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CHAPTER PREVIEW

The process of real estate development is one that requires extensive know)-
edge and practice of all aspects of real estate: legal, financial, and markets.
Because of the special characteristics of real estate improvements—large size,
long life, and long gestation period—success in real estate development is in
large part determined by the accuracy of forecasts of long-term market potential
for the project.

This chapter and Chapter 12 examine the real estate development process. In
this chapter, we tocus on residential land development, while Chapter 12 deals
with various types of commercial development.

Residential development takes various forms: single-family and multitamily
dwellings, primary and secondary homes, custom-built and factory-built houses.
Whatever form a development is to take, successful developers must study care-
fully the market for the type of housing they contemplate and analyze carefully
the financial feasibility of the proposed project.

The topics to be covered in this chapter are

B types of residential development, including (1) single-family detached
houses, (2) single-family attached houses, (3) multifamily residences,
(4) manufactured homes, and (5) second homes;

# time-sharing;

B market and feasibility analysis; and

# financial feasibility analysis,
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TYPES OF RESIDENTIAL DEVELOPMENT

Although the single-family home on its own lot remains the ideal of most Ameri-
can families, other forms of single-family dwellings are becoming increasingly pop-
ular. Multifamily residences, too, take various tforms. The five principal types of
residential development are
single-family detached houses,
single-family attached houses,
multifamily residences,
manufactured homes, and

woa N

second homes.

Single-Family Detached Houses

The single-family house separated from any adjoining house with at least some
open land on all four sides remains the dwelling type most sought after by American
families. Many will accept a very basic house on a very small lot simply to attain
this poal. The reason often given is that the detached house provides more privacy
than an attached dwelling, though this is not always the case, especially if lots are
small. Nevertheless, because of this perception, detached houses often have the best
resale value,

Single-Family Attached Houses

The attached row house is a form of housing that goes back to colonial times.
This type of dwelling, on its own fee simple lot but sharing common walls with its
neighbors, was quite common in cities of the East and in San Francisco.

The first association of homeowners who owned streets and parkland in common
was founded in Boston in 1826. Louisburg Square, which contains 18 row houses
and a4 common park on a 2.3-acre site on Beacon Hill, remains a very desirable resi-
dential area even today.

The rise of the suburbs shortly after the turn of the 20th century led to the domi-
nation of the detached house. The suburban form of the row house, the town house,
wits a rarity until the 1960s; the overwhelming majority of such dwellings have been
built since 1970. For projects that are owner-occupied, almost all have used the
condominium form of ownership, with a community association managing common
areas,

The single-family attached dwelling has several advantages over the detached
project. Clustering requires less road frontage and shorter utility lines, resulting in
lower development costs per unit. The higher density of houses also permits lower
land costs, further reducing cost per unit. This type of development also can result
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in less adverse ecological impact, with more of the site being left in its natural state
and with more useful open space. A frequent complaint in conventional subdivisions
is "l have to spend my weekends cutting all that grass, but there's no place for the
kids to play.” In a well-designed single-family attached project, yard maintenance by
the homeowner is reduced greatly or eliminated, and there is a place for the children
o play.

Single-family attached housing can be of several types, including the town
house, the plex, and the patio house.

Town Houses

The town house is similar to the old row house. Each unit has its own front door
that opens to the outdoors, but it shares one or both side walls with adjacent houses,
Although the town house has no side yards, it may have f{ront and rear yards. Town
houses may front on the street or may be built in a series of five to ten units fronting
On & common area.

Plexes

The plex shares the characteristics of the town house and the single-family
detached house. Each building in a plex contains two or more units, each with its
own outside entrance. A duplex is for two families; a triplex, for three families; a
quadruplex, for four families; and s0 on.

Patio or Zero-Lot-Line Houses

The patio hounse, or zero-lot-line house, is very similar to the detached house
except that construction is from lot line to lot line, with an outdoor living area in an
interior garden court.

The garden court is normally enclosed by the house or by the house and walls.
Although small compared to the yard of the usual single-tamily detached house, the
secluded area provides a great deal of privacy. The houses are usually one story, are
often L-shaped, and may have one small side yard to provide passage 10 the rear
court area.

Multifamily Residences

Although the single-family home is still preferred by most families, it is too
expensive for an increasing portion of the population, Multifamily housing may be
the best alternative for such families, as well as tor young couples who lack the down
payments necessary to purchase their own homes, “empty nesters” who no longer
need or desire as large a home as they did when their children lived with them, and
single-person households, Where land prices are extremely high, rental or owner-
occupied apartments may be the only feasible type of new housing available.
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Civita: An Urban Green Village

“ In the 1920s. the Grant family
started a quarry and corcrete
business tha: produced store

-
and concrete for many of the
major construction projects in

San Diego for over 70 years. Finally, the quarry was

entering the end of its ife cycle, leaving a 230-acre

developable site in the heart of the Mission Valley
aistrict. It presenteo quite a challenge both fo
potential gevelopers and to the city.

Sudberry Properties, a San Diego-based
commercial real estate developer, proposad a
mixed-use, walkable, transit-orented. infill com-
munity called Quarry Falls, which included 4.500
diversely pricea residerces and more thar 1 mil-
lion square feet of office and retail space for shops
and restaurants. The project was designed to
follow an urban master plan endorsed by the ciy

calied the City of Villages that enwvisiors mixea-use,
sustainable communities. The plan placed almost
50 percent of its land area ir some type of oper
space and was designed to be walkable with easy
access to public transit facilities. The plan receivea
Gold Certification from the Leadership in Energy
and Environmental Design (LEED) neighborhood
oevelopment pilot program.

Despite cepressed economic corditions,
the first phase of the project, renamea Civita,
broke grouna late in 2010. Cre factor that mace
thig possible was the land-owning Grar! family's
willngness to remair in the development, greatly
reducing the reed for developer financing. It1s
schedulea to be built in four phases over 1210 15
years and require a total investment of approxi-
mately $1.5 pillion,

Ownership Alternatives: Condominiums and Cooperatives

As noted in Chapter 2, many potential homeowners look to condominiums and
cooperatives as ownership alternatives. To review these concepls very briefly. the
owner of a condominium {condo) holds title in fee simple to the particular unit occu-
pied and shares ownership in common areas such as recreational facilities, lobbies,
and parking lots. The owner of a cooperative (co-op) owns stock in a corporation that
actually holds title to the property, but the individual has the right to live in a par-
ticular apartment. The condominium, which in the United States is a relatively recent
development, is far more common than the older cooperative form; most coopera-
tives are located in New York City. Almost all condos and co-ops are attached or
multifamily units.

Condominiums and cooperatives offer several economic advantages to the
buyer when contrasted with renting. Like other homeowners, the owner of a condo
or co-op can deduct property taxes and mortgage interest from taxable income for
income tax purposes. Second, and perhaps of even greater importance, condominium
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Do “Green” Buildings Sell?

Increasing environmental treatmen: ard reuse system supplies the cool-
awareness in recent years ing tower and the building's toilets with water. The
combired with greatly increased  building also mcorporates an agvarced heating
energy costs has ledtoa and air-conoitioning system fueled by natural gas
movenent towargs “green” and free of ozone-depleting refrigerants. Mult-

buildings :hat use less energy and are more
environmentally sound. This s ar admirable goal
bu: will 1t sell in the marketplace?

The Solaire, a 27-story glass-and-brick luxury
apartment buiiding at Battery Park City in New
York City's financial distnct. has been recognized
forits mary green” feaiures. It was cesigned 1o
consume 35 percent less energy, reduce peak
demand for electricity 65 percent, and require
50 percen: less potable water than conventional
residertial high-rise bulldings. A storm water catch-
ment systern provides irrigation to both a rooftop
gargen ara a green roof. An or-site black water

level humidif cation ara ventilation systems supply
fikered frest air to each residential unit.

While these features are quite iImpressive, how
would they fare in the marketplace? Quite well, as
it turned out. The leasing agents quickly fourd that
the green elements were extremely atiractive to
prospeciive renters. even surpassing the building's
great location and luxury features. Prospective
tenants ikeo the reduced utiities costs and the
heaithier interior air. Hs 293 units were leased within
frve months of its opening in 2003 at a 10 percent
premium in rents, and rents have nsen 15 percen:
since the building’s openirg.

or cooperative ownership serves as a hedge apainst potential intlation, enabling the
owner o accumulate an equity position. Conversely, of course, it also exposes the
owner to potential declines in housing prices.

The demand for condos and co-ops has increased during the past several decades,
primarily in response to demographic trends and rapidly rising home prices. Muny
first-time buyers were forced out of the single-family detached market, but they still
could atford a condominium or cooperative. The markel was also helped by the
growth in the number of households, by the smalier size of families and the increase
in single-member households, by growing preference tor in-town living, and by
increasing commuting costs,

Besides these demographic trends, economic factors affecting the rental market
have also helped increase the popularity of condos and co-ops. Owners of rental prop-
erty have been caught in 4 serious cost squeeze. Operating costs in many cities have
increased far more rapidly than rents, and in cities with rent controls, the squeeze
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has been much worse. This has led to a large number of conversions from rental units
to condominiums and cooperatives. The large-scale trend began in Chicago, then
spread rapidly across the country.

Manutactured Homes

A manufuctured home, or mobile home. is a dwelling that is manufactured in
a factory and then moved to a particular site. The traditional image of mobile homes
has been that of cheap, tacky, and high-density housing in sleazy “shantytown"
trailer parks. Unfortunately, in the past, much of this reputation was richly deserved.
In contrast to the resale value of conventional site-built houses, which has generally
appreciated, the value of a mobile home generally fell each year. This caused many
lenders to treat mobile homes as personal property, much like automobiles, and to
provide only relatively short-term, high-interest installment loans. In many areas, it
was impossible to obtain a single mortgage that would cover the purchuse of both a
mobile home and its site. Opposition to mobile-home developments led many com-
munities either to zone them out completely or to limit them to generally undesirable
or rural areas.

The image is changing, however, because the design and construction of manu-
factured homes has been greatly improved. With the introduction ot new materials
and designs, the “oversized aluminum shoebox™ has been replaced by a structure
much closer to a conventional house in appearance. Part of this process has been
the trend toward wider units and the double-wide and triple-wide units that are
assembled on site into 24-foot-wide to 36-foot-wide homes. Construction guality
also has improved tremendously with the introduction of required national construc-
tion standards.

The economies of scale and the controlled construction environment pive
manufactured homes a definite price advantage over conventional site-built homes.
Although direct comparisons are difficult because conventional homes usually con-
tain more luxury features, U.S. Department of Commerce data show that the average
price of a multisection manufactured home is about $40 per square foot, compared
to over $90 for the average site-built home.

These factors, plus the trend toward owner-occupied manufactured-home sub-
divisions instead of rental parks, have led lenders to liberalize financing and make
it more comparable to that for conventional homes, In the past, mobile homes were
considered personal property and were financed with 10-year to 15-year consumer
installment loans that generally carried an interest rate approximately 2 percent-
ape points above conventional mortgage rates. Today, however, owners of manu-
factured homes located permanently on their lots can obtain 30-year, FHA-insured
mortgages.

Second Homes

By their very nature, second homes are very different from primary homes, and
second-home markets are quite different from primary-home markets. The principal
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Five Historic New Towns:

Savannah, Riverside, Radburn, Levittown, and Reston

Al:hough we tena to think of
large-scale planned develop-
manis ang "new towns" as beng
relatively recent developments,
they are not. This Close-Up
examines fve historic examples; Savannah,
Georgia, a new town from the colonial era; River-
sioe, llingis, a ralroad suburb begun in the 1870s;
Radburn, New Jersey. a 1920s “city for the motor
age”; Levittowr. New York, which introduced mass
home buiiding; and Reston. Virginia, one of the
most successful of recent years.

-
-

0]

Savannezh, Georgia
Cuite a few cities in this courtry were planneg
communities, ncluaing New Haven, Philadeiphia,
Detroit, Williamsburg, Mobile. New Orleans, and. of
course. Washington. D.C. One of the most irnova-
tve was Savarnah, Georgia. planned in 1730s by
James Oglethorpe. His basic unit was a ward, con-
sisting of 48 lots groupeo around public squares.
For over 100 years the city expanced by adding
such cellular units until there were 26 squares.
Savannah became an economic backwater
wher the cottor economy collapsed. protecting
most of the old plan from regevelopment urs i1s
historic ana economic potential was realized, Two
of the sguares were destroyed o make way for
aroad, and one was covered over by a hideous
parking garage. The remainder, with their homes
restored, make Savannah one of the unigue cities
of the United States.

Riverside, lllinols

Adoptior of the rectargular survey system for the
western ianos stretched the gno system across
the country, arg almost &/l rew communities were

laid out in this fashion. A notable exception was
Chicago's most famous suburb, Riversice. River-
side was designed in 1869 by the ration’s leaging
langscape architect, Frearick Law Olmstea, who
rejected the convertioral grid pattern ard devel-
oped a curvilinear street system, Cpen parklarg
straddled the Des Plaines River, and a park sur-
rounding the railroad station provided a focus for
the town goverrment ang busiress activites. The
raiiroad made commuting the ten miles to Chicago
feasible and allowed the town to gevelop as a
bedroom community.

Ower 130 years after it was ‘irst developed,
Riverside is still an outstanding town that contains
the best features of "modern” planning. It also
remans an economically viabie community in
which property values bring a premium

Radburn, New Jersey

Radburn. New Jersey. was designed as a “city for
the motor age.” It was originally concelved as a
town for 25,000 residenr:s located or 1,300 acres
in ther-rural Bergen County. Ten miles from mio-
Marhattan. Radburn was designed as a seres of
“superblocks.” Traftic was routed around these
reighborhooas, and houses were located on cul-
de-sacs, oriented toward ‘nterior parks of four to
six acres. A system of pedestrian walkways and
underpasses achieved complete separation of
vehicular and peacestrian traffic.

The Great Depression, which hit only five
monihs abter the first houses were completec in
May 1929, aborted Radburn's growth, and only 150
acres, contaning two superblocks, were devel-
opea accoraing to the onigina! plan, Cver so, Rad-
burn 1s a viable commurity today and has served

{continued)
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Five Historic New Towns:
Savannah, Riverside, Radburn, Levittown, and Reston

as a planning example for developments ir mary
countries, paricularly in recert years.

Levittown, New York

Followng Worla War |1, there was tremendous
pent-up demand for housing, particularly among
the returning veterans. William Levitt, who was
alreagy an expenence mass builder of war-tme
housng, bought 1,000 acres of potato farms

on Long Island and set out to bulo a new town,
Levitown.

Lewitt's homes won no awards for architectural
excelience. They were 750 square foot, two-
bedroom Cape Coas or 60 by 100 foot lots. The
houses were builtin assembly line fashior, with
specialized crews for each slep of the process. For
example, one man's sole job was to bolt washing
machires to the floor. Using these technigues, Lev-
itt was able to turn out 30 o 40 houses a day, and
sell them for only $7.990. Even in 1951, this was
a very attractive price, ang he ended up selling
17.400 homes in Lewvittowr.

Marny predicted that Levittowr would turn into
instart slum, but the town has since surprisead
many of its critics. The modes: stancard zed
houses have been modified over the years 1o
reduce the sameness. and the saplings that were
set out fifty years ago are now mature large trees,
The homes, which sold for about $8,000. now sell
for an average of near $155.000, some reaching
more than $200.000.

Reston, Virginia
Reston was the first of the modern new towns in the
United States and owed muct of its inspiration to
Ragburn. The town was begun ir the early 1960s
by Robert E. Simon. who used his initials in naming
the town. Simon purchasec 6,750 acres of Virginia
countryside near Washingtor, D.C., and planned a
complete city for approximately 70,000 residents
Reston was officially dedicatea in May. 1966,
just in time to have its sales severely affected by
the tight-money conditions accompanying the
Vietnam War buildup. Larg development reguires
relatvely large up-front investment before sales
generate adequate cash flow. In a large under-
taking such as Reston the up-front costs were
massive, and the sales slowaowr forced Simon to
sell Restor to Gulf Ol Compary, which already had
made an investment in Restorn and had the firan-
cial resources to sustain a long-term developmen:.
Reston has met Simon's onginal vision and has
beer a fnarcial success. even if not for him. The
town now has a popuiation of about 80,000, Six of
the village centers have been completeo. along
with the town certer which serves as Resion's
“dowrtiown " Reston straddles the Dules Techrol-
ogy Corrigor and is the home of three Fortune 500
comparies. the National Wiidite Association, a
regional governmental center. and the U S. Geo-
logical Survey.
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reason for owning a second home is the desire to use it for leisure-time enjoyment,
and certain amenities are ordinarily the main factors in its location: beaches, moun-
tains, golf courses, tennis courts, ski lifts, and so on.

Most second-home owners occupy their dwellings for only a small portion of
the year, often because of the seasonal nature of many resorts but also because the
owners are unable to get away from their jobs or other responsibilities for extended
periods. Hence, many units are bought at least partially for their investment potential
and rented for much of the year. As landlords, owners enjoy various tax benefits,
including depreciation allowances and deduction of maintenance costs, but changes
in tax laws and regulations have greatly reduced potential tax advantages in recent
years. For example, there are limits on the time the owner can occupy the dwelling
and still claim it as rental property.

Because ownership of a second home is so expensive, many buyers in recent
vears have turned to resort time-sharing, a concept discussed in Chapter 2. Under
time-sharing, a single dwelling is sold to a number of buyers, each of whom receives
exclusive ownership of the dwelling for a specitied time period each year. Like other
forms of fee simple ownership, this ownership interest can be willed, leased, or
sold.

The time-sharing concept of vacation property first appeared in the 1960s, and
today there are about 1,600 timeshare resorts in the United States. Over three million
consumers own time-share units.

MARKET AND FEASIBILITY ANALYSIS

We have covered in previous chapters some of the factors that determine the
demand for housing at the national, regional, and neighborhood levels. All such fuc-
tors must be considered when analyzing the market for a particular project. Both
developers and lenders need 10 know what the market will be for a project in order
to determine its feasibility. Essentially, they must determine what market condi-
tions have been in the recent past and which factors that would affect the market
for the project are likely to change in the near future. The steps in such a market
analysis are
delineation of the market area,
analysis of recent economic trends in the local market area;
determination of possible changes in demand fuctors, such as employ-
ment, disposable income, population, household characteristics, and

the ubsorption rate {the number of units that are being absorbed by
the market); and

W

4. analysis of the potential supply, including other possible competing
projects,
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Highlands Falls Country Club

w It was rot an outstandinrg golf
y ' club community or real esiate
o development. In fact, the
Hightards Falis Courtry Club
was a failure, Located near the
western North Carolina mountain resort town of
Highlands. the ciup was first opened as the
nine-hole Skylake golf course in the 1960s. ltwas a
shoestnng operation, wath golfers deposiing their
greens fees in ar honor box. where the money was
pickec up at the end of the day. Several cevelop-
ers worked on the project, the las: addirg nire
more holes ang a clubhouse. By 1980, there were
about 85 homes. but the sales were slow and the
project’s morigage was foreclosea.

The mortgage on the Highlands Falis Country
Club was held by two real estate investment frusts.
They had to decide whether the development
could be made economically viable,

Mot orly was Highlangs Falls Country Club a
faled project with & poor reputation, it also came
with about B5 very cisgruntled and suspicious
existing homeowners. Thus, the new development
firm was faced with the daunting task of not only
geveioping a high-auality golf club that could yeld
a aevelopment proft but also handing a rear revolt
of existing club members, It was no small task.

Notea golf architect Joe Lee completely rede-
sigrea the golf course, building several new holes
and combining others 1o create longer ones. ana
the enfire coLrse was refurbished. While this made
Highlands Falls a much better and more chal-
lenging golf course, 1 also made some of the old
club mempers unhappy because they preferred
the shorter course. A tennris and swim center was
added. and exiensive additions and renovatiors
were mage 10 the clubhouse,

The developer worked very hard to upgrade
ihe image of Highiands Fails, but this was a
slow. uphill process. Both the members and the

community had seen oo much mediocre devel-
opment and failure in the past. Rumors persisted
that the club would soon be foreclosed again.
Gragually. however, the sweeping physical faciiity
improvements, increasing lot and home sales, and
small but important touches such as extersive
landscapirg ara masses of flowers turned the
country club's mage around

Today, Highlands Falls Country Club has a
oeserved reputation as one of the premier clubs in
an area of very exciusive golf courses. Lots, which
in 1980 ranged in price from $10,000 to $15,000,
now range from $80,000 to $300.000, wih one
exceptional view lot seling for $650,000. There are
now more than 375 homes in the development. with
only a few lots available. Club memberships. which
in 1984 sold for only $1,100. now sell for 345.000.
Home prices range from about $340,000 for some
of the older homes to $2 millor for some of the
newer ones.

The story of the Highlands Falls Country Club
shows that even a faled oevelopment can be
turrea into an outstanding and proftable one if the
basic elements for success are present and the
project 1s managed by a krowledgesahla developer
with suffcient resources and a sincere desire o
create a quality development.
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Delineation of the Market Area

To begin with, the project’s marketr area—that is, the extent of the housing sub-
market in which it will compete—must be described. The market area is determined
largely by employment opportunitics and commuting ranges. In smaller communi-
ties, of course, all of the local employers will be within the market area, but local
workers also may commute to jobs in nearby communities.

In larger urban areas, the analyst must determine the extent of employment avail-
able within relevant commuting ranges. Public transportation facilities can extend
the commuting range and expand the market area.

Analysis of Recent Trends

What has been the demand for housing within the market area during the past
few years, and what economic factors lie behind recent trends? What are the vacancy
rates for local rental housing and the absorption rates for new owner-occupied units?
Such data usually are available and are essential for an analysis of the market poten-
tial of & new project.

Determination of Future Demand

After past and present housing market conditions have been determined, the
most important part of the analysis remains—the estimation of future demand. How
much unfulfilled demand remains in the market? What changes in the economic base
or in national or regional economic conditions will affect demand in the local area?
Are new transportation facilities or other public facilities being completed that will
influence demand? The developer must analyze such factors carefully to make a rea-
sonably accurate estimation of potential demand for the project.

Of course, not even the most keen and careful analyst can always accurately
prophesy the future. Indeed, one would need almost supernatural powers to totally
forecast the impact on real estate of the interactions of international political and
economic intrigues, tax changes coming from Congress or state and local govern-
ments, the expansion or contraction plans of large corporations, and the complexity
of business Jocational decisions.

Analysis of Future Supply

Many developers correctly analyze demand factors but then court disaster by
ignoring competitive projects. One of the primary characteristics of real estate
improvements is their long gestation period. and developers must estimate both
demand and supply conditions during that period.

Suppose, for example, there is a potential demand for 500 new apartment units in
a community within the next two years. If three developers respond to this potential
demand by constructing three 500-unit complexes, it is impossible that each will be
successful in the short run unless the market expands more than anticipated. At best,
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CASE STUDY

The Milfora Hills saga is an
interesting tale, and one that

/ incotporates many of the varied
aspects of real estate aevelop-

! ment we have studied in this
book. (This example is based or a true case.)

When Charles and Becky Barr movea to
Lower Nowhere they wanted privacy and place for
their dog Puddy to run. They were able to achieve
these ob ectives by buying 56 acres on the edge
of town and building therr home in the middle of
It After enjoying the land for 35 years, however,
they wanted 1o retire, sell the lard. and spend their
retiremen: years elsewhere.

Charles and Becky's economic objective, of
course, was 1o get the maxmum value for their
house and lara. This was a much more complex
problem than merely selling a house in a subdivi-
sion. It involved determining the highest and best
use of the property, possibly securning a zoning
change 1o enable them to sell the property for this
use, ara then finding a developer-buyer.

Altkough the area was undeveloped when
the Barrs buil: their house, in the intervening years
their land had become ar 1sland of greenspace
surrounded by res:dential subaivisions, a school,
and a church. As might be expected. the residents
of these new subdvisions hag come to enjoy the
Barrs’ open space and didrt war: to see it devel-
oped. particularly at a higher gensity than the two
units per acre permitted by the Rowan County zon-
ing ordinance.

il

The Land Planning Process
Much of the Barr lard was heavily wooded, with
steep slopes and two small rocky-bottom streams.

Milford Hills Saga

Not only did these features create naura! beauty
for the property. they also made the lard unfeasible
for a half-acre, “cookie-cutter” subdivision. In fact,
Mr. Barr's preliminary investigations convinced him
that it would not be feasible to develop more than
75 conventional lots or the property. Both good
cevelopment practices ana practical economics
called for a conservation subdivision on the prop-
erty. In other words. the homes would be clustered
on relatvely small lots, with large areas left in
permanen: open space.

Because Rowan County did not have prowvi-
sions for conservation subdivisions in its zoring
code, it was necessary for the Barrs to apply for a
Planneo Development. Because thss type of zon-
ing requirea specific plans, the Barrs hired land
planner Aon Meislar, After going through several
irerations, he and the Barrs agreed or a plan that
clustered 125 homes within a 22.5 acre “building
envelope.” The remainder of the land, 34 acres,
approximately 60 percert of the total land. would
be left in permanent oper space. Mr. Barr namec
the development afier the area where he grew up,
Milford Hills.

Dealing with the Nelghborhoods

The Barrs knew their land woulo be much more
valuable if they could secure a zoning change to
permit ther proposed development, They were
also realistc enough to know that the plar had little
chance of approval without neighborhood support.
Accordingly, they held a number of meetngs over
a 12-month period with smzll groups of neightor-
hcoo leagers w0 explain details of the plan and 1o
gain their input.

(continued)
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TODAY

Milford Hills Saga

The Conservation Easement

At one of the meetings the view was expressed
tha: although the open space was desirable, there
was no guarantee 1t would not be disturbea ana
possibly oeveloped in the future. When Mr, Barr
proposed puthing a large portion of the open space
in a conservation easemen:. this gained mmed:-
ae neighborhood support. Thus, working with the
Yadkin River Land Trust, the Barrs agreed to place
24 acres in a conservation easement. The terms
of the easemnent Imited use of this area to walking
trails and prohibited cutting any of its large hard-
wood trees. The agreement did permn an ease-
men. for a sewer line, as this was the only way to
e in with the courty's sewerage sysem.

The conservation easement gave the adjoining
romeowners significant benefis, providing them
with open space area they knew would remain
undisturbed forever. The corservation easement
also provided sigrificant berefis for the Barrs, Not
only did it gan vital neighborbocd support for ther
rezoning effort, & improved the marketabiity of the
property and aiso provided tax benefits.

The Rezoning Process

After two years of formulating the land plan and
gaining neighborhood support, and sperding
more than 520,000 on the planning effort. the Barrs
applea to Rowan County for a Planred Develop-
men:. The plarning staff suggested a few charges,
and these were ncorporated info the plan. They
then recommended to the Plarning Commission
that the plan be approved. At the public meeting, a
rumber of nearby neighbors spoke in favor of the
plan, expressing the view that although they would
raturally prefer the land to remain undevelopad,

they felt the conservatior subdivision was a “best-
case alernative. Only two people spoke in oppo-
sition. The Planning Commission praised the plan
ang voted unanimousiy to recommend aporoval by
the County Commission.

At this point the Barrs were introduced to
the ugly side of land planning politics. One of the
county commissioners who was aspiring 1o be
elected mayor decided to oppose the plan for
perceived poltical aovantage. He organized a
public meeting to try to organize neighborhooa
opposition. Happily for the Barrs, however, this
effort backired and helpea soldify support from
residents who fell the plan was as good as they
were |ikely to get and who wanted to secure ihe
benefis of the proposea conservation easement
They worked to inform other residerts, ana Mr. Barr
hand-delivered a copy of the plan 1o 185 nearby
neighbors so they woula know exactly what was
being proposed.

These efforts bore fruit. At the public heaning,
another commissioner who was opposed to any
rew development joined ir trying to defeat the
plar. Despite this, ir a close vote the County Com-
mission voted to approve it.

Selling the Land

Wrh approval of the Planned Development zonirg,
the Barrs were no lorger simply seling a house
ang 56 acres. Now they were selling 56 acres and
the right to cevelop a 125-unit conservatior sub-
division. It was no longer necessary for a potential
developer to spera a year or more in the uncertain
process of trying to secure a rezoning while interest
and other costs kep: accumulating.

{continued)
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The Barrs signed a six-month exclusive-listing
agreement with broker Frank Glover to sell the
property for 900,000, This worked out at $5.600
per unit plus $200.000 for the existing house. The
house could be used as a clubhouse for the devel-
opmen:, or sold as a residence.

Mr. Glover prepared a comprehensive sales
package that inciuded the developmental plan,
a copy of a letter from the county engineer stat-
Ing that water and sewer capacity was adequa'e
‘0 serve the development, and other supperting
documents. He sent this package o commercial
broxers in the area. as well as potential cevelopers,
He alse placec an agvertisement in an area bus-
ness magazine to try to attract buyers from outside
the immeaiate Lower Nowhere locale.

The old acage that “real estate is easy to buy
but kard to seil” proved true for the Milford Hills
project. Unlixe stocks. bonds, or other fnancial
Instruments. real estate markets car gring very
slowly, particularty for complex properties. Ten
months after placing the property on the market
the Barrs had received several serioLs expres-
sions of interest, but nothing that resulted in a sales
cortract, They did receive three “letters of intent.”
but guickly learned these meant little or nothing.
The poiertial buyer was merely expressing interest,
but this expression of interest was not binaing in
any way

Then a local developer, Mr. Mayer, presented a
sales comiract 1o Mr Glover. He offerea $562 500,
or $4,500 per urit for the land but did not want to
buy the house. The Barrs woLld be forcea to sell
this separately. Mr. Mayer also wanted five months
o close on the property, ard his contract provided
him the opporiunity to withdraw f he oid not secure

what he considered to be acequate fnancing. The
Barrs rejected this offer.

Mr. Tom White, a developer in a nearby area,
was seeking to firg sutable land for a resicential
development in Rowar Courty. His broker earlier
had received a sales package on the Milfora Hills
agevelopment from Mr. Glover. He presented this to
Mr. White, ana he felt Milford Hills might be what he
was looking for,

After conductirg market and finarcial feasibii-
ity studies, Mr. White offerea the Barrs $800.000 for
the property, with a 120-day closing date. This offer
was contingent on the Barrs's secuning an updated
letter from Rowan County verifying that adequate
water and sewer capacity was available for the
developmenrt and providng a Phase 1 Environmer-
tal report certifying there were no envirormentally
hazardous materials on the property. It was also
contingent upon Mr. White's being able to secure a
gevelopmert loar,

The Barrs countered with a price of $850,000
and a geposit of $15,000 earnest money tha:
would go to themir the event that Mr, Write did not
close on the property for any reason other than the
contingency factors. Mr. White came back with a
revised offer of $825.000, ard the Barrs accepted
The closing took place in late December in the
office of atiorney Bill Berryfield.

Market Analysis

To determine the feas bility of the Milfora Hills proj-
ect, and before he made his offer to the Barrs, Mr,
White conducted a market analysis study. Although
Milferd Hills would pe the frrst conservaiion subdivi-
sion in the Lower Nowhere area. he cetermined
there was a strong marke: for single-family houses

{continued)
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in the $160.000-$185,000 rarge. From this study be necessary to develop the Mitfora Hills project.
he felt it wouia be feasible to sell 40 homes ayear  (See Table 111} Assuming that land and house
a: an average price of $175,000. From this sales couid be purchased for 825,000, the following
price he feit that the value of each lot was $30,000.  table shows :hat total cevelopmental experses
would be §2,287,050. compared o0 an assumed ‘ot
Developmental Analysis sales yield of $3,750.000. In additon. there would
Mr. White ther had his engineer, Bevan Barringer, be interest expense on the cevelopment loan.
make an estimate of the expenditures that would

vacancy rates in the local market probably will rise to a high level, and the general
profitability of all complexes will be reduced, or perhaps will be nonexistent, result-
ing in foreclosure and failure.

The second step in the analysis—determining what lies behind recent trends—
sometimes is not given enough emphasis, much to the subsequent regret of the devel-
oper. Suppose that housing markets in a particular community have been very tight
during the past five years; that is, there has been excess demand. Without proper
analysis, this might indicate a continuing strong demand for housing in the next few
years.

On more thorough investigation, however, the developer might determine
that the tight market conditions resulted from an influx of workers to a major new

TABLE 111 Milford Hills Project—Projected Development Expenses

Purenase of Land ana House SHIE GO0
Clearng. Grubbing Graging. ang Drarmage 368550
Curu. Guller, ama Pavng b 800
Watar Mares anc Sanrary Sewir 3o 500
Lanuscapng, Entrance Sigos, and Natore Tral di6 100
Enginegrng, Pereils. and Susvey 133000

Total S2.2874 0uC



236 PART THREE Real Eutate Make! Analysis

TABLE 1.2 Milford Hills Development—Pro Forma Cash Flow Statement

Sade of Lots
Use of Funds
Lane are House

Clearng, Gracng, elc

Curb Gutter. Paving
Waler anid Sarilary Sewer

Lanuscaomy. Exlrance

e Survaying
“leresl Expensy
Net Cast Fow

Curralatve Cash Flow

Saks ul Lots

Use of Funds:

Lane arg House
Clearng, Graong, st
Cury Gutter. Pawinyg
Wale: and Sarrary Sewr
Lanoscapmny, E-trarce
Ergiresnng, Surveying
st Expense

MNet Cass Fow

Curasive Cas Flow

Quarter
1 2 3 4
5300000 S30C.000
SH25 GO0
$2/5 600
360,000
268,12
HC.000
£ 000 68.000
22260 46,841 LR ]
{852,000 98a.620) 204,159 208,238

(HICOOU) (1 BTIGRN

(16704660 (t22z2E)

45 306
2064 Gas

{1.747.034)

93,680
166.90C
823/
36,100

28,658
(114,8°9)

(7.262 227)

Quarter
T 8 9 10 n 12
£300,000 S450.000 $450.00C S4LC D00 Sall oo 450000
3° 51 24 8hi tL P 2327
265,439 42 1hi: &3b fry L3663 L0, 0 400 D00
(994,008) 1563 BLE) 133079 4 3.bus S63, b4 123 08
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manufacturing plant, which now operates at its designed level. Unless growth occurs
in either the plant or some other part of the community’s economic base, the absorp-
tion rate—and, therefore, absolute demand for new housing—will decline.

The analyst also must carefully evaluate potential demand in the particular sub-
market at which the project is aimed. For example, it may be that the new plant
mentioned above caused a significant expansion in demand for rental housing. The
future demand for this segment of the market may decline, even though demand
in other segments may expand, if the new workers move out of the rental units to
owner-occupied houses,

FINANCIAL FEASIBILITY ANALYSIS

In addition to a market analysis, the developer should conduct a financial feasi-
bility analysis of the proposed praject. Such an analysis may be quite sophisticated
in the case of a large and complicated development or relatively simple for a small
one. In either case, the purpose is to determine—on paper, at least—the probable
success of the project.

Finally, bank financing, which is usually essential, also helps to reduce the devel-
oper’s risk because a large amount of the developer's own or compitny funds are not
involved. On the other hand, any delays can be quite expensive when the interest-rate
meter is running. For example, if the site improvements cannot be constructed as
rapidly as the developer anticipates or if the houses do not sell as rapidly as expected,
the result could be a greatly reduced profit or even default on the loan.

THE IMPORTANCE OF MARKET ANALYSIS

If the three most important factors in real estate are “location, location, and
location,” it should be clear to the readers of this book that the three most important
factors in real estate development are “the market, the market, and the market.” Real
estate developers who forget this lesson usually fail; those who carefully and cor-
rectly analyze the market usually succeed.

CHAPTER REVIEW

& The five principal 1ypes of residential development are (1) single-family
detached houses, (2) single-family attached houses, (3) multifamily resi-
dences, (4) manufactured homes, and (5) second homes.

B The single-family detached home has dominated the housing markets
for the past 50 years and remains the most sought after type of dwelling.
Escalating land costs and growing environmental and energy concerns have
made this type of housing less attractive than it once was, however.
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KEY TERMS

Types of attached housing include (1) the town house, (2) the plex, and
(3) the patio house.

Condominium and cooperative ownership of multifamily and attached
housing is increasing because of the economic benefits of such ownership,
favorable demographic trends, and the declining profitability of rental
housing.

Manufactured or mobile homes gradually are moving toward greater
acceptance by consumers, financial institutions, and communities. As a
result of improvements in design and quality, the availability of financing,
and the rising cost of conventional housing, manufactured homes probably
will capture an increasing share of the single-famil y market.

Amenities are the primary factors leading to the purchase of a second
home. Because most buyers cannot occupy their units for much of the year,
many units are purchased for their investment potential.

Time-sharing enables buyers to purchase the use of a second home for a
specific time period each year. Buyers thus protect a large portion of their
future vacation costs from inflation and benefit from any appreciation in
the value of their interest.

The steps in analyzing the market for a residential project are (1) delinea-
tion of the market area, (2) analysis of recent trends in the local market
area, (3) determination of possible changes in the demand factor of the
project, and (4) analysis of the potential supply, including other possible
competing projects.

The market area is determined largely by employment opportunities within
the relevant commuting range.

The market analyst essentially determines what market conditions have
been in the recent past and which factors that would affect the market for
the project are likely to change in the near future.

The developer should conduct a financial feasibility analysis that projects
the probable cash flow and profit or loss of a proposed project.

absorption rate patio house time-sharing

manufactured home plex town house
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STUDY EXERCISES

. What are the five principal types of residential developments?

2. What are the differences between condominium and cooperative owner-
ship? What are some of the advantages of these types of ownership over
renting?

3. What are the three types of single-family attached housing? What are the
differences among the three?

4. What are the three types of multifamily residential housing? What are the
differences among the three?

5. Discuss some of the factors that are leading to greater acceptance of manu-
tactured or mobile homes.

6. What are the principal reasons for owning a vacation home, and how do
they difter from the reasons for owning a principal residence?

7. Discuss the use of time-sharing in the marketing of vacation homes.

8. Describe the steps in analyzing the market for a residential project.

9. What factors determine the market for a residential project?

10. Describe the process of financial feasibility analysis for a proposed residen-
tial project.
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