JAMES A. GRAASKAMP COLLECTION OF TEACHING MATERIALS
II. CLASSES AT THE UNIVERSITY OF WISCONSIN--MADISON
P. Assorted Bits from Additional Classes Taught by
Graaskamp
1. Business 100: Lecture Notes

Index



Business 100 Lecture Outline

Liberal arts is the field of problem description; business is the art
of problem solving within context of a limited resources and a price
economy.

Business is a cash cycle

A. Accounting systems are unable to recognize external social costs
and social benefits so means must be found to alter the relentless
cash cycle where the price economy doesn't directly solve the problem.

B. Planners can tamper with the national economic cash cycle by internalizing
costs (workmens compensation), subsidizing revenue (the farm program),
or reducing costs through subsidies (interest subsidies or non-
market loans).

C. Housing and urban development require more capital investment each
year than any other industry and it has the longest cash cycle of
any business, making it difficult to attract capital because of
yield and high J#¥ risk for total capital employed.

D. Therefore, housing has experienced more variety of inslitutional
modifidcation of the price system than any other segment of business.

To improve housing environment one must change land development and
construction techniques in a way consistent with the cash cycle of any
enterprise and with the preference of the housing consumer. (High-rise
dorms may provide the cheapest housing for students but it isn't
necessarily compatible with the students idea of good housing).

A. Refer to page 139 and we can identify the components of a cash cycle

which must be covered by rent which may or may not equal the ability to
pay. In general people should not pay more than 20 to 25% of their
income for total housing costs including utilities. The very low
income group must pay considerably more at the expense of other
necessities.

B. Page 142 identifies the types of behavior constraints on the actors
(decision makers on both the supply and demand side).

C. Capital investment into real estate involves long periods of money
at work over time as suggested by page 145. The flow is uneven and
partially unpredictable depending on many factors (Multicon case).

D, Pages 155 & 156 indicate the variables which can be modified by
government action in order to change the rent per month.

E. Today in Madison 22¢ per dollar of rent goes to real estate taxes,
25¢ to operating costs, and at least 40¢ to interest and principle.
The break-even point is close to 85% of rent, sometimes higher.
A vacancy rete of 5% leaves the building owner with a cash margin
on sales of 10% and usually less.

F. As a rule of thumb rents need to be about 1.5% per month of total
capital cost of the unit. A unit that costs $10,000 requires $150
a month rent. A savings of $1,000 in land or construction costs

could reduce rent as much as $15.



IV, The problem is those elements in land cost or constructlion costs most
easlly reduced are those things the consumer won't part with. Near
the University land may cost $2500 per unit while on the edge of town
it might cost $400 a unit; new materials and new techniques in construction
may not produce a house or an apartment which looks like anything you
have knowdeven though it might save $3,000.

A, So the only thing to change is Interest expense, principle payments,
or real estate taxes. Since real estate taxes are the basic means
of support for the cities which are already in fiscal trouble, the
basic ploy is to finagle interest and principle.

B. 235 & 236 define eligible families by income, determine the maximum they
can pay as 25% of income and the government pawys the difference
between that and required cash rent. These projects are for non-
profit sopnsors or limited cash dividend sponsors and profits are
controlled by means of certified cost programs, biannual audits, and
specifications on bullding features and services.

LC. 235 provides the same thing subsidy assistance for the paorchase of
a house but the subsidy designed to hold housing costs to 20% of
income but not to reduce interest costs to less than 1%.

Within this framework the cash cycle which at a profit within the
ability to pay. The larger question remains as to what kind of
clty we should be building to minimize damage to the natural
environment and the psychological development of the inhablitants.

D. The cost of housing is no longer an Issue for the poverty stricken.
When you graduate from Business School you might enjoy a gross pay
of $10,000 a year to start. That suggests you can afford about
$200 a month for housing, thus you could afford to rent an apartment
which cost $13,000 to build or a home which cost maybe $15,000,

The smallest cheapest singel family home in Madison sell new right now
at $18,000 and when you graduate they'll be at $21,000. When you
graduate carpenters will be making $18,000 and plumbers $25,000.

The answers to that dilemma will be found with the engineers,

the builder~developer, and the finance peoplie - not among the
theorists.



