1,686
55,000| 386 60,500/ 1,100 39 484 | 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 | 580 | 2,360
75,000| 527 82,500 1,500 53 630 | 2,528
80,000| 562 88,0001 1,600 56 670 | 2,692
85,000 597 83,500 1,700 60 713 | 2,860
$,,000| 632 99,000 1,800 5 756 | 3,030
95,000 667 | |104,500| 1,900 67 798 | 3,196
100,000 702 | 110,000 2,000 70 | 840 | 3,380

1
NumMBert rounded (2 nearest ASilSe MoNthiy DRyment CLCUIEUANS 23SUMe 20% down, 10% interest. J0-year ferm: cast of MW COntructian dssumes ta
mcreasy 10% annuaily dased an recant thmadd; satiry ineMase ASSUMES ONNCIDA ang 23% of grols income: pressat homawners wnil Nave incresssc
AGUIY 10 Oft3et 30me IntlETION 11 new Aouse PrtTe, Ghat courtesy at Jonn Pattis., wicx Budaing Systems, ing. Acditionat sourcs: NARB Ecingmics ang

Siansuca Qivision.
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Figure 2

' Figure 3
Industrinl Site Alternatives ) Retall Stare Cash Cycle
Site A ' Gim B .
Northern Clty Southern Town 1, Determination of Optlimum Siore Rant:
t " . i Rumbar of tarnitles in arsa 5.000
: Revenuea: ‘ 11,000 o 10.000 i xthe slora’s caplure rats .20
i UnitSales s $ 110 1" = Number of families visiting the stors 1,000
« x Prlcefnit $ 110 B {1 xAverage family Incoma In area $20,000
= Dollar Sales . $1,210,000 $1,100,000 § %%of famity income spent in
. , suparmarkets 12
' — Exponses; % = Taial paleniial sates for the stors  $24,000.000
. Raw Matarlals : _ $ 110,000 3 wglggg ; x l;::l::g: ol lood purchases lo other 6
. ] .
Tfansponﬂ"on. . ?‘:‘?‘:’ﬂ.‘:.aﬂ:;'d. B ;‘;.% ‘ ‘o.‘m ’i - E.plﬂﬂd potaniiaf sales for
: ' : ) ,. the store $12,000,000
Labor: Productive Labor Hours/Unl{ 100 100 "+ Salesl(sq. Il of aales Hoor areallysar  $400
+ Pr::r:c;"val*;::f;l ;1: Per 08 E " 085 = 5q. fi. oplimum building size 30,000
= Tol;?:;::)::lb gl{l&:?’:' ﬁmﬂr , . ‘12.:0 ‘ ‘12.{5]0 Els:oclod potentinl sales for the . .
. . : , store 12,000,000
+ Indirect Labaor GostUnlUHr - % 1.00 Si ggg X % af salas allocated 1o cent expants 075
x = Total Labor Cost/UnitHour 5.00 ' . = Nel rani allowad par ysar $90,000
= Total Labor CostUnit $62.650 $47.25 + Optimum building size 30,000
: Total Labor Cosls ) ‘ 687,500 472,500 = Optimum net rent/ag. N, $2.00
Administrative Salarias 90,000 160.000
Real Eslata Taxes 60,000 20,000
Utilities: Heat, Light, Power . ..._.15999 80,000 1. Determination of Optimum Buliding Cost:
. 17,500 Parking stalls raquired/300 sq. ft. GLA 1
Tolal Expensas 1,088,600 0 - 100 atalis x 300 5q. i1, ench 30,000
" . 1 + Grass bullding coverags 34.000
= Neat Prolit Betore Taxes: § 12800 $ 182,600 | - Minimum sile aras £4.000
. . % Price of tand/sq. 1. ol $2.00
Capital Costa; 000 ' 20000 {approx. $66,000/acra) $128.000
© Land ) Yy % 10% interesl on land 12,800
Building and Machinery : 400,000 250,000 =Annual budget for Improvemants 77,200
Cost of Relocatior . 0 100,000 *T‘:':P:';":'“‘l"" ";‘ ::;:"?u m u‘v;l‘)g
& jotal buagel rar bu ng ] .
Not Capital Employed: $ 450,000 $ 370,000 + 34,000 gross feal : $19.75/6q, .°
" Rate ol Asturn on Capital: 0.27 049
* This budged iu too low for 1980 Bulising costy; developsr must
feduce a12a of slore and cou of wie of captura more al polsniial
Number of Years for Payhack of 460,000-370,000 .. 80.000 .. y3ypars maiked of grocery sales,
Ralocation Caost: 162,600 -1 é{sm _ﬁ.rﬂ&)— '




C. The monthly payment calculator could be expanded to include duplexes,
townhouses, condominiums, low-rise and high-rise apartments, both
new and old in a variety af locatiens from dewntown in the big eity to
a smail rural site in the country. tlost consumers have a significant
nunber of trade-offs and choicas they may make relative to housiag price
and monthly cost.

D. Monthly cost data Is actual cash autlay and may not refleact the real
cost and purchasing pover for a variety of reasons:

1. Indireect costs of transportatiaon from site to werk and other
consumer services. _

2. Qpportunity cost of equity money invested (n home. '

3. Value of thelr own self=-nelp services for maintenance, construction,
.tc.

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 greditor.

6. Modificatlon of both net spendable and net werth position due to
income tax subsidies to home cownership.

There are a varlety 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 Iindividual's income tax. For example:

A. RENTBUY analysis for (name?) 6314 Hammersley fd.

Honthly rent? 195
Rent growth rate? .02
Purchase price? 40000
Down payment? 2500
Hortgage interest rate? .095
Term in years? 25
Resale value growth rate? .0175
feal estate tax mill rate (3/1000)7 b7.865
Equailzation rate? .65
Income tax rate? .27
11. Savings interest rate? .0G25
Addlitional data optional, do you wish to enter it? Yes
12. Growth of real estate taxes? ,01S
13. Rental area (sq.ft.)? 1350
14, Purchased area (sq-ft.)? 1350
15. Real estate sales commision rate? .05
18. Special charges? 0
19. Special charge growth? .0
Enter years for anaiysis
({E.G. for 1st, 5th, and 10 h years, Enter: 1,5,10)
7 1,3,6
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FONTHLY ANALYSIS

FOR

6314 HAMMERSLEY RD.

AT THE END OF

YEAR 1

33.55
29409

327 <64
10324
-107.28

323580
=3355%
10+94

- -

30099
-59.28

" 2a1.80
195.00
1.24
17911
134.+44

1.24

YEAR 3

40=-34
ag7-10

32T «54

11315
=107 .26

- e o o -

30093
-5139

“239.63
202.88
1.18
177.50
15028

1«18

YEAR &

53.895
27379

32764

121.38
=106:78

Al s e S

234.82
215.30
1-09
173-94
15948
109

CUMOLATIVE ANALYSIS

FOR

6314 HAMMERSLEY RDe.

YEAR |
12291.92

JABS+64
705.64

2,383.20
2:,977.86
2,340.00
22035.28

2,205.82

1,733.33

1.27

THRU
YEAR 3

3287712

1227553
22154.49

730718
878323
Tal61.34
2,107.72
6,506.10
5:304.69

1.23

¥YEAR &

T+746495
2:,969.80
4,425 .03

15,141.78
17,372.63

14.76&L .00

2,221 .25

12-868.81

10-’934'08

1-t8

MONTHLY

PRINCIPAL PAYMENT
MORTGAGE INTEREST

MORTGAGE PAYNENT
PLUStREAL ESTATE TAaX
LESS: INCOME TAX SAVINGS AT 27.%

AFTER TAX CASH CQsST
LESS¢EGUITY ACCUNMULATION
PLUS:LOST INTEREST OWN DAWN PNT

EFFECTIIVE COLUST
LESS:RAESALE VALUE APPRECIATION

ECONOMIC COST

RENT

RATIVICOST/RENT

ECON. COST/1000 SQ@ FT

RENT/1000 Sa FT

RATIO ECON.

CUNULATIVE

TAX SAVINGS

COST/RENI FOR EAQUAL aREa

EQUITY ACCUMULATION
RESALE APPRECIATION

TOTAL SAVINGS

ECONOMIC COST

RENT
Rela

ECONe.

COFNMISSION ON SALE

COST/1000 5Q Fr

RENT/1000 5@ FT

RATIO ECON.

COST/RENI FOR EQUAL AREq



Family cash income and real income do not always parallel their needs for
residential space and services. These may be cut of phase due to the life
cycle, occupaticnal cycgle, 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 nestars dasiring more sarvicas, and the
alderly single person househald requiring-a high level of supplemencary
services, -

8. The family occupation-lncome cycle will peak as the couple appreoaches the
empty nester stage and has less need for space, while the elderly find it
Increasingly necessary to move to new locations at a time when they are
less able to cope with the resuiting disorder and disorientation.

C. Since baby booms move In ciusters as does the migration of people to jobs,
familles with the most needs and the lowest means generally find themselves
In a sellers markat. Since debt servicea is fixed and incomes inflate the
buyer typically spends a declining amount of real income on housing aver
the years.

Housing prefersnces don‘t seem to change very much relative to income in terms

af idealized objactives. Limits on purchasing power mean that different groups
trade off one abjective for another In different ways. !arket 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 choica within his means.

A. Locational preference For a specific parish or neighborhood will typically
" lead to a trade off of new for old housing, smaller lot, and even less
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 resldential location close zo the wife's

emp loyment. .

C. Families will trade off transportation costs for outlying locations to
avoid real estate taxes (and broader services) to reduce housing cost
at the expense of transportation cest without percaiving the pay-off,

D. Families will accept smaller lots and structures If sight lines are controlled
to provide trees con the skyline and water views, etc,

E. Ultimatsly each househoid will include in their housing costs trade offs
In location, amount of space, transportation cost, recreation cost, and
apportunity ¢ost of employment adjustments to locatiom sa that the cash
cost of housing Is more subtle than the rent or buy program suggests.

F. Much federal Intervention in the ar=a of residential finance has been
dasigned to reduce cash costs or ir ~ruve effective demand of selected
housing groups without recognizing the tendency of people to have the
same idealized preferencaes as their contemporaries regardless of income.
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Lecture #10 ° 5’.,)
Urban Land Economics 550

Real Estate Finance - The Mortgage

The mortgage is one of the more amazing forms of #=ke financial documents
as it succeeds in bringing together a lender and borrower whose motivations
In theory are virtually incompatible.

A.

B.

The investment objectives of &m mortgage lender are safety of principal,
reliable yield, and planned recapture of the initial investment.

Investment objectives of a mortgage borrower however, reflect a
numbetr of concepts:

1. The cost of mortgage money ls cheaper than the yield on investment
real estate.

2. Real estate is so risky, one wants an early payback of equity to
reduce losses,

3. Leverage permits increase in the span of control while increasing
the risk of default.

Mortgage lender is looking at a preferential position on productivity
of the property while the equity investor is seeking control of

real! estate cash ocutlays and it is thls essential difference In view-
point which permits each one to think he made a good deal.

Strategic dimensions of a mortgage loan

1. The pleasure,pain,and bailout theory of the lender - moti ation
versus collateral.

2. The managerial control or discretionAownership 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

Mortgage literally means death pledge in that the motivation to
repay was the alternative of a death pledge by jousting or simple
forfdture 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.

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 bLreach of contract without taking the

real estate.



The

The pledge of the real estate is a third of the alternative remedy
for the lender. There is no reason to foreclose as long as the
property is worth more than the mortgage and Is operating above its
default point or the horrover has other assets.

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
cn time. Covenants may include:

1. Payment of real estate taxes

2. Payment of insurance of adequate amounts

3. Use and maintenance of the property tc prevent waste
b, " Removal or destruction of improvement

While the note with the covenants might be operational, the mortgage
would have some supplementary clauses to make it ecasier to administer:

Acceleration clause

. A real estate Insurance and escrow clause
Restrictions against other @ncumbrances or liens
No assighment or sale subject to the maortgage
Esculpatory clauses

vocabu]ary of mortgage finance and cash flow.

U1erob0-

Loan ratios - ratio of mortgage balance to market value or ppurchase
price.

The contract rate on a mortgage diffeﬁhg from the actual yield to the
investor for 3 reasons:

1. Debt servicing charges of collection agency '

2. Actual dellars of outlay by the lender will differ depending on
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.

4, Yield is therefore actual dollars received over net dollars outlay
over time and is measured in terms of 100 points = 1%,

Hethods of repayment may differ

1. A straight or flat loan is interest only with principal on
maturity

2. A balloon loan 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 is one Tn which payments are held constant
relative to original balance and as interest is adjusted the
length of the mortgage fluctuates until It is fully repaid.

k. Participation locans are those in which in addition to a contsact
rate of interest and repayment the lender receives a supplementary
payment tled to gross rent, net income, cash throw-off or resale
pricel



V.

6. A closed loan is one which does not permit repayment for a certain
period of time.

7. A prepayment penalty is a charge for when the borrower prepays
the loan, like a call position on a bond.

= P e e

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 cperate 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:

I. First mortgage on the least fee

2. First mortgage on a leasehold right to use the fee

3. Flrst right on the operating lease to possess the building
built on the leasel fee

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.

L3

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. Ve 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 desirablility 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 in tiers. Of course
tiers may lead to many tears as a consequence.

L, For example, the Hilton Hotel in /tadison has sold the lands to
a real estate trust and leased hack the site, then it raised
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 tier 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.

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. If you can
borrow at 8% and invest at 107 you are enjoying a 2% return
oh sonebody elses dollar.

2. Generally one hs to repay sane 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 12T of
cost and the loan constant is ¢ 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 out19500 on interest and principal, hagg¢ $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 easler to play this game when interest
trates are low and lenders are genercus than under the current
situation.

I, Tax leverage we wilil discuss another day.

The push to mortgage out, that is to eliminate equity money, is
limited to the loan ratios by the lender and the desire to contro!
risk by holding debt obligations within some cash breakeven or
default point. (mote! default point versus low income rentals)

There are a variety of other financing strategies which we will look
at later, such as:

i. Creating a refinancing surplus
2. Converting income to capital gain by providing financing In
the sales price, etc.

relationship of leverage to value can be stated as follows:

Net income/OAR = value

OAR = Y - mc + or -%change in resale price(f9§75
M = mortgage ratio and y = pretax vield to equity
C=Y - f+PF(l/sq)

- F =12 x the monthly debt service while P = the proportion of principal

paid off during the projection periad and 1/sy= the sinking fund
factor at the equity rate for the projection period

If the mortgage ratio s smaller then CAR is larger and value will

be less,.). |f 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.

To understand the variety of financing devices, it i5 necessary to
look at the revolutionary forms which have been taking place among
financial institutions which is the subject of the next lecture.
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REAL ESTATE 550/705
Outline-~Lecture #11

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:

l. Safety of principal.
2. Reliable yield. : ]
3. Planned recapture of initial investment.

B. The objectives of the mortgage borrowsr:

l. Cost of money is cheaper than yield on investment "“Leverage®.

2. Real estate is so risky the investor seeks an early pavback
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:

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.

F. Strategic Dimensions of Mortgage Lending (5):

1. The pleasure, pain, and bailout theory.
2. Direct managerial control versus obligue 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 guarter.
5. Yield versus safety through planned recapture.

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. 8ince 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, Pledge of real estate as collaterial.
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RERL ESTATE 550/705 Lecture #l1

.

Essentials of the mortgage elements of & contract:

1. Competent parties.

2. Offer and acceptance.

3. Consideration.

4. Legality of cbject.

5. Because it is real property and subject to the Statute of
Frauds, it must be in writing and signed.

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 noney.

General clauses of the mortgage:

l. Covenant to Pay Indebtedness.

2, Covenant to Insurance.

3. Covenant Against Removal.

4. Covenant to Pay Taxes.

5. Covenant to Maintenance to prevent waste.

Supplementary conditions to basic mortgage:

l. Acceleration clause,

2. Real estate?finsurance, and escrow clause.

3. Restrictions against other encumbrances or liens.

4. Esculpatory clause.

Recourse on Default:

1. Sue for specific verformance.

2. Sue for damages for breach of contract without taking item.

3. Foreclose and take property. '

Mortgage Lending is Risk Management

A.

B,

Cellateral

1. Title

2. Survey

3. Property insurance
4. Mortgage insurance
Incame of borrower

1. Job history

2. Insurance

3. Economic base
Interest

l. ARM vs, FRM

2. Portfolio management

3, Hedging
Purchasing power of capital
1. 8SAMS

2. Participation mortgages
3. Convertible mortgages



REAL ESTATE 550/705 oL T LECTURE QUTLINE

INSTITUTIONAL STRUCTURE QF MORTGAGE LENDING

I.

II.

IIl.

Intraoduction: An historical perspec¢tive.

A.

Pre-deprassion mortgage lending
1. Mortgage features

2. Market features
Collapse of the mortgage market

Post-1929 reconstruction of the mortgage market
1. Mortgage features

2. Market features

Sources of Mortgage Funds

A.

D'

E.

Savings and Loan Associations
1. FSLIC

2. FHLBB

Comme;cfa1 Banks

Mutual Savings Banks
Life Insurance Companies

Pension and Endowment Funds

Supply and Demand for Loznabie Funds

Al

Some fac¢tors 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



LECTURE OQUTLINE
Page 2

TIT. Supply and Demand for Leanable Funds
B. Some factors influencing supply
1. Anticipated inflation

2. Institutional restraints: 1i.e. usury laws
3. Employment and income levels

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. MNational

2. Third~party investors
3. Standardized mortgage packages

C. Institutions in the secondary market:
1. Fannie Maa (FNMA)

2. Ginnie Mae (GNMA)

3. Freddie Mac (FHLMC)
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New Institutional Sources of Real Estate Capital

I. Natienal Pollicy Responses to Capital Shortage

A.
B.

c.

b

Modification of the propensity to save - Economic Recovery Act,
Modification of institutional specialization--monetary Institution's
Reform Act of 1980.
Channeled Capital Distribution
1. Tax incentives .
2. Yield incentives
3. Subsidy of special groups
a. Housing
b. Industrial
¢. Infra-structure and urban redevelopment

11. Real estate Tn general must compete with all other capital needs
without subsidy of its cost of funds.

A.

I11. New

MTmoOme

Since real estate does not provide enough income on capital invested

sftuation will require:

I. 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 indirect profits from operations, estate planning, value
creation.

5. Exploitation of tax beneflits for new capital investment

Institutional Forms of Equity Capital

Pension funds ) ‘
Syndications - Balfour - Consolidated Capital

Public corporations - Wisconsin Housing Finance Authority
Co-ops--Creatwood

Condominiums

. - Publlc/private consortium (Capital Centre, Jackson Clinic)

V. New Sources of Regulation

A.
B.

Group Tnvestment brings in SEC and state securities regulation
Pension fund brings in ERISA (emplovee retirement insurance +
security act) and creates fiduciary status real estate managers
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Annual Compound [nterest Table

Effective Rate = 8% Base = 1,08

! 2 3 4 5 6
Anount of 1 Accumulation Sinking Present Present Value Instaiment
at compound - of 1 fund Value Ord. Annuity to amortlze 1
interest per BFrlOd factor reversion 1 per Pﬁf‘°d bé
n ) - S e, o 2ee— of 1 = 1=

SE(i+i) Sp= 2L /gﬂ'"s“-q Vﬂ:g’: a3y =

1.080000 1.000000 1.000000 .925926 .925926 1.080000
1.166400 2.080000 .480769 .857339 1.783265 .56076%
1.255712 3.2L6400 .308003%  .793332 2.577097 .300034
4 .660957 L. 761964 .021352 214547 g,815147 .101852
Assumptions
Annual net income before depreciation -2 I I o e [0
Economic life . . . e e e e+ e e e e e o+ . . 20 years
Land value In 20 years (reversnon) . .« « . . . $20,000
Cash throwoff to equ?ty required by the |nvestor e v v e .. 10%
Mortgage debt at 5% Interest amortlzed in 10 years, . . . . . 533,610

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%) . . . . . . & v « v v v & v v v v v« .6 145
$36,370 12,290

Last 10 years

REtUurn to equlty « v v v 4 v & & o o o 4 b e e e e e e e e ees . 511,000

Present value factar {10%) . & & & v v v v v v v v e e e e e s 6,145

Value 10 years removed . . e e e e e e e e e . 567,595

Present value, $67,595 x Factor O 3855 . e e e e+ v x . . 526,058
Present value of land residual (20 years removed) 520,000 X facﬁgg . %2,972

0.1 .

Total present value of equity
Value of equity return

First 10 ¥@ars. + « v v v « + « o o & o = = o « « = « « « « . . §36,870 12,290
Second 10 YEArS . . + v « « 4 4 s 4 4 4 s s e 4 s e e e+« . . 26,068 26,058
Value of land residual . . . . . . ¢ & & & v 0 4« o v v e e e e w 2,972 2,972
Total equlty. « ¢ v v ¢ & v 4 e 4 e e e e e e 4 e . -« . .« . 4%65,900 41,320
Hortgage loan st h e s e e e e e e e e e e e e e e e e e .. . . 3BBlIO 69 498
Total investment value . . « & « v v see o o s o o 4 o v e 0 0w e §] 5,51 0110
op _
Reee LAND RESIDVAL™D
i NET 1NCOMT BEFORR otPE‘ECMT'oN
§ i, 000 1 T T3
g RETURAN "+ EQuTY
5 600 || ET 7 l
PEBT Saevrc
TERAAAAINA | |
! IQ O

YEARS
MoRTGAGE PAYMENTS



Lecture Outline #11
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 natlon's wealth consists of building and land in private ownership,
and 50% of this wealth is mortgage, it follows that real estate requires
access to a very large pool of capital.

AI

A capltal pool requlres 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.

Insurance caompanies, banks, and savings and loan associaticns are
generally the intermediaries associated with mortgage finance

but more recently the country has been undergoing signiflcant
reforms of Its Institutional structure in order to expand the avail-
ability of savings for a mortgage investor and reduce the cost of
mortgage money for housing.

The analysis of intermediary institutions 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 marketing to compete for loans

3. The transaction preference systen of the policy makers

L. The liquidity system

5. The safety system

In our last lecture we took a laok at the mortgage. In this lecture

we want to relate to the mortgage to the history of financing in

this country and the institutional reforms taking place currently
in each of these 5 subsystems.

Historically the mertgage has been the villain in every play about
family or farm finance, skullduggery by the railroads or panic in the
financial 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 Mlcholas Biddle in the First Bank of the
United States)

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 small
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.

However, the urbanizing of the United States brought about steadily
rising urban land values and stable mortgage resulits 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 sold to many
small investors Including bank trusts, estates. and many personal
savers and insurance companies.

To reach the individual saver, there were many forms of participation
plans which allowed the individual to share in a mortgage,

portfolio, or a bond issue secured by a mortgage for as littie

as $10.

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.

2.

These mortgages were short-term, one year, five year, then ten
years at most. The borrower expected to refinance rather than repay.

Mortgages in general anticipated only the real estate as collateral
and therefore were often legally limited to 50% of value with
two consequences:

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.

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.

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.

2.

As lenders acquired property through foreclosure they became
unwilling to refinance any kind of mortgage.

Institutional 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 mortgages
before they sold them.

Since mortgage !pans 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
1ike old Jogseph Kennedy in 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 § & L wanted to dispose of properties
so It would accept a passhook at par value applied to property
valued at 50¢ Tor every dollar of value only 2 years before.
A 52,000 Investment in a $5,000 pass book could purchase a
property worth $10-12,000 the year before.

3.. Hany 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.

In a very remarkable period of federal action in responce to a crisis,
the federal government introduced 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 thelr home,
It created the Homeowners Loan Corporation which introduced 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.

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 still
determine the protfolio distribution of members and the lending appraisal
techniques which permit loans to be permissable assets.

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 flnancing or the need to refinance during economic recesslon.
Moreover, the amortized loan reduced the loan balance as property
depreciated and provided planned tiquidity for the lender,

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 trylng government sponsored techniques.

The FHA took on the responsibility of appraisal and credit analysis

and In the hands like Babcock, Ratcliff and Fisher It began to reform
appraisal 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.

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 Its customers,
Fanny May was able to buy and sell FHA insured mortgages around the
country, This enabled the government to support the mortgage market,



to provide mobility of mortgage money and liquidity for individual
lenders wishing to liguidate some of their portfolio.

G. Because insurance companies had relatlively few problems during the
30's therewas no federal attention to that segment aside from
Interest rates. Banks were limited In 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 In competing
for savings but were restricted in investment outlets to single
faniily loan.

2. To provide the § & L's with more liquidity the government created
the liome Loan Bank to make loans available.

3. The Home Loan Bank could also Lorrow In'the bond market and lend
to savings and loans.

H. The Depression taught the federal government that {t could manipulate
the total supply of money far mortgages by means of monetary policy,
fiscal programs, and modification of the various reservations of FNA,
FSLIC, FDIC, F'MA or the annual national budget itself.

i, The Depression and \lorld Var !! which followed also taught the government
it could channel real estate demand by its credit policy. It relied
on special financing privileges to encourage:

Housing for veterans

ousing for college students

Housing for the elderly

Housing for low income groups

Housing for those displaced by urban renewal

3 -
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J. In the process of serving the needs of special groups the federal
government learned that it could manipulate housing quality by the
standards it 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 favorling public transportation, inflation of labor costs
or labor saving innovative constructiom methods. In short manipulation
of real estate credit was cne of its most powerful tools for social
change or the implementation of national priorities. Of course now
we have the geastion of what are the national pricorities particularly
priorities of land use and soacial change?

Real Estate Finance 551 is concerned with the details of an individual
mortgage transaction, the operating characteristics of each of the
intermediary Institutlons and the flow of caplital from the money markets

into real estate. Obviously it is not possible to detail all of the technical
innovations since 1900 which make real estate the most rapidly evolving

area of finance we have both in this country and on the international scene.
The following just suggests the institutional innovations which have

appeared since about 1967 to drastically change real estate finance,



Lecture #11 Outline
Institutional Strucdure of Hortgage Lending

High cost of real! estate requires heavy debt financing. Real estate capltal
represents 2/3 of the natlon's wealth and almost 50% of this Is mortgage.

A. A caplital pool for loans tequires assembly of small savings through
Intermedlary flnancial institutions,

B, Domlnant institutions have been insurance companies, banks, and savings
& loan associations but in the last decade several new Institutional
Iintermediaries have been created. .

'C. Differences between instiutional 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

2. The transaction preference system of the policy makers
k, The liquidity system

5. The safety system

D, This lecture will relate historical development and reform affecting
subsystems above.

Mortgage always associated uith financial panic and brutality of capitalistic
system. .

A. Absence of federal real estate credit policy until after Vorld Var 1.
Cheap land was incentive for national developnent.

B. Mortgage business very local, provincial, and cyclical and subject
to abuse by promoter,

€. Mortgage banking industry grew up after Viorld Var | to bring capital
surpluses into contact with real estate development needs,

1. Prosperity made moftgages the blue chip investment for the middle
class.
2. Savings pools were created by coaperative action (€ & L's)

D. Flaws on mortgage instrument and lending procedures contributed to
depression.

1. Short term 1-5 year notes, interest only
2. 607 loan ratios led to second and third mortgages to reduce down-
payment,
3. Decline in prices made borrower unable to refinance or unwilling
to ray.
4. Amount of loan depnded upon appraisal so competition took advantage
. of distorted anpraisal.

E. Depression made it impossible to finance which accelarated foreclosures
which meant intermediaries were iliquid.

1. Investors lost confidence in the mortgage form.
2. Savers lost confidence in Intermediary
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Collapse of orderly market gave 1iquld investors tremendous buying
power.

1930's were a remarkable period of successful federal reforms of the
Individual mortgage transaction and mortgage lending intermediary.

A.

c.

Immedlate termporary relief through HOLC Home Owners Loan Corporation
and Reconstruction Finance Corporation.

Protection of the saver through FDIC and FSLIC.

For the borrower - long term, monthly amortized loan including
Interest, principle, insurance and taxes at high ratios to elimlnate
need for large downpayments or second mortgages.

Protection for the lender by insuring the loan against default by
the Federal tlousing Administration.

Federal takeover of appraisal and credit analysis functions.

Reglonal mobility and liquidity through Federal Haticnal Nortgage
Association (FNHA). Injection of federal funds into mortgage money
supply through Fannie May.

Modification of lenders ability to comnete for funds to favor savings
& loans as a residential mortgage intermediary.

Depression taught federal government it could manipulate total supply
of mortqgage moncy available.

Contro! 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

4, Housing for low income groups

5. Housing for those displaced by urban renewal

While protecting special groups it learned It could manipulate housing
quality or relate to other social issues or cause problems in:

1. Urban spraw! or land conservation

2, Social fragmentation or integration

3, Prollferation of the anto or public transportation
4. Inflation of 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 - abtout 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-
diwidually, btmut real estate does mot depend primarily on random
walk methods of risk management through diversification as do
stocks and bends invesiments. Real estate management is the
contrel of risgk,

A. Rigk is the wariance between assumptions and realization,
hetween pro forma budgets and actual P&L statementis.

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 oblipgation.

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 controcllable, internal occur-
rences over time which can produce a profit or a loss
depending on management finesse and forcasting ability.

D. Most static risks can be controllied by insurance while many
dynamic risks can be minimized through management, Dyrami
risks facing the real estate investor would includes

1. Nonesystematic business risks (these inlerent in the man-
agement and marketing ol %the property;.

2, Systematic business risks (those inherent in the level of
general econemic activity).

3. Financial risk (adequacy of cash available for debt service
on time each period and in the zggrezate in the event of
foreclosure).

4. Interest rate risk (the possibility that interest rates
will rise relative %o contract nortzage rate, trarnsferring
value from lender to btorrcw2r as a result).

5. Ligquidity risk (the rise ir 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 balanrce),

7. Creditor risks (redefinition of remedies in the event of
nen-payment by statutory or judicial actions or innovative
legal gambits).

E., Risk management has two objectives:

1. First priority - conservation of exlsting enterprise asse*s
despite surprise events,

2, Second priority - realization of budgeted expectations of
income despite surprise events.
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Z
3, It is both a philosophy of inguiry in terms of validating

assumptions and a management process of attempting to answer
systematically the "what if..." questions.

The alternative methods for controlling variance (avoiding loss)
which everyone subconsciously uses inelude:

1. 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 construetion, sprinklers, lower LVRs).

L. Combine risk exposure to improve predictability (e.g., in-
crease scaleXoperations, diversification).

%. 8hift risk by two-party contract (e.g., subcontracting,
escalator clauses, variable rate mortgages).

6, Shift the risk by insurance contract.

7. Limit 1iability 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).

TI, A real estate project becomes a complex web of centractual arrarge-
ments which adjust and allocate the risk among zall the parties of
interest more or less in proportion to their vested interests and
the bernefits. Different parties are making different assumptions
about the future and, therefore, approach their risk management
plans differently.

IITI.

A,

B.

A land lease tied to the cost of capital for a savings and loan.
Consider a mortgage closing:

1., Title

2, Survey

3, Construction contract

&, Mechanic's liens

5. Property and liability insurance
6. Mortgage guaranty insurance

Control of dynamic risks with positive, negative, and ballout
incentives (pleasure, pain, and bailout principle;.

The percentage lease = base rent to protect the landlord, overage
rent to reduce the ternants' financlal risks.

Shared appreciztion mortgage - protect the bhorrcwer agzinst high
interest rates and a high default point - protect the lernder
against devaluation due to continued irnflatiornary pressure on
interest ratec.

Physical design for flexibilty of future use; cupacity Jor ihe
100 year storm.

Public regulation is intended to eliminate the worst of land
layout, construction technigue, or other variance from the public
land use plan with sanctions to control smalil levels of variance,

Cash flow forecasting is not important in itself but as a base for
developing risk measures, includingi

1.
2.

3.

Default ratio, payback ratios, debt cover ratics, ete,
Sensitivity amalysis as to the capacity for errors in the basie
assumptions. .

Identification of revenue and cost elements to be controlled and
defined by contract.

decision-maker.

pment of risk/yield payoff matrices for t.

I}, Dave
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It is important on the approach to a shopplng 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 avolded, 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)

This brings us to a major element in site transportation, specifically
vertical transportation by means of ramps, stairs, escalators and
elevators,

1. Station lecads 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.

Lk, 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 corrldors, plazas, foyers, etc.)

5. Sites which are too small or too large create inefficiencéws which
inversely affect value.

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 ifllustrated by
Gateway Center In Chlcago and a proposed building for the 1C tracks,
Itlincis Central Railway, for the latter''tndlans' rode the |€
while ""Chiefs'' rode automobiles . Both groups would not change
thelir attitude In regard to tansporation. Proposed 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.

Psychologlcal barriers to entry despite proximity are [llustrated

by the céosed mall shopping center. Thl barrier of a glass front
door and the mental effort of Intruding past that door are removad
for the shopper by stage front store fronts which rise into the
celling eliminating a sense of exdtlusion; ralsed ceilings In the

mall with skylighting and vertical motives overcome accumulating
claustrophobla of the small shop and generate a sense of excitement
thereby reducing a sense of frastratlon which reduces the tendency to
buy.



AFTEE-TAX DISCOUNTED CASH FLOW ANALYSIS
Project Information

Building: 4) Size: 100-unit apartment building
800 net sg. ft. per apt.
.85 bullding efficiency factor

1i) Cost: construction coet of $35 per gross sg, ft.
soft (indirect) costa: 18% of constrin budget

Purnishings: $300,000 worth

land: 1) Size: zoning code limits denmsity to 12 units per acre
11) Cost: $30,000 per acra

Apartment rent: $400 per month; assume 6% simple annual growth

Vacancy: 5%

Beal estate taxes: assume market value will aqual the total
project coat initially; equaliration rete = ,92;
mill rate = $,024; and alsc assume that real
eatate taxes will grow at &% simple annual rate

Operating expenses: §2,20 per gross sq, ft, annually; assume 8%
simple annual growth

Depreciation: 1) Building: 175% DE over a 15-year useful life;
15X salvage value when using S5-I

11) Purnishings: S-L over a 5-year useful life;
10% salvage value

Mortgage loan: Jloan-to-cost ratio = ,70; interest rate = 9%;
term = 2% years; monthly payments

Working capital lomn: interest rate = 11% (simple interest)

Investor info: requires 15% after.tax equity yield; plans to
hold groperty 4 yearsz and then sell; tax btracket
is 50

Market value: asgsume equal to total cost initially; 6% simple
annual growth rate

Suvportineg Calculations

Total coet of project:

1) Building cost: 100 units x 800 net sq. ft. / unit-—= ,8%
= 68,000 gress sq, ft,
construction cost: 68,000 x $35 = $2,380,000

soft costs: 18% x §2, 380 000 = 4 8 400
Building cost = §$2,808,%00
1i) Purnishings cost: 300,000

Continued...



Total cost of project (cont'd):
1) Building cost: $2,808,400
11) Purnishings cost: ‘ 300,000

111) Land eost: 100 units < 12 units/scre = 8% agres
-

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 mthe/yr. = $480,000;
simple growth at 6% annually

Beal estate taxes: Yr.1 -- $3,358,400 x .92 x $.024 = §74,153;
simple growth at 6% annually

Operating expenses: Yn. 1 -- 68,000 gross sq.ft, x $2,20 /gross sq.Tt.
= $149,600; simple growth at 8% annually

Deprecistion:

i) Building: w/ 175% DB -

¥r.1: 1,75 x 1/15 x $2,808,400 = $327,647
*2: * x * x 24B0,753 = 289,421 Accumulated
. 2: " x * ox 2,191,332 = 255,655 depreciation
. * x * x 1,935,677 = 225,829 - $1,008,552

Remaining depreciable besis @ end of yr & = $1,709,848

w/ S-L: Annual dep. = 1/15 x($2,808,400 x .85) = $159,143
Accumilated dep. = 4 yrs. x $159,143 =  $636,571

1) Purnishings:

w/ S-L: Annual dep, = 1/5 x($300,000 x .90) = $54,000
Accumulated dep, = 4 yrs. x $54,000 = $216,000
Remaining dep., besis = $84 000

Ad justed (taxable) basis @ end of yr. &
= 2. Bemaining 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: $§2,350,880 (A/r,éggz, 300mths) = $19,728,50
2

.00839
Annual debt service: 12 mths, x $19,728.50 = $236,742

Yr.1 Yr.2 r.3 Y. b4
Beg,Yr,Bal. $2,350,880 42,324,653 $2,295,065  $2,264,587
2,2 6 2,264

- End Yr.Bel., 2,324.6 8 2,230,265
Prin, Hep'd 3 2§:22% ] Zg,ggg 3 31,;7% 3 34,322
A,D.S, $236,742 $237,742 §236, 742 3233,742

- Prin, Rep!'d 26,227 28.688 1 8 22
Int. Paid $208,0% 5253:%%5 32521%2@

[

Market value:

Yr, 4 (end of) = $3,358,400 x [1 + &(,06)] = $4,164 416



Businesgs 550/705
THE REAL ESTATE PRQCESS
Problem Set #5

Name :E;:;;%izaié;r Disc. Sec,..
¥r.1 xr 2 1, 3 Ir. b4
GROSS INCOME ?444?6,’5’00 v LER 5 AL fi’@’_‘z_‘éfﬁ_
LESS VACANCY ALLOWAKRGE 24000 25’ g Z 850 Zé’” 320
EFFECTIVE GROSS INCOIE Yets00 330 Tsyp720 o080
LESS EEAL ESTATE TAXES A2 gz 85051 &5
LESS EXPENSES /4/2/’. Q0 fer5e8 | 73’ 5% [p"S’ 504
NET OPEBRATING INCOME 7 252 247 72#;(2(2 25'45/33 st‘ﬁ;J?(
LESS DEPRECIATION 381¢#7 34‘3‘ 42/ ?/,’7 £33 Z79827
LESS INTEREST 2/057§ EQE 4R 208, 3’{4 R,
TAYAELE INCOME @57 f/ﬁ’) (3 ,ZZZ) (20 55 ) {52/727?)
PLUS DEPRECTATION 35[ 47 SUIYZ 223 270E7
LESS PRINCIPAL PAYNENTS Zzz7 2855 20,378 3’4{_{3&?
CASH TEEOW=OFF C%/ 495) #5; 954 7?737 ! ’7;23} 74
LESS TAXES 0 [ 0 f 4
CASH FROH OPERATIONS @54‘7 ) #5: g5 729/ ’rZ? 334
WORKING CAPITAL LOAK FUTS (4{4575) 0 J
DISTRIBUTABLE CASH AFTEE TAXES g 0 TL45T 7y 7 29/ 29354
TAX SAVINGS ON OTHER INCOME 7‘7 AT SLY 4f Y/ i /ﬁf 58/

SPENDABLL CASH AFTER TAXES

gy Ysedd TpZent iz

PRESENT VALUE FACTOR AT _/3 & D7 7% L TR SHTS
P. V. OF SCAT I YR PriT U TG T opd TR 205

| *, — £ ) p
WORKING CAPITAL LOAN (CUM EAL) 4,4475 0 p y ;
x /M
;4/4";7‘7 /;'.2 s 5’51.’ ;’P',j.l
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TAXES DUE AT TIME OF SALE

HOLDING PERIOD & yegrs
TAXABLE BASIS "2{54{2/‘5418’
SELLING PRICE Nl
DEPRECIATION TAKEN ON IMPROV. L34 552
DEPBECIATION IF STBAIGRT-LINE FS2571
TAXPAYER'S INCOME TAX BATE SCZ
DETEEMINATION OF TAXES DUE
TOTAL GAIN SUBJECT TO TAX #2426‘ {5
CAPITAL GAIN: ?_
INCREASE IN PROPERTY VALUE | J é’{ i
DEPRECIATION IF STRAIGHT~LINE E8257]
TOTAL GAIN TAXED AT CAPITAL GAIN BATE ey v

ORDINARY INCOME (RECAPTUEED): ,
EXCESS DEPRECIATION Psey 98/

TAXES DUE COMPUTATION: ,
£, - S
CAPTTAL GAIN TAY = 3¥ 8%/ x .20 = 231717

OEDINARY INCOME Tax = 44/ 95/ x .50 = 723079/
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TOTAL INVESTMENT VALUE
TOTAL P. V. OF SCAT 447 81T
LI
TOTAL SALES PRICE -/ '2[44/{

LESS TAXES ON SALE OF PROPERTY:
CAPITAL GAIN TAX ;3)3 L 717
ORDINARY INCOME TAX 234,77/

1

TOPAL TAXES DUE N4
LESS MORTGAGE BALANCE 2025
?C 4[4[*\
CASH BRECEIVED AT TIME OF SALE 432/ )
PRESENT VALUE FACTOR AT /S % S 7I75
k)
PRESENT VALUE OF REVERSION LS ‘- /23
ryir
TOTAL PEESENT VALUE OF EQUITY INVESTMENT FRRGY
ORIGINAL MOBTGAGE BALANCE Z 257 0 %50
P2 spuiz
TOTAL PBROJECT VALUE 38877



Business 550/705 Lecture Qutline
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 law strategy always Involves shifting the weight
placed on the following abjectives:

1. 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 chanpel investment and consumption toward national priorities

L., To redistribute wealth and break up extra large family furtunes

B. Ta channel investment and encourage high pricrity objectives for
eocnomic Investment traditional tax laws gave the taxpaver certain
ploys to postpone or reduce federal income taxes. These ploys
were a combination of:

1. Reducing that portion of net receipts which 15 recognized as
taxable 1ncome.
2. Reducing the marginal tax rate applicable to the taxable receipts.
3. Postponing the payment of taxes due to recognize the cpportunity
costs of present value money.
k. 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

axcept real estate provided a higher depreciable asset ratic to total
capital, a greater opportunity to leverage finances, mare flexibility
in postponing income, and more visibllity.

1. A building is a single machine for making money as compared to
other businesses using many smail machines which can be bought
and sold individually at a smaller scale of entry.

2. The impact 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 Tmpact
on rent which in turn is a major factor in household budgets.

3. Tepopular lTiterature 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. lIrenicaliy the single biggest loss of tax doliars 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 [n two vears.

3. A once in a Tifetime exemption of 5125,000 in capital gains if the
owner resident sells after the age of 55.



E. Objectives of federal income tax review in this course, plus same
reference to the estate tax, is only interested in illustrating
tax incentives and disincentives as a factor in city building and
real estate awnership. Hopefully you will recongize:

The sensitibity of investment to tax matters

The use of tax law as a federal device for providing land use
priorities

Some of the tax strategy in general with a few examples

The income tax law as a subsidy to make real estate competitive
for capital

To encourage specific types of real estate development, capital investment
Tn real estate, or national priorities such as landmark preservation,
renovation of old buildings, energy conservation, or new housing or

low income family, Congress continues to create features and rules for
five basic ploys.

A. PReducing 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. Straight
line depreciation is 100% depreciable asset value minus salvage
value divided by useful life. Tax law might permit multiples

of straignt 1ine or ficticious Vives, such as 15 years.
Investment tax credits which apply directly to taxes due; for
example, buildings more than 50 vears old and classified as
landmarks enable the developer to take an investment tax credit
for 20% of all remodeling expense with long carryback to refund
taxes paid in previous years, non-landmark buiidings 10%.
Taxpaver option to expense certain capital expenditures such

as development costs of a vinyard, irrigated farming, or holding
costs on vacant land awaiting development. Tax reform has
severely reduced those but still favors such election for
subsidized housing.

In the old days depreciation could be applied against earned
income so professional people bought syndication shares. Under
the new law all income is classified into three categories:

1. Income from passive activities
2. Income from portfolio securities
3. Income from earnings

Rental real estate is passive income and is available for shelter
of only passive revenue: there can be unlimited carryover but
no protecticon from earned income.

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 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 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. (Capital gain = net sale price -
book value) .

3. Purchase at a low price and then increasing income through good
management and marketing and then selling the property for the
present value of the future income converts the rewards of vyour
services and expertise from taxable income to capital gain.

The new tax law places a full tax rate on capital gains so that the
investor can no longer create new income, 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 improving property.

It _is possible to postpone the payment of capital gains taxes.

1. 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. lInvoluntary conversion of a property to cash as a result of a
natural disaster, casualty loss, or eminent domain permits
Tnvestor 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 is then adjusted for the net change is his debt position
ot the amount of "boot'' he received. Baot Is non-like property
such as cash.

Complete aveidance 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. HNo capital gains tax is paid if the property
is then sold but market value is included in computing the
taxable estate value,

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 will be included in
the estate of the owner at their use value rather than their
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.



4
550/705 Income Tax Legture Continued

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.

c.

There are three basic questions which need careful definition and
structuring of answers for each investment.

1. What type of rezl estate Is it for depreciation and other tax
ploys available?

2. What is the tax purpose of the real estate ownership position?

3. !s the ownership entity a single tax or double tax situation,
a tax conduit to the individual or a corporate organization?

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. Remsidential rehab
c. Conventional financing or federally funded and subsidized
d, Date acquired
4., All other properties (limited depreciation and full recapture)

Tax rules differ depending on the presumed purpose of the investment
imputed to the taxpavyer in any given property. There are three
alternatives defined by the IRS:

1. For use (users have more Tiberal 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 available)

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:

. Single tax entities would include:

a. Single proprietarship

b. General partnership

¢. Sub=Chapter $ Corporation

d. Limited partnerships

e. Other non-corporate associations

2. Double tax entities would include:
a. Cerporations not exempt above

b. Associations for profit with three or more of the following
characteristics.



V.

3. In addition fwo or mora people associated for profit is corporate
if it has three or more of the following attributes:

a. Limited liability or Investors
b. Centralized management

¢. Unlimited continuity

d. Marketabie interests

There remains a general suspicion that real estate investment tax policy

is a~privileged 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 31 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:

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 vear 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.

L. The economic logic is faulty when it argues that to provide decent
shelter for millions of Americans, the system must first produce
several hundred thousand tax millionaires.

B. 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 automcbiles 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 Kis return in the form of tax savings.

4, As a producer subsidy stimulates empioymemt 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 bccome the most regulated industry, with the
possible exception of the railroads, which having been destroved by
government and mismanagement 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 law but the substance of private property varies
inversely with the growth of social interdependence.

—_———
F. The requlation of land and buildings can be studied from a spectrum

L.

ranging fron the particular site, the neighborhood association, the
locak municipality, the rcgion, the state, and the federal government.

Controls an the individual site can take many forms, including:

A,

The contract and common law relationships between buyer and seller,
multiple owners, landlord and tenant.

Covenants running with the land

Easements transferring limited possession rights from a subservient
property to a dominant property, such as a driveway easement.

A license = a revocable possessary interest

A condominiun agreement
A property owners association

A merchants association

Traditionally public regulation of land use and affecting real estate
have heen regarded as very personal and local and until recently the
states have left these matters to the local government.
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A.

¢_2_

Citizen can have direct administrative contact in situations like-

1. Zoning varlances and rezoning
2. Appeal of tax assessment )
3. City services via intercession of the alder person

Indirect regulation of land use occurs through municipals policies for:
1, Public works

2. Building code enforcement and revision

3. Traffic control and parking

4. General property and assessment

5. Viewpoints of the Board of Estimates and tax rates

Public administrator policies and attitudes have long term gradual

effect on land use patterns:

Influence of assessment policles over investment
Attitudes toward annexation

Public works planning and the five year capital budget
Zoning policies to promote master plan

Impact of government project

Action of local government toward:

a, Pollution control

b. Efficiency of transit

¢. Housing supplies

d. Desire for new industry

U o N -

In any micro situation all of these inputs appears democratic hut
when viewed in 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 avaiding less desirable responsibilities of

governmnent
3, Justified local fear of state or federal controls

4. Progress reauires mcans to break stalemate of local partisan politics

Dane County is a good example of political fragmentation and the patterns
of government control of tand use.

A.

(one) county

1. Board of supervisors

2. Executive administrator

3. Regional planning commission

4, Various boards appointed by executive administrator or by supervisor

(three) citias {Htadison, ilonona, and Hiddleton)

Wards and alderman

Mayor (full time or part-time)
Departnent heads

Commissions

o BN -
PR



C. (20) villages

1. Village board
2. Village president
3. Sub~committees of the board

D. (25) townships

1. Three elected supervisors
2. Chairman of the beoard selected by the board

E. (approx. 00) speclal districts and city authorities with real estate tax powers

1. School, drainage, fire, water control, insect control, etc. {downtown
2, Educational board elected but most are court appointed renovat ion
districts)
F. The Madison metropolitan area has 129 different units of government,
the Chicago metropolitan area has about 300 and the lew York metropolitan
arca has 1300 various little political worlds.

I. The Port Authority of Hew York

2. The Chicago Housing Authority

3. Only a few big cities have tried to bring metropclitan areas under
one government, such as Nontreal and Hiami and tndianapotlis

b, Milwaukee once considered voting itself out of existence so that
all urban functions would be provided by the county

To 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
2. Fragmentation and abandonment of the city

C. Communlty power structure

1. Local government not influenced by big corporate business
2. Power structure represents associations of local interests
a. Chamber of Conmerce

b. League of \lomen Voters
Board of Realtors or Home Builders Association

C.
d. MKeighborhood 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--township of Hadison

2. Good examples--SEWRPC--1969 San Francisco Bay Development Commission



H.

-

Dane County Regional Planning Commission recently proposed five

alternative strategies for land use planning--value judgements

which could be converted to objectives and specific criteria and

requlation. The five alternatives:

1, Existing trends--corrected for worst mjstakes

2. Hodified trends-~cluster planning and less sprawl

3. MHew directions to preserve prime agticultural or environmental
lands

I, 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

All strategies have violent resistance and emotiocnal supporters. Thus,
some compromise is being sought between exclusively local land use
pelicies highly vulnerable to local palitical convenience and national
land use control which would be toeo gencral and insensitive to special
local needs and values.

On Monday we will look at state control pushed by federal subsidles
and penaltics,



Lecture # /g

REAL ESTATE TAX, LAND USE
5 PUBLIC [HNFRASTRUCTHRF SOLVENCY

As 3 major cost of real estate ownership, the real estate tax has a
significant 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 Intarest,

A,

You have discussed factors which could reduce or increase 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 mill
rate.

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
investmant,

Which property should be assessed and how much?

A.

Government cwned property is éxempt from the real estate tax. It
represants 40% of land in Madison and receives the benefit of fire,
police, and other city services.

1. State office buildings pay 15¢ a sq. ft. toward city services,
public housing pays 10% of effective rents in lieu of taxes,
and Eagle Heights pays soc much a child toward school but thasa
are negotiated and don't change often by inflaticn. QOther
government uses pay nothing.

2. What happens to a township when a sizable portion of its land
is taken by the federal government for a3 military base ¢r a wild
river resarvation. Who benefits and who pays for the shift in
tax burden?

3, Should government installations be considered economic base jtems
which support other real estate values in town or should it be
taxad ljke everyone elsa. If so, what is market value of Sascom
Hall?

4, FAilure to put a real estate tax on government land means it |s
under=-ytllized. The University can haold land at Charmany Farms
en Whitney and Mineral Paint Road indefinitely, speculating on
future appreciation but causing unnacessary urban sprawi and
duplication af urban services, -

Churcas, hospitals, and private schecals are altc axempr so long as

the proparty is contiguous to its operating centers or actually used

for charitable purposes. The argument is that cthe social good is.

well served by these organizations and that raal astate taxes would jusct
increase the ¢ost of services or reduce their quality and scope. But
when is there too much real estate so classified with no correspondent
social benefit?

Recenrtly Wisconsin voters voted to provide a partial exemation to
farmers and conservacion lands by constitutional referendum. in short,
these lands could be taxed on the value af their actual use rather

than market value. The Legislature has snacted a3 program which recuires
counties or townships to file a master land plan which defines prime
agricultural or consarvation areas., Property owners can then 2lect
shert and long term usa value starus subject to certain conditions.



The farmer near & growing area could continue to farm evan though %is
land was now suitzble for subdivisien. Because kis values are uncer-
stated cther taxpavers in his discrict pay a higher il rata. The
iegisiartire has decided to replace lost revenye from s=Tate
funds {as thay do with forest land). There wi!l be a 75% roll-

back of real estate tax reductions charged agair®t profits whan a
farmer sell¢ his land.

{f we abandon market value as the benchmark for everybody, do we then
exempt the elderly pansioner who owns his own home, the low 'ncome
family, or other political favorites such as farmers and veterans?

Some people prapose exemptions for buildings and improvements,

taxing anly the tand. The value of the lard would raflect the assassors
best guess as to Its best use, In that way a high intensicy sits value
would force the ownar to build or improve his property to that use

in order to pay the taxes. Site value taxation is being used in New
Zealanmd, Auscralia, Pakistan, and Jamaica to force land owners tc develop
thsir praperty rathefT2it an it to specuiate. This fosters ecocnomie
development and the breakup of large lanmd holders In areas ready for
deveiopment, agricuitural or urban. It assumes the land planner and

the assassor know what they are deoing.

1. A variation is the graded tax, with a higher mill rate on land than

on buildings.
2. Which mechanism is more trustworthy, the marketzlac= or the governmant

techneocrat?

A desire af a community to discsurage low value land usas or high servics
¢cost occupancies leads to what is tarmed fiscal zeoming.

A.

Cl

Mopile homas provide z low real estate tax base but often provide
many children for the schoals and clients for :the welfare program.
Communities can make the specificaticns for the mobile homa parks
virtually impossible to meet,

Large lot zoning typically mean expensive homes, high tax base, and
low dersities which requira 17ttle public Infrstructure in terms of
roads, utilitias, and schools. Can be ruled out as illegal.

U-n&er‘

“the urban renewal program, low income housing was replaced by Tuxury

housing to increase real estate tax revenues with which to finance
the city's share of renewal and at the same time force ralocation of
high serviza casts families and uses to other communities.
-~
Cities may underassess new industry to enccurage their constructicn
in town while at the same time real estate tax cos:ts may gradually
force cartain industries to leave tocwn to remain competitive,

The citiss wage the war for tax base with many tools, including city
water, annexation, fire department services, and negotiated pre-annexatian
agresments wich developers.

Public land use decisions and capital expencitures must always te concicered
in terms of the net effect on city tax basa and tax revenues.

A.

The city auditorium issue included the issue of lacz2ting the
facility so as to stimulate private investrent. The Law Parx sitce
was toally surrcunded by pubiicly ownec lanc and suildings so shat
it ¢could not stimulste appreciatian [n grivate land value.



The State Strest site stabilizes and may increase values in a declining
area.

A current {ssue is the relationship af an MATC campus to the viability
of downtown Madison, particulariy 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 tramendous loss to the city althouah it receives
no compensation.

2. On the other hand somm would argue that locating the MATC site
at the airpart would undermine residential values and contribuce
e a more subt!e and slow rate eof downtwon decline. A $25,000,000
facility may have significant impact on the city tax base.

The MeCarmick parking ramp might have been located down hill to the
north of its presant location. Some smaller older buildings would
have besn lost to the tax roll but a higher vaiue, more intansely
developed building might have besn built on East Mifflin whera the
parking lot now stands.

Government support of new towns can occur when the government chooses
to build new government installations at the new town site. The
Irvine Company astutely realized that ic would increase its own value
by giving 1000 acres free to the U. of California. That may alsoc

be true of the small developer whe gives up 10 acres to the school
board ta capture a nesded new alemanhary school.

Early in :he course ownershlp aquity was defuned " as the degree to
which one can divart cash flow to their benefit.’ Sinees local government
and tha school board receives 16-20% of all rental income in real
astate taxes, local government ewns 16-20% of all tax paying rental
properties in town. Concaivably government could make money by
providing bonuses for certain types of develcpment:

1. For example, |f apartment sites cost $3,000 for each one-bedroom
apartment and these apartments have a market value of 522,000
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 5210 a.year on $3,000 investment
or 7%. f the City could keep all the tax revenue, it wouild have
its money back with interest in five or'fix years.

2. Official recognition of this e¢pportunity te stimulate private tax
base with public investment is found in the new technigque of tax
incremantd financing (TIF). This technique could keep nearly
all the $700 above for the City, cutting out the schoel board,
the County, atc.

3., TIF defines a specific district and its tax base in which all
governments participate. Then the City can issue bonds to finance
cartain improvements within the district and pledge tax revenuas
from increased private property investment and values to pay off
the bond. Bond holders require specific private investment already
committed contingent oniy on the public improvement.



4. On Williamson Street the bond lssue was used :o0 reduce the coct of
land for the Mollenhaff's so they could build a condominium on
the Fausrsach site. The Carley prooccsal for Pingknavy Streag is
to buiid two condominiums and redevelop the Emporium if the City
will usa TIF funds to build & parking ramp and restore the historical
character of Mamsion Hill. Others have proposed putting housing
units above parking ramps so that the rax base can reduce the cost
of the ramps meter fees regquired to finance the ramp.

Building prajeess to house public offices or public housing ¢an Le regarded
as cash Tlocw investments. Because these may no? have any revenue powar,
they should be analyzed with lifa evele 2ostina, i.&., the investmant
objective is to achieve the Jowest present value of outlays over the Tife
of the project to accomplish a given purpose.

A,

Since a state office building or «ity hail pays no real estats taxes

and can borrow money a2t only &% interest, the annual cash cost for
operating expenses, debt sarvice and maintenance should be Tess than
that charged by the privace sector, Nevertheless stats offica buildinmgs
Tike JEF-1 cost the state more cut-of=pocketr par sg. fr. of usable

area than any comparadle privete oiffice building. Why not lease

space which can pay real estare taxes? Why the extra cost?

I. Architzec:s have ccnvinced government patrons that all pubiic
buildings myst be monumental in size and material to imoress
people with governmant,

2. If there is no cash measure of efficiengy, designer arrogance Is
in control. The City-Eaunty Building has over LLQ,000 sg. fz.
of space but only 290,000 is usable becazuse of wide corridors,
extra lobbias, atc.

3. On the athar hand the schoo! board have heen more sensitive to
first cost with the result that the newer buildings had littie
insulation, cheaper one story construction, etc. so that they have
excessive heating ard maintenance cost. The rasult is the prssent
value of outiays over the life of the building is gremater than
more expensive construction at the outsert,

3. Recently the City bought the Post Office Building which will
requirs intensive remodeling for housing some city services. The
County found ways to expand the City=-founty Building at lower ccst
and in doing so, left the City to find tenants for the balance of
the remodeled Post Office Building. Some of those Aldarpersons
who endorsed the purchase, did so to prevent the State from buving
it for the State Suprame Caurt. HNow the Staze must acquire more
land from the city tax base for another state offica building.
What is the true cost of the city office.space? What wauld nappen
if the city gave away the land to scmeone who would build a
quadrangle of apartments on that black? The €ity would gain some
tax base, more residents downtown, and perhaps aveid creating a
government office ghetto. The city planners are incapsble of
carrying off such a project because they lack the discipline
of the numbers,

Public servants wha understand the saower of cash flow when Lagislatcrs
do nat can be 35 dangerdus 3s private developers who igncre punlic
solvency in terms of who pavs and who benefits. A develocer, a slanner,
or a designer sheould reaad the biographv of Rebar: Moses, The Zower
Broker, to aopreciate every nuance in control af cash flows 35 tne
secret to control of land use and develooment.



VI.

Vit

Federal policies may be very unfair to local residents esven though
the cbjective 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 Mational Park Service on the
town of Springbrook in Washburn County, where it is protecting
the Namekagon River. The goal is approximately 3200 acras of
privately owned land which will be purchased and removed from the
tax role even though the familles thereon may be permitted ta
stay for up to 20 years as tenants. The town still must provide
services including education, nevertheless.

B. NPS makes no payment to lacal government. In contrast the Town
of Springbrook receives 50¢ per acre on 43 acres presarved by
the State DNR and 20¢ per acre on 7500 acres of county forest
plus a share of timbar sale revenues.

€. NPS had acquired in 1974 approximately 600 acres of its geal
which was valued at $260,000 or 10% of the tocral tax base in the
township. The first impression is that if the tax base drops
10%, the mill rata must increase by the zame amount to make up
the loss. However the issues are more complex. .

D. The $260,000 tax basa loss in the Town of Springbrook is oniy
0.2% of the tax base of Washburn County and 0.3% of the school
district tax base. The 5chool tax accounts for 70% of the toral
property tax s¢o the loss of tax base would hurt if it were not
neutral ized through the state formula for share income tax. As
3 result the net change in taxes looks like this:

Change in school tax rate _ = .2¢ per 51,000 property vaiue
Change in county tax rate =1.0¢ per $1,000 property value
Change in town tax rate - .5¢ per S$1,000 property velue
Change in state shared taxes + _be per 51,000 property value
Change inm property tax relijef + ,2¢ per $1,000 oroperty value

TOTAL TAX RATE IMPACT =1.l¢ per 31,000 properTy value

E. As a result stats taxpayers are paying the consequences of a
faderal land use resarvation program while federal income taxes
are being used to pavy acquisition.

The greatest sensitlivity to real estate tax pollcy and land use
decision is at the local metropolitan level where fragmented local
govermment compete for land uses which produce the highest tax base
value and the lowest service cost, or to aveid ldnd uses such as
lew income housing which may have high searvice cost and little
additional tax incoma. This war takes the form of fiscal zoning,
annexation fights, tax abatemant ar investment stimulation.

A. Fiscal zoning establishes land plan to encourage cerzain land
uses and discourage others. For example large lot zoning, traitler
park standards, conditiconal use of zoning, a@r reservation of
larce Tand areas for ‘conservation' are all examples of fiscal
zoning.,
1. Kaohi's shopping canter on University Avenue
2. Commodor Apartments, Town of Hadison
3. Madison Mobile Home Park rurals



B. Annexaticn (voting acres and residents)
1. Sevybold Road and West Town Shopping Canter
2. Municinal control of utilities vs, efficiency of metropolftan
systems
:. Pre-znnexation contracts
Vill, Aimost everybody wants to favor some particular land use policies
by means of tax abatement. The most common sort of objectives
are conservatjor of op#n space, rehabilitation of dilapidated structures,
construction of new industries, or the preasarvarion of landmarks.

A. Two vears agc Wisconsin voters unknowingly removed the constitu-
tional requirsnent that all real estate be taxed on market value
te permit swamps and farmiands to be taxed on gurrent use value
if the legislature wished to do so.
1. Conservationists want farm owners to accest tax relief in
excharnge for future develapment.
- 2. Farmers want tax reiief now and profits from development later.
3. Politicians suggest temporary relief now and a rollback tax
it the land is sold for a price higher than the land value
af farmland.
4. Townships want the State to repiace the lost real astate taxes.

B. Some paogle believe thazt repair and improvement of the whole
property will increacse rsal estate taxes more than income sa

that there is no incentive to modernize.

1. A dire¢t tax abatement is not legal in Wiscoansin (Milwaukes
8ank casa).

2. QOne altarnative is to make grants for repair and then raise
the real estacte tax which ultimataly refunds the grant.

3. Of course many communities ignore the prooer valuaticn aporoach
and deliberately urder 2ssess remodeling or new industry.
Compezition among communities by ravoring new ingustries was
one of the reascons that Stzte took over the assassment of all
manufacturing facilities but of course State has an interaest in
competing with other statas.

C. Landmark buildings often represent underutilization ¢f a vsiuable
site, costing the owner and local govermment significant tax bSase.
Hadison {ity Hall Project
Boston 0ld Cicy Hall Project



Bus iness 550/705
The Real Escate Tax -~ Qutline“tl

I. The cash eycle for public infrastructure begins with the real estate
tax, user fees, and federal grants, but the real estace tax provides
almost 80% of revenues to support lacal government.

A, - Thern‘ls 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 monumental

' misunderstanding.

2. Unlike income tax, tax payetr does not participate in calculattcn

3. Administrative costs are not properly funded

k. 90% of taxpayers believe if they are underassassed they have beat
the system and resist restoring equity.

8. HIistorlal origins of real estate tax are in socage rents and colon.al
taxes on agricultural productivity.

C. With development of cities, tax pay shifted o market values of
improvements of land - an ad valorem tax.

Il. Current city systems are based on a process developed at the turn of the
*  century In Minneapolls, Cleveland, and Milwaukee by a mupicipal
engineer named Somers.

A. Somers tried to reduce political intarference and arbitrary valuation
by introdu:ing the follewing concapts:

1. Separation of assessment from municipal budgeting functions

2. Definition of a mechanical procedure to assess each property
consistentiy 2nd reduce judgment calls to the minimum, permicting
assessars 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 administracion and to facilitate a legal defense in
the avent of appeal. )

4. Reconglition of assessment was to produce an aggregate base number
for proportion discribution 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 egquitable and explainable.

B. The assessor Is charged with mappihng and describing each property
and estimating an assessed value. All property values in the aggregate
equal the community tax base.

€. At the same time each gommunity budgeting unit would establish
how many dollars they would require and the proparticn 0 be generated
from the real estate taxes as opposed to other revenue sources.

D. Each fiscal unit divides the required budget by the aggregate real
estate tax base in its defined discrict to determine the tax race,

1. The tax rate is called the mill rate - the fraction of a pennv
of tax per dollar of assessed value.

2. The technical mill rate may also he stated in comman usage as
dollars per 51,000 of assassed value. In Madison in 1978 the
total mill race was 28.28 less a state credit of 4.127 mills.
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10 Martin Luther King, Jr. Boulevard

Madison Madison, Wisconsin 53710
608 266 4611

608 266 4443 (TDD/Device for Deaf}

Ly
1
|

P we’ e’ ner']

December, 1987

Dear Madison resident:

Your property tax bill for this year is 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 independentiy by the public bodies overseewng 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 will

be a critical component of the overall 1988 departmental goals and objectives.
We are also implementing a new “customer response program" that will 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 ¢ity
services, including the Madison Public Library. City spending for next

year, as approved November 24 by the Council, will total $92.8 million.

This is an increase of 3.7% over the 1987 budget. City spending increases
for the five budgets under my administration, 1984-88, have averaged slightly
over 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 well as your comments

and suggestions about city government policies, programs and services.

Best wishes for a safe and happy holiday season.

FL Moseph Sensenbrenner, Jr.
Mayor

Sincerely,



DANE COUNTY

Jonathan B. Barry
County Executive

Decamber 3, 1987

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 governiment.

In 1983 lass 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
ba responsive ta tho ticed for services and the deamands to hold down property taxes.

The 1988 County Budget, as adopted by the County Board, containg a 4.83% increass {n the
total county tax levy. The tax rate increase - which most agcuratsly measures the impact on
individual property owners — went up 2.34%., The owner of a home assessad at $75,000 will pay
$7.50 mora in 1988 than thay did in 1987 for county government.

For the additional $7.50, that "average™ homeowner will regeive:

* Over $1.5 million in now highway construction and ropair
* Craation of tha 911 emergency responsa systam
* New hurman 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-yaar park improvement plan
* Significant new improvements for the Hanry Vilas Zoo
*= Neow initiatives in consarvation and clean-up programs for Madison‘s lakes
* A gommitment to study and purchase a new county landfill site

Thess major new initiatives to preserve and snhance the county physical infra-

structure as well as the renewed sommitment to hhuman needs will have a significant positive
impact on the quality of life in Dane County. While County government continues to pick up
mimicipal services and state mandated programs, we have marnaged

to stay lean and accountable to taxpayers whao generously provide their support. Dane County
will continue this dedication to sfficient use of tax dellars and responsivemess to the taxpayers.

Plsasa contact mes if 1 can provids any further information regarding vour investment in Dane
County.

210 Monona Avenue, Citv-County Building, Madison, Wisconsin 53709  608/266-4114
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NORMAN P. MITBY, District Director December 3, 1987

Dear Madison Residenti

The majority of the educational cfferings of Area Vocationsl, Technical and Adylt Education District Ho. 4 are
provided by the Madison Area Technical College which has three major locations in Hadison and four satellite campuses
in Fort Atkinson, Portage, Reedsburg, and Watartown. Tha District encompassas all of five counties - Columbia, Dane,
Jaffarsaon, Marquetta, and Sauk, and portions of saven others. The City of Madison is the largest of the 221

municipalities in the Disgtrict.
Support of the District accounts for 4,85% of your 1987 property tax bill.

The building of the Truax facility has baan complated, and tha Downtown Education Cantar at 211 North Carroll Straet
will ba openad for the second semaster of thea 1987-88 achocl year. The Apprentice Cantar at 2125 Commarcial Avenuas
ig in the process of being remodaled, and tha now fire training facility locatad at 1750 Pearson Streat which will
meet the needs of the City of Madison, 85 volunteer fire departments throughout the Diatrict xs well as tho naeds of
the airport and the Air National Guard will be completed by June 1988. The value of all of these faciljties located
throughout the District amounts to $90 million, and the good news at tha proparty tax level is that the District will

be out of debt in tha year 1988.

Ovar 85 full-tima vocational-tachnical and liheral arts programs are offared plus an axtensive adult aducation
program. Head count enrcllment for the District asountad 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 modarn
equipment, as well as the need for new high-tech programs. At the same time we continue to offer adult basic

education.
1987-838 Mill Rate Tax Levy Madison's Shars
QOperations 1.27821 318,157,394 $6,293,554
Dabt Service .29679 4,215,000 1,461,312
Total . 1.57500 $22,373,3%4 $7,754,866
Yaluation $14,205,329,523 34.662

This District has had the lowest operational mill rate of any of the sixteen digtricts in the state and one of the

lowest coperational costs per FIE.

Budget

REVENUES
FXPENDHURES
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We appreciate your continued support.
Sincerely,

Ao 3 frolin AL VAR

James B. Hasler
Chairperson of the Board Distriet Director
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MWt ropolitan Scheel District

€. James Travis, Superintendent 545 West Dayton Street
Madison, Wisconsin 53703-1967

December 1987

Dear Madison Residents:

In 1987-88 the Madison Metropolitan School District is 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

negotiation process establishied by state law, Any increase in salaries has a major impact on the
budget .

The remainder of the budget is expended for classrocom supplies and equipment, buflding expenses,
utiliries, bus transportation, and School-Community Recreation activities, Throughout the budget
development process, reductions were made Iin transportatlon costs, curriculum and staff development
costs, and energy costs. Furthermore, in 1987-88 the Board of Education eliminated 2,5
administrative positions,

The portion of the budget related to non-salary items actually decreased for 1987-88, As a result,

expenditure lncreases were limited 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 been sble
to honor our commitment to contain the costa of public education,

While we continue to worlk hard to control costs, the needs of ocur students are beccming more diverse.
Quality experiences for all students can he accomplished only if we continue ro modify and improve
instruction., Your 1987 tax monies will provide needed support for public school 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 support this community has consistently shown for public
education. -

Sincerely,

TOTAL REVENUE

m \ﬁ M Where it comes from.. | Where it goes...

Barbara B. Arnold, President

Madison Board of Educa:;;;,fi,————_nﬁﬁ
\/ .

Superintendent of Schools




E. The total! mill rate Is a combination of tax distrlcts which may assess
real eatats taxes, Including:

State - 21¢ per 31,000

County = $2.38 per $1,000
Metropollitan sewer = §

Library - 77¢ per $1,000

Sehoal -515.6998 per $1,000
Vocacicnal schoal = $1.27 per $1,000
General city - $7.96 per $1,000
Total tax - $28,28

F. Since esch district combines different taxing areas and assessor,
it Is necessary to adjust between districts for the relfability-of
the ratio of assessed valuas to market value. This ratio fs called
the equalization race, and tha cleser to 1003 the better the assessment
practica may be In that coonmunity. These ratas are computed by a
State district offlce of che State Departmant of Revenue.

G. Therefore the basic elements of the real estate tax process
reprasent a formula something Ilke this:

Pyblic enterprise budget x % from real estate tax = mill rate
Markst values x equalizacion rate = mill rate or rate/1000

Market value of parcel x equallzation rate x mill racte = § tax per parcel

H. A special assessment is a charge for public caplital improvements
such as siZewalls, strastcs, the Stats Strest mall which beneflit 2
specific group of properties as well as the conmunity. The capital
budget may be shared 50-50 with the eommunity and then prorated
on a formula that is appropriate, such as front foat, scuare foot
of lot size, assessed value of land, atc. The tax payer is given
3=10 years at a favorable Interest rate to repay this special assess-
ment. These special assassments can be pledged by the city to secure
bonded debt for the cost of Improvements. .

I1l1. The Wisconsin Real Estate Tax assessment provess |s typical af many states
throughout the country but considerably behind the best like California,

New Yaork, or Nebraska.

- A.  There are 1100 or more assessment districts, no more than 50 of which
have professiqonal appraisers for their assassor. Most assessors are
stil] siscted at the township level.

!. Wisconsin has been unable to pass legislation consalidating
- assessment at the ecounty 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 af the
budget. For example, Kenosha County.

3- The state provides an assessment manual which attempts to
standardize procedures which assessars must follaw.

%. Responsibilicty for complex industrial appraisal has been taken
over by the state.

B. Statutes esctablished saven general classes of property, Under special
conditions agricultural and conservation may be taxed on use value:
all others at market value: &. Retail
1. Agricultural 3. Commercial 6, Mining
2. Industrial - h. Residential 7. Conservation



v.

c.

0.
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Assessor required to develop & tax map which shows every parcel in
scale as to size, shape, streets, and pyblic services.

1. The tax parcel ls [deatifled by a number which In Madison {s
& code, ldenctifying a proparty as to Its specific locatien:

0?7 09 - 14 3 - 02 07 - 4 -
Town Range Sect 1/4 sact Blk Lot Check Digit

2. Tax parcal maps must be brought up to data as of May | sach
vear, accounting for new sireets, new subdlivislions, changes of
ownership, etc.

3. For each tax parcel the assessor must then prepare s tax card
which details the nature of the property within the tax parcel
lines as of Hay 1, including percentage of completion of
Improvements of construction. Tax cards are publig 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

Each parce! must then be valued at the highest price It would sell
to another user {n the normal course of business, [.e., market
value. The courts have determined the preferred way to measure
market value {s by comparison to actual sales of similar property,
then by capitalized Income, and only after those have been tried
by the cost to replace method since appraisal Is a difficulg,
inexact and expensive process, {f done correctly assessors:

1. First divide unique properties from class properties such as
singla family home, filling stations, small rental propertxes,
etc., and the majority are class buiidings.

2. Class buildings are then appriased by a me:hodology vhich 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
cost 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.

manual approach to land and building would be as follows:

To value land the assessor usuaily establishes a unit foot or front
foot base., In downtown Madisen, this would be | ft. wide and 132 ft.
deep and wouild be determined for tha mid-block area. These provide
a common denominator of value and they allow standard modifications
to be made for parcel differances in siza, topography, locatioen,

etc. Far example:

1. Aunit foot In a retall area would be modified by a depth factor
which would state that 50% of the vaiue 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 50 a shallower lot 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 lots
might be rates at only 90% of front foot value for an Inslde laot.



. 3. All these adjustments ara standardizsd by tables In the assasgor's
manua! so that sach situation Is processed the same way. The
as556330r can then defend his work simply by showing that he has
properly classifled the property of the appellant and then
rigidly sppllied the adjustment process and made no mistakes In
his aritimetic. The snswer dossn't have to be right - anly
consistent with how everyons slse was treatad,

B. To estimatas tha cost to replace of the building thare are an endless
varfety of classification far Improvements:

1. Construction types might fall Into such basic categories as:
b. Hasoary
¢. Rainforcad :nn:ra:e frame
d. Stesl frama

2. For each usa and construction type a standard building will be
dascribed and then cubic foot or sq. ft. values which somehow
raflect both cost and market are provided.

3. Differences between the property to be assessed and the scandard
ara then Ttemized and specific charges or deductions are made.

For example, the standard may have one bath but the subject

property may have an additicnal 1/2 bath so an additional 3300

charge 1s made. Each class has a long 1ist of adjustments for

factual features such as porches, fireplaces, built-in cupboards, ete.

k. A deduction s made to reflect the age and conditien of the
building. Tha manusl! may assume all improvementsare J0%
depreciated in &0 years. An average building would siraightline
at 2% but [f the building wara well maintained the affactive )
age might be sat at !0 or 12 vears instead of 20 and if it was
in poor condition the affective age might be set at 30 years.

C. The sum of the sita valus and the value of the improvements net
of depreciation equals the market valua as of May 1. Market value
is then reduced by tha equalization rata to become the assessed
value of record, dividad between land and building. Those figures
ares avallable to the publlic for each property as a kind of self
policlng control on assessments,

1. The taxpayer may appeal his assessment .

2. A tax appeal board of ssven citizens will accept ths arguments
of the taxpaver and the tax assassor and may amend the assesssed
value whera it feels it is not derivacive of market value.

Due to public disclosurs the appeal board can no longer meec
in private with the assessor to reach Its conclusions.

V. The ability of government to divart cash flows aof the home owner, farm
awner, or bullding owner through Its tax policy therafore make it an
equitable owner of all the taxable property In the community.

A. In thls course and for those who tie the real! estate tax to market
vaiyge, we ses the real estate tax as a form of profit sharing, a
distribution of earnings and benefits en a pay-as-you-go basis.



c.

Those who prefer the cost approach to value see the real estate tax
as a method of coliecting a debt, not unlike a continucus mortgage
In payment of services rendered and public capital improvements in
placs.

As a result the real estate tax system currently faces signiflicant

Ianq use [3ssues head=-aon:

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
sell to another user. For some properties, such as residential
properties, there are sufficlent sales to permit market comparison
appraisal. Mast praoperties, however, are rather unique and thes
tax process that we just described is more like a cost approach
to value.

2. The result Is a confusion as teo whether the tax In Wisconsin is
on cost or markat., The courts have sald that a low cost mursing
homa should ba assessed at its resale value and that a high cost
insurancs company home offica should be reduced to what it would
sell for, even if sale was at only half of the purchase price.

3. In New Yark statea, the Seagram's case stated that the cost to
build did indicate market value because a sophisticated corporation
wculd not spend maore on the building than it was worth In
benefits and these benefits might take the form of public Image
and advertising or personnei efficlency as well =5 rental value.

.The assessor prefers to use the manual or cost approdch so that he

can defand his answer an the grounds on equitable consistancy while
the taxpayer prafars to use the market approach when it is to his
advantage to do sao.

The assessocrs methods are too time consuming en the residential
properties and too inaczurate for lack of good information on the
larger cna-of-kind properties.

l. The market has been rapidly shifting and appreciating so that
assessed values can be out of date in & year. Since the assessor
does not have time to reassess everything each year assegsments
rapidly fall out of date.

2. lInequity between assessments of owners of naw property assessed
o the basis of a recent transaction and alder properties where

: assessments are out of date.

3. Inequity between the residential c¢lass where sales data is
plentiful and commercial or industrial classes where the absence
of data permits all kinds of subjective assumption on sale to

. anather user and thus lower assessment.

L. Rapid obsolescence of land valuation, particularly in growth
areas or in bu{lt up areas where there are no vacant land sales
available.

The real estate tax can also be counter-productive to land planning
objectives. The sale of one farm for subdivision purposes might
indicate a market vaiue of $1500 an acre. If all the other farms
are taxad accardingly they cannot afford to continue farming and as

; a result prime agricultural land is prematurely or unnecessarily
' converted to urban use. A way must be found to make the real estate

“tax burden consistent with society's hepes far proper land use.



Vi,

F.

A number of staes Including Wisconsin are attempting to remove the
administrative problems of the real estate tax with some reforms as:

1. Consoildation of tax assessmenc districts [nto county officas.

2. .Creation of a state agency which audits, trains, and prescribes
standards far thea county officas.

3. Automation of market comparison projects for residenti{al property
by means of computerized market or cost approach appraisal.

4, Statutory changes in defining accaptable appraisal methods.

5. Statutory changes in required reporting of grass rents, ete., by
ownars or by pocling Information with Internal Revenue Service.

6. Increasing budgets from .2 - .5% to .7 = 1.0X of collections to
finance staff and modern techniques.

The real estate tax was arigipally Intended 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
muitiplied by Including budget [tems In the numerator that should be
eollectedithiings like the Income tax and the sales tax which may be

2 more graogressive tax.

A,

c.

A major burdern on the real estate tax s the wefare program where
the large citles carry the load and the suburbs escape what is a larger
wetropsl i tan responsibility.

In California the ¢ourts determine on August 30, 1971 in the Serrane
case that it was_unfalr to children to support education on a Toecal
real estate tax because different communities had drascigally
different capabilities to raise money for education. In Baldwin Park
thers was only 52700 of tax base per child while in Beverly Hills !
there was over $50,000 per child. Baldwin Hill residents spent

aver $577 par pupil while Beverly Hills was spending over $1200

per pupil, even though the taxpayer in Beverly Hills enjoved -2 mill
rate less than half as much as the home owner in Baldwin Hills,
Unequal rescurces made the use of the real estate tax unconstitutional
for supporting education and violates the 14th amendment proviging
equal protaction ynder the law,

In Wisconsin the Serranc case led to new formulas for redistributing
the staca Incomn tax to school districts which now provides more than
25% of schoal budgets.

Tax exempt property, such as a church, hospital, school, university
campus, or federal installation are subsidized by taxpayvers. OQOver 40%
of the land In Madison is tax exempt. Public housing projects pay

103 of rent in lleu of taxes and state office buildings pay 10¢/sq. fr.
and communities can bill for riot police. Some argue that exempt
property provides sarvices and export industry which serve the taxpaying
properties; others argue that 7t Is impossible to appraise buildings
which have no money. As we shall sas tax exemption can lead to

misuse of the land and counterproductive consarvation.
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purpose of the o on was o cdumtc thc cmzcns of Wiswnsm of the state’s
excessive level of property taxation and to study the proposed methods for
brmgmg about mcanmgful and sustamable propcrty tax relief.

T

result, upon lns clccuon, Gov:mo: Thompson appomtcd abluc ribbon T

. commission to study methods of reforming the property tax system in Wisconsin.
'That commission, headed by then Dane CountyEmcuuveIonnthanBarry L
_ producad a report that generatcd substanml comment in thc halls of the Capﬂol.
1 1] 3 h L J

In hxs state of the state
address on Januvary 26, Governor Thompson proposcd a property tax relicf
initiative, While this step is, like thosc of the past c:ghtccn months, still a

mﬂmmmmmzﬂuqm_mﬂmum 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 hclp shape the property tax rchef process.

P [ "M' e L A L e et -t .
we would lik i whil
xcl how far th £, rocess h
rh ntemplated uging revi fr n
n commercial | method for r ing pr 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 all
members of the real estate industry, we could not accept this targeting of an
important segment 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,

Y

Terry Hilgenberg, GRI
WRA President

COPYRIGHT 1988 WISCONSIN REALTOR®UPDATE QUOTATION PERMITTED WITH REFERENCE TO WRA

(608) 241-2047 in Madison  (BU0) 362-7368 Statewids



What is the position

of the WRA toward 4 f property, and the inelomcntation of st

the Governor’s plan? controls, However, the leadership is concerned about one of thc sources of
funding for the plan: the implementation of sales taxation of commercial
leases.

What form will property Under a new school-aids formuls, the State will increasc its share of

tax reform take? school fundmg from 46 to 57 percent in FY 1989-1990. Aa_g_mm:._thg
thcpacknggavcrtwoyearsmuld‘bcssm on.

How does a property hmmﬂm 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

How will the school aids

formula be changed?

for more expensive housing, Sccond, by increasing the after-tax rate of

- return of housing, a property tax reduction will promote higher property
vnluu.

A new five-tiered. equahzannn formula would be put info placc by FY

'mmlmm For a d:stnctwuh average Dromty taxcapaatv. thc 1989-
- 905tatca1dratesa:cuxpectedtobc

;&Lhmil.fmt‘ o State Share

:Lessthan 0% . 15%
0% - 100% 40%

-t 100% - 110% - - 0% -
e 110% - 1259% .. =25%

...- More than 125% . ~=100%
. TURER L e .

W i 1 m istri

spends $4000, Now let us look at a district that has an average property tax

capacity and spends 33900 per pupd- Ma:s_mks.ﬁ;m_‘m.%_af_mc_mm
g Ty ) DUT €X3 ana iy || e 4
mgmm Becausc our hypothcﬂcal chstnct spcnds lcss

than the state average, the state picks up 40% of the difference between

$2800 and the amount the school district spcnds mm_mw
100, th 11
WMMMW Thus the school district
that bas an average tax capacity and spends a little less than the statewide
average receives about 65 percent of i its school fundmg from thc statc

ssh@_dmmﬂmhm&zmmummgmmm Moreover
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How would property tax
reduction be sustained?

How would the increase
in school aids be funded?

Why does WRA
leadership oppose
employing a sales tax on
commercial leases as a
source of funding for
property tax reduction?

as the level of schoot funding rises above 110 percent of the statewide average,
the district would begin to losc its sharc of school aids; as spending riscs above
125 percent of the statewide average, the district would lose one dollar of aid
for every cxira dollar it spcnds .

Thxsnssuresthatevcnschooldmh‘mtsthatcurrcnﬂy o
receive no aid would benefit from the program.

Mzmmmm Bymntroﬂmsspendmg.pr@ertymmbckﬂptm

. zchcck. Thcmnuolsmthcphnwould

' —FrcezestateandlocalexpendxturcsandlcvwsmFYlQSQ-Qﬂ
Compensation increases (within the overall freeze) would be limited to
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 expenditurcs, lovics, and compensation

r After 1992-1993, prevent cxpci:d:turcs, lcvws, and compensation from

. .. growing faster than the growth rate of Wisconsin per capita personal income.

-thﬂ)uunfundcdstatemandatestolocalgwmmcnts.

" .----Authormemlybylocalreferendumspendmgthntmeedsthcabavc

\ -Permﬁarb:trauonformunicipalcmploycesalarmonlyxfﬂm
" employer’s offer was less than the above listed limits, ¥

e .--Theexmpuons. thcschmxtsdonotnpplytocapﬁalbndgcts(lc

bonding), gifts and grants, enterprisc operations and fiduciary expendmneé.
* School districts spending less than 80 percent of the statewide average per

pupil cxpendxture are mmpt from the hmts.

» * » . 1 .

e reeRRGEYS s B R R R A

- The normal icrease in General Purpose Revenues rcsultmg from
cconomic growth. . o
‘~The new state lottery. "~ X*i7 Lo 2L L
- Expansion of the sales tax to non-rcsxdcntml and non- agncultu.ral
Expansmnofthcsnlestutow:ntcrhcahngmduﬁhty charges.

- Expansion of the sales tax to sewerage charges.
- Adjustment of the two earmer income tax credit.

leases.

Two reasons. First, a tax on commercial leases will disproportionately
hit small busingsscs, Small businesses are more likely to lease their place of
business than larger businesses, and tend to use more space per employee than
larger firms. As a result, small businesses would pay a substantial share of the

cost Of propcrty tax rcd“dmm In.hzht.of.hnmmmn:.smﬂ.bsuma:s.m

Second, because of federal tax reform, commercial real estate has seen
its share of the overall tax burden increase substantially, indeed punitively,

over the past few years. To tax this sector again is unfair,



What happens next,
and what can I do
to help mold the
process?

'msuc, and ask them to ‘act.
mgihﬂ_wﬂl.hamnmmmm.mmﬂbmadm This is particularly tmﬁ .

The next few weeks are critical, Legislators (cither the ways and means
committes or the joint finance committee) will hold hearings in Madison and around
the state over the next cight weeks to determine whether they wish to report the
Governors’ proposal, or some variant of it, to the floor of the legislature. It is
almost ccrtamthatsomc hndofpackagcwillbc put nto plnccbythn end of March.

. need to find ont who yourSgnator or Representatwc 15, call thc WRA at (800)-362-

7368- LA L\,,, _ﬁ‘* apr ",_'\-,.r"!f AR AR A

.r..‘

Als-o, plcase remmd your chcnts a‘bout thc mportancc of th: pmparty tax
jsl

-+ Point out to your !egls]ator that Wisconsin's property taxcs are among the

' lnghest in the country, and they must be reduced to make the state economxcally

competitive. Indicate that some sort of controls on spending (Wisconsin is the only
state in the midwest without them) arc important to you. And make it ¢lear that a
sales tax on commercial leases is the only impediment from making the plan a clear
wittner for the state of Wisconsin,

W. 3 how his § . ber of
Association, The ideas being put forth are creative and comp]cx. It is especially

. important that our best mtcrcsts oot be undermined by miscommunication of any

They can be reached af (800) 362-
Together, we, the association and its mcmbers, can bring meaningful
property tax relief to Wisconsin. Thanks for vour support,

.h‘

Wisconsin REALTORS ®@Association Second Class

4801 Hayes Road

Madison, Wisconsin 53704

(ISSN 0886-0777)
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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 decistons in the short run, whicy may have
counter productive resuits in the long run. By the same token there is a
temptation among planters tc manipulate real estate tax assessment, legally or
by administrative arrocgance, in order to achleve 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 In that local district
so that there could be significant loss of equlty or Inadvertant shifts
of income between those who pay and those who benefit.

3. Community has conflict of interest 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.

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 communities had drastically different
capabilities to raise money for education. In Baldwin Park there was only
52700 of tax base per child while in Beverly Hills there was over 550,000
per child. Baldwin Hill residents spent over $577 per pupll 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 ownet in
Baldwin Hills. Unequal resources made the use of the real amendment pro-
viding equal protection under the law,

In Wisconsin the Serranc 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 ghe district for the benefit of another.

3. The real estate tax is perceived as highly local and therefore taxpayers
are incensed far more by this redistribution than by redistribution via
the income tax. Governor Lucy has succeeded in shifting about 25% of local
school cost to the state Tncome tax; however any local change in the
components of the distribution formula means sudden changes in state aid
for local schools.

L. 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 Madlison enroliment and under utiiization of public
capital resources in Madison.

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 {s 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 inmill 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 spiral of pressures bringing about relocation of taxpayetrs establish-
ments who perceive no benefit from the burden of payment.

Ancther major problem is the tax exempt property such as the church, hospital,

university, or federal force products land or state office building. Over

hog of the land in Madison is tax exempt and does not contribute directly

to the benefits of fire protection, street names, police security, libraries,

etc.

1. Some pay fees in iieu 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 jobs,
and the income which supports assessed value in the community.

3. On the other hand, if 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 Tederal taxpayers spreads
the cost more accurately among those who benefit.

L, Others argue that government property are exempt because it would be
impossible to appraise the building in terms of market value in order
to introduce them on the tax roles.

11, Federal policies may be very unfair to local residents even though the objective
of government policies is goad. Consider the question of who pays for the
Fderal wild river program.

A,

Professor Barrows of Agricultural Fconomics 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 aof 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 vears as tenants. The town still must provide
services including education, nevertheless.

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.

NPS had acquired in 197k 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
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.

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 loss of tax
base would hurt if 1t were not neutralized through the state formula for
share income tax. As a result the net change in taxes looks like this:



IHL.

Change in school tax rate - .2¢ per $1,000 property value
change in county tax rate ~1.0¢ per 51,000 property value
change in town tax rate - .5¢ per $1,000 property value
change in state shared taxes + .h¢ per $1,000 property value
change in property tax relief + .2¢ per §$1,000 property value
TOTAL TAX RATE IMPACT -1.1¢ per 51,000 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.

The greatest sensitivity to real estate tax policy and Tand use decision is

at the local metropolitan level where fragmented local government compete far
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 zoning,
annexation fights, tax abatement or investment stimulation.

A. Fiscal zoning establishes land plan ta encourage certain land uses and
discourage others. For example large lot zoning, trailer park standards,
conditional use of zonlng, or reservation of large land areas for '‘con-
servation' are all examples of fiscal zoning.

1. kohl's shopping center on University Avenue
2. Commodor Apartments - town of Madison
3. Madison Mobile Home Park rurals

B. Annexation (voting acres and residents)
1. Seybold Road and West Town Shopping Center
2. Municipal control of utilities vs. efficienty of metropolitan systems
3. Pre-annexation contracts

Almost everybody wants to favor some particular land use pelicies by means of tax
abatement, The most common sort of objectives are conservation of open space,
rehabilitation of dilabidated structures, constructicn 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 deveiopment.
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.
k. Townships want the State to replace the lost real estate taxes.

B. Some peaple believe that repair and improvement of the whole property wittl

increase real estate taxes more than incame so that there is no incentive

to modernize.

1. 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 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 all manufacturing facilities but of course State has an interest

in competing with other state.

€. Landmark buildings often represent underutilization of a valuable site, costing



the owner and local government significant tax base.
Madison City Hall Project

Boston 01d City Hall Project

The Tacation of public facilities may contribute positive or negative

stimulation to the surrounding tax hase.

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 cast.

3. Redevelopment could be stimulated by having a city give away vacant
sites to developers which agree to build a3 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; [t 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 INFRASTRUCTIRF SOLVENCY

As a major cost of real estate ownership, the real estate tax has a
significant 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
will discuss how the tax base can be manipulated to change the mill
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 pubiic investment to stimulate new assessable private
investment.

Which property should be assessed and how much?

A. Government owned property is exempt from the real estate tax. |t
represents 40% of land in Madison and receives the benefit of fire,
police, and other city services.

1. 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 sizable portion of its land
is taken by the federal government for a miiitary base or a wild
river researvation. Who benefits and who pays for the shift In
tax burden?

3. Should government Installations be considered economic base (tems
which support other real estate values in town or should it be
taxed like everyone else, |f so, what is market value of Bascom
Hall?

L. FAjlure to put a real estate tax on government land means it is
under-utiifzed. 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 ts operating centers or actually used
for charitable purposes. The argument is that the social good is
well served by these organizations and that rezl 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 no correspondent
social benefit?

C. Recently Wisconsin voters voted to provide a partial exemption to
farmers and conservation lands by constitutlonal 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 long term usa value status subject to certain conditions.



The farmer near a growing area could continue to farm even though his
Tand was now suitable for subdivision. Because his values are under-
stated other taxpayers in his district pay a higher mill rate. The
tegislature has decided " to replace lost revenue from state
funds {as they do with forest land). There will be a 75% roll-

back of real estate tax reductions charged against profits when a
farmer sells his land.

D. 1If we abandon market value as the benchmark for everybody, do we then
exempt the elderly pensioner who owns his own home, the low Tncome
family, or other political favorites such as farmers and veterans?

E. Some people propose exemptions from bulldings and impraovements,
taxing only the land. The value of the Tand would reflect the assessors
best guess as to 1ts best use. In that way a high intensity site value
would force the owner to build or improve his property to that use
in order to pay the taxes. Site value taxation 7s being used in 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. |t assumes the land planner and
the assessor know what they are doing.

1. A wvariation is the graded tax, with a higher mill rate on land than
on buildings.

2. Which mechanism is more trustworthy, the marketplace or the government
technocrat?

I, A desire of 2 community to discourage low value land uses or high service
cost occupancies leads to what is termed fiscal zoning.

A. HMoblile homes provide a Jow real estate tax base but often provide
many ¢hildren 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 typically mean expensive homes, high tax base, and
low densities which require Tittle public infrstructure in terms of
roads, utilities, and schools. Can be ruled out as illegal.

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 same time force relocation of
high service costs families and uses to other commnunities.

D. Cities may underassess new industry to encourage their construction
in town while at the same time real estate tax costs may gradually
force certain industries to leave town to remein competitive.

E. The cities wage the war for tax base with many toals, including city
water, annexation, fire department services, and negotiated pre-annexation
agreements with developers.

IV. 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 issue included the issue 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 in private land value.



The State Street site stabilizes and may increase values in a declining
area.

A current issue is the relationship of an MATC campus to the viablility
of downtown Madison, particularly retailing and restaurants on the
Square and on 3tate 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 1t 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.

The McCormick parking ramp might have been located down hill to the
north of 1ts present location. Some smaller clder buildings would
have been lost to the tax roll but a higher value, more Intensely
developed building might have been built on East Mifflin where the
parking lot now stands.

Government support of new towns can occur when the government chooses
to build new government installations at the new town site. The
Irvine Company astutely realized that it would Tncrease 1ts own vaiue
by giving 1000 acres free to the U. of California. That may also

be true of the small developer who gives up 10 acres to the school
board to capture a needed new elementary school.

Early In the course ownership equity was defined ' as the degree to
which one can divert cash fiow 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 develcpment:

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 fTive or six years.

2. O0fficial recognition of thls 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 its tax base in which all
governments participate. Then the City can issue bonds to finance
certain improvements within the district and pledge tax revenuss
from increased private property investment and values to pay off
the bond. Bond holders require specific private investment already
committed contingent only on the pubiic improvement.



4, On Williamson Street the bond issue was used to reduce the cost of
land for the Mollenhoff's so they could build & condominium on
the Fauerbach site. The Carley propesal for Pinckney Street is
to bulld 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 flnance the ramp.

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 analyvzed with 1ife cycle costing, f.e., the investment
objective is to achieve the Towest 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 should be fess than
that charged by the private sector. MNevertheless state office buildings
Tike JEF-1 cost the state more out-of-pocket per sg. fr. 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
pecplie with government.

2. If there is no 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 lobblies, etc.

3. On the other hand the school! board have been more sensitive to
first cost with the result that the newar 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 construction at the outset,

3. Recently the City bought the Post O0ffice Building which will
require 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 for the balance of
the remodeled Post Office Building. Some of those Alderpersons
who endorsed the purchase, did sc 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 avold creating a
government office ghetto. The city planners are incapabie of
carrying off such a project because they lack the disclipline
of the numbers.

Public servants who understand the power of cash flow when Legislators
do not can be as dangerous as private developers who ignore public
sotvency in terms of who pavs 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 control of cash flows as the
secret to control of land use and development.



Vi.

VIl

Federal policies may be very unfair to local residents even though
the objective of government policlies is good, Consider the guestion
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 Springbrook in Washburn County, where it is protecting
the Namekagon River. The groal 1s approximately 3200 acres of
privately owned land which will be purchased and removed from the
tax role even though the Tamilies 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 197L 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 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 compliex.

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 far 70% of 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 loocks like this:

Change {n school tax rate - .2¢ per 51,000 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 + k¢ per 51,000 property value
Change in property tax relief + .2¢ per 51,000 property value

TOTAL TAX RATE IMPACT -1.1¢ per 51,000 property value

E. As a result state taxpayers are paying the conseguences of a
federal land use reservation program while federal income taxas
are being used to pay acquisition,

The greatest sensitivity to real estate tax policy and land use
decision 7s at the local metropolitan level where fragmented local
govermient 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 which may have high service cost and little
additional 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, aor reservation of
large land areas for *'conservation' are all examples of fiscal
zoning.
1. Kohl's shopping center on University Avenue
2. Commodor Apartments, Town of Madison
3. Madison Mobile Home Park rurals



8. Annexation (voting acres and residents)
1. Seybold Road and West Town Shopping Center
2. Municipal control of utilities vs. efficiency of metropelitan
systems
3. Pre-annexation contracts

VIIl. 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 mew industries, or the preservation of landmarks.

A. Two vyears age 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.

1. Conservationists want farm owners to accept tax relief in
exchange for future development.
2. fFarmers want tax relief now and profits from development later.
3. Polijticians suggest temporary rellef now and a2 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 belleve that repair and improvement of the whole
property will Increase real estate taxes more than income so

that there is no Tncentive to modernize,

1. A direct tax abatement s not legal In Wisconsin (Milwaukee
Bank case).

2. One alternative is 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 appreach
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 all
manufacturing facilities but of course State has an interest in
competingwith other states.

C. Landmark buildings often represent underutilization of a valuable
site, costing the owner and local goverrment significant tax base.
Madison City Hall Project
Boston 01d City Hall Project



Business 550/705
The Real Estate Tax - Qutline

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.

C.

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 monumental
misunderstanding.

2, Unlike income tax, tax payer does not participate in calculation

3. Administrative costs are not properly funded

k. 90% of taxpayers believe if they are underassessed they have beat
the system and resist restoring equity.

Historial origins of real estate tax are in socage rents and colonial
taxes on agricultural productivity.

With development of cities, tax pay shifted to market values of
improvements of land -~ an ad valorem tax.

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:

1. 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 canclusion on any specific
property.

3. Simplification in order to teach the public as well as field men
low cost In administration and to facilitate a legal defense in
the event of appeal.

4. Recongition of assessment was to produce an aggregate base number
for proportion distribution of municipal revenues needs among all
property owners; consistency of relative differences was more
important than accuracy in predicting sales price; distinctions
had to be equlitable and explainable.

The assessor is charged with mappihng and describing each property
and estimating an assessed value. ATl property values in the aggregate
equal the community tax base.

At the same time each community budgeting unit would establish
how many dollars they would require and the praoportion to he generated
from the real estate taxes as opposed to other revenue sources.

Each fiscal unit divides the required budget by the aggregate real
estate tax base in its defined district to determine the tax rate.

T. 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. In Madison in 1978 the
total mill rate was 2B.728 less a state credit of 4.127 mills.



E. The total mill rate is a combination of tax districts which may assess
real estate taxes, including:

State - 21¢ per $1,000

County - $2.38 per $1,000
Metropolitan sewer - 0

Library - 77¢ per $1,000

School -515.6998 per 51,000
Vocational school - $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 Is called
the equalization rate, and the closer to 100% 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 basic elements of the real estate tax pracess
represent a formula something like this:

Public enterprise budget x % from real estate tax = mill rate
Market values x eguallization 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 is 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 speclal assessments can be pledged by the city to secure
bonded debt for the cost of Improvements.

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. Mast assessors are
still elected at the township level.

1. Wisconsin has been unable to pass legislation consclidating
assessment at the county level because of rural distrust of
professionals in this sensitive area.

2. Miscensin law does permit consoclidation 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.

8. Statutes established seven general classes ol property. Under special
conditions agricultural and conservation may be taxed on use value;
all aothers at market value: 5, Retail
1. Agricultural 3. Commercial 6. Mining
2. Industrial 4. Residential 7. Conservatlon



The Real Estate Process - 550

The Real Estate Tax - COutline

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 littie part in the process,

3. Despite the accounting burden placed on the local tax assessor
and treasurer, local governments do not provide an adequate
budget for collection so the cost of administering the tax
per dollar of collections is less than any other tax. The
consequences are inadequate or incompetent administration.

4, lIronically 90% of the taxpayers believe they are underassessed
and are therefore less interested in restoring equity by
Improving the system than they are in malntaining an inequity
they perceive as favorable to themselves.

The historical origins of the real estate tax were in the Socage
rents paid by yeoman and knights and lords 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. Original colonial settlers acquired their tenure to the land
through the trading companies 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. Since 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.

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.

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.



To reduce political or discretionary valuation the system requires:

1. Separation of assessment administration from the municipal
budgeting function.

2, A mechanlical 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 municlipal revenue needs among all 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,

First each property must be mapped and given an assessed value.
All of the values in the aggregate are then added to total the tax
base.

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 as opposed to user fees, federal grants, and
other miscel laneous revenue.

Each fiscal unlt 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 in dollars
per $1000 of assessed value. In Madison last year the total
mill rate was 51.90 but there was a state ald credit of 7.47
mills which reduced the net mill rate to 4L.43.

However, this total mill rate represented a combination of tax
entities who may assess real estate taxes, including:

State 32¢ per 1000
County $4.73 per 1000
Met. Sewer 0

Library 12.8¢ per 1000
School $29.44 per 1000
Voc. School $1.88 per 1000
Gen. City $14.25 per 1000

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. |t 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 in each district - a ratio called

the equalization rate. In Madison in 19756 homes were assessed at

65% of expected sales price and commercial properties at 53%.



G. Therefare 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 = mill rate or rate per 100(

Market value of parcel x equalization rate x mill rate = $ tax per parcel

H. A communlty 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.

I1i. The Wisconsin real estate tax assessment procedure Is typical of the
general approach throughout the country, although some states are more
sophisticated than Wisconsin.

A. The VWisconsin 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.

L. PResponsibility 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.

-

Agricul tural
Industrial
Conmarcial
Residential
. Retall

. Mining

.  Conservation

~1 v o b —
L)

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.



Urban Land 550
Lecture #13

Goverment Regulsation of Real Fstate at the TLocal Taevel

1. ‘7Traditionally public regulation of land use and affecting real estate have
been regarded as very perscnal and local and until recently the stetes have
left these matters to the local government.

A. Citizen can have direet administrative contact in situations like:

1. Zoning variances and rezoning
2. Appesl of ftax szsessment
3. City services via intercession of the alderperson

B, Indirect regulation of land use occurs through municipals policies for:

1. Pablic works

. Building code enforcement and revision

. Traffic control and parking

. General property and assessment

. Viewpoints of the Board of Estimates and tax rates

RS P UV v ]

C. 7Public administrator policies and attitudes have long term gradusal
effect on land use patterns:

1. Influence of assesgsment policies over investment
2. Attitudes toward annexation
3. Public works planning and the five year capital budget
%, Zoning policies to promote magter plan
5., TImpact of government project
6. Action of local government toward:
a. Pollution control
h. Efficlency of transit
c. ¥ousing supplies
d. 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 public 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
governmuent

3. Justiried loecal fear of state or federal controls

k. Progress requires means to break stalemate of local partisan politics

11. Dane County ila a good exsmple of political fragmentation and the patterns
of government control of land use.

A. (one) county

1, Board of supervisora

2, Executive administrator

3. Reglongl planning commission

L, vVarious boards appointed by executive administrator or by supervisor
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C.

E.
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Lecture #13 - page 2

{three) cities (Madison, Monona, and Middleton)

1. Warda and aldermen

2, Mayor (full-time or part-time)
3. Department heads

k. Commissions

{20) villages

1. Village board
2, Village president
3, Sub-committees of the board

{25) townships

1. Three elected supervisors
2. Chairman of the Board selected by the board

{approx. 80) specisl districts and city authorities with real estate tax
powers

1, 8chool, drainage, fire, water control, insect control, ete, (downtown

2. FEducational board elected but most are court appointed renovatl on
district s )

The Madison metropolitan area has 129 different units of govermment,

the Chicago metropolitan area has about 800 and the New York metropolitan

area has 1300 various little political worlds.

The Port Authority of New York

The Chicago Housing Authority

Only a few big citles have tried to bring metropolitan areas under
one government, such as Montreal and Mieml and Tndianapolis

. Milwaukee once congidered voling itself oul of existence so that
a8ll urban functions would be provided by the county

W n
» »

To complicate local govermnment, super-imposed problems of representation
and apportionment, political parties, community power structure, and the
urban~suburban clagh.

A,

B‘

c.

Significant breakthrough of reapportionment
Geographic and party splits

1., Economic segregation
2. Fragmentation and sbandonment of the city

Cammunity power structure

1. Local government not influenced by big corporate business
2. Power structure represents associations of loeal interests
a. Chamber of Commerce
b. League of Women Voters
¢. Board of Realtors or Home Builders Association
d. Neighborhood Associations
e, Yariety of citizen pressure groups



Lecture #13 - page 3

Communications management
Public officials in & position to spend tax money or grant favors
Short-term polities with won-lost fascination of power structure

Regional planning commissions dilute pelitical power of any one
vested interest

1. Bad example - the Conmodore Building, Township of Madison
2. Good example - SEWRPC, 1969 San Francisco Bay Development Commission

Dane County Regional Planning Commission recently proposed five
glternative strategies for land use planning -~ value Judgments which
could be converted %o objertives and specifiec criteria and regulation.
The five alternatives:

1. IExisting trends - corrected for worst mistekes

2. Modified trends - cluster planning and less sprawl

3. New directions to preserve prime agricultural or envirommental lands

4, Reduced population growth by control of economic base

5. Sharp reduction on land area acceptable for development to force
higher dengities in existing urban areas

All strategies have viclent resistance and emotional supporters. Thus,
some compromise is being sought between exclusively local land use
polieies highly vulnerahle to loecal political convenience and national
land use control which would be too general and insensitive to speecial
loeal needs and values.

Next we will look at federal controls end state contrels pushed by federel

subgidies and penalties,
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URBAN LAND 550
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. HNatural resources including public land holdings, coastlines, and
off-shore bottoms and navigable rivers.

B. Rural hinterland - especially prime agricultural fand

C. Urban land development

D. National pelicy has been to foster development and expleoitation 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:
1. In environmental awaremess
2. Pressure for reform of governmental structure
3. Adjustment negotiation power among producer, consumer, and public
L, tegal view of property rights (Justice Hallows quote from Just vs,

Marinette Co. ~ 1972 - 56 Wis 2d 7)

Federal government owns 1/3 ofU.5. -~ about 755 million acres. Legislative
battles have begun to establish national priorities and centralized federal
control since currently each government agency has 1ts own land use program
and land use policy.

A. Some agencies controlling huge numbers of acrems are National Park Service,

Dept. of Interior, Dept. of Defense, and GSA

B. Other agencies control infinite number of small parcels, including many
surplius.
1 U.5. Post Office
2. FHA Inventory of Fareclosed 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

will
1. Develop up-to-date Inventory of resource data
2. Establish single authority to administer land use policy
3. Develop technical and professional expertise
Lk, 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 explliclit 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 ratiaonal
land policies.

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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Aerial surveylance and computer data processing permits develapment of
a suitability matrix to fit activities to the land.

Consider proposal of Gruen and Gruen for a cont_| rol system relative to
the coastline of California,

Physical factors already available included such static attributes as:
1. Physiegraphic

2, Pedologic

3. Geologic

k. Hydrologic

5. Climatic

6. 8Biotic

7. Unique site of sit_pation of high scenic value

Dynamic site attributes avallable from existing information included
factors:

1. Population

2, Historic-archeologic site

3. Transpg_rtation

L, utilities )

5. Public recg gnition

Competitive uses would be examined for compatibility with alternative
sites and priority in terms of economlc dependency on speciflc location.,
Economic dependency would be measured in terms of the opportunity costs
of locating the establishment elsewhere for the private investor.

The general decision process might follow the outline attached,

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.

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 as or contribute to pollution?

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.
B.
c.

D.
E.

Programs for rural area development

The Farm Home Administration

The Small Business Administration and

The Rural Assistance Administration

Federal lcans for constructlion of newtowns

Federal programs for rural poverty pockets such as Northern Wis. and Mich.
or Appalachia

Land use decisions In the private sector can be manipulated obliguely by the
federal government through a wide variety of governmental agencies.

A.

For example, |RS has shaped its depreciaixmrtion policy to encourage or
discourage investment decisions,
1. Certain kinds of industries are permmlitted a 5 year write-off of
new plants and equipment W 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.



3. Investment in subsidized low income housing s given more rapld
relief from the tax on excess deprecliation and if the building is
eventually sold to its tenants the investeor pays no capital gains
tax if he reinvests in housing for tow iNcome families.

Lk, Investment in farms by non-farmers has been discouraged by dis-
allowing some of the Interest and expenses as deductions to determine
taxable income.

FDIC and FSLIC can encourage or discourage certain kinds of land use

by standards they establish for acceptable collaterol on:

I. Mobile home parks

2. Vacation homes

3. lInner core renewal loans

L, Subdivision design requirements

The federal government presently has no coordinated national land use

policy. Sometime this year it will establish a program to subsidize

states in their battle to reestablish control over local municipalities

relative to land use,



g 7ﬂ7 : 'u,ﬂﬂuwuh1
. ,,z?«b A

3. The externality criteria much go beyond the limited cost benefit
question of whether the cost is positive or negative to the
broader lssue 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 oppertunities which are fair
to those here now.

4. The question of who wins and who loses and when is involved in
a basic soclal weighting 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 & to operate on quantitative
approached to ''Cost Effectiveness' and capital investment efficiency
test. These are the tools of loglcal argument. What are the transfer
costs of lost opportunities which are the price of doing nothing with
a scarce resource to he the inheritance of the next century?

What will regional planning of land uses ddw%he values of parcels
determined to be appropriate for a certain use or to be refused permits
for specific uses?

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 Intrusion for 10,000 employed persons. Jobs now wvs. the future
landscape. Who decides?

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.

B.

Even Nixon pledged to give the rural hinterland economic assistance to
create jobs in homes of a quality competitive with urban alternatives,
As a regsult a number of rural area programs have recently developed.

The Farm-Home Administration {the other FHA) made possible no down
payment and even subsidized loans to families in rural areas. While
technigcally, a townshlp 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.

Both the rural assistance administration and the small business
administration have made special loans available to develop recreational
industry and other employment apportunities in the hinterland and a

wide array of government projects are given addltional priority when they
are located in high unemployment rural areas.



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 Regional Planning Commissgion to see
how land use affects use of our inland lakes systems and how pollution
an can be averted or reduced,

Land use decisions can also be affected obliquely by a wide a= 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 s encouraged by permitting a
5 year write-off of all remodeling expense if its exceeds $3500
per dwelling unit.

3. lInvestment in subsidized low income housing is given more rapid
relief 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 imcome families.

B, The FDIC and the FSLIC and the FHA all encourage certain kinds of land

use by the standards they establish for acceptable collamteral for
mortgage loans on:

1. Mobile home parks
2. Vacation homes

3. Inner core renewal loans
4. Subdivision design and requirements
Bx

¢. At the moment there is no coordinated national or regional land use
policy. It is apparant that the federal government begins simply to
establish some 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 reslidential 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
reporfs which must be given each prospect before he buys. The assumption
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 comwnon, are all securities
under the meaning of the law and therefore must be registered and
sald subject to state and blue Sk‘f I aws . This regu]ation Qn]y indirect{y
agfects land use to the degree that it increases cost to the developer
for gegistration and thus changes the scale of the project, elther
forcing it to be small to aveoid registration or forcing it to be
gligger than planned to spread the cost over a broader number of units.

Since the law exempts projects under 50 lots, many existing projects
are off the market while pondering the cost to register.



URBAN LAND 550
Government Regulation of Real Estate - Part ||

Land use decisions have historically Involved local participation by the citizen.

A.

Citizen has direct give and take iIn:

1. Zoning varianced and reaoning

2. Tax assessment appeal

3. Correction of defects In city services

Citizen has indirect Imghct through citizen commissions on:

1. Public works

2. Building code enforcement and revision

3. Traffic control and public transportation

Attitudes of public administrators have long term effects which are obscured

from but sensitive to public opinion.

Fragmentation of metropolitan government makes long term priorities for

regions impossihbie to sustain.

. 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

Dane County Is an emample of fragmentation.

A.
B.
c!
D.
E.
F.
G.

Three cities

20 villages

25 townships

County Board of Supervisors

80 special districts and city authorities

Expertise at each positionvyaries greatly

Special districts and city authorities can be nearly autonomous In the short
run or long run when membership is appointed by the courts. Their long
range decisions may be internally logical but undesirable from metopoli¥an
peint of view.

While Madison has 129 different unlts of government, Chicago has 800 adn
and New York has 1500 little political empires.

In addition to formal governments there are problems of equal representation ad
and apportionment, political parties, community power structure and urban-sub-
urban clash,

A.
B.

C.

Apportionment problems have been temporarily resolved.

Political split is between the lethargic majority and the poor and the rich

who are most injured by present urban conditions.

Community power structure is a pyramid concept which is rearranged over

each issue.

t. Big business is not a significant factor

2., Regretably, big business lacks a proprietary interest in community.

SQban political power is by association of special Interest groups such as
mber of Commerce, League of Women Voters, or neighborhood associations.

Communication media represent a local power.

Economic power of public officials with tax money ta spend or favors to
rant.

goliticians 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 o

Regicnal planning commission has had a little success in dilution of pwer

of any one community but often its choices go against large groups of

vested Interest.



I. San Francisco Bay development commission
2. Dane County Regional Planning Commission discussions of 5 master
planning alternatives
3. Most people not Immediately effected are lethargic while vested interestf
are strongly represented.
I. The search for a compromise between local land use control and federal control
Is focusing on state administered land use planning and control.

There are several approaches to state control ranging from total land use
control to stand-by or floating cont®! which allows the ax state to intervene
locally in matters of special concern or appeal.
A. Hawall, first state to designate all land use as of 1961
1. 4 designated uses for conservation, agriculture, rural and urban
2. YAs proven more politically a stable than fsland County politics
3. Sultable land uses do not match existing population distribution or
job distribution

4. State must now work to develop Jobs and voluntarily relocate people from
Cahua 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. |t is controlling
speculative development but needs amendment so that tax assessment values
are compatible with permissible uses,

C. 1In 1970 Maine enacted a Slte Location Law for all developments In excess
of 20 max acres. It has controlled residential recreational land and
costs them rejuvenation of their industrial base.

D. Florida land and management acts permits states to intervene In areas up
to 500 acres in size.

E. 20 states have some restrictive land use program

F. Fierce local resistance to removal of local zaning 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.

Ltand use control not only concerned with what goes where but also with the when

of development

A. HNo growth of slow growth policies due to court denial of exclusionary
suburban land use zoning

B. The significance of the Remapo ordinance in New York

C. In past zoning ordered land use spacially or regulated bulk and height of
improvement,
1. Since 1920 platting was only conditional on certain elements being
present In the plank. HNo need to prove a market or favorable impact on

community.

2. Unlque in Ramapo Is that permlt 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 points 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

from monopol¥ characteristics of developable land. Land use control is value
contral and income redistribution.




I.

HRAAN LAUD BRO
State and Federal Regeiation of Land Usa
hacgture Mitiine

Aequlation of land use and rnal estate decisions by the state and federal
governments can taks a variety of foms and con be further subdivided

by saveral hroad arecas of palieies a?fencting land use so that state and
federal govarnmenss have a nervasive and growing role In land use degisions,
big and emall,

A.

c.

D.

Sevaral broad decision areas include

1. Hatural resources including timber, mineral, shoreline, and off-shore
ocean battoms.

2. The rural hinterisnd, particularly agrieultural land

3. Urban land and the drbanizazion process

Dirsct control used by government include:

1. OQutright ownership

2. Regulation of the property awner Mgeine.s Tadontf d o)
3. Regulation of Ffinancing institutions”

Some indirect contrels wauld inelude:

1. Creation of ecmabling legislatiaon for political subdivision control
of the property awner

2. Subsidy of particular land uses

3. Economic penalties on certain land uses

Polltical fragmentaticn at the local level has led 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 lmmediate is what the federal gevernment will
do with the lands which it cwns.

U.5. Government controls 755 millian acres of land representing 34% of the
2.3 billion acres which make up the U.S. Almost every government agency has
Its own land program and land use policy,

I'N

¢.

Some agencies which control huge acreage are:
1. Department of the Interior

2. QDepartment of Defense

3. Natlonal Park Service

4. Bureau of Indian Affairs

£, Governmant Services Administration

. Bukfac of LANG MANATTA KT

‘Other government agencies do not control large acrcanes but own an

Infinite number of small Tmdividual parcels, many of which are surplus:

1. The U.5. Post Office )

2. Federal Housing Administration In its inventory of foreclosed property
3. HUp~Division af Urban Renewal

Congressional Proposals for establishing a Federal Land Use Policy have
passed at least one house; ‘
1. ‘The Aspinall (defeated in re=election) Propesal to bring all federal
' government land under @ single Federal Land Use Commission to pursue
naticnal priority without having one department defcat the objectives

of ancother



1.

L.

F.

-tw
-

2. Such an approach Is in direct ennfliat with long term stratangy of
Ggonservationists who are atiampting %o compartmentaliza and seqregata
specific pratected uses within qovermment Jqencies thay can control

Tha Senator Jackson aporeoach wouid he to subsidize stata efforts to creage
masterpians and public requlations for lamd use. Faderal grants would
probably renuire a srate to provide and maintain:

l. Inventory of rescurge data

2. A slnglc autherity to adminiscer land use policy

3. 7Yrain an in=housc capabl)ity for technical and professicnal expartise
A, idaneify those land areas subject to the public planning procass

A similar feders! provesal ralates only to coaszal lands on the ogsansg and
the Great Lakes whigh would provide 367 million to tha stata for skaraland
reguiatien as in California or Ylscansin. ' )

Ta achiave a legislative consensus on gqround rules and priorities {or land
use, !t is necessacy to balanes the [ntarasts of consumer, praoducer, and
the publie when the anly artigulate groups roprasent the view of exiremisss
frem zmong thosa who speak for:
1. The no- growth vieupaint on the bHasis that we gre rapidly exhausting
the ability of carth to sustain life.
2. The preservationists vio regard it an acsthetic and meral iSsus to
consarve tho natural jusz besause 12 is nasural.
3. The business vicwpoint that all capacity to saoive prabiems depends
on uniimited business expansian.
4. The opporzunisss whgo find the issues favarable o a 2elfTsh point
of view s0 may want a new 2icpors or powerplant but in scoebody

slses backyard.

'It appears that legislative moves to kill the Federal Land Use Ac: nave

Basn suecossful for chis year {(as well as in the VUisconsia Legisiaturs)
as the lobbylists raise the emotional issue of privatse property rights.

At the state lavel therg has been more success in establishing scme dagres of
land use law to control narrouness of viewpoint of the private land cwner ang
policical desision making in fragmentzd local government.

A.

¢.

Hawail«=the first in 19G1-—designatad every square inch of its island as

suitahle far asne of foupr uses :

1. Usas were csnsarvatian, agricultural, rural, and urban

2. State Land Use Cormission also serves as Coard of Appeals

3. Unbalanczd papulation distribution cdue toc daclina in agriculure has
made for housing shortages an island of Gabu, -

§, To balance demand and desiqgnated supplies it s new necessary (o
subs{dize econcmic base empioymenc on the athar lslands

1970-=Vermont Enviresmental Control Law=-=three siages

l. lnveazory
2. Masterpian and 2sning for entire siate
3. Corrmction of economic confllcts in tarms of recrcational davelapmant

to corracs unemployment, changes to markat valua and therafora tax
basa, tec.

"1970—Halna--5ice Locatlon Act requires state approval of major develapments

In excess of 20 acreas.



1.

£.

F.
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2. Sueh an aoproach i3 in dirsc2 conflict wiih long tarm atratany of
conservaticnists who are acsempging 3o compartmaencal iza and seqregace
gpeeific pratected yses within gqovermment Jqeneices they can <nntrsl

¥ggf§£3§%¢r~Jaékscniéﬁﬁr5&&£‘wnuld he o subsidlzas stata effor:s %o creats
mastarplans and pubiic ragulasions for land usa. Federal qranss would
probably refduire a4 srats 2o provida and malntain:

1. inventory of rescurza data

2. A slngle authority to adminiszar land yse poliey

3. Train an Inrhause capabilisy far tachaical and prafessticnal axpertiza
4. ldentlfy those land arsas subjaas $o the public planning procass

A similar fedorzl prorosal relates conly to coaseal Tands en the gesana and
the Great Lakas whigh would provide $67 milllon to tha Itata for shoc=land
regulatien as in t:aln‘nrma ar Ulscansin,

Ta achiave 2 lagistative consensus on ground rules and priarities for land
usa, It 13 nes FELSP halance cthe incarasss of consumar, producsr, and
tha public wiwn ‘Baiy articulata greups renresant The view of extremis:s
from anong those whe snpeal: forde wseialug miospan e ().
1. The na: greweh vieupaine an the basis shat we are rapidly exhausiing
the ability of carth ta sustain lifep
2. The proservaticnistis wio regacd it am aesthefie and moral [g2sue o
emmsarse the A 3‘““1"”3‘(4.'.: because 1% is ngturslo-
3. The business vicupaiat thae all <apacizy 9 solve problems depends
on unlimissd businoss expanzian.
b, The opporzunisss who find the !ssues favorazle to a salfish zoint
ot viaw 20 may want a nce 2i rport or powerplans Jut in scmebody

aises backyard.

-tt appaars that Jegisiative moves to kil the Federa! Land Use Ac2 have

been sycsnsstul ' fes this—yesr (as wall a3 Tn zhe Visconsin Legisiacurs)
as the lablyists raise the emogionmal Issue of privatz progerty fignts.

At the state lavel thars has beon more sucs=ss in esﬁ.abt?sm'nq scme dagres af
land use law 2o control narrowness of viawpgint of tha private land cwner and
poiltical decisiaon making in fragmencsd lo<al govermment,

A.

8.

L.

Hawni!~-:ﬁ= firas in 100)==desionatad evary squarc ineh of its is?and as

syultable for cna of faour uses

1. Uses ware consarvation, agricultural, rural, and urban

2. Stata Land Use Comissiaon alsc sarves as Caard of Appcals

1. Unbalanczmd papulation distribution due to deciina in agrchI'ura has
made for housing shoriages on island of Qanu.

&, To balancs demand and designated supplied it i3 ncw necassary o
subsldizs econemie basa employment on the othor islands

1976-~Vemant Savireamental Control Law——thres siages

Inventary
2. Mascgarplan and z:ning for entirs s3ate
3. Carreczicn of eccacmic cznflicts in tarms of recroational development

to corrae? unezpioyment, changes ta marwat value and therafora tax
basa, tes.

.1970"M3|n=“31:= locaclon Agt requires statz approvai of major davelopmencs

[n excess af 10 acres.
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D. 1972==Fflorida Land and Management Act
1. Glve state permission to reqgulate or prevent development anywhere
: In Flarida desianated *¥n area of critical concern not to exceed
T of stave land area or 500 thousand acres
2. A flftecn M&h Enrmission has only two rops from land development
Industry .

£, Twenty states have land use laws restricting development of special areas
sueh as sharelines, scenic areas, or particular regions such as the
Adirondacik Park Meqgional Plan Commission.

F. In Wisconsin under presant statutes the state may Introduce zoning relative
to shorelines, streans, subdivisions, and health when counties have no
laws which meet state minimums.
1. Plotting laws may involve a variety of state agencies but control only
(areis 1n which five or more lots arc less than one and a half acres
2. Administrative arrogance has a devise to project control beyond
specifics of legislative intent.

8. Fedaral and state level land management has ficree opposition from local
officlals with a vested interest in zoning. Zoning is the basic power of
a community to determine its soclal mix, its tax ratable base and who
pays the tax., It detemines land value and the character of the cash
eyele. This resistance produces partial answers to broad seale land use
contro} only when there is a consensus relative to wetland or large scale
projects with negative consequences as found in Florida.

Statas are also hecoming major ouners of the land within thelr horders and
1ike the fedaral government have no clear policy for its best use. Often
stats land policies arc counter productive even though they continue to
greate nore reasens for ownership.

A. Envirenmentalists are roluctant to see the University scll its remaining
farms within the city of Hadison ''to protect open space'’ even though
this forces greater urban sprawl and extension of the city utilites and
strests {nto the eountryside prematurely.

8. Purchase of wilderness areas by the state from private purchasers creates
publie pressure for access as park;fv e private owners excluded
everybody, thereby reducing encroachment on natural areas.

€. "The state of Visconsin ouns vast acreages of woodlands on less desireable
N lakes and streams and little on deepwater lakes which feel pressure of
Q,ﬂwﬂ”‘ excass development. Still it would be reluctant to sell the mzrginal
R wildernoss land to generate funds to purchase land with more development

pressure.

'B. Thirteen states now have state housing or development agencies which can
finance and build low income housing projects. In general these require
such large scale projects to be administratively efficient {t requires
demolltion of the supply of low cost housing or locates in vacant areas
without the desired amenities.



.h-

E. Soma agencies like the Hlew Yark Pert Autherity actually undarminme the
market demand and thus tax ratabla base of privata preperties supolying
the samae ngad by ¢reating a surplus., (dormmitory housing in a universicy
town for exampis)

F. Seazrar=ad small parcal purchases without eorresponding sales of surplus
properties leads to a cumulasive cost of maintalnance, loss of tax base, and
distertlions of supplies In the private nariet.
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€. Scam agencies liks the New York Port Authority actually undermine ihe
markst demand nd thus tax rasagle base of privata properties supalying
tha same necd Ly ereating 3 surplus.  (demitery housing in a universiey
town for examplae)

F. Scacttarsd small parcal purchasas without carrrsponding saies of surpius
proportles leads 20 a cumulatlve dost of maintainanca, loss of tax tasas, and
distortians of suppiics In the private marimat.



Business 550/705 Lecture Outline

Real Estate [nvestment and Federal Income Taxation

Nothing Takes the place of productive profitable real estate but federal
tax policies on income, capital galins, 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 publlic,

1. Is it a loophole for the rich or inefficient federal subsidy
for construction?

2. Does benefit from strongest political lobby in Washingteon?

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 working capital ratio

Brooking'lnstitute estimates single family home is the largest
tax loophole in terms of tax dollars lost because of special privileges

1. Interest and real estate tax deduction

2. No capital gains tax on sale if you buy another in two years

3, One time exemption of $125,000 capital gain if you sell after
the age of 55

Objectives of tax review in this course is not to teach you the
intricacies of the new tax taw but rather:

1. To show the sensitivity of [nvestment 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 capital

Real estate has the same tax treatment as any other business asset
but has a higher silhouette as compared to other businesses

1. A buildingis 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 impact of rising prices on business equipment is difficult
to trace to product prices while the imact of construction costs,
real estate taxes, etc. can have an almost immediate impact
on rent which in turn s a major factor in household budgets

For the taxpayer any tax strategy can be classified as 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.

L. Avoiding one or more federal taxes through a change of involuntary
shift in status of property ownership or condition.



Government strategy relative to the income tax involves some
combination of:

1. Collecting adequate revenues to finance government operations

2. Encouraging investment in productive assets as opposed to current
consumption to close the savings-lnvestment gap and to stimulate
employment while generating a larger taxable Tncome in the future.

3. To channel investment and consumption toward national priorities

4. To redistribute wealth and break up extra large family fortunes

1. The Basic Alternative Income Tax Stnateglies or Tax Ploys will be
identified (underlined) and then a couple of T1lustrations 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 Income,

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 remddeling expense with Tong carryback to refund
taxes paid in previous vears.

3. Taxpayer option to expense certain capital expenditures such
as development costs of a vinyard, irrigated farming, or holding
costs on vacant land awaiting development. Tax reform has
severely reduced those but still favors such election for
subsidized housing.

Reducing the marginal income tax rate by shifting property to

alternative forms of ownership or timing of proceeds.

1. 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. Income from real estate
can be further reduced by payment of salarles to the investor
to escape higher tax rates on investment Incame 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 In 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.

L, Ownership of a home to permit deduction of interest payments
and real estate taxes on personal income

Converting taxable income to caplital gain to reduce the applicable
tax rate

1. Purchasing a home with a very large mortgage loan on which interest
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 feasible when interest rates
are 7% rather than 17%.

2. Accelerated depreciation before recapture laws permitted
investors to understate taxable [ncome and then sell the property
at an overstated capital gain, thus converting income to capital
galn and its Jower marginal rate. (Capital 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 income converts the rewards of your
services and expertise from taxable income to capital gain.

Postponing the payment of capital gain taxes

1. The owner-resident of a single family home can sell his property
and postpone a capital gains tax by reinvesting Tn 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 loss, or eminent domaln permits
investor to rebuild or relocate wlthin 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 is then adjusted for the net change in his debt position
or the amount of "boot' he received. Boot Is non-llke property
such as cash. ‘

Complete avoidance of all or part of the capital gains tax would
resutt when:

1. The cwner 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 is a home is his major savings
program and the cash is needed for retirement Income,

Z, When Investment property is held until the owner dies the estate
recelves 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 In computing the taxable
estate value,

Real estate lends itself to reducing estate taxes in the transfer
of wealth from generation ta another.

1. Real estate in farm and small b usinesses 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 business or farm for at least
10 yeans 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

I111. 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
entiLy.

A, There are three basic questions which need careful definition and
structuring of answers for each investment.

1. What type of rezl estate is it for depreciation and other tax
ploys available?

2, What is 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 individual or a corporate organization?

B. Flirst 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 perscnal residence
2, Farm or extractlon properties
3. Investment residential
a. First user, or second user
b. Residential rehab
c. Conventionail financing or federally funded and subsidized
d. Date acquired
L. A1l other properties (limited depreciation and full recapture)

C. Tax rules differ depending on the presumed purpose of the investment
imputed to the taxpaver 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 appreclation {for which capital
gain treatment is available 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 In large group
investments, real estate is very sensitive to whether ownership entity
of a group investment is a single tax condult or double tax corporate
entity:

1. Single tax entities WOuldvinclude:

Single proprietorship

General partnership

Sub-Chapter 5 Corporation

. Limited partnerships

+ Other non-corporate associations

L1 I~ PN o N = i ]

2. Double tax entities would include:

a. Corporations not exempt above
b. Associations for profit with three or more of the following
characteristics.



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. Marketahble interests

There remains a general suspicion that real estate investment tax policy

is a~privileged domain of the rich. This may be because marginal rates are
highest for the rich and tax savings to other income 1s 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 $! 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:

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 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.

k. The ecanomic logic is faulty when it argues that to provide decent
shelter for millions of Americans, the system must flrst produce
several hundred thousand tax millionaires.

B. 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. Unllike 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 receipts
part of his return ih 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.

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 estatc fare
better than the other tax shelter games such as cattle, professiconal
sports, oil, corporate farming and shipping. Such organizations as
The National Association of Realtors and the National Association of
Apartment Owners have bheen able to convince {ongress that the reat
estate Industry really consists of hundreds of thousands of small
investors who are relatively disorganized and whose real estate gains
have cushioned the significance of inflation caused by Congress.

As a result real estate investments have escaped to some degree the
impact of such reforms as:



1. Preferential income tax of 15% of capital gains and accelerated
appreciation, depletion of, etc.

2. Limitation on depreciation to equity''at risk"

3. Limitation 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 vear writeoffs for renovation of residential
units and landmark buildings

6. Special deductions for investment and pollution control, energy
conservation, or gifts for environmental protection

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

1. The ciusterlng 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 facillity 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 actians of consumer, producer, and the soclety.

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 seldom 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 realizations,
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. Financial analysis presumes rational decisions but later we can introduce
the importance of the irrational or the Intuitive.

Il1. 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. HNet 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. |f cash solvency aor cash profits is the eventual objective of decision
making, it is necessary to put all dollars on a common denominator --
after-tax doliars per period,

i1t. In that light, the basic elements of outlays and receipts can be expanded
to include details or assumptions about the following factors:

A. Definitlon of desired profit centers.
B. Definition of a timeline over which events will still 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
1. Credit amounts and terms
2.Equity amounts and terms
3. Holding power

F. Profits classified as to type and tax
1. Cash from aperations
2, Cash from capital gains
3. Cash surplus from financing
4. CCash 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
iI. Payback periods
2. Capacity for variance
3. Variance controls

For a rental investment property the general format for determining after-tax
cash flows for each period or year would generally be as follows:

FART |. ANHUAL (PERIODIC) RETURNS TO INVESTOR
A. Estimate potential gross cash income; Cash income from space sales
B. Deductions from potential gross
1. Normal vacancy
2., Seascnal income loss
3. Collection losses
L. Franchise fees, deposits returned, etc.

C. Add ‘‘other" income from service sales

D. Derive effective gross _income

£. Deduct operating expenses {(on expected cash outlay without
accrual reserves)
1. Fixed expenses
2. Variable expenses
3. Repairs and maintenance
4. Replacements

F. Derive net operating income (NOt)

G. Deduct annual debt service
}. Ceontract interest
2. Supplementary variable Interest
3. Principal amortization




PART I1.

H,

Q.

AI
B.
cl

D.

El'

F.

G.

Derive cash throw--off

Add back principal payments and replacements

Deduct tax depreclation allowance

Derive taxable income

Determine marginal income tax on real estate income

Deduct income tax from cash-throw off (H)

Derive after-tax cash flow

Add tax savings on other income (if K is negative)

Add surplus from refinancing

Derive spendable after-tax cash

RESALE (REVERSICON) RETURNS TO INVESTOR

Estimated resale price (end of period)

Deduct broker's commission and other transaction costs

Derive effective gross proceeds from sale

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

Derive pre-tax reversion to equity

Deduct tax claims on ownership interest

1. Deduct capital gains tax

2. Deduct income tax on disallowed accelerated depreciation
3. Deduct surtax on taxahle preferential Income

Derive after-tax resale proceeds to investor

Some modifications of this basic model

A.

B.

Timeline could be extended to include construction phase and

initial rent-up.

Profit centers are assumed to beglin with net income line but could be

modified to include profits inherent In expense outlays. ‘

1. Requlres definition of single enterprise or degree of consolidated
accounting

2. PRequires clear understanding and allocation of profits for use of
land, labor, capital, or management Inputs.

Definition of tax rate depends on whether investment is viewed alone

or as part of larger portfolio,

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 simultanecusly, 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.

2. ExlIsting buslnesses on long term leases galn 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 ar 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.

t. Limitation on what is 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 pald for a site.

2., Site cost may include demglition of functional buildings if the
present value is less than the residual value of vacant site.

Since increasing amounts of space will be needed to house even our present
population as it matures, public policy must be able to channel the physical
development onto thase sites which are best suited for It while diverting
the wealth created in land residuals to all thase owning land, many of

whom have been denied development opportunity.

A. The state has been conducting studies to compare the cost of alternative
Jand use policles 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 recreational
costs den'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 substitutlon of private septic for pubiic system.



it

3. The study recognized five residential environments:

a. Urban
b. Suburban {Middleton, McFarland, etc.)
c. Exurban (open countryside near Hadison)

d. QOutlying Communities (such as Stoughton or Mount Horeb)
e. Rural

k., 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 exurbam development might 50% more costly than compact
urban development.

7. The conclusion was that if saving money on community Infrastructure
Is Important to citizens, an increase in density and a reduction in
exurban leap-frogging will save significant sums. The report seems
to be suggesting a change in policy to urban containment or compression.

That policy would increase land residual values for low intensity use sites
in existing urban areas and create economic pressure for development of goif
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 patential
for intense development to another site.

A TDR must be a fundable unit of development which is an appropriate
measure of development potential. Various units suggested include:

1. Dwelling 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 aof a unit of impervious surface.

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.

To maintain a space-time, money-time correlation the transferrable devel)~
opment right must be scarce or limited 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.



E. TDR's first depend on definition of the geographic area within
which they are transferrable. The New York plan 1imits the
range to a2 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 or 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 he developed. The increase is bought

from potential development sites on which no development is
desired,

1. HNote 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 egually to private
developers or public projects such as roads, airports, etc.

L. Real estate taxes could be prorated in part on TDR's rather
than values, creating a holding cost for tax exemptspeculators
like churches, private schools, or universities without the
necessity of appraising their structures and facilities.

The TDR is now beginning to receive legislative attention in many
states including Maryland, New Jersey, and Connecticut. However,
the most significant legal recognition of the TDR has cccurred in
New York City relative to the Penn Central Station landmark.

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 commaon ownership. This permitted the construction of
a taller building by "clustering' the unused development
potential of both parcels onto one.

2. In corder to solve the dilemma presented by a landmark
structure which was already surrounded by development on all
contiguous lot lines, the ¢ity 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 Iimpact of designations under
the Mew York City Landmatks 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 Tots 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 smail residential structures, opan 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 c¢reate a $100,000 trust fund, the
income of which would be used for maintenance of the landmark.
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BUSINESS G550
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, collective neighborhoods, and future
consumers.

A.

B.

It can be easily documented that land use and real estate operations are
the most regulated enterprises in the American economy.

Is 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 life?

Whe pays and who benefits?

1. Few of those who are responsible for housing policies and land
use regulation understand impacts of what they do on housing
price, guantity, and quality.

2. Because the media tend ta present complex subjects in a simple
entertaining form, the housing consumer cannot identify who and
what consumer protection systems are responsible for his not finding
adequate housing at a price he can afford.

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
externalizling responsibility on others not a party to the decision.

Ao

Land use controls reflected a consensus and a feudal 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.
2. Territorles for trapping on the Saint Lawrence Estuary.

Building codes for safety derived from disasters llke the London fire,
innovations such as the cannon, and building collapse due to soils and
water.

Community infrastructure developed as health hazards were recognized
from sewage and water supply as well as need for control of crime and
crowds,

Zoning was criginally designed to exclude land uses which wera thought
incompatible with residential nelghborhoods and retail service areas
because of noise, smell, safety, or health.

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

alsc encouraged monopoly pricing for commissions and political action
to prevent public housing alternatives).

Earliier lectures have shown that consumer savers procted by FSLDIC 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.

To protect the individual consumer, the ten commandments which were
originally on two small stone tablets have been converted into a
million tons of rules and procedures.

1. To contreol profits of loan closing, the Federal Governement enacted
controls on the indirect costs of a real estate transaction (RESPA,
Real Estate Settlement Procedures Act, 1970-71).

2. The Office of Interstate Land Sales Registration {QILSR - December
1973). Exemptions are a subdivision of less than fifty units
or bulk 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.

The future consumer and collective consumer is also protected by a variety
of laws, rules and requlations to reduce damage tc the environment. These
regulations come into play where there is governmental Involvement relative
to approvals or fimanclial assistance, or because of the proposed sites
characteristics, or because the project will impact navigatable waters, ar
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 Policy Act of 1963

. The National Historic Preservation Act of 1966

. The Endangered Species Act of 1973

. Executive Order 11988 relating to activities in flood plains

. OMB Circular A-95

. Section 401 of the Federal Water Pollution Control Act ("'FWPCA')
. Sectlon 307 of the Coastal Zone Management Act (''CIMA'Y)
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The first four impose review responsibilities an federal agencies
while 5, 6, and 7 apply directly to private developers.

If state financial assistance or approvals are required, then it is
necessary to review a project for compliance, In Wisconsin, with
The Wisconsin Environmental Policy Act and the administrative rules
thereunder. Documentation may consist of:
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1. 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 comnection with
DNR permit applications

3. A copy of any DNR environmental screening sheet, PER or EIS
prepared Tn connection with the project;

k. Where an EIS has been prepared, evidence that all required
notices have been given and public hearings held.

In the name of environmental protection and consumer protection, the
primary approaches to limit residentlal construction are zoning,
direct restrictions on growth through growth management ordinances,
and indirect restrictions an growth by using the obstruction potential
of environmental legislation to reduce governmental expenditures for
utilities, roads and infrastructure.

The reduction in supply of residential lots, muitifamily sites, and new

Tand development will have a series of Tmpacts 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 while
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.

2. Consumers in the lower lncome spectrum will resist rents which
permit maintenance of the apartments or strain to buy a basic house
with lTittle money left for improvements, 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.

From 1962-72, number of households increased by 12 million while 17.7
million new units were constructed. A ratio of 1.5 new units fer every
additional household meant the quality of the existing housing stock
was improving while disposable income rose faster than housing cost.

1. From 1973-1975, U.S. households increased by 4.5 million and only
L.5 mitlion 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 s501d 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 represanted at the baragining table
when land use legislative compromise is necessary. Politicians
speak for constituents who already own a home and live in their
ward, not those who would like to move into the jurisdiction.

2. Labor and material suppliers speak for those cansumers 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.

5., The housing consumer Is difficult to represent because he Is not
a 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 principles and land use regquia-
tions don't understand the feedback and adjustment systems [nherent
in the real estate process.

Land use policies for collectlve 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 raticonality
in all group behavior is distorted by other motives.

B. In a reasonbly free society, one is permitted to be a damn fool or
selfish. The Supreme Court makes it possible for suburban jurisdictions
to exclude the poar by zoning (Arlington Heights), restrict growth (Petluma
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and Ramapo), or deliberately under-build sewer, (Fairfax County)
water, and highway systems in order to plead environmental damage.

C. Since the American way is that you et what you pay for, an approach
to mitigate fragmented and self-serving land use policies Is to shift
cash from those exclusive growth management areas to those which
suffer the consequences In terms of higher cost they can ill afford:

1. This is the logic In Serrano vs Prest which requires equal distri-
bution of school tax monies rather than allowing rich communitles
to 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 lower tax
base per child.

2. 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 do.

3. We could require that environmental protection agencies Include the
impact on consumer cost of housing, travel, and education over the
life cycle of the decision as one element in the environment.

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
censumer sector. Who will protect the consumer from the cost of consumer
protection?



Lecture #11 OQutline
{nstitutional Structure of Mortgage Lending

I. 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
intermedlary filnancial institutlons,

B. Dominant institutions have been insurance companies, banks, and savings
£ loan associations but in the last decade several new institutional
Intermedliaries have been created.

C. Differences between instiutional intermediaries can be shown by
comparison of flve basic subsystems:

A marketing system to compete for savings.

A marketing to compete for loans

. The transaction preference system of the policy makers
. The liguldity system

. The safety system
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D. This lecture will relate historical development and reform affecting
subsystems above.

Il. Mortgage always associated vwith financial panic and brutality of capitalistic
system.

A. Absence of federal rcal cestate credit policy until after Viorld Var |,
Cheap Tand was incentive for national development.

B. Mortgage business very local, provincial, and cyclical and subject
to abuse hy promoter.

€. Mortgage banking industry grew up after Vorld Var | to bring capital
surpluses into contact with real estate develaopment needs.

1. Prosperity made mortgages the blue chip Investment for the middle
class.
2. Savings pools were created hy cooperative action (S & L's)

D. Flaws on nortgage instrument and lending procedures contributed to
depression.

1. Short term 1-5 year notes, interest only

2. 50% loan ratios led to sccond and third mortganes to reduce down-
payment .

3. Decline in prices made borrover unable to refinance or unwilling
to pay.

L, Amount of loan depnded upnn appraisal so competition took advantage
of distorted appraisal.

E. Depression made it irmpossible to finance uhich accelerated foreclosures
whlch meant Intemmediaries were iliguid.

1. lnvestors lost confidence in the mortgage forn,
2. Savers lost confidence in intermediary
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Collapse of orderly market gave liquid investors tremendous buying
power.

1530's were a remarkable period of successful federal reforms of the
individual mortgage transaction and mortgage lending intermediary.

immediate termporary relief through HOLC Home Owners Loan Corporation
and Reconstruction Finance Corporation.

Protection of the saver through FDIC and FSLIC.

For the borrower - long term, monthly amortized loan incliuding
Interest, principle, insurance and taxes at high ratios to eliminate
need for large downpayments or second mortgages.

Protection for the lender by insuring the loan against default by
the Federal llousing Administration,

Federal takeover of appraisal and credit analysis functions.

Regional mobility and liquidity through Federal National Mortgage
Assoclation (FMNA). Injection of federal funds into mortgage money
supply through Fannie May.

Modification of lenders ability to compete for funds to favor savings
& loans as a residential mortgage intermediary.

Depression taught federal government 1t could manipulate total supply
of mortgage money available.

Control of money supply led to special credit for special housing
problems.

Housing for veterans

Housing for college students

Housing for the elderly

. Housing for low Income groups

. Housing for those displaced by urban renewal

V1w N

While protecting special groups it learned it could manipulate housing
qual ity or relate to other soclal lssues or cause problems In:

Urban sprawl or iand conservation

Soclal fragmentation or integration

Proiiferation of the abtto or public transportatlon
Inflation of labor -costs or labor saving innovation

ol PUR LG R

Institutional fnnovation since 1960 brought about by tremendous demands
for mortgage money and serlous credit cycles,

A.

For the saver looking for appropriate denomination, safety, and better
yields.

1. Varletyd thrift plan offered by banks and § & L's for deposits
of alternative maturity dates.



2. Collateral trust bonds gquaranteecd by GMA,

3. Real estate mortgage trusts.

4, Mew bond series Issued by Home Loan Bank, Freddie Mack, Fannle May
and Ginnie Hay.

for the lender looking for a better spread hetween cost of savings
and yield on mortgages with 1iquidity, safety, etc.

1. One bank holding companies with mortgage company.

2. Savings and loan sabings corporation.

3. Real estate investment truzs management company.

L. Home Loan Bank subsidy by federal government,

5. Private mortgage loan Insurance.

6. Secondary mortgage market for both FHA and conventional loans.

The Lorrower enjoys more liberal terms due to:

95% loan ratio conventlonal loans.

2. Subsidized loan rates for low income families.

3. Subsidized loans for industrial development.

L. Piggyback loans to reduce palnts on multi-family projects via
tandem plans through GHIMA, and FMIA,

Capital requirements for real estate target of 26,000,000 new and
rehabilitated housing by 1980 will require further reform of:

1. Consumer savings patterns

2. MReduction In non-durable financing

3. Modification of building cost

k. Further modification of credit delivery systems
5. Long term stabilizatlion of the dollar.
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REAL ESTATE %50/705
Outline--Lecture #1l

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 ¢f the mortgage lender:

l. Bafety 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 ratics for measurement of objectives:

l. 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 mertgage each can feel as
though a good deal has been made.
E. Strategic Dimensions of Mortgage Lending (5):
l. The pleasure, pain, and bailout theorvy.
2. Direct managerial control versus cobligue 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 guarter.
5. Yield versus safety through planned recapture.

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. 8Since the Magna Carta horrowers

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. Pledge of real estate as collaterial.
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b.

Essentials of the mortgage elements of a contract:

1.
2‘
3.
4.
S.

Competent parties.

Offer and acceptance.

Consideration.

Legality of object.

Because it is real property and subject to the Statute of
Prauds, it must be in writing and signed.

The parties to the mortgage:

1.

2.

The mortgagor--the party pledging the property and borrowing
the money.

The mortgagee-~-the party to whom the pledge of property is
made and the lendor or the money.

General clauses of the mortgage:

1.
2.
3.
4,
5.

Covenant to Pay Indebtedness.

Covenant to Insurance.

Covenant Against Removal.

Covenant to Pay Taxes.

Covenant to Maintenance to prevent waste,

Supplementary conditions to basic mortgage:

1,
2.
3.

4.

Acceleration clause.

Real estateﬁfinsurance, and escrow clause.
Restrictions against other encumbrances or liens.
Esculpatory clause.,

Recourse on Default:

1.
2.
3.

Sue for specifie performance.
Sue for damages for breach of contract without taking item,.
Foreclose and take property.

Mortgage Lending is Risk Management

A.

B.

Collateral

1.
2.
3.
4.

Title
Survey
Property insurance
Mortgage insurance

Income of borrower

1,
2.
3.

Job history
Insurance
Economic base

Interest

l-
2.
3.

ARM vs. PRM
Porticlio management
Bedging

Purchasing power of capital

1.
2.
3.

SAMS
Participation mortgages
Convertible mortgages
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II.

BEATL, ESTATE FINANCE I: THE MORTGAGE

The mertgage transaction

A,

B,

C.

The investment cbjiectives of the lender:

. Safety of principal
. Reliable yield
. Plammed recapture or liquidation of the investment

W R

The investment objectives of the borrower are:

1. Positive financial leverage

2. Using other people's money (OPM) to increase the investor's
svan of control

3. Reducing the amount of personzl egulty at risk if a

nonrecourse mortgage loan is avallable

Strategic dimensions of mortgage lending (5)

Mortgage literally means "dealh pledge!

A.

Under English common law, the "title theory" of mortgaces
decreed that the mortgagee (i.e., the lender) received
"defeasible fee'" title to the real property,

Viewing strict interpretation of the defeagance clause as
being unfair at times, English courts of chancery (equity)
began to decree what became known as the "equity of redemption,"

In response to mortgacees! complaints about the time period
for the equity of redemption being too liberal in many cases,
the English courts developed the "decree of f{oreclosure,”

1. A reassonable period of time for equlitable redempliion

2. A public sale (auction) of the real property pledged as
collateral with any sale proceeds in excess of the debt
obligation {and all of the expenses incurred in comnmection
with the foreclosure suit and sale) being given to the
mortgagor

The "lien theory" developed at a later date than fhe title
theory and views the mortgage as merely a lien (claim) on the
real property, not a transfer of title,

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
recelves only "nascent title" == often revresented by a
Yogertificate of purchase® inastead of a deed,

In general, the evolution of the mortgage has concerned the
"give 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 cleosing to termination),
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A mortsage transaction consists of two basic documents -

a vromigsory note (i.e., a contract of debt) and a mortsage
{i,e,, 2 vledge of real estate as collateral),

A

Key

A,

C.

Lender's recourse upon default consists of three alternative
remedies:

1. Sue for specific performance of the terms of {he
promigsory note,

2. Sue for money damages for breach of contract (without
taking the collateral).

3. Foreclose on the pledged real estate,

Breach of conbract means violation of basic covenants and
is not limited to failure to make a2 payment on time. Ceneral
covenants include:

1. Covenant to pay indebtedness on time
2. Covenant to maintain adequate insurance coverage
a. Covenant zgainst removal
« Covenant to pay taxes on time
5. Covenant to perform adequate maintenance to prevent waste

Supplementary conditions to the basic mortgage might include:

1. Acceleration clause )
2 Real estate taxes and insurance escrow clause

3. Restrictions against other encumbrances or liens

No assignment or sale subject to mortgage
5. BEBEsculpatory clause

The essential elements of the mortgapge contract are:

1« Competent parties

2. Offer and acceptance

3. Adegquate consideration

4. Legality of object

5. In writing and signed

vocabulary terms of moritmame finance are:

The parties to the mortgage transaction (mortgagor/mortgagee)
Loan~to-value ratio (LVR) and lender's yield

Methods of repayment:

1. PFully-amortizing lecan
2. Partially-amortizing loan (& ballon payment)

2. Interest-only loan (a.k.,a, a bullet, straight, or standing lca

Constant term loan
5. Constant payment loan

6, Participation loan
7. GClosed loan

8. Prepayment penalties
9. Blanket loan (& release vrices)
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Priority of claims must be related to the nature of the
real estate interest assigned or pledged (e.gz., first

mortgare on the leasehold interest).

Essentially, you can build whatever you can finance., Thus,
real estate deals ultimately depend on the financing terms awailable.

A.

The downpayment required determines the effective demand
by gqualifying the number of buyers with sufficient means.

1. Downpayments also control the rate of payback, yield on
e%uity, and motivation to repay the loan.

2. Efforts to reduce the downpayment may lead to "tiering"
of the financing,

As noted previously, "leverage" has many dimensions, including
the relative cost of borrowed funds, span of control, and
the amount of eguity at risk if the loan is nonrecourse,

The desire to "mortgage out," i.e,, to eliminate equity money,
is limited b{ lepal loan ratios and the desire to limit risk
by holding all obligations within cash breakeven or default point,

The variety of financing strategies that are commonly used include

1. Creating a refinancing surplus
2« Converting income to capital gain
3. Covering principal pavments with deprecization

To understand the wvariety of financing devices that are used

in the real estate industry, it 1s 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 FIWANCE I1: THE INSTITUTIONS

TI. A historical perspective

A,

B.

D«

Prior to the Great Depression of the 1930s most real estate
loans were in the form of demand loans or one-year loans,

Just as the stock market -had crashed in 1929, the mortgage
market collapsed during the Great Depressgion that {ollowed.
There were several reasons for the collapse:

1. Low loan-to-value ratios were lowered even further
making refinancing very difficult.

2. XNeed for additiomal 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 canme when

the demand for new loans exceeded the supply of funds,
This also made refinancing very difficult,

L, Many borrowers gshopped 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 confidence in
mortgages as security instruments.

5. Capital funds were not very mobile %eographically 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
a lack of standards.

7. Many homeowners 4id not have the capacity to withstand

disturbances to their economic situations. Foreclosures

flooded the market causing real estate values to fluctuate
even nmcre, .

The collapse of an orderly mortgage market gave liquid investors
tremendous buying power,

Fortunately, Uncle Sam came to the rescue (albeit a bit late),
The post-19§9 reconstruction of the mortgage market was a
remarkable perlod of federal action in response to a crisis,
1. To provide immediate agsistance to current homeowners:

a. 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+ Pederal Deposit Insurance Corporation (FDIGC)

b. Pederal Savings & Loan Insurance Corporation (FSLIC)



3.

5.

7a

8.

2

10,

For the borrower:

a. Long~term loans were introduced (up to 40 years).
b, Amortized loans via monthly payments of PITI,

To protect the lender (and as a bribe to participate)
the PFederal Housing Administration (FHA) was created in 1934,

2. 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 reasonsble terms

{3) to exert a stabilizing influence in the mortgage marke

b. The FHA took over responsibllity for appraisal ard credit
analysiss The result was a total reform of the appraisal
industry.

¢. The FHA succeeded in standardizing the mortgage instrument
and the lending process,

d. Accomplished these objectives through its own initiative
§n%dthus usurped the traditional power of the mortgage
ender,

To provide regional liquidity the Federal National Mortgag®™
Association (FNMA) was created by Congress in 1938.

To aid returning veterans in obtaining home financing the
Veterans Administration (VA) -- created in 1944 -- was

allowed to introduce a loan guarantee program,

FNMA was rechartered by Congress in 1954 and assigned three
objectives:

a, Secondary morigage market operations (FHA/VA)

b. Manzgement and liguidation functions with respect to the
portfeolio of loang that the previous FNMA had acguired

¢, Specilal asslstance functions

In 1968 the "o0ld" FNMA was reor zed, The assets and

and liabilities connected with tThe secondary mortgage market
operations were placed in z new private corporation which
kept the FNMA name,

The remalning functions of the "0ld" FNMA were placed in

the newly created Government National Mortgage Assoclation
(GNMA) in 1968, GNMA has three major objectives -— the

two the agency inherifed and the guaranteeing of pass-through
securities,

After spimming off FNMA into a private corporation in 1968,
Congregs created the Federal Home Loan Mortgage Corporation
(FHLMC) in 1970 as a government corporation under the
sponsorghip of the FHLBS, FHLMC has three major objectives:
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Continued...

a. To circulate funds from capital surplus geographical
areas to capital deficit areas.

b. To develop new sources of funds during periods of
credit stringency,

¢. To develep new financing instruments to aid in the
development of the private secondary mortgage market.

Ma jor sources of mortgage funds & their respective regulatory agencle

Savings & Loan Associations

Federally-chartered S&Ls are regulated by the Federal Home
Loan Bank System (FHLBS) which consists of:

a . FHLBBoard
b. FHLBanks
c¢. FSLIC

d. FHLMC

State chartered S&Ls are regulated at the state level and
at the federal level if they desire FSLIC coverage,

Commercial Banks

National banks are regulated by several federal agencies:

a. Comptroller of the Currency
b. PFederal Reserve System
c. FDIC

State chartered banks are regulated at the state level and
at the federal level if they desire FDIC coverage,

Mutuzal Savings Banks

Life Insurance Companies

Pension and Endowment Funds

Note that all of the above groups are subject to IRS regulations

A.
1.
2e
B.
1.
2.
C.
D.
E.
F.
aend
Factors
A. The
1.
2.
3.
B,

often are also subject to SEC regulations,
influencing the supply of loanable funds
Federal Reserve Board & Monetary Policy
Open market opserations

Changes in reserve requirements
Changes in the discount rate

Cther factors

1.
2
3.

Anticipated inflation
Institutional restraints (e,g., usury laws)
Employment and income levels
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IV. Primary vs. Secondary Mortgage Markets

A, Primary mortgage market characteristics:

1. Loecal :
2. Supply and demand disequilibrium

3. Primary lender & borrower
B. Secondary mortgage market characteristics:

1. National
2, Third-party investors
3' Standardized mortgage packages
= Institubtions in the secondary market include:

a. FNMA
b, GNMA
¢. FHLMC

V. New institutional foreces in the real estate capitzl markets
A, National policy responses to capital shortage

1, Modification of the propensity to save via the Econonmic
Recovery Tax Act of 1981 (ERTA)

2« Modification of institutional gpecialization via the
Depository Institutions Deregulation & Monetary Control Act of

3, Chamneled capital distribution via: WO

a, tax incentives
b, yield incentives
c. subsidy of special groups

(1) housing

{2; industrial
3 infrastructure and urban redevelopment

Be New instituticnal forms of equity capiftal

1., Pension funds

2. Syndications

2. Public Sector Corporations
+ Cooperatives

5. Condominiums

6. Public/private consortiums

C. New sources cf regulation

1. Employment Retirement Income Security Act (ERISA)
2. Securities & Exchange Commission (SEC)

D. 1In response to the above, we are now obhserving:

1. Escalation clauses in loan agreements and in leases
2. less leverage (more equity) to reduce the risk of default
2. More indirect profits bein% structured into deals
. EBExploitation of tax benefifs 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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Mew Institutional Sources of Real Estate Capltal

I. Natlonal Pollecy Responses to Capital Shortage
A. Modiflcatlon of the propensity to save - Ecomomic Recavery Act.
B. Modificatlion of Institutional speclialization--monetary Institution's
Reform Act of 1380,
€. Channeled Capital Bistribution
1. Tax Incentives
2. Yleld Incentives
3. Subsidy of special groups
8. Houslng
b. Industrial
c. Infra=structure and urban redevelopment

1. Real estate n general must compete with all other gcapital needs
without subsidy of Its cost of funds.

A. Since real estate does not provide enough income on capital invested
situatlon will 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 laverage--more equity to protect break-even point or
defaul t point.

4. More indirect profits from operations, estate planning, value
creaticn,

5. Exploitatlon of tax benefits for new capltal Iinvestment
11, New Institutional Forms of Equity Capital

A. Pensian funds i
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 fiducjary 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 50% of this 1s mortgage.

A.

€.

D,

A capital peol for loans regquires assembly of small savings through
intermediary financial instlitutlons,

Dominant Institutions have been Insurance companies, banks, and savings
§ loan associations but In the last decade several new Institutlonal
Intermediaries have been created, .

Dlfferences between Instlutional intermediaries can be shown by
comparison of five baslic subsystems:

1. A marketing system to compete for savings.

2. A marketing to compete for loans

3. The tramsactlon preference system of the policy makers
. The Tiquidity system

5. The safety system

This lecture will relate historical development and reform affecting
subsystems above.

Mortgage always associated with financial panic and brutality of capitalistic

systenm. -
A. Absence of federal rcal cstate credit policy until after Vorld Var |I.
Cheap land was incentive for national development.
B. HMortgage business very local, provincial, and cyclical and subject
te abuse by promoter.
€. Mortgage banking Industry grew up after Viorld V\'ar | to bring capital
surpluses into contact with real estate development needs.
l. Prosperity made mortgages the blue chip investment for the middle
class.,
2. Savings popls were created by cnoperative action (S £ L's)
D. Flaws on mortgage instrunient and Tending procedures contributed to
deprassion.
1. Short term 1-5 year notes, interest only
2. 80%% loan ratios led to second and third mortgaqes to reduce down-
payment.
3. Decline ia prices made barrover unable to refinance or unwilling
to pay.
4, Amount of loan depnded upan appraisal so competition took advantage
of dictorted apprzisal.
E. Depression made it impossible to finance vhich accelerated foreclosures

which meant Intermediaries werc iliquid.

1. Investors lost confidence In the mortgage form.
2. Savers lost confidence in intermcdiary
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F.

"

Collapse of orderly market gave 1iquld Investors tremendous buying
power.

1930's were & remarkable period of succossful federal reforms of the
indlvidual mortgage transaction and mortqage lending intermediary.

A.

B.
C.

immedliate termparary relief through HOLC Home Owners Loan Corporation
and Reconstruction Finance Corporacion.

Protectlon of the saver through FDIC and FSLIC.

For the borrower - long term, monthly amortized loan including
interest, principle, insurance and taxes at high ratios to eliminate
need for large downpayments ar secand martgages.

Protectlon for the lender by insuring the loan against default by
the Federal tllousing Administration.

Federal takeover of appraisal and credit analysis functions.

Regional mobility and liquidity through Federal Hational Mortgage
Assoclation {FRHA). Injection of federal funds into mortgage money
supply through Fannie May.

Modification of lenders ability to comnete for funds to favor savings
& loans as a residential mortgage intermediary.

Nepression taught federal ngovernment 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

4. HousIng for low income groups

5. Housing for thase displaced by urban renewal

While protecting special groups it learned it could manipulate housing
quality or relate to other soclal issues or cause problems in;

1. Urban sprawl or land conservation

2. Soclal fragmentation or integratien

3. Proliferation of the agte or public transpertation .
4. infFlatien of labor costs or labor saving innovation

i,
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The Consumption Sector

The Financial Sector

The Production Sector

OCCUPANT

PRIVATE INVESTOR

GOVERNMENT SUBSIDY

TECHNOLOGY

Ability to pay rent

Requirements de-
manded of the pro-
duct

l‘

2'

Type of investor

Rates of return
(profit, present

value)

The supply of units

and/or dollars

Tax shields, depre-
ciation, and tax
bracket

Ability for train-
ing and organiza-

tion

1.

Type of programs
available [ 221 (d),

rent supplement]
Quantity of funds

Efficiency of funds

Land and/or building

acquisition.
Rehabilitation and/or

new constructions

Fees, financing and

carrying charges
Operating costs

Standard conditions
of the above

Forecast the impact
of technology on the
above and the other

three sectors

Figure 3. The Three Scctors in the Housing Study
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Outline==-Lecture #13

THE MORTGAGE

The mortgage is cne 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:

l. Safety of principal.
2. Reliable yield.
3. Planned recapture of 1nitia1 investment.

B. The cbjectives of the mortgage horrower:

l. Cost of money is cheaper than yield on investment "Leverage'.

2. Real estate 1s so0o risky the investor seeks an early pavback
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:

l. 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 heen made.

E. Strategic Dimensions of Mortgage Lending (5):

1. The pleasure, pain, and bailout theory.
2. Direct managerial ceontrol versus coblique pressure of creditor.
3. Constant dollars versus inflation dollars.
4. Present hard dollars versus speculative future deollars--
the gquick and dependable nickel versus the slow guarter.
5. Yield versus safety through planned recapture.

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 transgfer of title. Since the Magna Carta borrowers

and lendors have been seeking techniques tc give one or the cther 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. Pledge of real estate as collaterial.
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B, Essentials of the mortgage elements of a contract:
l. Competent parties.
2. Offer and acceptance.
3., Consideration.
4. Legality of cobject.
5. Because it is real property and subject to the Statute of
Frauds, it must be in writing and signed.
C. The parties to the mortgage:
1. 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:
l. 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 gther encumbrances or liens.
4, Esculpatory clause.
F. Recourse on Default:
l. Sue for specific performance.
2. Sue for damages for breach of contract without taking item,
3. Foreclose and take property.

Mortgage Lending is Risk Management

A,

Collateral

l. Title

2. Survey

3. Property insurance

4, Mortgage insurance
Income of borrower

l. Job history

2. Insurance

3. Economic base

Interest

l. ARM vs. FRM

2. Portfelic management

3. Hedging

Purchasing power of capital
1, saMs

2. Participation mortgages
3. Convertible mortgages



Lecture 714 Outline
Institutfonal! Strucure of Nortgage Lending

High cost of real cstate requires heavy debt financing, Real estate capltal
represents 2/3 of the nation's wealth and almost 50% of this Is mortgage.

A

DI

A capital pool for loans requires assembly of small savings through
Intermedlary financial institutions.

Dominant Institutions have been Insurance companies, banks, and savings
& loan associations but In the last decade several new Institutional
Intermedlaries have becn created.

Differences between instiutional intermediaries can be shown by
comparlson of five basic subsystems:

1. A marketing system to compete for savings.

2. A marketing to compete for loans

3. The transactlon preference system of the policy makers
L, The liquidity system

5. The safety system

This lecture will relate historical development and reform affecting
subsystems above.

Mortgage always associated with financial panic and brutality of capitalistic

systenm.
A. Absence of federal recal estate credit policy until after \orld Var !.
Cheap land was incentive for national developnent.
B. Mortgage business very local, provincial, and cyclical and subject
to abuse by proroter.
€. Mortgage banking industry grew up after \lorld 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 (S & L's)
D. Flaws on mortgage instrument and lending procedures contributed to
depression.
1. Short term 1-5 year notes, interest only
2. 50% loan ratios led to second and third mortqganges to reduce down-
payment,
3. Decline In prices made borrower unable to refinance or unwilling
to pay.
L.  Anount of lean depnded unon appraisal so competition tool advantags
of distorted anprzisal.
C. Depression made it impossible to finance vhich accelerated foreclosures

which mcant Iatermediaries were iliquid,

I. Investors lost confidence in the mortgage fomn,
2. Savers lost confidence in intermncdiary



F.

I

-

Collapse of orderly market gave 1iquld Investors tremendous buylng
power.,

1930's were a remarkable period of successful federal! reforms of the
Individual mortgage transaction and mortgage lending intermediary.

A,

BI
c.

DI

lomedlate termporary relief through HOLC Home Ouncrs Loan Corperation
and Reconstructlion Finance Corporation,

Protectlon of the saver through FDIC and.FSLIC.

For the barrowar - long term, monthly amortlzed loan including
Interest, principle, insurance and taxes at high ratios to eliminate
need for large downpayments or second mortgages.

Protection for the lender by insuring the loan against default by
the Federal lousing Administration.

Federal takeover of appraisal and credit analysis functions.

Reglonal mobility and liquidity through Federal Hational Mortgage
Assoclation {FNMA). Injection of federal funds into mortgage money
supply through Fannie Mavy.

Modification of lenders abitity to compete for funds to favor savings
& loans as a residential mortgage intermediary.

Depressjon taught federal government it could manipulate total supply
of mortgage money available.

Control of money supply led to special credit for special housing
problems,

i. Housing for veterans

2. Housing for college students

3. Housing for the elderly

L. Houslng for low Income groups

5. Housing for those displaced by urban renewal

While protecting special groups it learned it could manipulate housing
quallty or relate to other social issues or cause problems in:

Urban sprawl or land conservation

Soclal fragmentation or integration

Proliferation of the atto or public transportation
. Inflatien of labor costs or labor saving innovation

S N -




Bus iness 550

New Institutional Sources of Real Estate Capital

I. MNational Pollcy Responses to Capital Shortage

A.
B'

cl

~

Modification of the propensity to save ~ Economic Recovery Act.
Modification of institutfonal speclalizatlon--monetary Institution'’s
Reform Act of 1980,
Channeled Capitzal Distribution
1. Tax incentlves
2. Yield incentives
3. Subsidy of special groups
a. Housling
b. Industrial
c. Infra=structure and urban redevelopment

l{. Real estate in general must compete with all othar capital needs
without subsidy of its cost of funds.

A.

I11t. New

8.
c.
D.
E.

F. -

IV. New

A.
B.

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 ¢ost
of inflation and economic risk

3. Less leverage--more equity to protect break-even point or
default paint.

b, More indirect profits from operations, estate planning, value
creation.

5. Explaoitation of tax benefits for new capital investment
Institutional Forms of Equity Capital

Pension funds i

Syndications - Balfour ~ Consolidated Capital

Pubiic corporations - Wisconsin Housing Fipance Authority
Co=-ops~=Creatwood

Condominiuns

Public/private consortium (Capital Centre, Jackson Clinic)

Sources of Regulation

Group Tnvestment brings in SEC and state securities regulation
Pension fund brings in ERISA (employee retirement insurance +
security act) and creates fiduciary status real estate managers



Iv.

Bus Imness 550

New Institutional Sources of Real Estate Capltal

Natlonal Policy Responses to Capital Shortage

A.
8.

cl

Modificatlon of the propenslity to save - Economic Recovery Act.

Modiflcation of Institutional speciallzatien--monetary Institution's
Reform Act of 1980.

Channeled Capital Distribution
1. Tax Incentlves
2. Yield incentives
3. Subsidy of speclal groups
a. Housing
b. Industrial
¢. Infra=-structure and urban redevelopment

Real estate in general must compete with all other capital needs
without subsidy of {ts cost of funds.

A.

New

A.
B.
c.
D.
E.

Since real estate does not provide encugh income on capital Tnvested
situation will require:

1. Raising rents at

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
defaul ¢t point.

4. More indirect profits from operations, estate planning, value
creation.

5. Exploitatfon of tax benefits for new capital investment
Institutional Forms of Equity Capital

Pension funds )
Syndications - Balfour - Consolidated Capital

Public corporations - Wisconsin Housing Finance Authority
Co~aps--Lreatwood
Condominiums

F. - Public/private consortium (Capital Centre, Jackson Clinic)

A.
B.

New Sources of Regulation

Group investment brings inSEC and state securities regulation
Pension fund brings in ERISA (employee retirement Tnsurance +
security act) and creates fiduciary status real estate managers



THE REAL ESTATE PROCESS 550

Lecture Qutline
Plant Location Choice and Cash Flow Analysis

I. 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 te 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 idiosyncracles
of management, and matters of accident.

C. Nevertheless, once cholces 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 pubiic planner to
provide bonuses or penalties which will tend to channel industrial
site decisions consistent with public planning.

2. Understanding the dynamigs 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.

it. 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

Het sales

Less: cost of raw materlals and transportation cost

Less: c¢ost of manufacturing labor including indirect benefits/unit of
production

Lless: cost of occupying plant (real estate taxes, insurance, maintenance, 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 taxable Iincome

Less: local and state taxes

Less: federal income taxes

Plus: state and federal investment tax credits

Net Income available for distribution

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,

1. Cost of land including search and agquisition

. Cost of bullding off-site utility and transportation linkages including
cost of time delays

Cost of plant and equipment net of borrowed funds
Cost of moving equipment, staff, inventories
- Cost of training new work force and start-up cost

[ o+
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6. Cost of maintaining double inventories or double plant facilities during

change-over

Total equity Investment in new locatlon

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

A net income abailable for distribution

A net equlty Investments at alternative locations
1. Compute for each location
2, Highest cash return Is best alternatlve

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.

Since the number of possible industrial locations may appear to be almosf infinite
management will narrow alternatlves with a progressive series 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
Definitions of marketing area to be served by facllity
Specification of energy source and price requirements

Definition of selected Interstate, regional or lacal highway systems, raill
lines, and alrport capacity

Specification of laber poel which is under-employed or unemployed in terms
of number, age, sex, and skill levels

Environmental sensitivity and regulatory control systems within area

Compatability with existing employers competing for same labor pool, raw
materials, etc.

Specification of maximum size of community preferred ( 10,000 or less, etc.)
Quality of community water system or ground water

Capacity of community sewer and solid waste dispaosal system

History of union activity in community

Availability of regional or community technical training schools

Availability of ancillary supporting wholesalers, equipment dealers, trucking
companies, etc.

Community amenities or proximity to amenities deslred by executive managemen.



0. These only suggest the type of criteria used to narrow the selection and
each might have a different level of Importance for individual 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:

1. Statement of negotiation objectives for marketing, production,
personnel management, etc.

2. Simple 1ist of "essentials" and ''desirables'

3. Point system scoring charts for qualitative comparison

Industrial locatlion 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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Business 550

Retail Enterprise Location Choice

The significance of retaillng modeis for a first course in real estate
goes beyond the Issue of where should a supermarket be because:

A,

D,

The retail concept is applicable by analogy to any land use requiring
muitiple customers which come to the site - store, dentist,
restaurant, hotel, etc.

Retail potential measurement i1s instructive on devices for market
segmentation.

Retall experience is Instructive on the sensitivity of people's
behavior relative to locational linkages, cost of friction, stress
or their sense of security.

Retail strategies are instructive on how locations and improvements
Impact on total cash revenues and cash expenses of an enterprise.

Most often retall location ¥s 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.

B.

A site must be referenced to a speciflc use to test it for suitability
or fit as a supermarket, a florist, dentist, campground or whatever.

Identification of the proposed use implies identification of a
customer group and the need to relate that group to the site. That
reiationship leads to ...

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 eclement to most enterprise sales, The perimeter of a

trade area may be defined by a critical linkage of the retail use
to:

I. 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.

L4, By the decision point of the consumer to utilize the given
retall 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.

Ultimately the retailer will relate to the frequency of customer
visitation the average expenditure of the customer per visit and the
loyalty to the customer of a particular retail source, either by choice
or necessity. The analysis of sales potential within a retall area as
initially defined above may follow a pattern something like this:



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, ciothes, etc.

B. Reduction of that total expenditure by leakage of sales to:

1. Other geagraphic areas
2, Other non-competitive suppliers
3. Special buyer reallocations of discretionary purchases

C. The potential demand must then be related to available retail capacity
aiready 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 Is low relative to potential demand then the retailer
can expect to penetrate that demand wlthout necessarily encroaching
significantly on existing retail sources. This may be correlated
to significant leakage.

E. |If capacity of exlsting retall 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. In 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
perlods and the analyst must determine the reasonable level of
sales that might be expected of operations following the initial
entry into the market.

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 supporg
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:

I. 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 operatlions

(filling station models, fast food models, Sears, Roebuck data
on one out of every five famllles In the U,$., etc.)

3. Laymen and outsiders can find public standards of rent as a
percentage of sales, etc. in a variety of trade publlcations
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.




B.

Obviously the forecast of sales is subject to a good deal of variance
with the landlord maintalning that the site will do wonders for

sales volume and the retailer maintaining reluctance to accept

a fixed cost for an unproven advantage.

1. Therefore retailers use a percentage rent lease. The landlord
receives a percent of sales reported quarterly and a minimum
rent calculated to cover the landiords cash breakeven point.

2. Notice the variance due tec 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 Is called
overage rent.

However, retail management can relate rental cost to a variety
of locatlon strategies as they impact on his costs and sales volume:

. The retaller 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 leocation 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 vislt and more sales per visit.

V. Many of these factors can be systematized by looking at the evolution
of Reilly's Law (not Murphy):

A.

Diversity of merchandise attracts customers but they are discouraged
in visiting the site 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 polnt between the primary trade area of Store A
and Store B.
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F.

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.

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,

The concept of mass essentially modifies slze by a factor

representing perceived quality of bargain (fair pricing) and a comfort
index in terms of (well being). |If positive the factor is greater
than one; If negative the factor is a fraction of 100%.

The concept of travel costs includes both cash cost of the trip

and the elements of time, mental stress, and temptation to trade-
of f short term convenience for long term satisfaction (interception
by a competitor).

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
tow volume stores like a food market or a drug store if it
creates so 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).

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
ability of the shopper to perceive 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
dovmhil]l from parked cars to store,



Business 550 - Lecture Outline
CASH FLOW AHD THE HOUSING LOCATI!OHN CHOICE

.

I. A number of recent surveys indicate the great majority of American families

Location LCost

still plan or prefer purchase of a single family detached home as their
housing objective., (leverthe less the caost of construction, land developnent,
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. Hortgage canstant of .10 X 90% loan = ,09
2., PReal estate taxes at .65 of value and 45 mils = .03
3. Property insurance wm 01
L. Utility services (percent of value) = ,035
5. Haintenance {percent of value) = ,015

.18 per vyear
or 015 or 1.5% 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 527 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 .
_ar_ the cheapest type of housing in the south,

Housing Cost Calculator

Size (area in sq.ft.)
Quality (dollars per sq.ft.)

15 18 21 24 27
. 15,000 18,000 21,000 24,000 27,000

. gl (s15,120) *
=) 315 360 405 450 495
S ol ($1260) =
£ 3
=1 345 390 435 480 525
| <o
K
3 o (522,360) *
o g 375 420 1465 510 555
°o o ($1865) **
2]
g
=4 o
a S 405 450 495 540 535
2 =
=
T g (529,520) %

g 435 480 525 570 . 615

o, | (52460} %=

* Annual income after tax
#% Monthly take home pay



B, Given a site which is a farmhouse or a co~op it is possible 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.

I. There are a variety of ratios and modals 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, a group may be seg-
mented to identify significantly different subgroup patterns. Consider
the elderly on the attached chart.

€. !n a pioneer economy when space is short people are not too fussy about
housing, office space, or whatevar. Historically in America scarcity
permitted the production segment to initiate construction and price on a
take-or-ieave-it basis.
1. More recently a surplus of space requires that the producer first research

the market and custom tallor to the special needs of small consumer
grodps - 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,

Project feasibility therefore Invoives an iterative and reversable series of
studies:

A. Market trends (cpportunity areas) .

B. Merchandise targets {micro market consumer groups) .

GC. Physical-technical site/use context.

D. Legal-political context.

E. Financlal context (frontdoor/backdocr approaches; long term cash flow).

F. Strategic objectives of producer and community.



Lectyre 14
Urban Land - 550
Prof. James A. Graaskamp
OQutline of Property Development Lecture
i, 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 .
L. Development includes great variety in type and scale of project
E. In the long term view development is not distinct from management
It. 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
D, Determination of legal-political feasibility
E. Ethical and social acceptability
F, Uetermination of physical-technical feasibility
G. Elements of financial feasibility
l. Profit centers
2. Calendar of financial events
3. Caplital budget
4, Pattern of operating revenue and expense
5. Financial package
6. Tax stratengy
7. Measures of yield
8., Heasures of risk
H. Execution of development plan
I. Operation of project

J. Monltoring process for feedback cycle



L1l. Property Development and the Time Constraint

A,

B.

Capital cost and revenue schedule equated by timeline of development
Value is a function of time lapse between outlay dollar and revenue dollar
Time is critical resource to be contralled through planning and
management according to plan

Capital budget schedules, operating schedules, and time schedules
1. Lead time for planning and regulatory review

2. Construction in process time

3. Start-up or rent-up time

L. Receipt schedule - the collection lag

5. Schedule for refinancing of equity buildup

A nightmare of deadline dates: Ffor example:

1. 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

. Employment dates for staff

Talent, time, and momey are interchangeabie 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

iV, Property Development Trends

A.

B.

Historical segmentation by function and land use type

Current trend - planned unit development



1. Balanced residential community complexes

2. Balanced industrial-cammercial complexes

3. Balanced retail-residential complexes

4, New town developuent

Big business means big capital

1. Creative financing via multiple approaches to capital markets
2, Large corporate investors

3. Insurance company participation

4. Construction material suppliers-vertical integration
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 -~ 550
Urban Infrastructure Systems - Qutline

{. 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
Iin a given area but as the concentration Tncreases more and more
of the life support systems must be artificial rather than natural
until at some critical point the benefits of urban living are more
than offset by the cost of maintaining an aritflcial terrarium.

B. Population and industrialization leads ta 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 in the development of systems to offset the

problems ;
Mechanical Systems Professional Services Systems
. Water 1. Fire
2. Sewer 2. Police
3. Solid waste 3, Education
L. Air pollution L. Health
5. Transportation 5. Recreation
6. Communication services 6, Justice

(including mail) 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.

1. Pollution has been defined as a resource in the wrong place
at the wrong time.

2. For the individual decision 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.

L. 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.

Il. Technology of water and air quality is obsalete. Water quality and air
guality 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

Secondary treatment

Advanced treatment

Sewer taps limit urban growth

Recycling of sewage water in Denver

Cost to transport fresh water or remove waste water
Combining waste disposal with agricultural irrigation
Recycling of sewage slugge as animal feed

Grinding sewage and pumping solids

Vacuum systems, home oxydation systems, or home recycling means
increased housing costs and resulting impact on demand.

Water quality and scolid 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.

Sanitary land fill threatens water table pollution

Incineration for sterile fill creates air pollution

Trends: Increasing cost of removal implies ingcreasing efforts

to recycle, re~use, re-power, restraln wasteful and inefficient
use. Awareness of real social cost creates incentive to find
alternative uses.

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.

pollution related to investion of fire and fossil fuels

Facts: sources are 60% from automobiles, 16% from industry, 14%
from electrical generation, 5.5% from heating, and 3.5% from refuse
disposal.

The fasoline engine and the private automobile

Paving for automoblle destroys necessary green oxygen producers
Exhust is major source of urban pollution

Public transportation ar electric automobile requires urban
density and compactmess.

Modern locatlon theory implies private mobility and inertia of
convenlience.

Environmental theory for urban economics requires public systems
of mobitity and consumer preference for active motion.

Electric capacity related to coal and natural gas

B N e

Furification of exhausts means contamination of water
Transmission problems mean inefficient land use

Inert gas and transmission line insulators

Atomic power, water pollution, and air pollution



IV. Noise, Privacy, Aesthetics
A. Close relatlonship between income and level of privacy. Social
tension increases not in high density 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 sensary regeneration.

€. Residential design to enhance privacy, aesthetlcs, 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 society as opposed to
individual investor in the urban site.

A. Marginal beneflt vs, marginal cost for society
B. No benefit for cost fncurred for investor
C. Competing claims for investment productivity

D. Some urban environment has benefit for developer

1. Good esthetics can be good merchandising
2., Environment undisturbed lowers cost

E. Legislatlive mechanisms to internalize cost

1. Uniform cost allocatlons shifted to consumer through price
2. Legal penalties
3. Incentive in the form of subsidies, tax relief or privilege
. Education to create social approval or disapproval for
individual actions.
F. Problems: Individual investor i5 subject to cash flow sclvency 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 guldelines
1. Avoidance of the catastrophic loss

2. Maintenance of large choice set for future generations/
3, Maintenance of institutional flexibility and ability to change.



This chain of common ownership was the means sought to entice

the ownars of the Grand Cantral Terminal to transfer the development
rights from the landmark on L42nd Street to various other lots

they controlled. In 1967 a preposal by the Penn Central and a
British developer to construct a 55-story tower on the roof ?F ‘

the terminal was rejechad by the Landmarks Preservation Commission.
in 1969 Penn Central and the developer were again before the o
commission, tnis time with a propasal for a S9-story tower reguur|ng
demolition of the terminal facade. When this proposal was rejected--
the city still insisting on transferring the developmen: rights=--
Penn Certral and its partner syed.

1. The trial court's decision did not guestion the constitutionality
of the Landmarks Preservation Law but did find the Taw's
application to the Grand Central Terminal to be anm "economic
hardship' because it preverted the bankrupt raitroad from
earning the income it would receive from the office tower.

For this reason, the court invalidated the landmark designacion.

2. The New York State appellate court, however, has recently
overturned the trial court, conceding that Rardship might
be suffared by the Penn Central because of the tandmark
designation, but stating that 'such hardship, in the proper
exarcise of the city's police power, must he subordinated to
the public weal.,!

On June 25, 1977, the Supreme Court in the State of New York

held that TDR's are of value and can be used to determine whether
Cr not 3 property owner can receive a reassonable return on his
investment. A summary of the case of Penn Central Transportation
Company versus the City of New York is attached.

I. 1t 7s unique because the development rights have been transfarred
to other properties cwned by the plaintiff and also connected
to the statian.

2. It is controversial because of the distinction it draws
between privaraly created capital and socially generated
capital.

3. 1t distinguishes between existing management and potentiallv
efficient management.

TDR's are significant because it ililustrates the tarnsferrabil ity
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 social 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 change
in spendable cash or liquidated net worth and not unreal]zed
potential,
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III.

CONSUMER PROTECTION & LAND USE

Historical Examples

AR p¥
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Land Use Controls
Building Codes
Community Infrastructure
Zoning

Real Estate Sales Guilds
FSLIC & FDIC

FHA/VA Housging Standards
RESPA

Truth=-in-Lending

BECOA

Reqgulation Q

SEC

Environmental Protection

Growth Management Issues

Polarization of Housing Quality

Increased Cost of New Housling

Allowable Growth Management Policies

L. Petaluma, CA

2, Ramapo, NY

Unacceptable Exclusiconary 2oning Policies

1. Mt. Laurel I & Mt., Laurel II {NJ) '75 &

2. Knee v. Town of Atkinson §NH) '84

3. EBerenson v. Town of New Castle ®NY) '75
4. Asian Americans for Equality v. Koch ®§Y)

Inclusionary Zoning

Reascons for Land Use Imbalance

Future Consumer

Labor & Materials Suppliers
Taxpavers

Existing Homeowners
Heterogeneous Housing Consuners

Flanner, Designer, & Developer Arrogance & Ignorance

50/ 705

Froposals to Improve Land Use Decision-Making &/or to Reduce Inequities

More Insightful Studies of Alternatives
Government Policies & Programs

A, 8chool Funding

B. Public Wwrks Funding

Court Rulings



REAL ESTATE DEVELOPMENT AFFECTED BY HAJOR FEDERAL ELVIRONMENTAL REGULATIONS

July, 1975

Purpose of Inter=-Govt. Overall Land Use Noise
Regulation Consistency Environmental Quality Quality Water Quality Afr Quality Quality
Responsible ngp/ USDA HUD
_Mgency (1) ons (2) FRA (3) VA (W)FmilA  (5)FIA (6)COMN. EPA ) L Hub
Alr Quality
Envirenmental {(B)Waste Pollution State Maintenance
Clearance Flood Coastal {7)Basin Treatmt.{(9)Bischge fimp £ Signif.
Regulatlon A-95 _Pracedures Ins. Zone Mgt. Plans Plans Etim,  {10}Plans (11)Deter. {12)}NoTse
RESIDENTIAL: -
Single-Family x x x x X X x x % * x x
Multifamily (sales
or rental) * x % X x x x x x x x
Townhouse (sales
aor rental) ® X x x x x x x x x X x
Mobl le Home Parks x x x 3 % x x x X x X
COMMERL 1AL :
Shopping Centers * x x x ® X ®
Office Parks X x x x x x X
Multi-Use x % x x x x x
INDUSTRIAL:
Industrial Parks
(Tneluding warehouses) x x X x x x %
Heavy iIndustriat x X x x % % *
RECREAT 1 ONAL 1
Second Home (Fnvestment Properties) x % H % % x x

Note: Numbers indicate description reference in text.
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Urban Land 550 - Final Lecture

Final exam covers only last 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:

ll

2.

Capital budgeting for 20 vears established wlth an economic model
using average costs per acre for different types of land use

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 supplies the money. Two former industrial cost accountants
actually manage the day to day operation of Howard County Develop-
ment Corporation.

Underlying the real estate physical structure are a large number of
software delivery systems.

a. Medical health system
b. Recreational utility
c. Political system built on neighborhood-village modules
d. Educatlonal system
e. Arts and culture system
f. Public transit system
County government system
h. Ecumenlcal church system stressing services rather than bulldings

Some lessons learned for adaptation
a. The Hartford process - applying techniques to an existing city

b. Creatlon of smaller satellite of communities of village scale
c. Delivery of social systems by private expertise and capital
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