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NOTES ON URBAN RENEWAL LAND USE APPRAISING

1. Reuse of land in urban renewal areas may be by public or private agencies and
is always subject to highest and best use as it is seen by the planning
agency rather than as it may be understood by the user or the appraiser.

A. The appraiser who—is—traimed—to—appratse—what—s- must appraise

urban renewal land from what might be if certain conditions did
or did not prevail. For instance:

1. If the LPA will sell the land to another government agency
he must appraise the lands as though they would be utilized
by an appropriate private use compatible with the redevelopment
plan.

2. if he is appraising land to be offered for development he must
keep in mind whether the developer would do and pay for the
opportunity to operate within tight ownership and use controls
imposed by an urban renewal agency concerned with social
ratbBer than economic requirements.

3. While demand statistics must be general for lack of clearly
established linkages, projects proposed by the appraiser
must be easily demonstrable as justified by demand and not
overly speculative.Xex

L, Political variables and municipal schedules may be indeterminant
so that the time period of present value calaulations is
unknown.

B. The best tool of the appraiser is market comparison but it is
difficult to find comprables or zikmhts sites of the size and location
of those in the urban renewdl areas.

O
i. The geographic area of comﬁ*ables expands to the community
at large or the national market for certain kinds of projects.

O«
2. The definition of compfable remains broad and relative to
the planners intended use rather than highest and best use.

3. The appraiser has to sketch broadly the fictitious market-
place in terms of urban renewal participants more often than
hiﬁaest best use - most probable buyer.

XXx C. In reuse appraisals the appraiser is a combination urban land
economist, city planner, and broker who is asked to find an economic
rationale for what the planners wish to do, generally for non-economic
reasons.

1. The acquisition estimate is a mass appraisal problem and then
evelves into individual eminant domain appraisals.

M
2, The land—~use market ability study is an urban land economics
study supporting a proposed plan and at least identifies the
planners definition of highest and best use.

3. The reuse appraisal is the most diffichft because it is advésory
and requires a combination of economic and social interpretation
as well as broadly analysed alternative use sales comprables
within the standards the Tocal planning agency Is likely to



impose in regard to unit density, ground coverage, buidding
height, rental ranges etc.

O
It may be that the appralser is establishing in a reuse study pgrameeers
of demand, rents, operating ratios, and land to improvement ratios for
alternative land uses to guide the planners in their final allocations of
space.

A. For example the appraiser may collect land sales prices for
recent projects which suggest prices developers are willing to
consider. For example assume a developer pays $50,000 for a 100,000
sq. ft. sight for an office buidding. Ground coverage of the
specific building is 25% and the building is two stories high or
has 25,000 sq. ft. of rentable area. It follows that the developer
is willing to pay $2 a sq. ft. for land for such a low rise office
buidding.

B. On the other hand the appraiser may heed to determine reuse
values for rent levels prescribed by the planner rather than the
free market. The rationaie for the value of iand might be based
on a residual land value assuming comprable operating ratios and
construction costs of certain selected properties and current or
forcasedd debt service requirements. Comprables are used to justify
expense or cost estimates rather than land values.

The reuse appraisal may become a prospectus, in short, for a land development
project and the supporting evidence may be summarized in terms of proforma
statemants for the development company.

A. The land development prospectus - Max J. Derbes, Jr. - page 38 -
March 1969 THE REAL ESTATE APPRAISER

B. Valuation of land acreages - Paul Fullerton
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A. Generally the LPA 1s interestec ia selline the 1
men value

possible to reduce the urite dow

best available use for cleared land
different uses 1s, in fact, a vai

D. The object is the combination of use%ﬁm
value for the land, and the appraiaer ¢
best use. Therefore he must structh

loglcal framework,

E. : ‘ ‘ well fufor dhpotential
buyer will consider all alternative aitee to the one unaer consideration,

comparing them feature for feature. The aypraiseﬂ muet think in terms of how

avallable to the buyer.

F. When the renewal site 1s relative Yy amall and there are a number of eatis-
factory substitutes, this approach ‘bolls down to the usual form of market
comparison techniques. However, the appraiser should be aware of who would
qualify as a developer, for it may be pecessary to ttract the out-of-town
developer. Prices of simllar renewal sites in other communities may place s
celling on local prices. ‘ N

The problem is that wany urban reneval aites are unlike anything else in tovn so far
as scale and locatlion are concerned. Nevertheless comparability calls for at least
the follOVing: B

A. "Each comparable site should be suitable or adaptable for substantially the
same use as the land being appraised, and such use should represent the best
use for both sites. If the sites used for comparison can meet this test of
belng competitive, they are called "comparable". :

B. Bince a cleared site way not be aufficiently‘similar to meet overall comparison,
it way be possible to messure the degree of inferiority orauperiority of one
site over another by separate comparisons of each attribute of the slte,

C. Differences between appraisal site and comparable aites may ‘affect utility and
vaelue as they affect on cost of improvement income power, or expense require-
ments. Using common demomineers such se a square foot of land or building,
each deficiency or advantage can be reduced:

1. A lump sum difference in land value, or
2. A lump sum difference in development cost
3. A difference is annual capital value of developed property
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James McCormick of URA purges that analyeis 0

rience rather than absolute

amounts can produce more accurate appralsals. He urges breaking down incoue,
expense, and cost analysis to partial aggregate analysia. It 1s his oplinion
that the probability of error 1s reduced ag. variables for comparison purposes

are reduced in size and 1ncreased in nuﬁber.

‘resumably the errors will be

swaller while the increase in nuMbers will permit the law of cowpensating

errors to have more effect in stabilizing results.

McCormick calls this the variate- diffErence valuation method. To simpiify
partlal comparisons, McCormick suggests “that urbenrreneval ‘sites will differ
to a greater degree from competlitive sites than the iatﬁer would differ from
each other. Therefore he thinks a tuo atage apprafsa process would reduce
the number of detailed comparisons by resolving the compﬂrables into a
hyperthetical synthesis of established value. Then compare the synthesls to
the urban reneval site. Thus market data would be distilled into bench marks
broken down into partial aggregates that vould reveal significant differences
in cost and operation.

Having isolated differences in terms of net annual income, the differences
could be capitallized according to the iand residusl wethod and these differences
then added or subtracted to the basic market value for 1and with the supposed

use.

The appraiser has a major role in urban renewal. Two sets of acquisition
appralsals are generally requires.‘ Generally one set "Is done on a mass appraisal
basis, like that for tax assessment purposes, when a project is first put together
and proposed for approval by various government agencies.

When the project reaches the execution stage, properties must be valuated agalin
as of the date of taking. These are simllar for others we studled for éminent
domait, However 1t does have some special prcblems worth noting

l‘

o

In partial takings of property, the before and after value requires speclal
imagination as to how the new uses of cleared land will affect the walue of
land not taken.

How doem the appralser penalize structures which are vioclating bullding
codes. Urban renewal officlals tend to feel that value should be diminished
by the cost of cure for the deficiency.

On the other hand those representing owners argue that slum structures are
freely traded in a market which will take its chances with possible code
enforcement so that returns and prices reflect the probabllities of such
enforcement. Hence they should not be subject to a double penalty.

Generally the appraisal committees take the position that 1f sufficient
warket data is available, the market"s reaction to the prospective code
enforcement 18 implied in the risk rate and tberefore in the price.

Then there are the problems of the Mamie Reilly's 'in thia vorld This is

the classic urban renewal case in which the present values of a series of
financlal interests 1n a rooming house exceeded the warket value by a con-
giderable amount so that it was neceﬂsary to condemn each individusl interest
to avold leaving the.nominal owner without land or solvency.



Land utilization studies and market abllity studies are often referred to as
lums. The appraiser 1s interested in trends and movements of local economic
activity affecting the market. It ia both land use study and urban economics,
and many appralsers and engineers come apart at the seams. Much garbage has
been done in this fleld. ‘

- o hu“
Review of the exlisting local market or‘Hand and building suggests vhat kinds
of land use are in demand, but the appralser mst adJust his view of the
existing scene to the interjection of a new nsighborhood 4in the urban reneval
area before he can project future lgnd and bullding needs. In short the
future almost never duplicates the past and so the appraiser must estimate
how the future statistics will vary from the past and why.

In recent years the appraiser has been called on to provide not only guide
lines oun prilcing but in addition & marketing plan by which these prices can
be realized. Real estate is generally not bought it 1s aold

Reuse appraisal requlres an inter- exchangp of ideas between the planner and
the appralser as the project develops, so that the appraisers suggestions as
to highest and best use can be reduced to concrete unit proposals which meet
the planners design for density, social uses, etc.

. - The usual approaches to value in urban land reuse atudies falter for lack of

information or truly comparable properties.

A'

The market approach has its troubles as noted before. Some appréiéers have
tried to create special units of wvalue which will better provide comparability
between and among sites. Land value per dwelling unit or land value per
square foot of bullding ares permitted on a commercial gite. Many urban
renewal markets are regional or national Apartment developers and motel
operators may indicate in their last deal in another town what they feel

land to be worth in & new developuwent.

The income approach and residusl land method means that land value 1s sensitive
to income and cost projections, and because reuse plans are falrly vague at

the time of appraisal, <. the residual land value has the potential of high
error.

Speclsl value attaches from the high leverage financing posaible with FHA-220
and FHA-22]1,

Some appraisal reports are directed to Bpecial studles as to absorption rate,
price trends, or special proposed land uses not 1ncluded in the original plan.
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Urban renewal 1ntroduces technical problems on every aspect of
owr study of urban economics. In our discussion today and Friday
I would like to touch on four typical questions of policy and
applied urban economics -

What value should the owner of condemned land be paid?
How should the residents of a renewal area be relocated?
How should cleared land be sold to the developer?

How do we accomplish rehabilitation and conservation?

A. The real estate appraiser has a heavy responsibility in the
urban renewal process,

1. First he must provide an acquistion appraisal which attempts
to estimate the cost of acquiring an entire area so that
the planning department can have preliminary budget figures
to determine fea81bility.

2, The appraiser will be required to provide land utilization
and marketability studies for the community in order to
recommend land use possibilities for the area under study
as a possible renewal site.

3. An appraiser will do a reuse appraisal which attempts to
determine value of cleared land when it is available for
specified reuse purchases under the special conditions
and standards which will run with the land sold by the
urban renewal authority. |

4. There is also opportunity for special study reports and
consulting with both public agencies and private investors.

As you can see the demand for appraisal talent has increased
much faster than the personnel available, Those in the field
with established reputations command high fees and a young
man can enter the field and do very well.

B. The appraiser is concerned with value., There is a tendency
for the appraiser to emphasize technique in resolving value
in any given situation but since his decisions determine the
dollar and cents of renewal, he is in a sensitive position of
equity.

C. There are two basic problems in the acquisition of condemned
property for a fair value, The first arises from the city's
failure to strictly enforce the housing code. Rental property
is valued at the capitalized present value of future income.

If actual income is projected one value might be the result.
But if income were adjusted to provide money for repairs, income
would be lower, and hence value.

It does not seem right that the government should have to value
a building which required immediate repairs to the fire escape
using a net income figure which includes deferred maintenance
and avoidance of legal responsipility. Such is the case, however,



The sellers may argue that the city never enforced the build-
ing code and that slum buildings were bought and sold at
prices which ignored cost of repair because no one expected
to have to make them. Since appraisil deals with the price
that would be paid by a willing buyer and willing seller,

the appraiser too would overlook a charge on value to make
repairs required by the building ‘code.

Recently courts have been w1111ng to accept cost of repalr
for major code violations at a deduction to capitalized incone

value,

Another inequity occurring in slum areas and a frequent prob-
lem in acquisition involves the poor owner :who has ; saddled
himself with mortgages worth more than his property. Payment
for the property at market rates would leave him in debt without
any house,

The famous case of Hayme Riley of Washington D.C. involved

a podr old lady who had 3 or 4 mortgages on her boarding

house which far exceeded market value as determined by the
appraiser. With her room rent she cauld meet the payments

but without the property she would be bankrupt.

Her attorney's argued that the value of her house was what she
had paid for it, and the sum of her 3 mortgages represented
what she paid for it. The court did not agree with this nmeasure
of value but it did feel that there was inequity and demanded
that the case be retried and a new price set by appraisal.

Perhaps it would be more fair in the case of Mayme Riley to
condemn the interests ahead of hers., Assume Mayme bought

the property on a land contract and that the seller still

had a first mortgage on the property. Mayme would look on
herself as the owner thoygh technically title remained with
the seller, If the remewal authority wanted to look after

the Mayme Rileys in life they might condemn the first mortgage
holder and seller on the land contract, and buy a quit claim
deed from Mayme,

However, the problem is then one of measuring the true value

of a mortgage interest. If the property has serious violations
of the code, is located in a slum area, it is unlikely that

the purchaser could borrow from the bank

Therefore most such properties are traded on land contracts,
purchase money mortgages, trades, and the like. However,
prices are inflated to reflect the cost of financing. We might
sell a rooming house for $25,000 cash or $40,000 on land con-
tracts,

The appraiser must be very careful to differentiate between the
values paid for property itself and inflated values representing
the premium paid for financing an' illegally operated property.
True of all real estate markets, this problem is just much more

mmmmm prevalent in slum areas
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City administration also causes another problem. Often the
central city areas have not been reassessed for tax purposes
for many years. Annual tax expense 1is therefore understated
while income is overstated so the property is“overvalued

1. The city could sauem
the housing code and
these would hasten th

2, However, cities have n
change in policy would devalue the home valie of many
innocent purchasers who would Jose their entire equity
interest

3. The second step would have unf tunate political conse-
quences to local officials.‘ ‘On the other hand overpayment
for properties means gll the tax payers are suffering to
pay to protect a fTew. Fortunately for the local politicians
Uncle Sam.pays 2/3 of the net cost and hence 2/3 of any

- overpayment., Local tax payers aren't hurt as much and local
aldermen can continue to protect their ward from aggressive
enforcement of the housing code or‘tax assessment

Relocation of businesses and fam11ies within an area slated for
renewal is perhaps the most critical problem for the local

renewal agency.

A,

If the relocation phase is not managed successfully renewal

can do enough damage to families and businesses to create

a wavé of reaction which will generate sufficient political
force to stop the urban renewal process itself

On the other hand relocation is a difficult bu31ness at best,
slow, and tied to a fremendous variety of human: problems.

For example, in Madison in relocating one family it was dis-
covered that the husband was an escaped Eximimxix prisoner,

and he was relocated to Waupaun., Mother was found to lwe
mental and narcotic problems and she too was relocated to a
state institution, The children were relocated to foster

homes in and around Hadison.

Urban renewal is the only program of condemnation which requires
the public agency to find suitable alternate quarters for those
moved., At the end of 1960 it was estimated that 260,000 families
were to be relocated from 495 federal projects in the planning
stage. Today we have almost 700 projects, and it is estimated

that total annual displacement from all urban construction pro-

grams may be three t1mes that caused by urban renewal alone

If relocation takes twwmlwng, is too gentle in bumping people
out of the area, he‘project drags on and sun flowers sprout
in empty lots and vacant parcels surrounding lonely and
stubborn survivors. The voting citizens, seeing this lack

of progress, would again challenge the need for urban renewal,
The urban renewal director walks a thin and difficult line be-
tween political reaction from aggressive progress and loss of
political support for failure to move ahead
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Relocation is not all ba

families moved were living in” substandard housing before the

move but that only 7% were known to have relocated into sub-
standard housing. There are numlerous stories of people
who began new lives with relocation and new business quarters
for many sparked a tremendous renewal of morale and buslness
spirit, .
In order to qualify for federal aid a local public renewal
agency must have its plan for relocation and standards approved
by the federal urban renewal authority. The Jaw goes further
and provides federal funds up to a limit of $200 per family
and $3000 per business for reasonable and necessary moving
expenses and losses of property, since these costs are not
included in a condemnation award

v ity
This same concern for relocation has been suggested as an
amendment to the federal highway program and several states
have passed laws requiring payment of moving costs to those
displaced by any form of public acquisition.

Before obtaining a federa grant the local public agency

must show that the supply of pfiblic and private housing

is sufficient to supply the displaced families with acceptable
housing units at rents they can afford in acceptable areas,
and properly located to the place of employment

While a majority of people in a slum area qualify for public
housing surveys indicate that only a small percentage want to
live in public housing. It should be pointed out that most
slum families qualify for public housing on the basis of in-
come but are excluded as undesirable because of police recordsy,
alcoholism, rent delinquency, mental disease, or juvenile
delinquency. -

Consequently relocation is more complex than just building
public housing someplace e€lse. Since the supply of private
housing suitable to slum dwellers is reduced by the renewal
program, presumably the rents of these units goes up and fewer
alternatives are available. To keep rentsiﬂﬁine public
housing has been used to create additional sdpplies from time
to time and now some agencies are purchasing used homes in
other areas from V.A. and FHA foreclosure sales, and using
these for public housing. These additional units cost less
than half the cost of new ones and successfully scatter slum
dwellers about the community.

It is particularly difficult to relocate the non-white minority
in the face of urban renewal. Fewer alternatives are open to
them because of prejudice, lack of income, and abuse by sharpie
real estate interests,

Elderly people and large families of limited means also have
difficulty relocating with the right cost for the physical areas
occupied,

Business relocation is most difficult Hardest hit are the
small firms such as the ner druggist or grocer who relied

;ggérely on neighborhood clientele and then the neighborbood is
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L. These problems are pe: 1 3 ol ec
valuation. The reverse of the viewpoint of the middle class
planner and renewal administrator is that of the displaced
person, o Co b

1. Short term reaction is almost always negative but the
majority scon come to appreciate the advantages of their
new location. ‘,

2, Not everybody who lives in a slum would rather live some-
place else. We must always provide minimum housing for
the social outcast, the indolent, fugitives, and immigrants
trapped by economic necessity. We‘must always have a skid
row for those who would resign from society.

3. Sociologists can show that the slum represents a way of life
which has a different value basis than middle class life.
Privacy and status symbols are less valued and social
groupings are around family and ethnic connéctions. More-
over studies show that these people are happy in many ways
and have no desire to have mlddle class values. The slum
also shelters a major portion of the social problems of the
city, the whole gamit of social misery, and relocation
and better environment won't correct these problems.

M. Relocation and urban renewal is more than locating physical
alternative quarters. Whether you are speaking of clearance,
conservation, or rehabilitation solution of a family housing

problem will often require the prior solution of a serious
social, financial, or legal problem.

VII. Condemnation and relocation are of negatiVe value without speedy
and proper redevelopment. A basic tenant of the program is that
redevelopment should be by private business. Urban remewal is
therefore an assembly line for land beginning with preliminary
planning and ending with disposition,

A. Lagging disposition of cleared land quickly brings political
disenchantment and an end of popular support, because money
poured into the assembly line at one end seems to be producing
nothing on the other.

B. Land disposition never takes care of itself it has to be sold,
and land cannot be partly sold anymore than one can be just a
little pregnant. Urban renewal land must be sold aggresively
and with imagination,. “ -

C. However, urban renewal land must compete with other lands in the
community subject to a great number of use restrictions and
unique competitive aspects which are not too appealing to the
investor.

1. First purchase requires‘competitiVe‘bidding in most sit-
uations,
2, Acquired title comes subject to a good number of restrictions

and conditions, many of which reflect a fear on the part of
> 1ope i 33 toq‘much money.




2Wa, ec sub ect to con—
siderable public relations and financial risk related to
urban renewal problems rather than real estate ones.

omic factors‘
tant with the redevelopment
ite under one of the

D. Assuming a developer
appropriate for development
plan, he will have to acquir
following plans:

1. Sealed bid offering.
. Public auction. ntthxnixiln-xgxi

. Public auction with minimum acceptqble prlce.
. Negotiated disposal.

Fixed price offering with design bidding.

Predetermined price offering,
7. Non-competitive negdtiated disposal

. be

E. The successful developer willfrequired to make a good faith
deposit of 5% of land cost in cash, government bonds, or
surety bonds. The winning bidder must generally be approved
by the city council or the local LPA after a public hear1ng.

mum-c.ow

F. Then the bidder and LPA begin to
in detail, There are hundreds of "'issues which can appear,
For example:

1. How much time shall the developer have to initiate and
complete construction?

2, What kind of anti-speculation provisions should be in-
cluded to prevent resale, exhorbitant rents, or changes
in use?

3. Sometimes the LPA agency is ignorant or unsympathetic with
the title characterisgtics required by big lenders, and so

they insist on deed provisions which would make it impossible

for the developer to secure his finan01ng,

G. Now the developer wants to make a profit and the government
wants to minimize its rite -down loss, This leads into con-
flict with the planner who would like to see the land used
to best add to the character of the city, or to the tax
revenue of the city.

1. Suppose the area might best be used as a park and for low
row-house or garden apartments in the modest rent range.
The park would return nothing in tax revenue and add to
the city operating budget. Low rent low demnsity housing
would mean a very low value” for the land and hence a large
write-down, 1/3 of which must come grom the city.

2. On the other hand high-rise development for middle income
families would mean a higher value on the land so there
would be a smaller write-down on the project. Tall apart-
ment buildings would also mean a higher assessment value
and hence more future tax revenue, perhaps a tax surplus,
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3. Almost always the' plan "high density development
to take tax base rather than a better looking city. Per-
haps be will compromise and put some land in park and
build taller buildings on the remaining land to offset
revenue lost on the park

4, Along comes a politician who demands that these high—rise
apartments be for the common people. Rather than sell
the land cheaper, the community promises a tax abatement
to the developer if he will lower remnts. After all, real
estate taxes represent more than 20% of the cost of the
building. ‘ ‘ ‘

5. Assuming the land is worth $100 000, and it would support
a $700,000 development, taxes might be 4% of assessed value
or 2% of total value or perhaps $16,00@a year, assume there
are 80 units in the building, so that rents could be re-
duced $100 /year /unit by reducing taxes to $8,000 for the
first 15 years of the project. This reduction is legal in
Wisconsin. In effect the city will give up $120,000 to get
low rent housing for tenants rather than owners, hence a
less stable neighborhood, If they had given away the lot
for nothing they would have done better and a garden apart-
ment would have helped in terms of neighborhood stability,
write-down loss, and probably future taxes paid,

6. However, giving away the land so that the developer could
afford to do some of the things which the community should
have but does not because land at the necessary pricee is
not available, is political suicide. City councils can
never understand why land is of a residual value dependent
on high level, high density planning. These dilemmas leave
the planning officials in doubt abaut their own plans.

VIII. Total demolition and reconstruction has been necessary in many
areas, but it has proven so expensive and so expensive politically
to officials standing firm against home owners. More extensive
renewal with funds available is possible through a conservation
program - a kind of super fix-up and paint-up derby.

A. Rehabilitation preserves the neighborhood population while
conservation in marginal areas improves ownership morale.
It improves the market for existing properties at the same
time that it discourages moving away from old neighborhoods.

1. We have already talked about some of the programs and
their problems before,

2, Communities provide special counseling and some grants-in-
aid.

3. However, substantial improvements will raise the tax assess-
ment. Moreover, bank loans are expensive in slum areas
and exgensive improvements can be delayed in hopes of moving
away soon, and soon the incentive is gone,

4. Therefore the government must find some way for home owners

tQo findlfeafs;m to rehabilitate and conserve their property.
ublic nance e rts frow 1

#5 puvlic fimance expprts frows pu & Prla &ar bS48

and Cept for city guidance centers and low cost FHA loans,
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