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SEMINAR OBJECTIVE

Real estate appraisers and mortgage lenders require a basic understanding of the
relationship among appraisal reports, feasibility reports, and real estate

counsel ing.

The appraiser can find many opportunities to expand his services

and justify more adequate professional fees if he can distinguish between assign-
ments which require standard appraisal and those which require custom research

and focus.

There is often a wide gap between the probable price at which a

property will sell and the price which a specific user should pay or the type of

property a specific user should consider.

This seminar will distinguish among

the various functions and customer relationships which give rise to feasibility
work and a systematic approach to inquiry on a feasibility type of assignment.

It will also teach the mortgage lender, developer, or
for analytical real estate services.
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REAL ESTATE FEASIBILITY SEMINAR

Presented by Professor James A. Graaskamp, SREA, CRE
University of Wisconsin School of Business

Basic Concepts and Definitions

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

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

2. To the space-time abstraction canbe added special attributes

to house some form of activity.

. Improvements from survey market to city layouts to structures

define space.

Legal contracts and precedents define time.

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

Private rights to use are those which remain after the public

has exercised its rights to control, to tax, or to condemn.
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B. A real estate project is cash cycle business enterprise which combines
a space-time product with certain types of management services to
meet the needs of a specific user. It is the process of converting
space-time needs to money-time dimensions in a cash economy.

1. A real estate business is any business which provides expertise
necessary to relate space-time need to money-time requirements
and inclues architects, brokers, city planners, mortgage bankers,
and all other special skills.

2. The true profit centers in real estate are in the delivery of
services and cash capital. Money is an energy transfer system.

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

L, Public has direct ownership to the degree real estate taxes
take a percentage of tenant income in excess of service cost.

5. Consumer must view space as a total consumption system involving
direct cost, surface cost, transportation cost and negative
income of risk.

6. The best real estate project is the one which has the lowest net
present value of cost as the sum of cost to the consumer prod-
uction sector and public sector.
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C. The real estate process is the dynamic interaction of three groups,
space users (consumers), space producers, and the various public
agencies (infrastructures) which provide services and capital to sup-
port the consumer needs. (See Exhibit 1)

1. Each of these three decision groups represent an enterprise,
an organized undertaking. All are cash cycle enterprises
constrained by a need for cash solvency, both short and long
term.

2. A desirable real estate solution occurs when the process permits
maximum satisfaction to the consumer at a price that he can afford
within the environmental limits of land while permitting the
consumer, producer, and the government cash cycle to achieve
solvency -~ cash break even at a minimum, after full payment for
services rendered.

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

4. Land is an environmental constraint and not a profit center.

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

D. Land is the point where demand and supply forces find cash solvency.
Location is a manufactured attribute. Site attributes are exploited
to reduce outlays and to increase receipts and inciude:

] Physical attributes

2. Legal-political attributes
3. Linkage attributes

L. Dynamic attributes

5 Environmental attributes

E. Recognition of the fact that profit maximization must be limited by
concerns for physical environment and community priorities for land
use has resulted in redefinition of the most basic concept in appraisal;
i.e. highest and best use, in the authorized terminology handbook spon-
sored by the American Institute of Real Estate Appraisers and the
Society of Real Estate Appraisers. Compare the 1971 definition with
that for 1975:

Highest and best use concept-

YA valuation concept that can be applied to either the land or
improvements. It normally is used to mean that use of a parcel

of land (without regard to any improvements upon it) that will
maximize the owner's wealth by being the most profitable use of
the land. The concept of highest and best use can also be applied
to a property which has some improvements upon it that have a
remaining economic life. In this context, highest and best use
can refer to that use of the existing improvements which is most
profitable to the owner. It is possible to have two different
highest and best uses for the same property: one for the land
ignoring the improvements; and another that recognizes the presence
of the improvements.:

p. 57, Real Estate Appraisal Principles and Terminology, Second
Edition, Society of Real Estate Appraisers 1971.
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"Highest and Best Use: That reasonable and probable use that will
support the highest present value, as defined, as of the effective
date of the appraisal. Alternatively, that use, from among reason-
ably probable and legal alternative uses, found to be physically
possible, appropriately supported, financially feasible, and which
results in highest land value. The definition immediately above
applies specifically to the highest and best use of land. It is

to be recognized that in cases where a site has existing improve-
ments on it, the highest and best use may very well be determined

to be different from the existing use. The existing use will con-
tinue, however, unless and until land value in its highest and

best use exceeds the total value of the property in its existing
use. Implied within these definitions is recognition of the con-
tribution of that specific use to community environment or to
community development goals in addition to wealth maximization of
individual property owners. Also implied is that the determination
of highest and best use results from the appraisers judgement and
analytical skill, i.e., that the determined from analysis represents
an opinion, not a fact to be found. ‘In appraisal practice, the con-
cept of highest and best use represents the premise upon which value
is based. In the context of most probable selling price (market
value) another appropriate term to reflect highest and best use
would be most probable use. In the context of investment value an
alternative term would be most profitable use.'

Real Estate Appraisal Terminology, Edited by Byrl 1i. Boyce,

Ph.D. SRPA, Ballinger Publishing Co., Cambridge, Mass. 1975

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

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

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

3. Risk management is the control of variance between key assum=-
ptions and realizations.

L. An appraisal is a set of assumptions about the future prod-
uctivity of a property under conditions of uncertainty.

The concept of highest and best use of land was a commodity concept
which did not consider externalities adequately. |t is being replaced
be concepts of most fitting use and the concept of most probable use.

1. The most fitting use is that use which is the optimal reconcil-
jation of effective consumer demand, the cost of production,
and the fiscal and environmental impact on third parties.

2. Reconciliation involves financial impact analysis on '‘who
pays'' and 'who benefits'' - thus the rash of debate on how to
do impact studies.
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3. The most probable use will be something less than the most fitting
use depending on topical constraints imposed by current political
factors, the state of real estate technology, and short term sol-
vency pressures on consumer, producer, or public agency.

4, Most probable use means that an appraisal is first a feasibility
study of alternative uses for a site in search of a user, an
investor, and in need of public consent.

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

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

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

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

4. The production sector responds to a derivative demand for engineering
and management expertise. )

Critiquing the form and adequacy of a real estate solution is analogous
to the artistic concept of judging the success of an art object by re-
lating form of the solution to the context to which it was created.

1. Context includes those elements which are fixed, given, or objec-
tives and to which any solution must adapt.

2. Form giving elements are those variables within the artists control,
i.e. options or alternatives at a particular time.

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

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

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

An enterprise is any organized undertaking, and a real estate problem
or project always begins from the viewpoint of some enterprise relative
to its environment.

1. The systems engineer sees the eventual form of an enterprise, in
terms of both its configuration and behavior, as representing a
negotiated consensus between two general sources of power--the
power of the environment to dictate form and behavior of the organi-
zation on one hand and the power of the organization to decide for
itself what its characteristics and behavior will be on the other.

2. The system engineer uses ''power of the environment'' as a dynamic
alternative to the static implications of context and adds dynamic
element of behavior to the elective responses of the form giver.
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Financial Management and Risk Management

Investment is a real estate enterprise as mortgage lender or equity investor
is simply buying a set of financial assumptions about the interaction of

the project to its context, of the firm to its environment. Real estate
analysis is to control the variance between expectations and realizations,
between proforma prospects and historical balance sheets and profit and

loss statements.

A. Analysis is risk management, control of variance.
B. There are essentially two types of risk exposures:

1. Static risks (uncontrollable, or external events) are those
which can only cause a loss due to surprise upset of a plan.

2. Dynamic risks (partially controllable internal events) can
produce profit or loss and are best controlled by the finesse
of management execution of a plan.

C. Risk evaluation or comparison grows out of the function of risk
management for an enterprise.

I. Risk management has two objectives:

a. First priority - conservation of existing enterprise
assets despite surprise events.

b. Second priority - realization of budgeted expectations
despite surprise events.

2. The process of risk management involves systematic and continuous:

Identification of significant exposures to loss
Estimation of potential loss frequency and severity
Identification of alternative methods to avoid loss
Selection of a risk management method

Monitoring execution of risk management plan

o Q0 oo

3. The risk management process is both a philosophy of inquiry or
analysis and a checklist of management concern, which is attempt-
ing to answer systematically "WHAT IF...?" questions, to antici-
pate surprise and to provide for a response or adjustment in
advance of the contingency.

D. ldentification of significant exposures to loss can begin by using
standard business documents as reminders, such as:

Review of balance sheet accounts

Review of profit and loss statement accounts

Review of business organization or function chart
Review of elements of financial feasibility analysis

W N~

E. Significant has to do with potential loss frequency, loss severity,
and degree of uncertainty.

1. Very frequent and minor become expense accounts
2. Less frequent but predicatable and major become reserves or
budget allowances.
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3. Infrequent, uncertain but very severe become issues of risk
management.
L. A 50/50 probability is the most uncertain outcome.

The alternative methods of avoiding loss which everyone sub-
consciously uses include:

1. Eliminate risk exposure

2. Reduce frequency or severity of loss (diversification or
mortgage loan closing process)
3. Combine risks to increase predictability (reserves for expense)
L. Shift risk by contract (subcontracts or escalator clauses)
5. Shift risk by combination (diversification) by contract (insurance)
6. Limit maximum loss (corporate shell or limited partnership)
7. Hedging (sale and leaseback, options, contingent sales)

Risk management concepts leads to understanding of the true essence
of a mortgage contract and an equity commitment

1. A mortgage is a classic straddle in two markets for the borrower;
it is a call on a space-time commodity in a rising market and
a put to the lender in a falling market. It is also a straddle
in the money market. The mortgage contract is a risk management
agreement to provide coverage of static risks and an imperfect
straddle on the dynamic risks. Protection for the lender is
revenue to the borrower, negative incentives, and salvage.

2. Equity ownership is the degree to which you can divert cash flow
and maintain control within an acceptable level of risk avoidance.

Hl. Feasibility Analysis

A.

The concept of feasibility is elusive and much abused. Combining the
systems concept of enterprise under conditions of uncertainty and the
physical design concept of fit leads to the following definition:

A real estate project is 'feasible' when the real estate analyst
determines that there is a reasonable likelihood of satisfying
explicit objectives when a selected course of action is tested

for fit to a context of specific constraints and limited resources.

The problem of defining objectives and measuring success depends almost
entirely on correctly defining the problem and values of the client.

The majority of enterprises are not solely interested in rate of return
on investment or lowest cost.

Most decisions must fit a combination of success ''measures'' with each
decision maker weighting the overall importance of each item differently.
Examples of such measures would be:

. A check list of physical attributes
2. A check list of critical linkage attributes
3. A check list of dynamic behavioral attributes
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L. A check list of attributes or services (given weighted point
scores)

5. Financial ratios measuring risk, such as cash break-even, rate
of capital recapture, loan ratios or sensitivity to specified
contingencies

6. Probability distributions of alternative outcomes and standard
error of the estimate

7. Pshychological gratifications

8. Specified legal attributes

9. Measures of impact on environment

The definition also implies uncertainty - a reasonable likelihood

of succeeding. That statement is deliberately short of a statistical
probability statement. However, analystical judgments can produce
some verbal probability statements (that horse is a nag while the
black stallion is an odds on favorite) so that the measures of success
should lend themselves to explicit recognition of the degree of
uncertainty with which success might be achieved.

The general theory of the management process for any enterprise can
be converted to real estate semantics for feasibility:

Values, objectives, policy Strategic format

Search for opportunity alternatives Market trend analysis

Selection of an opportunity Merchandising target with
monopoly character

Program to capture opportunity Legal-political constraints

Ethical-aesthetic constraints
Physical-technical constraints
Financial constraints

Construction of program Project development
Operation of program Property management
Monitoring and feedback Real estate research

The analyst must also identify and measure or define the 1limited
resources of the client in terms of personnel, expertise, available
cash resources, and the time line of expectations and commitment
since time available to achieve the solution is often a critical
resource and constraint relative to alternative choices.

These basic elements and definitions then lead to a correct title for
the report required. Most feasibility reports go wrong on the title
page because the analyst did not clearly understand to which elements
of context and form his report was to be addressed. Seldom does the
analyst do a complete feasibility study as a single report on his own.
Components may be provided by others and the sequence of sets may
differ in each case depending on how the consultant understands the
client. Therefore, a report should be entitled as one of the following:

1. Strategy study: selection of objectives, tactics, and decision
criteria.

2. Market analysis: economic base studies or other related aggregate
data review.

3. Merchandising studies: consumer surveys, competitive property
analysis, marketability evaluation, etc.

L. Legal studies: opinion on potential legal constraints, model con-
tracts or forms of organization, and political briefs.
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5. Compatability studies of project to community planning, conser-

vation standards, or other public policies.

Engineering, land planning, and architectural studies.

- Financial studies: economic modeling, capital budgets, present
value and discounted cash flow forecasts, rate of return analysis,
financial packages.

~ O

Correctly defining the context in all its basic dimensions requires
a2 generalist; ar appraiser is a generalist. A feasibility study
produces a set of paramters, a set of predesigned or preoperational
specifications within which a program proposal should work. The
analyst and his client should always remember that the second stage
of the feasibility study will be confirmation of the feasibility
assumptions and parameters by technical analysis and planning by the

specialists.

An appraisal is a forecast of productivity of a property relative to
the needs of a certain buyer group and a prediction of the price at
which it would sell to the most probable buyer.

1. Anticipation of an economic behavior by the buyer leads to the
highest price he would be willing to pay.

2. Anticiaption of the behavior of the seller leads to an estimate
of the least he would be willing to accept.

3. Analysis of the influence of outside factors affecting price
supply and demand leads to an estimate control tendency between
buyer and seller maximum.

L. The upper and lower ranges specify a transaction zone within
which a most probable price will occur. The most probable sales
price does not need to be at the center of the zone nor do the
alternatives need to follow a normal distribution curve. The
zone and the distribution most typically are statements of verbal
probabkility,

An appraisal is therefore a feasibility study of alternative courses
of action and these alternatives are matched to the most probable
user/investment group to be seeking such a property opportunity at
that time.

The appraisal process as a feasibility study lends itself to the
following logical process:

1. What is the problem for which the appraisal is to serve as a
benchmark?

2. Which definition of value would best serve the decision process?

3. What does an inventory of site attributes reveal as to the posi-
tive and negative contributions of the site to alternative uses?

L. wWhat does an inventory of improvement attributes existing on the
site reveal as to the positive and negative contributions of the
improvements to alternative uses?
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What basic alternative use programs or scenarios may be consid-~
ered as plausible alternatives motivating buyers as of the date
of the appraisal?

Which alternative use appears to be the most probable use when
screened by external factors including effective market demand,
political controls, forecasting risk, and potential profita-
bility as perceived by investor/buyers.

What is the profile of the most probable buyer/investor for the
most probable use to the degree that the profile can define the
search for comparable transactions?

Could the appraiser simulate the purchase guidelines of a most
probable buyer group if therewereno sales whichwere thought to
be comparable and appropriate to the subject situation?

What is the value to be justified by the appraiser using norma-
tive, traditional measures of what a buyer should do, such as
the cost approach or conventional income approach?
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lv. What is the Problem as Perceived by the Client?

The original problem as perceived by the client is seldom the
real issue of feasibility analysis that will need to be examined by
the analyst.

A. The appraiser is conditioned to having the client specify
the function of the appraisal, such as for fire insurance or
eminent domain and then having the client's attorney or the
court jurisdiction define the definition of fair market value,
the question which the appraiser then begins to answer.

B. However, the client may ask for an appraisal when he needs
a feasibility study. He may ask what he should pay for a
piece of property before he has determined that his strategic
needs are best met by purchase rather than by leasing by
avoiding ownership of additional space altogether (by sub-
contracting certain functions of others by the way in which
he purchases services and supplies).

1. Since everyone is an expert on real estate the client
will probably presume that a certain procedure will be
followed.

2. The architect will presume that the real estate expert
will show the financial implications of a final design,
when in fact the real estate expert should first assist
in the pre architectural program of design objectives.

3. Almost every client will overlook some of the basic
issues because of the natural bias of his position.

L. The consultant must begin by attempting to discover
what is taken for granted and that search will continue
to condition his relationship ith his client.

C. When the client first contacts the consultant the question
provided by the client will conceal some implicit client
preferences and assumptions. The consultant will need to
interview his client by asking him explicitly about:

His concept as to the ‘“essence'’ of his business

His preferred method of meeting entrepreneurial risk
His preferred method of personnel compensation

. His style of value decision trade-offs between
qualitative and quantitative issues.

His perception of his risk position and his risk
utility '‘curve."

His personal non-business objective.

7. His reasons for being involved with real estate (a
simple question revealing in most cases tremendous
naivete and lack of indepth preparation by the client).

N VN X

U

D. The client is often skeptical of the ability of the consultant
to contribute anything new since he may regard the consultant
as one 'who tells him the time by reading the client's own watch."
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1. HMoreover, he may be using the consultant to double
check another source of information and therefore
expects a consultant to begin from scratch as a way
of confirming the original source.

2. Nevertheless, the feasibility analyst must eventually
extract from the client, preferably in writing, an
agreement as to what the stated objectives of the study
are and the input which will be provided by others
than the analyst.

3. This step will probably only be accomplished after the
consultant has come to a better understanding of the
real problems faced by the client.

What is the Problem as Understood by the Consultant?

The problem as perceived by the client almost always must be
converted into a sequence of problems as understood by the consultant.
The perceived question of '"How much should ! pay for the land,"

may come to be understood as ''Why do | need to invest in land''?

A.  The feasibility analyst should be the devil's disciple for
in order to define what needs doing, he must first discover
what has been done, what assumptions have been made, and
whether those who made the assumptions knew what they were doing.

1. A useful technique is to reverse the question or the
alternative in order to have better perspective on
the assumed area of solution. If asked to organize
a non-profit partnership to create a counseling
facility, approach the problem as how to dissolve a
partnership of non-profit contributors. |f asked
the feasibility of restaurant expansion, investigate
the possibility of reducing the size of the kitchen
instead. '

2. To gain perspective, one creative think system (Synectics)
recommends conversion of the familiar to the strange
and the strange to the familiar by analogy. Thus any
multi-user real estate becomes analagous to a retailing
model while any single user real estate decision becomes
an industrial location model.

3. Statement of the problem as a ''compressed confiict" by
describing it in two words which appear to be mutually
exclusive or contradictory may be useful in understanding
a problem. For example, customer control as ''channeled
freedom'' or land use control has ''fixed state of flux"
can then lead to discovery of more remote analogies.
Analogies serve as reiliminary models suggesting
opportunity areas for a solution.
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In search of the real problem as opposed to the initial
problem perceived by the client, the analyst should retreat
to some basic classification and task identification check-
lists. First there are only three alternative feasibility
situations:

1. A site or a project owned by a specific client in
search of a market.

2. An identified market segment or use in search of
the site and project to be provided by a specific
client.

3. A specific client desiring to search for an opportunity
in real estate enterprise.

llext the analyst must know the viewpoint of the audience

for his report, written or oral, because the elements
considered important by a mortgage lender may be significantly
different than those of a general partner or those of a
limited partner or those of a large tenant.

Since there are so many facets to the context of a real
estate project and measurement of its success, not to mention
the assumptions on which the determination of feasibility
depends, it is important to have the client agree on what
elements of feasibility are to be provided by which expert

or analyst.

1. Analyst should be an expert on experts

2. It is useful to include a standard checklist of
components with a letter or proposal as that checklist
later becomes the really significant portion of the
statement of limiting conditions (hold harmless
agreements) which are part of the final report.
A sample of one such checklist is provided in Exhibit 2.

With a review of which elements are to be provided by which
experts it then becomes possible to assist the client in
choosing which report title or titles are properiy the
responsbility of the real estate analyst. (See 1.360)

With definition of the report expected and the information
to be provided by others, the analyst can prepare a budget
and a schedule for staging the report so that he and the
client can begin to establish priorities both in time and
money available for research to define the feasibility
assignment on which the analyst is to proceed.

Despite the necessity of defining the assignment in light of
the clients problem, it is necessary for the analyst to recall
that he is to remain an independent analyst an advocate of
his own opinion:



Reprinted with permission of Feasibility Research Group, Ltd.

EXHIBIT 2 Feasibility Assignment and Accountability Worksheet
X¥Z Appraisal Company
xxx Street Anywhere U.S.A.
Name of Client Date

Assignment Description

Sequence and
Feasibility Input Provided by Approved by date available

1. Definition of questions and strategic
objectives

2. Definition of success criterion

3. Ranking of criteria by priority

4, Definition of specific site

5. Definition of market opportunity
6. Space user profile

7. Space consumer preference survey
8. Space product definition

9. Aggregate and market forecast and
absorption rate

10. Merchandising capture rate by
product mix

11. Legal and political constraints
assumed for user and investor

12, Site constraints and site
development plan

13. Architectural constraints and plans
14. Environmental impact assumptions
15. School district impact assumption

16. Municipal infrastructure and revenue
impact

17. Aesthetic and social impact
18. Land cost assumptions

19, Improvement cost assumptions
20. Indirect cost assumptions

21, Operational cash-flow budget
assumptions

22. Income tax liability assumptions
23, Financing and refinancing assumption

24. Other

Accepted by Client

(Date)

Worksheet suggested in part by John Rasmussen, Feasibility Research Group,
210 Michigan Theater Building, Ann Arbor, Michigan 48108.
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Vi. Property analysis to determine alternative uses

A.

Elements of analysis are approached as an inductive research
problem moving progressively from on-site facts to external con-
ditions. The appraiser needs to examine the following elements in
sequence: (See Exhibit 3)

1. Physical attributes of site and improvement.

2. Legal-political constraints on alternative uses.

3. Basic financial parameters of alternative uses.

L. Existence of effective market demand for remaining alternatives.

5. Comparative risk and return evaluation of alternatives for which
there may be demand.

A physical analysis of inventory of site and improvement attributes
should incliude the five following subsets:

1. Physical attributes (static) include site dimensions, soils,
geology, topography, site improvements and capacity, and on-
site flora and fauna.

2. Legal-political attributes include not only zoning and sub-
dividing codes at the local level but also relevent federal,
state, or private controls which might direct or restrict site
use. As appropriate, the appraiser should note administrative
patterns relevant to application of law to use of subject site.
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Linkage attributes identify relationships of site to networks,
populations or activities centers that might generate potential
demand for the subject property.

Dynamic attributes are those attributes which exist in the mind
of others in terms of status, anxiety, beauty, imagery, senti-
mentality or other perceptions which attach to the subject

property to the degree that these are economically significant.

Environmental attributes of the site concern with off-site
natural systems of which the subject property may be a part

such as riparian rights, pollution down wind, storm water runoff,
etc. Even the shadow cast by the structure off-site may become
significant in the era of solar energy. Impacts on others may
be perceptual (i.e. dynamic) or fiscal (legal-political) as well.

Static site attributes which begin to narrow the potential market
to alternative uses should include both the facts and their impli-
cations for productive use in such topic areas as:

1.

2.

9.

Size, shape, and lot area

Topography, soils, geology, slope stability, bearing capacity,
septic suitability, potential for subsidance, etc.

Water table, wells, streams, ponds, storm water swales, shoreland
edges, and bulkhead lines, flood plain designations, etc.

Flora and fauna which enhance marketability or which might cause
environmental impact litigation

Concealed utility easements, old foundations, etc.
Existing on-site utility services and capacity
Access points to public thoroughfares or private right-of-ways

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

Landmark attributes or historical site features

An inventory of legal attributes should move from specific site
controls imposed by local zoning ordinances to state and federal
regulations as well as private controls which may intervene. The
appraiser has an obligation to report foreseeable attitues or future
legislation which will affect administration of these ordinances
relative to future uses of the site.

1.

All alternative setback lines and building envelope interpre-
tations relative to site

Legal uses under applicable zoning and critical limitations of
each relative to FAR, bulk, parking requirements, DU count, etc.
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11.

_]5_

Special zoning options which may be available at owners option
such as rezoning, downzoning, PUD zoning, etc.

Special controls imposed by extra-territorial zoning, tax
conservancy commitments, subdivision process, urban renewal
districts, tax increment districts, etc.

Special state or federal constraints under airport approach
zone districts, harbor commissions, coastal zones, Office of
Environmental Protection Agency, etc.

Public attitudes of public commissions for sewer, water, highway,
planning, or building administration

Public and planning premises of community master plans relative
to sprawl, restoration, redevelopment, and other land use
priorities as these attitudeswill affect administraion of the law

Existing or impending legislation relative to such matters as:

a. Septic tank installation

b. Water quality for ground water, water recharge areas, storm
water runoff, salt water encroachment, etc.

c. Air quality standards relative to use, HVAC performance,
micro-climate interference, etc.

d. Conservation of envrionmental edges, prime agricultural land,
wet lands

Define physical system sub-systems

Foundation system

Structural system

Floor system

Ceiling system

Roof system

Exterior wall system

Interior wall system

Horizontal circulation sytsem (provacy, interaction, congestion,
confusion)

i. Vertical circulation system (handicapped code, cost, economy of
scale and height)

JQ h 0 QA0 T O

Delineation of functional systems

a. Bay spaces

b. Module unit

c. Ceiling heights

d. Visual codes - such as mass, entrance, claustrophobic signals

Public controls on possible alternative special uses such as
restaurants, places of public assembly, schools, etc.
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Analysis of the static and legal/political attributes of site and
structure should be summarized in terms of competitive advantages
and disadvantages of plausible alternative uses for costs, pricing,
marketing, and political administration of compatibility.

1. Some static attributes may help identify most probable user
types (Ex. special display window sizes may be suitable for
antique or art display) while attributes will make certain uses
unlikely (Ex. floor load limitations of fire proofing weights
required of places of public assembly).

2. 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 development plans, including licenses for dredging,
building code variances, etc.

3. Some attributes lead to higher cost which the front door approach
may reveal as leading to excessive rents or prices.

Linkage attributes relate to subject property to both networks of
supporting infra-structure which contributes toward effective demand
for the property as economic space time or the supply and demand
impact of related activity centers which may interact with the subject
property.

I. Analysis moves best from the borders of the subject property
outward to expanding zones of potential demand or competitive
supply.

2. Utility services are network linkages in terms of:

a. Limitations on sewage processing, storm water retention
or runoff constraints
b. Community energy supplies, priorities, and capacity
Water processing and chemistry as applicable
Possible dependency on resources such as wild game and fish,
underutilized labor pools, fire department coverage zones, etc.

a0

3. Street, sidewalk, rail, and public transit systems including
access points, traffic department controls, etc.

k. Relationship of subject site to contiguous properties, balance
of city block, and neighborhood layout pattern.

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

Employment centers

School system alternatives

Retail services

Complimentary existing nearby uses
Recreational services

Health care systems

Security systems

Waste disposal services

o0 HhOo Q0 T
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6. Neighborhood demographics (population, age, employment, income, etc.)

7. 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 characteristics which exist in the
minds of the beholder, which are mental or emotional responses
which a site or project stimulates and which affect decision making
behavior.

1. Image conditioning of the approach zone

2. Visual factors in terms of prominence of the site, views
from the site, potential for controlled sight lines, etc.

3. Prestige and status
4. Anxiety factors of access and security
5. Noise as a function of traffic count (FHA noise pollution manual)

6. Prevailing air currents and airborne pollution (phosphate
plants or sulphite paper mills, for example).

7. Political images established for a site by the public positions
of local politicians or vested interest groups.

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

Environmental attributes of the site recognize that the real estate
product today must respond not only to the needs of the individual
consumer in the marketplace but to the collective community of
consumers represented by the community political administrators.
Land use must be sold to both '"markets.'' If the proposal won't
sell at City Hall, there will be little opportunity to market the
product individually. Pre-architectural programs must not only
consider physical factors of environmental impact off-site, but

in addition:

1. Silhouette of social impact in terms of public perceptions of:

a. Displacement of existing residents and neighborhood units
b. Contribution to social integration or mobility barriers
c. Contribution to land use heterogeneity

d. Contribution to regional and community master plans

2. Fiscal impact on the community where appropriate:

Direct impact on real estate tax revenues

Direct impact on other governmental revenue

Direct impact on incremental government

. Secondary contributions to local government revenues
Secondary cost burdens created for local communities

O an oo

3. Social factors in the ethical environment:
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a. Impact on supply/demand equilibrium

b. Stamina of project sponsor in the face of public pressure

c. Vulnerability of potential project buyers to secondary
political pressures and counter attack

d. Potential uses requiring unique political resources or
private/public consortiums

For the experienced real estate analyst systamatic narrowing
of alternative uses from study of the attributes leads to a
limited series of alternatives which can then be given a final

screening in terms of preliminary financial analysis and effective

demand. The analyst may review these attributes to identify
alternative uses by emphasizing one or more of the following
angles of inquiry.

1. Does any site of site attributes suggest a special space/time -

to money/time configuration? For example, a high floor area
ratio but little parking may suggest a building with a low
person occupancy, such as a switchboard building or luxury
apartment with minimum number of dwelling units.

2. What attributes of the subject site provide monopoly
characteristics or are inferior to alternative sites?

3. What patterns in adjacent or competitive structure represent
a trend to which the subject property should adapt?

L, wWhat patterns of use is revealed by transactions in similar
properties on nearby locations?

A program of use or reuse can be called a scenario and may be
suggested by physical characteristics of the property,
contiguous property trends and conditions, or known supply
shortages with which the appraiser is familiar.

Ranking of these scenarios for economic power is accomplished
by means of the Back Door approach, i.e., the revenue justified
investment for the property, as is alternative whrksheets

for this approach using the default point and the debt cover
ratio as the critical conversion of income to capital are
provided in Exhibits L-10.

Economic power has to be qualified in terms of marketing risks
and capital budgeting risks of each of the alternative uses

before alternative uses can be ranked in summary fashion as
in Exhibit 6. '

1. Note that Exhibit 6 integrates the basic elements of prel-
iminary feasibility analysis.

2. Remaining disucssion will emphasize market risk which is
the primary cause of misleading appraisal conclusions



Exhibit 4

REVENUE REQUIRED BY CAPITAL BUDGET
LOAN TO COST RATIO APPROACH

SITE ACQUISTION COST

Sty

DEVELOPMENT FEES

INDIRECT COST AND

REGUIRED PRE-TAX CASH

DISTRIBUTION RATE

CASH THROW QFF

REGUIRED FOR EQUITY

x

DEBT SERVICE

CONSTANT

CASH REGUIRED FOR

MORTGAGE LENDER

+ :

NET OPERATING INCOME

epese
AR EA AL

>
s
eoelt

EFFECTIVE GROSS REVENUE

REGQUIRED

REN

T REGQUIRED PER UNIT




Exhibit 5

REVENUE JUSTIFIED CAPITAL BUDGET
DEFAULT RATIO APPROACH

GROSS8 RENT POTENTIAL

DEFAULT RATIO

RISK VARIABLES AND

EQUITY CASBSH

CASH BUDGET DUTLAYS

ORPERATING EXPENSES

RISK RESERVE

REAL ESTATE TAXES

CASH AVAILABLE

FOR INVESTORS

CASH REPLACEMENTS

REGQUIRED PRE-TAX CASH

DISTRIBUTION RATE

CASH AVAILABLE FOR

DEBT SERVICE

DEBT SERVICE CONSTANT

JUSTIFIED CASH

EQUITY INVESTMENTS

O

N

JUSTIFIED MORTGAGE

LOAN

TOTAL JUSTIFIED

INVESTMENT

EXISTING CLAIMS OR PLANNED

IMPROVEMENT BUDGET

PROCEEDS AVAILABLE FOR

PROPERTY PURCHASE

‘as ig”
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Exhibit 6

REVENUE JUSTIFIED CAPITAL BUDGET
DEBT COVER RATIO APPROACH

GROSS RENT POTENTIAL

T

NET OPERATING INCOME AVAILABLE

FOR DEBT PAYMENT, INCOME TAX, CASH

DIVIDENDS

CABH AVAILABLE FOR

INCOME TAX AND INVESTORS

DEBT COVER RATIO

REQUIRED BY LENDERS

CASH AVAILABLE FOR

DEBT SERVICE

REGQUIRED PARAE-TAX CASH

DIBSTRIBUTION RATE

o-‘, .

JUSTIFIED CASH

BEQUITY INVESTMENT

JUSBSTIFIED MORTGAGE

LOAN

TOTAL JUSTIFIED INVESTMENT

EXISTING CLAIMS OR PLANNED

IMPROVEMENT BUDGET

PRDCEEDS AVAILABLE FOR

PROPERTY PURCHASE AS 18




CAPITAL BUDGET Exhibit 7
%57 ARCHITECTURALPROGRAM '\ FRONT DOOR

———r——————————0\ APPRO ACH
2 F r‘_ BUILDING COMPLEXITY |1 \
SEE AND QUALITY |
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o
BUILDING BUDGET
— MARKET CHECK
35 -
=S |
LAND VALUE SITE WORK, PROVECT VALUE i
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EXnIibiIt &

FRONT DOOR - MINIMUM RENT REQUIRED

I
$20/sq. ft.
X
20,000 sq. ft.
$400,000
$200,000
$600,000
B (80% LTV)
$480,000 X J(.1025 constant) = $49,200
I +
$120,000 X .07 = $8,400
$57,600
Default ratio:
+
Debt service + expenses
Gross rent $2,400
$49,200 + 50,000 +
5116,000 - 06%
$50,000
Payback before taxes: +
Equity cash investment $6,000
Equity dividend
120,000
8,500 = 14+ yrs. $116,000
Debt cover ratio: B
Net operating income* $18,000

Debt service

60,000 _

59,200 - 1.22

* NOI = gross rent - vacancy - expenses

$6.44-6.50/sq. ff.

90%
NLA




OPERATING BUDGET cubibie s
MARKET SURVEY BACK DOOR

1 | RENT /SQUARE FT..  MARKET RENT/SPACE UNIT] |
L PR — |
i > &5 X {
L] net easensiearea| = | 7arceT carture RATE =
L——I-"‘—_ I AR GeEmb SEAS, l
&
2o | [rentaLwarkETTOTAL | |
L= plsPace uniToemaNd__| i} ) BT CHECK
—— X __J ——---*,
POTENTIAL POTENTIAL
GROSS INCOME ¥ DEFAULT POINT { L__Ross income :
TOTAL CASH OUTLAYS  |.“/# . | OPERATING EXPENSES L e o :
" - i — '
@ - 2 { - |
© CASH MARGIN REAL ESTATE TAXES : oPERATING meomE | 1
- — |
e BS: ! * |
Ay | NET
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.. e ; A
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S
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- B 3
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o —
{ | cAsH THROW-OFF l
| = |
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BALK PNAR ~— MApM!¥UM MISTIF|IED BUDGET

Exhibit 10
$6.75/sq. ft.
Dot ot e vowr atcsa s And
$18,000
$121,500 .80
$97,200 $26,000
$24,300 $24,000
$6,000
- $47,200
$2,400 B
+
$15,900 + .2 $132,500
$592,500
Default ratio = $200,000 i
47,200 + 50,000 _ _
727,500 = .80 =
Payback ratio: $392,500
132,500 _ ;
——]-g-’—-gﬁ-a = 8.33 yrs.
$20,000
Debt cover ratio: =
65,500 I
57,200 - -39 $19.625 or

19.5/sq.ft.
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Introduction to Financial Analysis

Review of property attributes and identification of alternative uses

which have potential for effective demand typically narrows the alternative
for further consideration to those where potential revenue can support
reasonable capital budget parameters. Initial financial analysis

does not involve present value theory but rather progressive refinement

of ratios and risk characterisitcs for consumers, producers, and the

public infrastructure. Analysis which follows is concerned with

only the private production and finance side of the equation.

A. There are two points of departure for analysis:

1. Given the capital budget, it is necessary to convert to the
required rents necessary to support the project and cash return
objectives. Specified budgets converted to required rents
is often called the front door approach.

2. Given market rent per unit, it is necessary to establish
themaximum justified capital budget. Targeted market rents
converted to justified investment can be allocated to various
development budgets and is called the back door approach.

B. Refer to the front door approach exhibit and example, oversimplified
for purposes of illustration.

C. Refer to the back door approach exhibit and example

1. The back door approach is the preferred response to the market
although lenders typically enter the scene after the capital
budget is set.

2. Note that the back door approach can be driven by a default
ratio or a debt cover ratio which are dynamic risk concepts
rather than loan to value ratio which is a static regulatory
concept.

C. The back door approach is the essence of the FHA 2013 form, state
housing finance approach to projects where revenue is defined by
the FMR rules, or even purchase of an existing property subject to
long term rents, renovation, etc.

. It is possible to detail the back door approach for any type
of project by simply setting up tabs in a flow chart fashion
as suggested by the example for a 236 project.

2. Another way to view the flow charts is in the nature of two
basic programmable formulas:

Gross rent = TRC * LTV * MC + (1 - LTV * CC)
T - (ER + RET + VR + RR)_

Justified project budget = GR
LTV * MC + (1 - LTV # CC)
1 - (ER + RET + VR + RR)

Where:

TRC = Total replacement cost; LTV = loan to value ratio
MC = mortgage constant; CC = Cash on cash for equity cash
ER = expense ratio; RET = real estate tax ratio

VR = Vacancy ratio; RR = reserve ratio
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Preliminary financial analysis begins with a variety of ratios
which are intended to reveal the tolerance of the project for
variance in key assumptions, the ability absorb surprise, as
well as dynamic risk. These ratios become the objective of
further refinement through sensitivity analysis. Among the
important ratios we have used so far are:

1.

Absorption rate:

Units sold or leased per period = Absorption rate
Total supply of units available
for sale or lease

Capture rate:

Units in specific project

sold or leased per period = Capture rate
Total competitive units sold

or leased per period

Vacancy ratio:

Space unit x # of units x rental payment periods per year X
turnover rate x rental payments lost x rent
# of units x # of payments x rent per period = (gross rent)

I-bedroom apartments x 20 x 50% turnover x 1 month lost 1 $200/mo.

20 x 50% x 1 x 200
20 x 12 x 200

2000 = 1 = 4.2%
L8000 24

Expense ratio:

Expenses

Gross rent
Net income ratio:
Net income = Overall rate or cap rate

Purchase price + additional costs (should be = to debt service
constant or higher)

Debt cover ratio:

Net operating income

Debt service
Default ratio:

Operating expenses + real estate taxes + short term debt +
interest + principal payments

Gross rent



Exhibit 11
CASH FLOW PRO FORMA USING PARAMETER NORMS

SENSITIVITY APT. DEM@
Ue We REAL ESTATE DEPT.

DATE: 271471977

BLDG: 1

RUN ¢ 1
GRZSS SQUARE FEET IN BUILDING: 700,
BUILDING EFFICIENCY : 85.0 PCT
NET LEASEABLE SQUARE FOOTAGE 3 5935
LAND AND CONSTRUCTION COST : & 19500.
LBAN TQ CBST RATI@ ] 750 PCT
BRIGINAL LGAN AMOUNT : 8 14625.
EQUITY REGUIREMENT t S 4875
PERMANENT INTEREST RATE 3 9.000 PCT
TERM GF L3AN 30+ YEARS
ANNUAL, DEBT SERVICE : S8 1412,

GROSS INCOME : 595. SQ@ FT AT § 6.00

LESS: VACANCY @F 3500 PCT

GROSS ADJUSTED INCOME
PLUS: PARKING INCOME
PLUS: OTHER INCOME

GRASS EFFECTIVE INCOME

LAND LEASE EXPENSE

OPERATING EXPENSES: 595.

NET OPERATING INCOME

S& FT AT S 2.76

DEBT SERVICE (€ 9466 PCT CONSTANT)

PRG FORMA CASH FLOW

RETURN ON EQUITY

DEBT SERVICE COVERAGE:

DEFAULT RATIQG 3

8+43 PERCENT

1291

83«48 PERCFNT

ANNUAL DOLLARS

3570.

179

33%2.
15C.
24.

3566,
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LBAN DATA FBR EACH SET @F FINANCIAL CONDITIONS

AMOUNT FINANCED S 1462S. EQUITY S . 487Se

LBAN RATIQ 75.00 PCT

INTEREST TERM CONSTANT DEBT SERVICE
ANNUAL PER SQ FT PER WNIT
9.000 30.0 96555 1412 23733
9.250 300 9.8721 1444, 20 4255
9500 30.0 100903 1476. 24802
8.+.500 36.0 9.2270 1349. 2.2680
8.000 30.0 88052 1288. 2.1643
EMOUNT FINANCED $ 1560Q. EQUITY § 39Q0.

LOAN RATIQ 80.00 PCT

INTEREST TERM CaNSTANT DEBT SERVICE
ANNUAL PER SQ@ FT PER WNIT
?.0Q00 30.0 96555 1506, 2.3531S
9.250C 30«0 9.8721% 1540. 2.5883
9+ 500 30.0 100903 1574. 246455
8.500 30.0 92270 1439 . 2.4192
8.000 30.0 8.8052 1374. 243086
AMAUNT FINANCED S§ 16575 EQUITY $ 292S.

LBAN RATIQ 85.0Q PCT

INTEREST TERM CONSTANT DEBRT SERVICE
ANNUAL PER SQ@ FT PER UNIT
9.000 30.0 96555 1600. 26897
9.250 30.0 9.8721 1636+ 2.7501
9.500 30.0 10.0903 1672, 2.8109
8«500 30.0 92270 1529, 2:5704
8.000 30.0 8.8052 1459. 244529
AMBUNT FINANCED $ 17550. EQUITY S 1950,

LOAN RATIB 90.00 PCT

INTEREST TERM CONSTANT DEBT SERVICE
ANNUAL PER SQ@ FT PER UNIT
9000 30.0 9¢6555 1695« 28480
9.2350 30.0 9.8721 1733 29119
9+500 30.0 100903 1771 29762
8500 30.0 92270 1619 2.7216
3.000 30.0 8.8052 1545. 2.5972
AMOUNT FINANCED § 18525, EQUITY S 975

LAAN RATIG 95.00 FCT

INTEREST TERM CONSTANT DEBT SERVICE
ANNUAL PER SG FT PER WNIT
9.000 30.0 96555 1789. 3.0062
?.250 30.0 9.8721 1829. J.0736
9.500 30.0 10.0903 1869. J.1415
8500 30.0 9.2270 1709 2.8728

8.000 30.0 8.80352 1631, 2.7414



SENSITIVITY APT.

PRG FORMA CASH FLOW TABLE

DEMG

Ue We REAL ESTATE DEPT,

FIXED PARAMETERS PAGE 1 OF 12
SITE H 2000. SQUARE FEET PATE 2-14-1977
BUILDING 700+« SQUARE FEET BLDG H
EFFICIENCY: 85.00 PCT( 595. 5@ FT)

LGAN RATIO: 79080 PCT @gF S 19500,

LBAN L] $ 14625.

EQUITY : ] 4873

FINANCING 3 30« YEARS 9.000 PCT

TR INCBME: S 174« ANNUALLY RUN 1
EXPENSES S 2.76 PER SQ@ FT

LAND LEASE: S 100.

RENTAL RATES
ANNUAL S/SG FT

S 4.80
S Se40
S 6.00
s 660
S 720

RENTAL RATES
ANNUAL S/SQ FT

ANNUAL CASH FL3WS

VACANCY ALLOWANCE

300 PCT 4400 PCT S«00 PCT 7.G0 PCT 1G.00 PCT

-210. =239 -267. =-324.
136 104. T2 Be
48 3. 447 4a11. 340.
829. 790. 750. 672,

1175. 1132, 1089. 1004.

BREAKEVEN RENTAL RATES

VACANCY ALLOWANCE

5«16 S.22 5.27 5«39

-~410.
-89
233
554.

87S.

S5¢57



PRG FORMA CASH FLBW TABLE
SENSITIVITY APTe. DEMO

Ue We REAL ESTATE DEPT.

FIXED PARAMETERS PAGE 2 OF t2

SITE H 2000. SQUARE FEET DATE 2-14-1977
BUILDING 1 700« SQUARE FEET BL DG 1
EFFICIENCY: 85.00 PCTC S95« S@ FT

LOAN RATIO: 7500 PCT OF S 19500,

LGAN : S 14625.

EQUITY L $ A87Se

FINANCING 30« YEARS 9.000 PCT

VACANCY ] 500 PCT @F LEASEABLE

B8TR INCGME: s 174« ANNUALLY RUN

LAND LEASE: $ 100.

ANNUAL CASH FLBWS

ANNUAL EXPENSE RATES PER SQ FT

$ 2.40 $ 2.64 $ 2.76 $ 3.00

RENTAL RATES
ANNUAL 5%/ 5@ FT

S 4.80 -53. -196. -267. -410.
$ S. 40 286; 143. 12, =71
s 6.00 62S. 48 3« 4all. 268«
S " 6460 9635 g22. 750. 608 .
S T.20 1304. 1161. 1089. 947

BREAKEVEN RENTAL RATES
ANNUAL EXPENSE RATES PER S FT

$ 2.40 $ 2.64 S 2+76 $ 3.00

RENTAL RATES
ANNUAL S57SQ FT

4.89 Se15 S« 27 553

-62 4.

-285.

SA4.

393.

732



PrRO FBGRMA CASH FLOW TABLE

SENSITIVITY APT. DEMO

Ue We REAL ESTATE DEPT.

FIXED PARAMETERS PAGE
SITE H 2000. SQUARE FEET DATE
BUILDING ¢ 700+ SQUARE FEET 8LDG
EFFICIENCY: 85«00 PCT( 595. S@ FTY
LBAN RATIO: 7500 PCT OF S 19500.

LOAN ] S 14625+

EQUITY L] S 48 7S

VACANCY H] S¢0Q PCT OF LEASEABLE

B@TR INCOME: S 174« ANNUALLY RUN

EXFENSES

LAND LEASE:? $ 100.
ANN
30. YEARS
9.00 PCT
RENTAL RATES
ANNUAL S/SQ FT
b 4.80 -267
$ S.40 72.
S 6.00 411e.
S 8.60 750
S T20 1089.
BREAKE
30« YEARS
.00 PCT
RENTAL RATES
ANNUAL 8/S8 FT
‘ S8.27

S 2.76 PER S@ FT

UAL CASH FLBWS

FINANCING PARAMETERS

30« YEARS 30. YEARS 3
R
925 PCT 950 PCT
c
-299. -331.
400 8.
380. 348.
719. 687.
1058 . 1026+
VEN RENTAL RATES

FINANCING PARAMETERS

30+ YEARS 30+ YEARS '3
R
9235 PCT 950 PCT
c
S.33 S5.39

3 OF 12

2-14-1977

{

0. YEARS 30. YEA
"8.50 PCT 8.00 P
-204. -143.
135. 196
47 4. 536
813 875.
1152, 121 4.
O. YEARS 30. YEA
8.50 PCT 8.00 P
S 1A S8



PRO FORMA CASH FL@W TABLE
SENSITIVITY APT. DEMO

Ue We REAL ESTATE DEPT.

FIXED PARAMETERS PAGE 4 OF 12
SITE H 2000« SQUARE FEET DATE 2-14-1977
BUILDING 3 700« SQUARE FEET BLDG 1
LBAN RATIO: 7500 PCT OF S 19500.

LGAN ] S 14625.

EQUITY L $ 4875

FINANCING : 30. YEARS 9.000 PCT

VACANCY H S«C0 PCT BF LEASEABLE

OTR INCOME: S 174 ANNUALLY RUN, 1

EXPENSES $ 2.76 PER SQ FT
LAND LEASE: $ 100.

ANNUAL CASH FLZWS

BUILDING EFFICIENCY (PCT OF GROSS)

7500 PCT 78.00 PCT 80.00 PCT 82.00 PCT 8S.00 PCT
LGAN T@ COST RATIO

7500 PCT €0.00 PCT 8500 PCT 90.00 PCT 95S.00 PCT

L X T X X X X L K% ¥ X ¥ L KR X R X LR R X X X I ¥ - awm o -

RENTAL RATES
ANNUAL $/50 FT

s 4.80 - 393 -355. - 330. «305. -267.
s Se 40 -9 4. - 44, 11, 22. 72.
s 6400 20S. 267. 308. 349. att.
3 6460 50S. 578. 627. 677 750.
$ 7.20 804. . 890, 947, 1004. 1089.

BREAKEVEN RENTAL RATES
BUILDING EFFICIENCY (FCT 8F GRBSS)

7500 PCT 78.00 PCT 80.00 PCT 82.00 PCT 85.00 PCT
LOAN TO COST RATI®

75.00 PCT 80.00 PCT 85.00 PCT 90.00 PCT 95.00 PCT

LR X ¥ I e wwm-- E X N R - - e o - o aren o e -

RENTAL RATES
ANNUAL §/S8QG FT

S5.59 Se 49 Se 42 5. 36 S«27



PRG FORMA CASH FL@W TABLE
SENSITIVITY APT. DEMO
Us We REAL ESTATE DEPT.
FIXED PARAMETERS PAGE S OF 12
2000. SQUARE FEET DATE 2-14-1977
BUILDING 700. SQUARE FEET BLDG 1

EFFICIENCY 85.00 PCT( 595. S@ FT

SITE ]
H
FINANCING ¢ 30 YEARS 9.000 PCT

VACANCY 500 PCT gF LEASEABLE

BTR INC3ME S 174« ANNUALLY RUN i
EXPENSES S 2.76 PER SQ FT

LAND LEASE S 100.

ANNUAL CASH FLBWS

L3AN T8 CBST RATIQ

« Q0 PCT 80.00 PCT 85 00 PCT 90 00 PCT 95.00 PCT

RENTAL RATES
ANNUAL S/SQ FT

(3 4.80 -267. -361. - 4554 -550. ~644.
s 5. 40 72. -22, “116e -210. -305.
s 64+ 00 aile 317, 223. 129¢ 3S.
s 660 750 656« 562, 468 . 37 4.
3 7.20 1089. 995, 901, 807. 713,

BREAKEVEN RENTAL RATES
LGAN TQ C3ST RATIA

7500 PCT 80+00 PCT 85400 PCT 90.00 PCT 95.00 PCT

RENTAL RATES
ANNUAL S/SQ FT

S.27 Se44 Se61l Se77 S<%4



SENSITIVITY APT.

PRG FGBRMA CASH FL@W TABLE

DEM2

Ue We REAL ESTATE DEPT.

FIXED PARAMETERS

SITE s
BUILDING @
EFFICIENCY:

LBAN RATIZ:
LBAN :
EQUITY :
FINANCING 3
REVENUE :
TR INCOME:
LAND LEASE:

VACANCY RATES
3.00 PCT
4,00 PCT
S.00 PCT
700 PCT

10,00 PCT

VACANCY RATES
300 PCT
4400 PCT
5.00 FCT
700 FCT

10.00 PCT

PAGE
2000« SQUARE FEET DATE
700« SQUARE FEET BLDG
85.00 PCT( 595. SQ FT)
7500 PCT OF § 19500.
S 14625,
S 4875
30« YEARS 9.000 PCT
$ 6+00 PER S8 FT
s 174+ ANNUALLY RUN
S 100.

ANNUAL CASH FLBWS

$ 2.40

69 7.
661
625.
S5S54.

447

BREAKE

ANNUAL EXPENSE RATES

$ 2.40

6 OF 12

2-14-1977

ANNUAL EXPENSE RATES PER S@ FT

$ 2.64

554.

518,

483

411,

304.

VEN RENTAL

$ 2.64

S 2.76 $ 3.00

483. 340.

447 . 304.

all. 268.

340. 197,

233. 90.
RATES

PER SQ FT

S 2.76 $ 3.00

Se16 5.41

S5.22 Se 47

5.27 5.53

5.39 S.64

5457 5.83

1

S4e.

-17.

-124.



SENSITIVITY APT.

PR@ FORMA CASH FLAW TABLE

DEMOQ

7

30. YEA

8.00 P

607,
57t.
536«
46 4.

357.

30. YZA

8.00 P

Ue We REAL ESTATE DEPT.
FIXED PARAMETERS PAGE 7 OF 12
SITE : 2000. SOGUARE FEET DATE 2-14-19
BUILDING 3 708. SQUARE FEET 8LD6 1
EFFICIENCY:?  85.00 PCT( 595. SQ FT)
LGAN RATIG: 75.00 PCT GF S 19500.
L3AN ] s 1 462S.
EQUITY T S 487Se
REVENUE &t S 6.00 PER S@ FT
OTR INCOME: S 174¢ ANNUALLY RUN 1
EXPENSES 31 S 2.76 PER S@ FT
LAND LEASE: $ 100.
ANNUAL CASH FLOWS
FINANCING PARAMETERS
30. YEARS 230. YEARS 30. YEARS 230. YEARS
R
9.00 PCT 9.25 PCT 9.50 PCT 8.50 PCT
c
VACANCY RATES
J3.00 PCT 483« 451 . 419 S4Se
4.00 PCT 447, 41S. 3s3. S10.
$.00 PCT 4alle J80. 348« AT Ae
7.00 FCT 340. 308. 276 402.
10.00 PCT 233, 201. 169, 295.
BREAKEVEN RENTAL RATES
FINANCING PARAMETERS
30. YEARS 30. YEARS 30« YEARS 30. YEARS
R
9.00 PCT 9.25 PCT 9.50 PCT 8.50 PCT
c
VACANCY RATES
3.00 PCT Se16 5.22 5.27 S.06
4.00 PCT 5.22 Se27 5.33 Selt
5.00 PCT 5.27 S¢33 $e39 S.16
7.00 PCT Se 39 5. 44 5.50 S.27
10.00 PCT 5e57 95462 S48 S. 45



PRG FORMA CASH FLOW TABLE
SENSITIVITY APT. DEMO"

U« We REAL ESTATE DEPT.

FIXED PARAMETERS PAGE 8 OF 12
SITE ] 2000« SQUARE FEET DATE 2-14~1977
BUILDING 700+ SQUARE FEET BLDG i
LBGAN RATIZ: 75.00 PCT OF S 19500.

LAAN H s 14625.

EQUITY H s 4875

FINANCING 13 30. YEARS 9.000 PCT
REVENUE ] $ 6.00 PER SQ FT
VACANCY : S«00 PCT OF LEASEABLE

B8TR INCOME: $ 174¢ ANNUALLY RUN 1
LAND LEASE: s 100«

ANNUAL CASH FLOWS

BUILDING EFFICIENCY (PCT OF GROSS)

7500 PCT 78.00 PCT 80.00 PCT 82.00 PCT 85.00 PCT
LBAN TG C3ST RATIO

75.00 PCT 80.00 PCT 85.00 PCT 90.00 PCT 95.00 PCT

EXPENSE RATES
ANNUAL S/7S9 FT

s 2440 39 4. 464. S10. 556 625.
$ 2464 268 . 333. 375. 418« 483.
S 276 20S. 267 308 . 349. 411.
$ 3.00 79 136 17 4. 212. 268«
S 3.36 -110. =60, -28. Se S 4.

BREAKEVEN RENTAL RATES
BUILDING EFFICIENCY (PCT GF GROSS)

'15.00 PCT 78.00 PCT 80.00 PCT 82.00 PCT 85.00 PCT
LBAN T@ COST RATIO

75.00 PCT 80400 PCT 85.00 PCT 90.00 PCT 95.00 PCT

EXPENSE RATES
ANNUAL 3/5@ FT

H 2440 $.21 Selt S«.04a 4.98 4.89
s 264 Ss 46 S«36 5.29 S.23 Se15
s 2.76 S5+59 Se 49 Se 42 5«36 S.27
4 3.00 Se84 S«74 5«67 Se61 5453

s 3«36 622 612 6.05 S.99 S«.90



SENSITIVITY APT.

Ue We REAL ESTATE DEPT.

FIXED PARAMETERS

SITE ]
BUILDING 3
LBAN RATIO:
LOAN b

EQUITY H
REVENUE H
VACANCY H
BTR INC3ME:
"EXPENSES @

LAND LEASE:S

FINANCING
30.YR
30.YR
30.YR
30.YR

30.YR

FINANCING

30.YR 9.00

925

30.YR

30.YR

30«YR

30.YR

9+.00PCT
9+25PCT
9« SQPCT
8«50PCT

8.00PCT

PCT

PCT

PCT

PCT

FCT

PRG FGRMA CASH FL2W TABLE
DEMO
PAGE 9 OF
2000+ SQUARE FEET DATE 2~14~
700+ SQUARE FEET BLDG
75.00 PCT @F S 193500.
S 14425,
L 487S.
$ &8.00 PER SQ FT
$¢00 PCT 8F LEASEABLE
S 174. ANNUALLY RUN 1
S 2476 PER SQ FT
$ 100.
ANNUAL CASH FLOWS

12
1977
1

BUILODING EFFICIEZNCY (PCT @F GRESS)

75.00 PCT 78.00 PCT 80.00 PCT 82.00 PCT 8S.00 PCT
LBAN T C3ST RATIO

75.00 PCT

203.
17 4.
142,
268«

330.

80«00 PCT 85.00 PCT 90.00 PCT

267
2335,
204.
330.

391

305«
277,
24S5.
371

433

BREAKEVEN RENTAL RATES

BUILDING EFFICLENCY

349
318.
286
412,

47 4.

95.00 PCT

47 4.

536

(PCT @F GR3ISSY

75.00 PCT 78.00 PCT 80.00 PCT 82.00 PCT 35.00 PCT
LOAN T@ C3ST RATIZ

7500 PCT 80400 PCT 85400 PCT 90«00 PCT 95.00 PCT

. 9.72

Se 46

Se a8

S+24

Se13

533

S«39

S«16



PRO F@RMA CASH FL8W TABLE
SENSITIVITY APT. DEMQ

Ue We REAL ESTATE DEPT.

FIXED PARAMETERS PAGE 10 OF 12
SITE H 2000. SQUARE FEET DATE 2-14-1977
BUILDING @ 70Q0. SQUARE FEET BLDG 1
EFFICIENCY: 85S.00 PCT( 595. SQ@ FT
LGAN RATIO: 7500 PCT OF S 19500.

LOAN S 14625

H
EQUITY : S 4837Se

FINANCING @ 30« YEARS 9.000 PCT

VACANCY : 500 PCT O9F LEASEABLE

@TR INCOME: S 174« ANNUALLY RUN 1
EXPENSES @ S 2.76 PER 3@ FT

ANNUAL CASH FL3WS

LAND LEASE C8ST

RENTAL RATES
ANNUAL S/5Q FT

$ 4.80 ~267. -317. =367, -417. ~467.
S S« 40 72. 22, -28. ~718e -12B.
S 6.00 411 361. 311. 261. 211.
S 660 750, 700, 650, 600, S50«
S 720 1089. 1039%. 989. 939. 889

BREAKEVEN RENTAL RATES
LAND LEASE C@ST

s 100. S 150 S 200. s 250. S 300.

-y oo - o ewapwmw wman - e w s caacoaoeoae - e w o o

RENTAL RATES
ANNUAL $/5Q FT

S.27 S5¢36 S5« 45 S«54 Se63



PR@ FORMA CASH FL@W TABLE

SENSITIVITY APT. DEMO

Ues We REAL ESTATE DEPT.

FIXED PARAMETERS

SITE H
BUILDING H
EFFICIENCY:
L3AN RATIO:
LOAN 3
EQUITY :
FINANCING
REVENUE $
VACANCY H

OTR INCIME:

EXPENSE RATES
ANNUAL S/750 FT

s 2440
s 2.64
s 2.76
s 3.00
s 3.36

EXPENSE RATES
ANNUAL S/7SQ FT

S 2« 40
$ 2¢64
S 276

s 3.00

] 3«36

2000. S@

UARE FEE

700+ SQUARE FEET

85.00 PCT(
75.00 PCT

S95« S
gF S 19

S 1462S.
S 437Se.

30« YEARS

9.000 PCT

S 6000 PER S8 FT
S¢00 PCT OF LEASEABLE

S 17 4.

ANNUALLY

PAGE
DATE
BLDG
@ FT
S00.
RUN

ANNUAL CASH FL3WS

625.
48 3.
4l 1.
268,

S4.

LAND LEASE C3ST

575

433

361

218.

4.

BREAKEVEN RENTAL

s 100.

S 200. S8

52S.

383

3t1.

168.

=46

RATES

LAND LEASZ C3ST

S 150.

4498

S 200. S

11 OF 12
2-14-1977
1
1
250 S 300.
a7S. 425
333. 283.
261 211,
118 68 .
=96 ~146.
250. S 300.
S.16 S.25
S 4t S¢ 50
Se54 Se63
5‘79 5088
6617 626



SENSITIVITY TABLE
SENSITIVITY APTe. DEMO

Ue We REAL ESTATE DEPT.

FIXED PARAMETERS PAGE 12 OF 12
SITE ] 2000+ SQUARE FEET DATE 2=14-1977
BUILDING @ 700« SQUARE FEET BL DG i
EFFICIENCY: 85.00 FCT BF GROSS
LAAN RATIO: 7500 PCT @F 8 19500.

EQUITY ? S 4873
FINANCING : 30« YEARS 9.000 PCT
REVENUE : S 6.00 FER SQ FT
VACANCY ? S«00 PCT OF LEASEABLE
PARK/Q THER: 3 174« ANNUALLY RUN 1
EXPENSES 3 $ 2.76 PER 5@ FT
LAND LEASE: s 100. ANNUALLY
CONSTRUCTION AND LAND C3ST 19500,
EFFECT @F SELECTED CHANGES IN PARAMETERS
PARAMETER CHANGE INCREASE IN
CASH FLOW
INCREASE BUILDING EFFICIENCY 1| PCT 21.
INCREASE RENTAL RATE S .10 PER S@ FT S57.
DECREASE VAGCANCY RATE IPCT 36
DECREASE QPERATING RATE S .10 PER S@ FT 60.
DECREASE PERMANENT RATE .2SPCT 31l.
DECREASE PERMANENT LJAN TERM BY 1 YEAR -10.
DECREASE PERMANENT LZAN TERM BY 5 YEARS =61
DECREASE THE LBAN RATIOG BY S PERCENT 9 4.
DECREASE LAND LEASE BY 10% i0Q0.
EQUIVALENT EFFECT TO0 YIELD
A 83 100. INCREASE IN ANNUAL CASH FLOW

INCREASE BUILDING EFFICIENCY BY 4.86 PCT

INCREASE RENT RATE BY $ 0.18 PER SQ FT

DECREASE VACANCY BY 2.80 PCT

DECREASE EXPENSE RATE BY $ 0O.!7 PER S8 FT

DECREASE PERMANENT RATE BY 0.79 PCT

INCREASE PERMANENT L9AN TERM BY 8.2 YEARS

DECREASE LOAN RATIO BY 543 PERCENT

DECREASE LAND LEASE BY S 100
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8. Loan to value ratio:

Mortgage loan balance
Purchase price

9. Cash on cash:

Net income - debt service - reserves + refinancing surplus
Total capital budget - original mortgage balance

Understanding the basic ratios leads to manual or data processing

of sensitivity ratios; it is important to remember that projecting
specific returns is not a forecast for the future:; it is intended

to be a basis for measuring the tolerance of the financial parameters
for variance from the initial assumptions and identifying the
thresholds of insolvency or incompatibility with competitive
markets. Refer to John Nabors model in Exhibit

If project makes sense before tax, then it is useful to refine
analysis for projections over time on an after tax basis.

1. Accounting tabs for after tax income (See Exhibit )

2. Accounting tabs for after tax sale proceeds (See Exhibit )

3. Basic pattern of after tax financial analysis requires a
pattern of assumptions (See Exhibit )

After tax spendable cash ratios include:
1. Distributable cash from operations:

Cash throwoff

- income taxes

Cash from operations

- reserves

- repayment of working capital loans
Distributable cash

2. Spendable cash attributable to real estate:

Distributable cash

+ tax savings to other income
+ surplus from refinancing

= Spendable cash

3. After tax sale proceeds:

+ return of working capital
*+ liquidation of sinking funds
= cash reversion

L. Return on net worth B/4 tax:

Cash throwoff + change in net worth
Net worth at end of previous period




-22~-

5. Return on net worth after tax:

Spendable cash + (change in net worth - change in taxes on sale)
Net worth at end of previous period - taxes on sale

6. Payback ratio:

Cumulative spendable cash
Original budget - original debt
+ amount of personal guarantees

Precise definition of cash returns is critical in the negotiation
of participating loans and partnerships

1. Defining effective gross, net income or cash throwoff with
a participation loan

2. Defining base number in which general partner will share



REAL ESTATE FEASIBILITY SEMINAR

Presented by Professor James A. Graaskamp, SREA, CRE
University of Wisconsin School of Business

Consumers =~ The Drive Wheel of the Urban  Development Process

A,

The real estate process described yesterday morning is driven by
discretionary consumer expenditures for real estate and services
but that consumer is not an aggregate group; rather it is a very
large number of very small segments in a price system designed to
give the consumer democratic choice.

1. Jaquelin Robertson, former director of master planning for the
City of New York under Lindsay and now a private planner with
Llewelyn=Davies International states that one must build to
the strength to the system, and not its weaknesses. ''What carries
a system forward - build around that."

2. Viable redevelopment is carried forward when its product is what
certain consumer groups want and are willing to pay for and
that is different from what planners want and think people should
pay for it.

3. Redevelopment begins with hard headed micro-market consumer research
in order to profile what motivates the consumer, what turns him
off, and what he can afford to pay.

a. With a revenue forecast, it is possible to back down on what
the private sector can invest.

b. The amount of the investment converts to real estate tax
income which can be backed down to public investment at
local level.

c. Balance of cost must be subsidized by grants or shifted
to secondary beneficiaries.

4., Redevelopment designer must begin with a merchandising strategy
designed to secure a competitive market position for the project
proposal and then approach physical design with a pre-architectural
program defined by consumer research and not be the conceits of
the planning school. Where that is done the project succeeds
because the cash flows are there and the financial structure
has been driven by parameters contrclled by rent rather than
cost, i.e., the back door approach.

The objective today will be to define the general structuring
and surveys of consumer research and in the process to provide three
examples,

Free enterprise is the art of creating ones own monopoly, if only
for a moment, in the mind of the buyer. Monopoly characteristics
depend on careful market setmentation and catering to the segment.



1. Site and building characteristics of an existing building already
provide a product profile which suggests the market segments.

2. Preferably careful identification of the prospect will permit
development of a customer profile who will be the source of a
product profile that would provide the most satisfaction.

D. As a result of merchandising research the analyst should be able
to construct a hypothetical marketing program which defines:

1. The most probable user groups, their total number, and their
effective demand constraints.

2. The timing of their effective demand in the market.

3. The competitive standard product minimum.

4, The competitive product edge necessary for monopoly advantage

5. Basic elements of a required promotion program
The first step is to reduce aggregate data about user groups which is
plausible but overly general information to a scale which will focus
on a sub-segment with a proper rationale or hierarchy. To do that
requires an analytical model and in most cases, each situation requires
the analyst to create his own model with which to structure the data
available and to discover the missing links in the logic diagram which
must be researched.
A. Models organize the anlyst, the report, and the client

1. Models explain what you are going to do.

2. Models make relationships and key assumptions explicit.

3. Models permit clients to understand logic of conclusion and to
test his own set of assumptions.

B. A market research model should be careful to recognize?
1. What are the questions
2. What data is available which is relevant?
3. What theory is available to focus data on the questions?
4. How will the results be communicated?
5. What are the abilities of the analyst?

6. What is the cost benefit ratio between the model method and the
question?

C. Market data refers to aggregate data, secondary information, the easy
to acquire data from census tracts, traffic counts, building permits,
and so on. 1t is useful to scale the size of the market potential,
of the opportunity area but by itself aggregate market data is relatively
unimportant to the success of most projects.



EXHIBIT |

PROJECT
ATTRIBUTES

SEGMEHTATION LOGIC TREE
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POTENTIAL
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PRODUCT MIX,
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RATES OF SUBJECT

i

-
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USERS
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OF SUBJECT

T

)

SIZE OF OPPORTUNITY
USER GROUPS

RATIO OF SEGMENT

WHO CAN AFFORD
SUBJECT

7

2

RATIO OF SEGMENT
INTERESTED (N
SUBJECT




.

Merchandising data is generally primary information generated by the
analyst about specific competitive projects and specific user groups
which will permit an estimate of what percentage of the opportunity
group can be captured for a specific project.

1. Absorption rates apply to aggregate market data to determine the
total size or amount of market activity in terms of how many lots
were sold, how many apartments in a rental range were newly rented,
or how many square feet of leased office space were occupied.

2. Capture rates are the product of merchandise research and are the
ratio of the total opportunity potential which might be secured
for a project or must be secured to achieve financial goals.

The capture rate will reflect a careful judgment of product mix,
amenities, pricing, and timing.

A flow chart of the market research process is provided in Exhibit 1.

Most multi-tenant or multi-user land uses are susceptible to a retail
trade area model. A retail model is a device analogous to establishing
a retail trade area perimeter for a super market to segregate households
which have a reasonable probability of using the outlet from those who
don't because of convenience, distance, age, or income. Thus the
analyst should establish a preliminary hypothesis for:

1. Primary market area to be served.
2. Secondary market area to be served.
3. Principal competitors.

Consider Exhibit 2 as a simple market model to define the size of an
opportunity area in a selected county for elderly persons requiring
residential care units.

1. For lines with asterisks the key ratios for reduction were derived
from a survey of the elderly generating primary data for this county.

2. For example, while 37% of the elderly were financially qualified,
only about 60% of those were interested in considering a residential,
minimal care facility or 22% of those in the convential housing
market - hence the reduction from 19,700 to only 4,200. This chart
should have showed the ratios from the survey.

3. Failure to convert serious interest into action was a round number
based on experience of those which had marketed similar developments
in the past, as was an allowance for potential customers coming
from outside the county to be closer to relatives, etc.

Market data provides a measure of potential scale of a market opportunity;
the most important aspect of market analysis is forecasting the degree
of market penetration or capture rate of remedial development.

To reduce aggregate market data to a merchandising hypothesis, the
first.clue to segmentation may be found in correctly understanding
the essence of buyer motivation or of the activity to be housed.
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EXHIBIT 2a

RETIREMENT CENTER MARKET SITUATION ANALYSIS

TOTAL POPULATION
WITHIN MARKET AREA

TOTAL NUMBER OF
INDIVIDUALS FITTING
PROFILE OF TYPICAL
BUYER

THOSE INDIVID~
UALS INTERESTED
IN RETIREMENT

FACILITY

WHAT ARE THEIR NEEDS?
WHEN DO THEY WISH TO MOVE?

WHAT ARE THEY WILLING & ABLE TO PAY?
HOW MANY ARE THERE?



EXHIBIT 2b
DEMAND FOR ELDERLY RESIDENTIAL CARE UNITS

Persons in County age 65 and over in 1970

Adjustment 1970-1974 to reflect the number of persons
moving into the 65+ bracket and the application of
mortality rates by age and sex

Estimated persons in County age 65 and over in 1974

Less persons 65+ presently in nursing and residential
care facilities in County 1,792

Less persons 65+ presently in government subsidized

hous ing for the elderly 638
Persons age 65+ in the conventional housing market in

County in 1974

Survey percentage of persons financially qualified for
$350 a month + $5,000 entry deposit (34%)

Survey percentage of these qualified who are seriousliy
interested in proposed independent elderly unit (63.6%)

Household equivalent (+ 1.519 persons per household)

Less estimated number who will not convert serious inter-
est into any form of action (50%)

Less the percentage who, while seriously interested, said
(before they heard the hypothesis) that their next home
would probably be outside County (13.3%) from survey
questionnaire) 187

Less thosedisqualified because their current health

status necessitates care beyond the scope of services

to be provided in the residential care units (5.4%)

(from survey) 76

Elderly households in County qualified for and seriously
interested in moving into the proposed development

Plus an allowance for those elderly households coming
from outside County to enter the proposed development (10%)

Elderly households qualified for and seriously interested
in moving into the proposed development

Share of market opportunity area who state in survey that for
their next dwelling unit their first preference would be an
apartment, in a highrise, midrise, or garden building:

Highrise or midrise 28.0%
Garden 49.1
77.1%

Less estimated numbers of households who might move into

competitive developments available supply of units

Households that can be considered candidates for the proposed
development

21,914

245

22,159

2,430

19,729
6,707

4,270

2,811

1.406

263

1,142
127

1,269

978

270

780



l. Retailing is a break point for goods (a warehouse grocery), or
a service industry, or a theater using lighting, staging, and
mood to reinforce a role played by the buyer,

2. A restaurant may be to provide a quick food break (high turnover,
pedestrian flow, conditioned ordering)}, or to provide recreational
entertainment and consumption of an evening, or to provide a
staging for business, social, or publicity roles.

3. A motel for transients, for resorts, or for terminal traffic uses
all of its facilities and location to sell a '‘room=night'' of
occupancy because that is an 80% gross margin. Anything done
after that is justified by its contribution to ''room=-night"
sales or its reduction of average cost to capture a customer
per ''room-night."

k. The revenue unit may be related to the method of measuring profit
of the project in question such as per acre, per camper pad,
per event, per front foot of shoreline, per stool or table, etc.,
not to mention sq. ft., per frame at a bowling alley or per tennis
court hours, or per hour of ice time.

5. Sometimes the prospect is identified by who really signs the check
for a particular type of real estate.

a. The salesman or the management paying his travel costs

b. The doctor or the clinic

c. The district manager or the corporate real estate manager

d. The ticket buyer or the promoter

e. The bowling league, team business manager, travel agency tour guide

6. The market segment may be defined initially by the source for a
prospective user list - people who share a common address, hobby,
professional specialty or some other identifier.

. A reverse directory or criss-cross telephone book
Building directories of comparables

Mailing lists of specialty publications

License number spotting

Guest registers

. Charge account mailing addresses

-0 QN oo

The objective of these approaches, revenue unit, the decision maker,
the prospect list source, is to segment the user market to a specific
and relatively small group of potential customers who can be surveyed
to generate original and relevant information about their space needs
and motivations. Unlike most consumer markets, the number of prospects
is always low; think smalll

1. Real estate is a series of micro-markets. A 24-unit building
with one, two, three bedroom units has at least three sub-markets.

2. A 2b-unit building is a $500,000 enterprise with a $75,000 gross
sales potential from only 24 customers!
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Population Farccost
{(Ninc Yrade Areas)
e LY

-

]

[ Converted to Households

Converted to Disposabilc
Income for Retall Purchases
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Sq. footage and type of new space required ’




Iv.

c.

D.

A survey of existing properties and alternatives available to a selected
market segment defines only the competitive standard - namely the
minimum product and price necessary to be in the market.

1. Comparison shopping further identifies where there may be gaps
in the supply of alternatives, a market opportunity gap, or where
the oversupply is so significant as to portend the last competitive
alternative before bankrupcy - namely price cutting.

2. Comparison shopping should not only identify the physical character-
istics of the product and price but the nature of the promotion
effort as well.

3. Promotion comparison should consider pedestrian and vehicle
approaches, model location, furnishings, and sales people.

Lk, Review of the promotion campaign should reveal whom the competitors
believe to be their prospect.

A survey of users, is designed to reveal or to identify the competitive
differential attributes which would provide that monopoly element
required of every successful project.

1. A second product of consumer survey is the ability to develop
locally relevant ratios which permit disaggregation of market
data into market segments and the conversion of potential numbers
of people into potential dollar sales over time.

2. Survey questions to create ratios require previous construction
of a market model hypothesis.

3. Survey questions can discover latent political issues or provide
a calm base for citizen input from those who rightfully dislike
public hearings.

L. Survey questions and execution should not be done by planners or
appraisers.

A good example of modeling market data through segmentation and survey for
renovation in a small community is a project by Gruen Gruen + Associates
for Santa Maria, California. The study was begun in 1972. Project is
operating as the Santa Maria Town Center with retail sales ahead of forecasts.

A.

The Gruen's were able to convince the redevelopment agency to avoid

any physical planning until a detailed analysis of the demand for
alternative services that could attract people back to the downtown

area was done. This EMAS study (economic market analysis study) outline
is in Exhibit 3 had the following outputs:

1. First, a full analysis of economic data and retail data was
utilized to generate information about the type of tenancies that
could realistically be expected to penetrate downtown markets.
(Table of Contents Exhibit 4)



Reprinted with permission of Dr. Claude Gruen & Nina Gruen of Gruen Gruen + Associates.
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2. With a lead on tenancies, the Gruen's worked with an architect
to provide sketches of alternative architectural styles and
concepts to show residence in survey to see what type of treatments
might strike the most positive response. (See Exhibit 5)

3. The EMAS should then be able to indicate the kind of tenancies
that could survive downtown, suggest their dollar sales potential,
and indicate at a preliminary level a design scheme. (See Exhibit 6)

L, At the same time, back door financial studies are done from rents
from capital budgets to discover what would be feasible for the
private developer and what components may need to be subsidized
by the public.

5. Appraisers use the EMAS and suggested tenant mix as the basis for
their value estimate in the after condition.

6. Final stage was to write up a series of specifications or profiles
on tenants, product design and components, and a cash flow analysis
of the entire project from the viewpoint of the developer so he
could see how much money there was to make tnd he would know that
the city knew the financial aspects of the project. Developers
were then asked to bid.

In the case of Santa Maria, three developers bid and the city picked
Ernest Hahn to build the project. There was no demolition or site
acquisition before the start of the EMAS. The entire project was done
within a four year period. For the first six months of complete
operation, June 1976 through December 1976, sales were approximately
15.6 mitlion and is 70% leased. The Mall did 4.9 million, Sears -

6.9 million, and a local department store - 3.7 million.

Before looking at report organization and product, it is useful to
observe:

1. Planners are poor market economists and merchandising survey
analysts. Use specialist at the start.

2. Most appraisers are equally bad, but are reluctant to use team
approach or to accept EMAS by somebody else as a legitimate set
of assumptions for appraisal. Moreover, appraisal financial
analysis must be on after tax cash flow in the redevelopment game,
or he will miss the market completely. The financial analysis
must contain extensive sensitivity analysis so that changing times
due to a slow pace of such projects does not invalidate a point
conclusion.

3. The leader of the team should be oriented to empirical observation,
be he planner, lawyer or architect, rather than dedicated to purist
appraisal or planning dogma and esthetics. The numbers crunch or
nothing will be built that should have been built.



Exhibit 5

Excerpt With Permission From
Economic & Market Analysis Study for Downtown Santa Maria

Prepared for City of Santa Maria Redevelopment Agency
by Gruen Gruen + Associates

Thus, the relationshio between survev derived indicaticne of satisfaction

and current expenditure patterns were sufficientlv significant to warrant

the use of survey responses to suggest the change in ralative preferences

that would be caused by an appropriately developed new shopping agglomeration

in downtown Santa Maria. However, the rapid deterioration of this reiation-
ship with distance suggested that it be used verv cautiously in Trade Areas 5§
torough 9. Therefore, in addition to considering the cercentage cf respondents
who made no complaints, we also analyzed into the following three categories

all the comments that were made in response to the interview auestion concerning
the reasons for not shopping in downtown Santa Maria:

1. Complaints about physical deficiencies of the existing downtown
that we have assumed the redevelopment will alleviate. (Remediable
complaints)

2 Complaints concerning limited selection such as requests for a
department store or more stores. (Remediable complaints)

3. Complaints about prices, the lack of a supermarket or other contemporary
situations that we do not think the redevelopment programs will
alter. {lrremediable cocmplaints)

Table 10 sresents the percentage of respondents making remediable complaints.
These complaints were used in conjunction with the infcrmation about the
relationship between the indications of satisfaction discussed above to adjucs*
the present indicators of the sroportion of expenditures on various items

in downtown Santa Maria (the S variables originaliv presented in Table &)

to reflect the increase in consumer preferences for downtown Santa Maria

that would result from the completion of a sales optimizing redevelooment
orogram. Ve did not think the evidence warrarted using these ncercentacges

of remediable complaints (%RC) directly by adding them to the previcusly
ravealed preference percentages (S197C) to get a new percantage (51375,

180, 19835). Instead, we adopted the following rules to get the new
estimates of this preference variable:

Trade Areas | through & Trade Arezs §5 through 9
For
Clothing 5 RC x .96k + Sig-g Use % RC instead of Syq44
For Hcme
Furnishings % RC x .361 + 51970 Use % RC instaac of 83970
for Other
R il 4 RC x .017 + S 1% + S
etai 2 RC x 7 1379 1970
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Table 10

Percentage of Respondents Making Complaints
About Remediable Features of the Present Downtown
(Complaints About Physical Problems
or Inadequate Selection of Stores and Goods)

%
Trade Area Remediable Complaints

W oo W —~
—
w

Source: Gruen Gruen + Associates telephone survey

Computations following these rules permitted us to develop the estimates
of maximum percentage effective preference or penetration presented below
in Table 11. The insertion of these percentages in the sales estimate
generating equations we have been using throughout permits us to make the
forecasts of potential sales summarized in Table 12. The forecast sales
potential of almost $42 million in 1975 would have downtown Santa Maria
capturing 26.4% of the region's sales. By 1985 potential sales climb to
almost $58 million in spite of the fact that our model has downtown

Santa Maria's share of the region's sales dropping slightly to 25.4%.

Table 11
Estimated Maximum Effective Preference (S)

or Percentage Penetration Possible
After Appropriate Redevelopment

Trade Area Clothing Home Furnishings Other Retail
1 76.2 74.5 19.9
2 74.3 69.1 10.4
3 76.3 72.2 12.9
4 56.9 53.0 8.6
5 19.3 19.3 2.1
6 22.2 22.2 1.5
7 14.3 14.3 1.6
8 20.0 20.0 2.8
9 10.2 10.2 1.5

Source: Gruen Gruen + Associates



Table 12

Estimated Downtown Santa Maria Future Sales Potential
(1n Thousands of Dollars)

$ Available Potential § $ Available Potential $ $ Available Potential $ % of
Trade In Region Sales in NDP In Region Sales in NDP In Region Sales in NDP  Regional Sales
Area 1975 1975 1980 1980 1985 1985 to NDP
] 21,347 12,520 23,950 14,047 26,764 15,693 58.6
2 9,159 4,940 10,665 5,753 12,369 6,673 53.9
3 15,852 8,916 18,705 10,521 22,956 12,912 56.2
b 6,759 2,806 7,949 3,300 9,473 3,933 h1.5
5 19,676 2,756 22,963 3,217 26,613 3,728 14.0
6 18,030 2,854 20,878 3,305 24,042 3,806 15.8
7 9,065 942 10,920 1,135 13,106 1,362 10.4
8. 25,355 3,729 31,043 4,566 38,198 5,618 14.7
9 33,589 2,527 42,857 3,224 53,925 4,057 7.5
Total 158,831 41,990 189,931 49,068 227,447 57,782
Source: Gruen Gruen + Associates

g 3191yx3



Procortlon of Zxnendilures Lo Douwntown
7 24
) ; ’*
Trazde ) Homsa Other
iren Clothing Furniszninzs Reinil
1 15.9 20.3 18.8
2 22.6 22.3 3.5
3 13.1 15.5 11.8
3 o~ —
H 5.7 7.C 1.7
: 5-)';' LL':—:‘ ' l‘l
S 2.2 . ¢ 2.5
7 2.5 1.3 .0
2 £.5 2.C 1.3
3 2.¢C 2.0 G.5
Source: Gruen Gruen + Assoclates tzalepnonz survey
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D.

Consider the elderly housing market chart in Exhibit 2a,b. Notice
that the ratios required for market segmentation follow a logical
reduction pattern. The analyst has made several working assump-
tions ~ namely that his market is over 65 and overwhelmingly from
Dane County because these assumptions are both reasonable and

conform to break-out points in the raw data.
The ratio sought by the survey follow a precise reduction pattern:

How many will consider moving?

0f those, how many would consider staying in town?

0f those, how many would consider an apartment?

. Of those remaining who would consider an apartment in town,
how many would consider a specific location?

5. Notice the reduction process defines a subset of the elderly

market - a micro-market.

W N —

Each of these ratios suggests a specific calculation or perhaps

a short table of statistics. The specific title on the table of
data and its sub-columns should be written before the questions
are drafted and the collection of data begun. Notice the research
begins with careful definition of the questions to be answered.
Al answers become relevant and all unnecessary questions are
avoided. These types of questions depend on knowing the precise
character of secondary data available to which the ratios must

be applied in the systematic model devised for the problem.

1. Confine vocabulary to basic 1000 words; avoid lingo.

2. Structure questions to permit check-off, or branching to set
up subsets. (See Exhibit 6)

3. Always test the quesionnaire on half a dozen prospects or
friends to reveal misunderstandings before using on the market.

4, Questions may take different formats. (See Exhibit 6)

The second type of question is generally attempting to measure
either anxieties or preferences. Both are dangerous survey areas
for amateurs as well as professionals and it is often cheaper to
subcontract these particular functions to consumer research special-
ists. Nevertheless, a little common sense can generate consider-
able useful information on the competitive edge.

1. Probe for dissatisfaction with existing space or life style.
2. Probe for anxieties about uncontrollable trends and events.
3. Probe for desired social structure ties, real or imagined.

The real estate analyst can choose between systematic telephone
interviews, direct mail questionnaires, and personal interviews
in depth.

1. The telephone interview may be less expensive per question and
fastest but is limited in the type and amount of questions
which can be asked. Rifled to a project known to the analyst,
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EXHIBIT 6 73

Simple Survey Formats
for Classification of Subsets & ileasurement of Preference

I'd like to ask you a few questiorns about the place you lived just before
you moved into this apsrtment.

5. About how many years did you 1lve in your former homel

less than | vear 1ot 1S years
: | year = L.T. 2 yoars __mors than 15 years,
.2 to L,T, 5 years
__5 to L.T. 12 years

B e ————

6. Did you live in & house or in sn apariment building just before your move here?

house __ Spartment — ather,

Lﬁbout how many apartments, fncluding yours
were there in the bullding?

e 17 to 26
" hta8 2k to 2
T 91016 " more than 32

utilities but not telephone?

1.7, 450 _ $100 to L.T. 3125
TT 50 to LT, 875 $125 to $150
—_ 575 to L.T. $100 __ oore thac )50

¥

Did you own. or rent the housel

own — rent

gid you rent a room , a 1zt or flcor, or entire
- Louse?
L __room __ flat/fleor  __ entice
out how tuch rent dfd jou pay per mozth, i
utilities but not telephoae? g
L.T. §50 $100 o L.7. 5125
7550 to L.T. 875 S125 to 3120
Y —_ 875 to L.7. $100 __more t 150

Now I'd like to ask you some gereral questions aboat your deaision %o z2ove
to this apartment.

7. How did you first find out about them?

. family ___ newspeper
__ friends __ radio
—.. church . telervision

Houaing iuthority__ other,

How important are the following items to vou?

About how much rent did you pay per mo=th, {neluding

Very " Somewhat Somewhat et
Important Important Indifferent Unimportant Immcortact
Private Balconies () () () () { i
or patios
Laundry facilities () () () (3 ()
in each bkuilding
Washer/dryer comnnecticn ( ) () () () ()

in your apartment
Extra storage space
More than 1 bath () () (.) ()
Carpeted stairways & () () () (

hallways in commeon

areas of apt. bldg.

(Areas shared by all residents)

—~
~
~—
—
~
—
—

Master T.V. Antenna () () () ()
System .
Children's day care {) {) () ()

center ard/or
nursery school necarby

o~ e~ -

— Nt e



LXHIBIT 6  cont'd. 30

4. what type of building features would you prefer in the layout of the condominium

unit? {(choose only one of each of the following sets of alternatives)

) Two bedrooms with larger llving area or/
) Three bedrooms

e di T e T L -—e Somms e

Three bedrocoms, or/
Four bedrooms, or/
Large master bedroom and two 4-bed bunk rooms

TR aeem e omme amms e e STES GEEe s Gwe mmame  enmm e

Two=story llving room with inside balcony, or/
Living room with beamed cathedral ceiling

Full dining room, or
Oining "L" plus family-sized kitchen

(
(
()
()

)
()
()
()

)

) Sundeck balcony for living room or/
) Outdoor patio at ground level

Walk-in closets in each room or/
Large work room plus laundry room in each unit ¢ standard closets

One car garage attached to unit or/

Two car garage in group parking complex, or/
Carport and lower price

)

)

)

)

)

) Central air conditioning or/

) Woodburning masonry fireplace or/
) Gas-log fireplace and wingow air conditioning unit
)

)
)
)
)

Contemporary natural decor with wood and rock materials, or/
Maintenance-free modern masonry and aluminum exteriors, or/
Well styled colonial detailing

Extensive outside landscaping, or/
More floor space In each room

(
(
(
(
(
(

L
(
(

L
(
(
(

«

(



it tells much about the user profile for a good comparable
without having to ask about the product which the analyst
can inspect for himself. (See Exhibit 7)

A telephone survey is also useful to disaggregate census
data or to estimate market penetration of a competitor (such
as a retail store) into an area.

Direct mail questionnaires may cost from 5¢ to $3 or more
for each successful question; they take at least a week to
prepare and test and perhaps three weeks before cutoff of
additional responses. The type of question is broader and
can be graphic such as alternative site maps and simple
floor plans; response depends on careful construction of the
mailing list, a very time consuming process. Consider the
following types of questions:

The double barreled question occurs when two or more questions
are combined in one so that the answer is always amb iguous

as to the significance of each item but often occurs in the
effort to shorten an interview or a question.

Would you be at all uneasy if people of a different
religion or race were to move in next to your home?

As you see it, what are some of the good points and the bad
points of the present Governor of this state?

Sensitive questions on family income should be asked at the
end of the interview while the opening questions should be of
more general interest. When a question about income is asked,
the response should permit some degree of obliqueness by the
respondent.

. The respondent can select a range of income or perhaps
enter the answer with a letter A, B, etc. in place of a

dollar amount.

If socio-economic questions are generally short and direct,

they are a welcome contrast to the time consuming and thought

provoking questions which preceded them.

Contingency questions are those which are asked or skipped
depending on the respondent's answer to a preceding question.
The survey should be as simple to follow as a well designed
road map for an interviewer or a respondent. For example:



Reprinted with permission of Feasibility Research Group, Ltd.

EXHIBIT 7

((,’j('““v’ I
——Feasipiiry RESEARCH Grovr——--

Specialicts in Consumer Market Research for Declslon Makers

WE WOULD APPRECIATE YQUR COMMENTS ABOUT APARTMENT
LIVING QR ABOUT THIS SURVEY.

Jonm A Rasmussem
Research Coordinator

YOUR COMMENTS: . b , Octoser. 1976
\Q M MM}’ a wl‘m SusJecT: LANSIHG APARTMENT RESIDENT SumrvEY

o6 Thet S Lrowtel Save gy p oy Dear APARTMENT ReSIDENT:
Washert anel d/',%) g You CAN HELP PLAN NEW APARTMENTS. YOUR OPINIONS ABOUT YOUR
lalike A - ! : OWN APARTMENT AS NELL AS OTHER APARTMENTS YOU MAY HAVE LOOKED

AT OR LIVED IN, CAN HELP DECISION-MAKERS IDENTIFY WHAT

W Jo olo ey ’LM‘[A‘V' APARTHENT RESIDENTS PREFER. THIS WILL HELP THEM IN PLANNING
) . . FUTURE APARTMERTS ACCORDING TO THE RESIDENTS' NEEDS AND
And pomredored The PREFERENCES .

Wweehen & d*—trw J«o\y el AUday
- . - By FILLING OUT THE ENCLOSED QUESTIONMAIRE AND RETURNING T
59 M;k.d M%—, 4‘0 F-«x QJM\.‘J P | iN THE POSTAGE PAID ENVELOPE PROVIDED. YOU CAN HELP IH MAKING

Tho d) THESE DECISIONS. TH1S SURVEY 1S BEING CONDUCTED BY FEASIBILITY
Mmechence - W Researct GROUP, AN INDEPENDENT RESEARCH FIRM,
That ins Aezh Bend | dnolin )

- _ . / YOUR REPLY TO THE SURVEY IS CONFIDENTIAL. THE CODE WUMBER 1S
W e M Ooru) USED ONLY TO HELP US REMIND PEOPLE WO MAY BE SLOW 70 RESPOND,
wadd - PLEASE RETURN YOUR SURVEY IN THE POSTAGE PAID RETURN ENVELOPE

. and M%.‘J 200 Lech Tal. AS SOON AS POSSIBLE,

- . M‘-, A QI ERY TRULY YOQURS.
Pl By el A o)

THANK YOU FOR YOUR HELPT —~ —F < eat
Lorrcend) '(A)L&A) 5 do nNelt et Joun A. Rasmussen

Please return the survey in the Postage-paid eavelope as'soon as possible. Resercii CoorDINATOR

o, D 60l Liviveg i ]
S o R e YOUR OPINION COUNTS
Wﬁ%ﬂ%h?:ﬁ}%ggg W‘ W . b 210 Micaan TrraTEs Tlomswo 0 AwN Amsom, Micinaan 48108 @ 313994 4454




LANSING AREA APARTMENT RESIDERTS

WHETHER YOU ARE

* VERY SATISFIED
* NEUTRAL OR
* VERY DISSATISFIED

WITH YOUR APARTMENT,

HERE IS YOUR CHANCE TO BE HEARD!

NOTE: TO BE COUNTED, YOUR SURVEY MUST BE RECIEVED
BEFORE THE TABULATION DATE,

WHO RECEIVES A SURVEY?

* SURVEY SAMPLES ARE SELECTED BY A SCIENTIFIC
RANDOM NUMBER PROCESS. NOT EVERY HOUSEHOLD
WILL BE SURVEYED. THEREFORE. IT IS IMPORTANT
THAT SELECTED HOUSEHOLDS DO RESPOND,

IE 1 DON'T REPLY, WILL YOU SURVEY SOMEONE ELSE?

* NO. ONCE YOUR HOUSEHOLD IS SELECTED FOR THE
SAMPLE, WE CANNOT SUBSTITUTE ANOTHER APARTMENT.

WHAT IF 1 DON'T WANT TO ANSWER SOME QF THE QUESTIONS?

* IF YOU COME TO ANY QUESTIONS YOU DO NOT WISH
TO ANSWER., JUST SKIP THAT QUESTION AND GO ON
TO THE NEXT ONE.

WILL MY APARTMENT MANAGER SEE MY SURVEY?

* NO. THIS IS AN INDEPENDENT SURVEY OF MANY
APARTMENT COMMUNITIES. ONLY THE COMBINED
RESPONSES OF ALL APARTMENT RESIDENTS WILL BE
TABULATED,
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19A.

198.

W0 LIYES NITH YOU TH YOUR PRESENT APARIMENI?  (Check one)

() ___ My spouse

(2) ____ My spouse and children

(3) _&_ 1 do not share my apartment with anyone.
(4) ____ 1 share my apartment with roommates

Other (Please explain

e ————— e = - LA e immee e . o

IT YOU SHARE YOUR APARTHENT WITH RUOMATES, 1N MANY SIARE YOUR APARTMENT?
(INCLUDING YOURSELF)
Y

(1) Two
(2) ___ three
(3) Four

IF YOU HAYE CHILDREM, PLEASE TNDICATE ION MANY LIYE IN YOUR HOUSEIOND AKD
HOM OLD THEY ARE.

How many children? ___Lf'[t_,___

Their ages?

WIICH OF THE FOLLOWING AGE GROUPS DO YO AND YOUR SPOUSE OR ROOMMATE(S) FAIL TNIO?

M) s-24 (3} 3»-m (5) _ _55-64
2y X_25-34 (4)  __a5-54 &)

(2) XK fomate

1M ORDER 70 ASSIST FUTURE DEYELOPERS TO MEET TIIE MEEDS OF INDIYIDUALS LIKE YOI,
IT IS IMPORTANT 70 UNDERSTAND WHICH EMPLOYERS IN TIE AREA ARE ATIRACTING NIW
EMPLOYEES. WITI THIS THFORMATION, FUTURE HOUSING NEEDS CAH RE ANTICIFATED AND MIT.

_ 65 or nver

ARE YOU: (N Hale

HOW MAMY INDIVIDUALS IN YOUR IQUSENOLD ARE NOM EMPLOYED? R I

WIERE DO PERSONS IN YOUR HOUSENOLD WORK ?

Name of Cowpany Location
(City, .‘treet)

Lensing,'m1 43133 (960

MIUICH OF THE FOLLOWING CORRESPORDS WITH YOUR TOTAL HOUSENOLD INCOMEZ (If YOU
SMARE NITII ROOMMATES, DO NOT INCLUDE TIEIR IKCOME.) [Check one)

Year Employment Regan

(. Under $6,000 per year (1) x $12,000 to $14,999 per vear
(2) $6,000 to 31,999 per year (s} $15.000 to $19,999 per year
(3) $9.000 to $11,999 per year {6} $20,000 or more per year

THANK YOU FOR YOUR HELP!

PLEASE RETURN YOUR SURVEY RIGHT AWAY 1) THE POSTAGE PALD ENVELOFE.

2A.

28.

.

8.

MILCH OF THE FOLLOWING BEST DFSCRIBES YOIM PRIVIOUS RESIDENCT?  (Chrck onr)

(1) _2{_ Apartment Db
(2) ____ Single family house which 1/we rented '
(3) _ ___Single family house which I/we owned
(4) ____ lived with parents
_ Other (Please explatn ) . )

WIERE WAS YOUR PREVIOUS RESIDINCE LOCATED? (Check one)

(1) ___ lansing o
(2) _A__ East tansing ﬂ (,’r‘),’,,lll )
(3) _ _ _ Grand ledge P
(1) pewitt .
(5) ___ Outside the state of Michigan
__ Other (Where? )

WHAT WAS THE NAME OF TNE STREET WHERE YOUR PREVIOUS RESIDENCE WAS 10OCAIID?
(1F YOUR PREYIOUS RESIDEMCE WAS LOCATED IN AN APARTMENT DEVELOPMEND, WHAT
1S THE NAME OF THE DEVELOPHENT?)

Street Name (J:)f_‘t. S_‘_Q_;u_‘\‘y)_ Apartment Development Name Herrten Hck-ﬂ’.
TOR 1IOW MANY YEARS DID YOU LIVF AT YOUR PREVIOUS RESTDENCE? ‘)l Yeaes

WIAT WERE YOUR MAJOR REASOMS FOR DECIDING TO MUVE FROM YOUR PREYIOUS RISIDIHOT?
Frem onc- hedresm +o tws- bedroom
Erem no dishwasher 49 a. dishwesher

For o ehange after ¥ years
BEFORE YOU DECIDED TO MOYE 10 1ME APARTMENT DEYELOPMIRT N MLICIT YOI HOW TIVE,

KHICH OTHER DEYELOPMENTS DID YOU CONSIDFR? WIAT WERE THETR NAMES?
Kames of Other Apartwent Developments Considered
_Othert Gensidered. From outside appearance
and repntatien on[ — afse fecetien — did
net Serisusiy losk a't any other
WIY DID YOU DECIDE TO LIVE IR RATIER ThAN 1A ONE OF TfE OTINR mm
1ou consiereo? (Looked ot Compleg 3 Ffimes be
_ Deaided 4o lise here because. knm

__owners; Iliked apariment; e.nc(- re gv
or & M ~especially fsa Q- bedro
IF THERE HAD BEEN NO VACAMCY Al TUE APARTMENT REYELOPMEMT 1M WITCI YOU Now FIVF,

WHECH OF TSIE QTIERS NOULD YOU MAYE SELECTED AS YOUR StCOND CHOICE?

Y7/ M

WIY HOLD YOU MAVE COMSTDERED THIS AS YOUR SECOND CINITE OYER THE QuHns?

Jec ided

meye



13.

. RENTAL MANAGEMENT (/

WIAT MONTII AND YEAR DID YOU MOYE INI0 THE APARTMENT DEYELOPMEMT IN wicn

Yoo uow Liver Qpr, Month 78 vear

WIY DID YOU SELECT THE PARTICULAR APARTMENT NIT YOU LIVE 1N7
- . oo un" . .
o mmunit lding - )

Grold Carpe m?- an rl aPppliances
1OW MANY BEDROOMS DO YOU HAYE 1n YoUR PrESENT APARTHERT? e -

HOW MANY BATHROOMS DO YOU HAYE IN YOUR PRESENT APARTMENT? _ l -

. 1008 MUCH DO YOU PAY MONTIRY FOR RENT FOR YOUR APARTMENT? a a 5-
. PLEASE CHECK THOSE UTILITIES THAT ARE INCLUDED IN TYOUR MOMTILY REMTAL PAYMENT,

(§)] K Nater

{2) a fleat

(3) Electricity .
. PLEASE CHECK THOSE 1TEMS FOR WHICH YOU PAY EXTRA IN YOUR HONTILY RENT?

1TEN BOW WUCK EXTRA PER MOWTH?
(1 Carport $ _ﬂl& ne Mr?"‘fs)
(2) $ o pets allomed

K_ocm omatr Jop floorhy s SER wnsuwre

PLEASE RATE YOUR PRESENT RESIDENCE IN THE FOLLOWING AREAS BY PLACING A CHECK { J)
TN THE SPACE BELOW THE PHRASE TMAT BEST DESCRIBES YOUR FEELINGS ABGUI YOUR RESIDEMCE.
{n (2) () (4) {5)
YERY SOMEWHA'

T SOMEWTAT YERY -
SATISFIED  SATISFIED  NEUTRAL  DISSATISFIED DISSATISFIED

SERVICE (] « ) [ )
COMMENTS

. MRINTENNCE SERYVICE (\’f ) {t ) ) ()
PR— M 100 %2 M atl el

. GEMERAL ATTITUOE OF /

MAMASEMENT (V) ) [ () ()
CONMENTS

. RENT LEVEL (V{ () () { ) { )

13,

E.

F.

e S
CONTIRUED  PLEASE RATE YOUR IRISENT RESIDIMCE TN THE TOLLOMTHG ARLAS BY IMHHG-\
A CHECK { /) TH THE SPACE BLLOW THE THRASE TIAT REST DESTROBES viMm
FEELINGS ABOUT YOUR RESTDEMCE .
(1) (2) 3) (1) {5)
YERY SOMTWIAT SOMEWIAT Yiny
SATISFIED  SATISFIED  NEUTRAL  DISSATISFILO  DISSATISTIED

GENERAL AIPEARAKCE /
OF DEYELOPMENT (v

SOURDPRNOF ING

ﬁ“'“ BETWEEN UMITS ()
A COMMEATS JW

Lonld

() mwm.f,m.f
. APPLIANCES
— = % s t ) ¢ ) ) el

——
5+nm? dulro W.{m)ﬂ‘sw
‘ % P::t )
ADEQUACY OF RFCREATIONAL <4 .
FACILITIES (L4 () () (I [
COMMENTS .

4.

ABOUT YOUR HOUSEHOLD

HOM MANY PASSEMGER YENICLES {CARS, TRUCKS, YAMS, ETC.) ARE OWHED BY M HRERS Of
YOUR [IOUSEIOLD?  (Check one)

(1) __ Mone
(20 X _ one
() _tw
(4) ____ Three
WIAT IS YOUR MARITAL STATUS? (Check one)
(1) X_ singte
(2) _ __ Marrled
(3) ____ Widowed
(4} ___ Divorced or separated
___ Other



V.

Introduction toProspect Survey

While a survey analysis appears to be a groupof questions, in fact

the real product is a table of data unavailable from any other source.
The analyst should begin with a written mock-up of the final report
logic and the specific tables which lead to a conclusion.

A.

A survey of existing properties and alternatives available to a

selected market segment defines only the competitive standard -

namely the minimum product and price necessary to be in the mar-
ket.

1. Comparison shopping further identifies where there may be
gaps in the supply of alternatives, a market opportunity gap,
or where the oversupply is so significant as to portend the
last competitive alternative before bankruptcy - namely price
cutting.

2. Comparison shopping should not only identify the physical
characteristics of the product and price but the nature of
the promotion effort as well.

3. Promotion comparison should consider pedestrian and vehicle
approaches, model location, furnishings, and sales people.

4, Review of the promotion campaign should reveal whom the
competitors believe to be their prospect.

A survey of users, is designed to reveal or to identify the
competitive differential attributes which whould provide that
monopoly element required of every successful project.

1. A second product of consumer survey is the ability to develop
Tocally relevant ratios which permit disaggregation of market
data into market segments and the conversion of potential
numbers of people into potential dollar sales over time.

2. Survey questions to create ratios require previous construc-
tion of a market model hypothesis.

With a preliminary hypothesis as to the prospect, survey questions
may be inteded to provide:

I. Key ratios necessary for segmentation of market data already
broken down by trade area, demographics, employment, etc.

2. Key indicators of anxieties or preferences or tradeoffs of
the prospect.

3. Key indicators of the anxieties or preferences of non-pros-
pects who feel a vested interest in the impact or have a
significant part in the purchase process. (For example -
the members of the Public Housing Authority have a different
set of needs than the ultimate user, but the product is 'bought"
by the Board).



Exhibit 8

SURVEY RESEARCH PROCESS--MAIL SURVEY

MAIL CARD TO
NOTIFY RESPONDENT

JOESPOM SE

/'i CQVER PAGE |
MALL et MOTIVATOR |
SURVEY | , TR,
\\L EXPLANATION
RETURN ENVELOPE
NO RESPONSE RESPONSE
25-357
FOLLOW-UP
CARD #1 + 5
¥
FOLLOW-UP
CARD #2 + 5
¥
TELEPHONE
e | (O P7IONAL)
i ¢
REMAIL -
SURVEY +/0-15
YS- 602%
074~



Exhibit 9

FEASIBILITY RESEARCH GROUP

SAMPLE QUALITY CONTROL

SAMPLING ERROR

DEFINITION:

HOW
CONTROLLED:

SAMPLE BIAS

DEFINITION:

HOW
CONTROLLED:

Sampling error occurs when sample data is not representative of

the total population of households from which the sample is drawn.

FRG's sample of the population reflects updated 1977 household
data. Using our source of Washtenaw County Household addresses,
which is updated for new apartments and homes built in 1977 and
applying a computer-generated random sample, we can hold sample
error to a minimum.

Samplie bias occurs when respondents drawn in the sample refuse
to be interviewed for the survey or do not reply to certain ques-
tions in the survey.

At FRG the following steps are taken to reduce possible sample
bias:

(1) Pretesting of the survey questions and survey format to:
(a) enable the respondent to understand the question

(b) reduce respondent fatigue by creating a natural flow
in the question sequence

(2) Monitoring interviewer performance by Head Interviewer to:
(a) review completed surveys for completion and editing

{b) review respondent's perception of interviewer through
calling of 5% of respondents to learn consumers' opinion
of interviewer




1

SURVEY-——N
MAILED 3

3

1st FOLLOW-pm
UP MAILED

[
7
8
9

10

2nd FOLLOW =i
UP MAILED **

13
14
15

16

20
V3]
&2
23

24

MATLED =g
FOLLOW-UP

(52.7%)
response

rate to date«

Y

10

27

2y

31

et Liom

EI NI 2 UL [

(|l

h [T A R

e

MATL SURVEY RESPONSE RATES

*DAILY. |1 TQTAL. J“POSTAGE ”UNDE- ~ iPOSTAGE
DATE RESPONSE | RESPONSE DUE LIVERED DUE FRG

7/7/75
7/10/75 1 ] $0.22 1 $.10
7/11/175 7 8 $0.64
7/12/175
7/12/75 11 19 $0.82
7/14775 | 1+41+30 91 $8.62 [1 FRG stamp used)
7/15/75 63 154 $7.76 1 $.10
7/16/75 [+2, 1+90| 247 $10.90 1(3 FRG stamps
7/17/75 | 1+115 363 $11.60 1 (1 FRGE stamp)
7/18/75
7/18/75 247 610 $34.14 5
7/21/75 165 775 $21.10 3
7/22/175 233 1,008 |$28.36 4

[+$.20 remail)
7/23/75 1+2, 138 | 1,149 |$15.66 2

(+$.20 repail)
7/24/75 153 1,302 | $14.02 (#$.20 rempil)
7/25/75 114 1,416 |$13.68 1
7/28/175 49 1,465 |$ 5.88
7/29/75 143 1,608 |$17.16 (#$.40 rempil)
7/30/75 53 1,661 § 6.56 2
7/31/75 37 1,698 |$ 4.54 ]

(+$.40 for 2-1st cllass)
8/1/75
8/1/75 11 1,709 | $ 1.52 2
8/4/75 48 1,757 |{$ 5.86 1(25)
8/5/75 31 1,788 | $ 3.72 ({+$.40 postage)
8/6/75 1422 1,811 |$ 2.64 ([+$.40 postage)
8/17/75 25 1,836 |$ 3.00?
8/8/75 34 | 1,870 ($4.20 | 1]

)

I L DAILY iuIQ_AL ”POSTAGE u UNDE— POSTAGE| >
DATE | RESPONSE|RESPONSE| ~ DUE | LIVERED|DUE FRG |
8/11/75| 33+6 1,906 |[$ 3.96
8/12/75] 341 1,910 |[$ .36 (+$1.20 remail postage)
8/13/75| 18 1,928 |$ 2.16
8/14/75| 10 1,938 [$1.20 1(27)
8/15/75 5 1,943 |$ .60
8/18/75 10 1,953 |$ 1.20
8/19/75, 4 1,957 |$ .40
8/20/75| 2 1,959 [§ .34 ]
8/21/75| 1 1,960 |[$ .12
8/22/75 1 1,961 |$ .12 (#) mailed|to MEHA £ 1,962)
8/25/75 1 1,963 |$ .12 ($$.40 remail)
8/26/75 3 1,966 |$ .36
8/27/75, 2 1,968 |$ .24
8/28/75/ 3 1,971 |$ .36
8/29/75 1 1,972 1§ .12
9/2/75 2 1,974 |$ .24 (¥) mailed|to MEHA E 1,975,
9/8/75 2 1,977 |$ .24
9/9/75 1 1,978 1§ .12
9/18/75 4 1.982 |$ .55 | (28)
(3,331-28 = 1,982/3,303 = 60% response rate to datg)
9/22/75 1 1,983 |$ .15
9/30/75 1 1,984 |$ .15
10/6/75 1 1,985 |$ .15 %
10/22/75 1 1,986 |$ .15 =
11/12/75 1 1,987 § .15 =
11/24/78 1 1,988 |$ .15 =
|
|




Vi,

7. Personal interviews in depth permit questions using photo-
graphs with colors and styles. Expensive and time consuming,
it assumes precious qualification of the interviewee as a
typical prospect.

I. Processing of surveys can involve simple tallies or counts,
simple subdividing of responses into subcategories, or prefer-
ably organization of the questionnaire to permit key punching or
cross tabbing or statistical analysis by computer processing.
The problem of identification requires:

1. Coding by colored paper, colored return envelope, stamp on
self-addressed stamped envelope to reflect geographic area,
building address, type of respondent, original mailing list
solves most processing problems.

2. Beware of code numbers if you promised anonymity; give them
the option of identifying the respondent, etc.

3. Always identify yourself as an analyst (but not the project
or the client), providing a phone number or an address where
the interviewee can find you. |t will generate both presale
prospect lists and some primary unexpected political parti-
cipation by others.

J. Comparative cost and comparative merits and disadvantages of alter-
native survey research methods for appraisers is suggested in
EXHIBIT 11.

1. These were prepared in 1978 by John Rasmussen for a conference
at the University of Wisconsin.

2. Many appraisers worry about the size of the sample and degree
of reliability of the results. In many cases, market segment-
ation and correct identification of the customer group will
alllow survey of virtually the entire universe of 20-40 users.

3. A sample is used to infer facts about a larger universe.
EXHIBIT 12 provides an indication of sample size and range of
error. Note that if you are going to subdivide responses
between homeowners and renters, for example, it is important
to have the desired sample size in the subcategory. Hence,
it is important to refine your list of names as sharply as
possible.

Telephone Survey to Improve Bidding Position on Turn-key Elderly

Housing Project (Exhibits 13&14)

As a simple illustration of the relationship of consumer need to
pre-architectural programs, consider the survey approach for a
turnkey, 160-unit elderly housing project, solicited by the City



SURVEY RESEARCH FOR APPRAISERS

Response Typcial Cost Typical
Survey Format Advantages Disadvantages Rates Per Response Time
Personal 1. Permits longer surveys 1. Higher cost than phone 0 - 75% $3 to $6 per 30 - 60 days
Interviews 2. Opportunity to probe phone or mail survey response
3. Can use flash cards, 2. More time required than all Backs-3
floor plans, etc. telephone
3. Training and field
. supervision required
Telephone 1. Faster than personal 1. Shorter questionnaire 30 - 50% $2 to $2.50 15 - 30 days
Survey interviews or mail required
surveys 2. High turnover results in [all Backs-3
2. Opportunity to probe lower completion rate
3. Less pretesting 3. Unlisted and disconnec-
required ted phones may bias sample
A
Mail 1. Lowest cost 1. Longest time for 0 -60 % $.55 to $1.00 60 - 90 days
Questionnaires | 2. Larger survey sample turn around
2. Questions as well as Follow ups
layout require design Jor 4
FEASIBILITY RESEARCH GROUP LTD.

[l 31q1yx3 "’
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THE REVATIONSHIP OF SAMPLE SIZE TO SURVEY ACCURACY

Sample or With this size sample, we _are X% certain the obtained percentage is within

subsample Y% of the true percentagel.

ifﬁi_“*__ 954 certain 90% certain 50% certain
50 + 13.8%2 ¢ 11.6% + 4.8%
100 9.8 8.2 3.4

150 8.0 6.7 2.8

200 6.9 5.8 2.4

250 6.2 5.2 2.1

300 5.7 47 1.9

350 b.2 4.4 1.8

400 4.9 4.1 1.7

450 4.6 3.9 1.6

500 4.4 3.7 1.5

600 4.0 3.4 1.4

700 3.7 3.1 1.3

800 3.5 2.9 1.2

900 3.3 2.7 1

1000 £ 3.1¢ t 2.6% t1.1%

llhc percentage that would be obtained if everyone in the sampling list had been sent a survey.
the figuies given are accurate if the true percentage is from 30% to 70%. The obtained
percentage and lrue percentage are likely Lo be closer if the true percentage is less than

3074 or greater than 70%.

“For example, if the obtained percentage is 50 the true percentage will be between 36.2%
and 63.8% (£13.8%), nineteen times out of twenw (95% certain).

71 3iqiyxy
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CHECKLIST FOR INTERVIEWERS

Exhibit 13

BE NEUTRAL -- DON'T ATTEMPT TO INFLUENCE RESPONDENT IN ANY WAY,
RE INFORMAL.

Be courTEOUS.
BE CONSCIENTIOUS,

FIRST ANSWERS ARE USUALLY THE MOST MEANINGFUL. DO NOT CHANGE
ANY ANSWERS TO A PAST QUESTION.

Do NOoT RECORD A "DON’T KNOW” ANSWER TOO QUICKLY -- GIVE RESPONDENT
TIME TO THINK.

RECORD ANSWERS JUST AS THEY ARE GIVEN. IF LENGTHY, TRY TO SUMMARIZE
IN RESPONDENT'S OWN WORDS. NOT YOURS.

TRY TO OBTAIN AS SPECIFIC INFORMATION AS POSSIBLE. [|F RESPONDENT
ANSWERS, “IT’S 0.K., ASK WHY. IF NECESSARY, DO A LITTLE PROBING.

KEEP TALKING AS YOU WRITE. ASK NEXT QUESTION WHILE WRITING FIRST
ANSWER, DON'T LET RESPONDENT GET DISTRACTED OR BORED.

STICK TO THE SUBJECT. DON’T LET YOURSELF OR THE RESPONDENT DIGRESS,

BE SURE YOU'VE ASKED EVERY QUESTION AS IT IS WRITTEN IN THE ORDER
THEY APPEAR ON THE QUESTIONNAIRE FORM.

CHECK OVER QUESTIONNAIRE BEFORE TERMINATING THE INTERVIEW TO MAKE
SURE IT IS COMPLETE.

THANK RESPONDENT FOR PARTICIPATING!

FEASIBILITY RESEARCH GROUP LTD.
210 MICHIGAN THEATER BUILDING
ANN ARBOR, MICHIGAN 43108

{313) 994.4454



PROJECT “0: _ CONTRACTOR NAME:

PROJECT AME: Exhibit 14 INTERVIEWER NO:
INTERVIEW VALIDATION
INTERVIEWER TO FILL IN (1) ADDRESS AND PHONE NUMBER OR FIELD SUPERVISOR TO COMPLETE.
(2) NAME AND ADDRESS (IF NO PHONE OR REFUSAL) (VALIDATE WITHIN 2-7 DAYS.)
MR, VRS, TNTERVIEWT STARTI EINTSH|TOTAL | VALTDATED| PHONE OR QUESTIONS
ADDRESS 71p NAME __ [MS, MISS |PHONE_#| _ DATE | TIME| TIME |TIME | BY  |IN PERSON|VALIDATED |COMMENTS
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of Madison Housing and Redevelopment Authority for a specific urban
renewal site. Developers were to compete on both cost and sensitivity
of design with an oral presentation to the Board in addition to sub-
mission of bid materials.

A. The packet of bid instructions included:

T.

7.
8.

Identification of the 116,549 sq. ft. site (wtih views of
lake, park, and hospital)

Restriction of access to one side of site, and inclusion of
53 parking stalls, and a drive through portachere.

A statement that the proposed structure be in harmony with
existing buildings.

Limit of 160 units in three distinct structures inter-
connected by an enclosed weatherized corridor system for
elderly housing.

Specification of three structures consist of a one-story
building housing 10-15% of total units; a trhee-story with
25-35% of total units; and a high rise with the remaining
60-70% of the total units.

Provision of extensive community, recreation, management
and maintenance spaces with explicit instructions as to the
location and relationship of the latter two space groups.

Design in accord with HUD Minimum Property Standards.

Time between solicitation and presentation was four weeks.

B. Joint venture proposal was to include experience design/construc-
tion firm from out-of-town, the local broker/developer for fin-
ancing and community relations, and a team of two graduate students
in real estate. After organization of their joint venture three
and one half weeks remained; designer required two weeks to pre-
pare materials; estimator two days, etc. and specification and
development of a pre-architectural program had to be completed
in eight days.

1.

Four days allocated to data collection and survey design;
four days allocated to analysis and development of design
program.

Market researches read relevant secondary literature (such

as Housing the Elderly, Central Mortgage and Housing Corpora-
tion of Canada, Second Edition, July 1972, Printed in Canada;
or Design of Housing for the Elderly: A checklist, by Marie
C. McGuire, NAHRO 1972; items found in The Built Environment
For the Elderly and the Handicapped, a bibliography, U. D.
Department of Housing & Urban Development, Library and
Information Division, June 1971).
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3. Researchers visited several Madison projects, obtained floor
plans, and visited with managers to make a subjective analysis
of the relative success or misfit design elements in existing
housing.

During same two day period architect/engineers reviewed information
packet and site constraints; then met with market researchers to
generate the following basic research questions.

1. What are the physical limitations of the prospective residents
requiring special features?

2. What is the prior living experience of the resident, to mini-
mize disruption of life style through design sensitivity?

3. VWhat unit mix would be appropriate?

4. How is unit mix allocated between three required structures?
5. What should be basic unit size?

6. How should space within each unit be allocated?

7. What functions and design feautures should be included in
community spaces?

8. Are there other wants, needs and anxieties of users unmet
by existing Madison elderly housing projects?

To answer these questions the survey design required specifica-
tion of survey measurement devices and identification of a respon-
dent group.

1. Given the experience of the researchers, their preliminary
research to brief themselves, and a two-day time limit, they
chose to do a non-probability judgment sample.

2. Time schedule required a telephone survey technique with a
random sample of residents in elderliy housing units in Madison.

Sampling criteria required:
1. Sample be representative of the population of interest

2. Persons selected must be able to respond with relevance and
validity to the survey

3. Population from which sample would be drawn had to be exper-
ienced in type of unit to be researched

In response to these criteria:

1. It was reasoned that most likely there would be homogeneity
of demand characteristics between present occupants of public
elderly housing in Madison and prospective occupants on
Housing Authority waiting lists.
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2. Literature search indicated that continuity theory (habit,
pattern, life style) control elderly so that occupant of
present comparable units would best be able to relate to design
questions and project their future needs and desires relative
to their own units and experience.

3. A need survey could have been made of Housing Authority man-
agement, building managers, or HUD underwriters but developer
felt that the best responding group would be the elderly
themselves.

G. The interview sampling plan consisted of:

1. Ildentification of Madison public housing units for the elderly
by street address

2. ldentification of present occupants by name in existing units
from current reverse telephone directory.

3. Random sample of residents named and available by phone
(potential bias)

H. Survey results were to be keypunched and analyzed on a cross
tabutation program at the UW School of Business Computer Center
to reveal how different persons in different types of units might
have differed in their responses.

1. For speed, keypunching was to be done directly from completed
questionnaire form

2. Usable forms were required to have answers to all relevant
guestions

3. Ultimately there were 99 usable responses from a total popu-
lation of 268 apartment units in the Madison elderly housing
program.

k., Two persons complete these responses in two twelve hour working
days; computer analysis took one day.

I. Sample questionnaire provided in Exhibit 15

1. Telephone survey very poor technique for measuring attitudes
of elderly

2. More valid than group meetings conducted by Housing Authority
where residents are intimidated by landlord, size of group,
or dominant extroverts

3. Personal interview more time consuming and more valuable

L. iInterviews should be conducted in respondent own unit to
position questions against current experience and to permit
demonstration with more ease than verbal articulation.

5. Exhibit 15 should be viewed as demonstrating how standardiza-
tion is imposed on telephone survey techniques

6. Interviewers were women

The questionnaire was intended to generate a brief consumer profile,
identify possible significan and subtle dissatisfactions with unit
design, and permit some open-end questions to explore areas not
anticipated by researchers.

A. The consumer profile of the typical occupant:
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—
.

Was female (83%)

2. Had previously rented a housing unit (82%) with 91% having
paid less than $175 per month and 60% had paid less than $100,
indicating most found the public housing unit better in qual-
ity and Tower in price ($50-$60 per month)

3. Long waiting periods before admittance to public housing
generally made them most grateful and non-critical

4. Almost all had known low density low rise residential environ-

ments over their lifetimes.

For space allocation and features the survey revealed:

1. Satisfaction of present site with living room larger than
bedroom, etc.

2. 99% preferred bathroom to open into bedroom

3 Open-end question revealed majority wanted outside window
from kitchen

L. Desire for indoor walking-exercise area without steps

5 Desire for lounges tied to indoor passages and with views of
action centers

6. Desire for community craft and recreation facitilites which
were not isolated by stairs, windowless walls, or outside
walkways (as was the case in Madison projects).

7. Anxiety about high rise among many due to fire hazard depend-
ence on elevators or lifetime unfamiliarity with high rises.

8. Preferred more units per floor in low rise to exclusiveness
of high rise floor but would take anything they could get.

The theory on aging elderly behavior patterns also contributed to
design constraints, for example, the disengagement theory indicates
the elderly gradually lose the energy to maintain a great variety
of social contacts, etc., a tendency which leads to isolation and
increased depression due to loneliness.

1. Physical design must provide a variety of choices as to their
withdrawal from the street, the total project, a small group
of neighbors, or their own room.

2. At the same time, heterogeneity of unity mix avoids clustering
all handicapped, all married, etc. in one particular zone to
give everyone a variety of social contacts.

3. Circulation patterns can be designed to encourage random
meetings without forcing social involvement.

k. Visual elements which are depressants such as views of ceme-
teries, hospitals, nursing homes, etc. should be avoided.

With the initial design constraint inputs, the designers worked up
a tentative plan which proved to exceed the desired cost estimate
at which point estimators, market analysts, and designers met in
an all-day session to hammer out final trade-offs. A 165-unit
project was the result as described in Exhibits 17, 18, 19 and 20.

1. Project had second lowest total cost ($3,397,380 or $26,000 per
unit) of the ten proposals submitted.

2. Project was turned down by renewal board because they did not
like contractors reputation for economy and thought the exter-
ior was less attractive than conventional tower.
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Experience is typical of real estate that is designed to please
the investor rather than the ultimate user, particularly when
the investor has not properly defined the context in sufficient
detail to judge the fit of any proposal submitted.
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4, Was your previous home:

owned by you ( or ycu and your spouse)

owned by your family ( or your spouses' family)
: %éé% occupied without cash rent
i

rented by you (Or you and your spouse)

L~ —~ > How much was your rent each month ?
l less than $5C $100 to 125
i $50 to 75 $125 to 173
‘ $75 to 100 175 or more

14

Did your rent include:

e 4 Electricity éyes
Hest
/ Water
4 Gas - & oNA

K

Freseur |Liv.0@T0UR RESPONSES TO THE FOLLOWING QUESTIONS WILL TELL US WHAT
YOU FEEL IS INPORTANT IN AN APARTMENT SPECIPICALLY DESIGNED
X Persooc e lFOR THT ELDERLY

5. Which of the rocms in the apartment should be the largest,
second largest, and third larges: ?
Second Third
Largest Largest Largest

-

Kitchen-Dining area )
Living Room g

Bedroom

6. Is your present home:

too large for your needs
too small for your needs
s just right for your needs

people live with you in your apartment ?

none three
one four
two five or more
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If you could change your present avartment by making one
room larger and one room smaller;

N

8., Would you make your:

LR lsrger; BR smaller or/
BR larger; LR smaller or/
leave them like they are

9, Would you make your:
() LR larger; K-D arez smaller or/

() K-D area larger; LR smaller or/
% leave them like they are

D'P‘T'IOLJA < Uw T

Feavees
10. Would you prefer:

A dining area in tke kitcher or/
()

A dining area next to the kitchen

If you had to select one of the following:

11. Would you prefer:

i’ A bathroom door opening to bedrcom only or/
A bathroom door opening to living room ares only

12. Vould you prefer:

A large closet area in the bedroom or/
A large closet area in the living-dining-kitchen area

13, Would you prefer:

A balcony or
Slightly larger apartment sigze

14, Would you prefer:

Larger closet space or
More open space in your apartment
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Opriovad Feo:e cr FeAraess
15. If you had the choice, would you want:

(~_J) A larger apartment and less community space or/

() A smaller apartment and more community space or
make no change

If you had to select one of the following:

16.%Would you prefer:

area, and a small library or/
(C)several smaller gseparate rooms for each of these activities
in addition to a central lounge
17.%ould you prefer: _
A special lounge area for children of guests or/
L A larger main lounge

l 'One large room with a music area, T.V. area, conversation

h]

18, Should there be a separate lsunge for women only -

a separate lounge for men only
No

i9. Is there a craft or hobby room in the building you live in now ?

yes
no e
S

¥ ~.
20. 'Would you like' (do you like) a crafts room ?
r--—- no
yes
l 2"1. For what crafts would you use the craft room ?
' Pottery woodworking
’ knitting and crocheting sewing
painting copper enamiling
weaving other
photography other

22, How many times a week would you (do zou) use the room ?

I

| less than once a week More than 3 times
once Never

!

I
| ilf y
|
l

twice
three

L ---%>25. Should the crafts room be:

EXHIBIT 18 Ju
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Generalized Format of Merchandising Report Summary

Cash flows ultimately depend on sales or rental revenues and
further refinements of the frontdoor-backdoor approaches depend
on establishing an explicit set of assumptions about the
geographical market area, the user segment within that market
area, and so on. All you buy in a real estate investment is

a set of assumptions about the market. Therefore, the analyst
should provide and identify a marketing assumption checklist
for the reader:

1. Definition of geograshic and demographic market.
a. Primary trade area to be served

b. Profile of prospects by current iocation, statue,
income, etc. in primary carefully segmented area.

c. Secondary trade area to be served

d. Profile of prospects by current location, status,
income, etc. in secondary carefully segmented area.

2. Definition of principal competitors
a. Existing supply
b. Prospective supply with timeline advantage.
c. Competitive standard package of project features.
d. Unique features of successful competitors.
e. Probable cause of unsuccessful competitors.
f. Merchandising appeals of competitors.
g. Definition of market penetration and competitive gap.
3. Establishment of merchandising strategy logic
a. Competition
Standard product
Price and quality
Competitive edge opportunity
b. Positioning strategy
Sales themes
Name and byline
. Site and unit features
Strong sailes points
c. Construction and architecture
Sales area

Models
Entrance and signs
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. Project amenities

. Roads and paving

. Site plan

. Construction schedule

4, Definition of prospect target for subject property

a.
b.
c.
d.
e.

f.

g.

Recommendations on site location
Recommendations on site linkages and dynamics
Recommendations on building types and numbers
Recommendations on basic unit features
Recommendations on basic unit options
Recommendations on level of quality

Recommendations on basic price targets

Structuring the Feasibility Report

Ultimately the budget established for analysis and the need to
communicate the findings represent a severe constraint on the
feasibility process. Priorities and critical assumptions nec-
essary to achieve the desired outcome must be separated from the
great mass of detail and presented tersely.

1. Format of the report should rely on three elements:

a.

C.

An executive summary which tersely identifies
alternative courses of action and recommendations
as to how client can make the choice.

A basic reference document which includes all the
detail analysis.

A collection of reports by contributing professionals
incorporated by reference.

be terse the executive summary should depend on:

Simple charts of choices of alternative outcomes
(See Exhibit 21).

Simple flow charts (Such as Exhibits 3,7,13,22).

Specific criteria used to measure '"'liklihood of success"

3. Statement of limiting conditions should first begin with a
definition of the word ''feasible! (as per Institute of
Appraisal Terminology Handbook), and then state that it was
the purpose of the study to define the context of the situ-
ation and the parameters within which a solution might be
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found to fit the major constraints with a reasonable liklji-
hood of success. [t should carefully point out that the
generalist has made a series of explicit assumptions which
may, nevertheless, need confirmation by more detailed study
best done by specialists. The statement of limiting condi-
tions should further emphasize the constraints and objectives
placed on the study by identifying who:

a.

b.

Defined the constraints
Defined success
Provided the data and assumptions

Permitted key assumptions to remain untested for
economy or speed

Accepted assumptions of conditions of uncertainty
Assembled proforma financial statements and projections

Executed feasibility confirmation of key assumptions
with aid of specialists.

Placed limitations on use and confidentiality.



Reprinted with permission of Feasibility Research Group, Ltd.

— FEASIBILITY RESEARCH GROUP

MINI-STORAGE MARKET FEASIBILITY ANALYSIS

A _MARKET ANALYSIS GUIDE FOR REAL ESTATE APPRAISERS,

MORTGAGE LENDERS, DEVELOPERS AND INVESTORS.

PREPARED BY:

JOHN A. RASMUSSEN
FEASIBILITY RESEARCH GROUP,'LTD.
208 MICHIGAN THEATER BUILDING
ANN ARBOR, MICHIGAN 48104

© Copyright 1978. A1l rights reserved.
No reproduction permitted without written permission.




o h 3
L EAS!B!IL!TY ANESEARCH A ROLUP

PR

m
A
P
[gr]
m

The fellowing iilustrations of market feasibilitv analysis repra2sent an
introduction to market analvsis. This effort snhouid not be considerea 2s a
complete "how to do it" guide but rather as a framework for stimuiating the
discovery and reasoning processes of the reader i.e. not "What is the answer?”
but ".'hat questions should be asked?"

Market analysis requires original research. 7o assist the reader in vis-
uaiizing a market opportunity analysis examples are included. both of sec-

ondary analysis (e.g. census data) and primary analysis (e.g. survey research).

An introduction to market analysis would not be complete ir it did not
include a basic outline or framework of the market analysis process. The
real estate market analysis process used here considers real estate develap-
ments as a consumer market product. Real estate appraisers, architects and
financial analysts hopefully will find that this introductorv guide places

market analysis in perspective.

The specific applications used to illustrate market analvsis and market
strategy should not be considered as models to be accepted and used in other
situations. The very essence of market analysis is relating total ootential
demand to a specific site. Analysis of individual sites and competition in
individual markets should be considered in sach instance.

John A. Rasmussen

Research Coordinator
Feasibility Research Group. Ltd.
Ann Arbor, Michigan
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THE CONCEPT

IS _THE SELF-SERVE STORAGE CONCEPT A "FAD" OR AN ESTABLISHED MARKET TREND?

Prior to the introduction of self-serve storage facilities consumers ren-
ted storage space for storage of household furniture at MOVING AND STORAGE
company warehouses.

Moving and storage company facilities are still available today from May-
flower, North American Van Lines and other companies with local household

storage warehouses.

DISADVANTAGES OF MOVING COMPANY  VS.  ADVANTAGES OF SELF-SERVICE STORAGE

--In-and-out labor charges vs. --No labor charge for self-serve

--High minimum rents of $30+ vs. --$9 to $18 minimums for self-serve

--Container storage boxes vs. --Walk-in quick access without wait-
stacked three tiers high ing for forklift and operator
by hydraulic forklift

--Access limited to 8-5pm VS. --Easy access in evenings and weekend
business hours hours

--High ceiling heights make vs. --Drive-in size units with 10', 15',
boat, R.V. and sporting 20', 25' and 30' depths allow rent-
vehicle equipment storage ing as much or as Tlittle space as
expensive and impractical needed. Eight to ten foot heights.

The above disadvantages of moving company storage facilities are very easily
overcome by the self-serve mini-storage concept for household storage needs.

The 1ikelihood of apartment dwellers or homeowners switching back from
self-serve to moving company storage facilities appears highly unlikely. A
fad would tend to show a spurt in consumer demand and then decline , but
mini-storage demand in both southwestern and northwestern states ha: indi-
cated increasing demand for mini-storage units in mature markets.

RN
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THE USER PROFILE

Therz are several methods of developing user profiles.

(1) Trade Association or other published profile data
(2) Review application forms where available
(3) Survey existing users of mini-warehouses
(4) Survey potential users of mini-warehouses

WHO IS THE PRIME USER?

By identifying the profile of the user we find that the prime user is the
apartment resident. Survey by Feasibility Research Group of 299 households in
a random sample survey in Washtenaw County, Michigan in 1976 revealed that 28%
of the apartment residents and 16% of single-family residents said that, yes,
they were interested in the concept of mini-warehouse service. An additional
32% of the apartment residents and 21% of the single-family residents indi-
cated they possibly would be interested in mini-warehouse service.

Combining the responses of those who said yes and those who said possibly
interested we found that 60% of the apartment residents and 37% of the single-
family residents represent the potential market for mini-warehouse facilities.
(Note: These percentages may or may not apply in other communities.) The
actual percentages are not critical, but the total support for the concept
from the apartment residents vs. the single-family residents is important.

HOW LONG DOES THE PRIME USER NEED STORAGE SPACE?

After identifying the prime user of the mini-warehouse, the apartment
resident followed by the single-family resident, we can further profile the
market of residential users into those people who use the mini-warehouse on
an annual basis and those people who use it on a seasonal or short-term use.
Based upon our sample survey of 299 households the indicated demand for seas-

onal storage is as follows:
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APARTMENT RESIDENT'S SINGLE-FAMILY
DEMAND , . DEMAND
SEASONAL STORAGE: 83% 17%
ANNUAL STORAGE: 67% 33%

The apartment residents are the largest segment of the user profile as they

account for the highest percentage of both the seasonal and annual storage
needs.

SHORT-TERM DEMAND GENERATED BY HOUSING MOVES

A significant segment of market demand for mini-storage use comes from
households who move and those households which move frequently. As might be
expected, apartment residents are more mobile. Apartment residents are also
more Tikely to move themselves, ‘using either U-Haul truck, Avis or National,
or whatever company provides the truck rental service in the market area.

To estimate the size of this potential mover, do-it-yourself market,
again we go to our survey of 299 households.

QUZSTION #10A: WHEN YOU MOVED TO YOQUR PRESENT HOME, HOW DID YOU MOVE ALL THE
o THINGS YOU BROUGHT WITH YOU? (DOUBLE COUNTING*)

SINGLE-FAMILY

RESPONSE APARTMENT HOUSING
l. HIRED A MOVING AND STORAGE COMPANY 12.0% 30.2%
2. RENTED A U-HAUL TRUCK OR TRAILER AND 46.2% 31.0%
MOVED IT MYSELF ’
3. USED MY OWN CAR OR TRUCK TO MOVE 18.3% 21.4%
4. BORROWED A VEHICLE FROM FRIEND OR 17.9% 10.3%
RELATIVE
5. EMPLOYER HIRED A MOVING AND STORAGE 1.2% 11.9%

COMPANY TC MOVE MY THINGS

TOTAL 100.0% 100.0%

*3 household may have employed two or more methods in moving.
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We can see from the survey results that only 12% of the apartment resi-
gents hired a moving and storage company, as opposed to 30% of the single-
family households. Even including the households where the employer pays
for moving and storage the total moving and storage company market segment
accounts for only 13.2% to aoproximately 42.1% of the moving market. The
do-it-yourself mover thus accounts for approximately 83% of all apartment
movers in the market area survey.

To identify how to reach the potential user profile, the apartment resi-
dents who move and move frequently, we can also turn to the survey. Survey
data indicated that the Yellow Pages was the largest one single source of
information regarding moving companies and U-Haul rental locations. Later
on. in evaluating the promotion plan for mini-warehouses, it is important
to recognize the Yellow Pages ad as one major part of the mini-warehouse
promotion.

WHAT KINDS QF ITEMS ARE STQORED IN MINI-WAREHQUSES?

There are three ways of finding out what is stored in mini-warehouses.

(1) Ask existing managers and inspect existing mini-warehouses.
(2) Trade association data.
{3) Survey people in a market area and find out what they have to store.

FRG used all cof the above sources including a survey of prospective users.

Household furniture is the largest single category of items typically
stored in mini-storage facilities. OQur survey indicated that between 40-47%
of the demand was for storage of household furniture. When you add household
appliances this increases from about 48-62% of the demand.

7-12% of the indicated demand is for boats and trailers.

4-6i% of the indicated demand is for sporting goods and recreational
equipment.
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I would Tike to add that most of this is for dead storage space, not where
the space is used for work on a hobby or repair service or daily use, but
strictly for dead storage use.

WHAT ARE THE GREATEST CONCERNS OF MINI-STORAGE WAREHQUSE USERS?

Survey responses reveal overwhelmingly that 60% of the potential users
are concerned about security from theft. Safety from water damage is impor-
tant to about 5-12% of the respondents. Single-family households are con-
cerned about fire damage to a much lesser extent than security from theft.
Temperature, humidity and dampness are concerns, but again much less than
security from theft.

WHAT IS THE IMPORTANCE OF A STEEL STORAGE BUILDING VS. A MASONRY MINI-WARE-

HOUSE BUILDING?

This is perhaps one of the most interesting areas of the survey in re-
spect to the perceived safety and security of a storage facility. We asked
the question: "Which do you feel would be a safer place to store your prop-
erty, a steel building or a concrete building?"

Mini-warehouses are built of steel skin over a wood frame, basically a
pole barn for those of you who are familiar with pole barns, or they can be
built with a steel frame, such as a Butler steel building with a steel skin
and steel roof. They can also be built with poured concrete footings, 42"
in Michigan, with either concrete block or tilt-up poured concrete walls
with precast concrete roof structures or wood roof structures. The interior
partitions can be of galvanized corrugated steel or wood frame partitions
with drywall, wood frame partitions with galvanized steel or with partitions
with particle board. I have seen combinations of both wood building with
wood interior partitions, steel buildings with wood interior partitions,
masonry buildings with wood interior partitions or masonry buildings with
steel interior partitions. Which is best is best answered by the consumer.
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WHAT DO CONSUMERS SAY?

TABLE R

QUESTION #25: WHICH DO YOU FEEL WOULD BE A SAFER PLACE TO STORE YOUR PROPERTY?

RESPONSE APARTMENT SINGLE-FAMILY
L. A STEEL BUILDING 8.3% 11.3%
2. A CONCRETE BUILDING : 29.8% 30.9%
3. MAKES NO DIFFERENCE 62.0% 57.7%
TOTAL 100.0% 100.0%

About 8% preferred the steel building as a safer place to store their property.
A concrete building was favored by about 30% of the apartment residents; how-
ever, 62% of the apartment residents say it doesn't make any difference wheth-
er it's built of steel or concrete.

The importance of this survey finding is that you can build a lower cost
facility and still provide safe storage space.

HOW CAN THE SECURITY BE PROVIDED?

The security which the users of mini-warehouses expect and require can be

provided in several ways:

(1) A completely fenced facility,
(2) Well Tighted facility,

(3) An onsite manager, manager's office and onsite manager's apartment for
24-hour security of the premises.

In several instances, in facilities with which we are familiar, two onsite
manager's apartments had been offered.
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HOW CAN THE INDIVIDUAL UNIT MIX BE MEASURED AGAINST THE MARKET DEMAND?

(1) Review Existing Experience

The successful developers of existing mini-warehouses who have monitored
rent-up in several locations have been able to identify the best unit mix.
After basing initial mix upon judgment and previous experience the monthly
rent-up is monitored for each size of unit. Learn how rapidly the 5'x5'
units fill compared with the 10'x10' units compared with the 10'x15' units.
When all of the 5'x5' units are filled the demand would shift to filling
in the next largest size unit. This would indicate a shortage of the 5'x5'
units.

(2) Survey Potential Demand

I[f there are no mini-warehouses in the market area or perhaps only one
or two smaller local facilities which can't be used as a guide to set a
competitive standard, it is possible to estimate the demand for mini-ware-
house unit mix using survey research.

In FRG's resident survey in Washtenaw County, Michigan we used the ques-
tion: "HOW MUCH STORAGE SPACE WOULD YOU NEED TO STORE THE ITEMS YQOU WISH TO
STORE?" We then listed the various unit sizes. This was in a market where

many people were not aware of mini-warehouses but had some idea of what amount

of space they might need for the items they now needed to store.







