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“Could he call you back? Hes doing a feasibility study.”’



CHAPTER I
FEASIBILITY ANALYSIS -~ STATE OF THE ART

A. Basic Principles Surviving 1970 Edition
As a point of departure for rewriting of A__Guide fo
Feasibility Analysis, first published in 1970, it is useful to
inventory the contributions of the first Guide in terms of the
current lexicon of real estate and concepts of real estate
analysis.
1. Perhaps the most wuseful residual of the original
synthesis of feasibility concepts applied to real estate is
the definition of feasibility itself as found presently in
Real Estate Appraisal Terminology Revised Edition, by Byrl
N. Boyce, (Cambridge: Ballinger Publishing Co., 1981) p.
101.
FEASIBILITY--A real estate project is "feasible" when
analysis indicates that there is a reasonable
likelihood of satisfying explicit objectives and when a
selected course of action 1is tested for fit to a
context of specific constraints and limited resources.
The context defines the problem. Feasibility of a resal
estate project 1is normally related to its probable
economic potential,
The author 1s pleased that the basic elements of this
definition are word-for-word from the original text of the
Guide but he 1is chagrined at the further amendment

introduced by authors unknown to the effect that

"feasibility of real estate project is pnormally related

(1)



[Emphasis added] to its probable economic potential." The
real estate industry generally misunderstands economic
potential to be synonymous with the financial viability of
any solution. Economic potential implies the net surplus
to the total economic system in +terms of cost-benefit
analysis, but the real estate mentality thinks in terms of
project financing only. We will expand further on the
errors and misjudgments which result from the confusion of
feasibility with financial viability. One purpose of this
text will be to clarify the necessity of distinguishing
simple number crunching to achieve minimum solvency or
financial viability and the broader ethical obligations of
feasibility within the meaning of economic potential.

2. Another element that has survived and has had an impact
on real estate education is the recognition that real
estate analysis combines applied social science or the
dynamics of behavioral systems with the physical systems of
nature and of manufactured artifacts. Thus, real estate
should be taught and understood in terms of ideal-seeking
systems, a dynamic process, rather +than a descriptive
report of the status quo or some normative state with
fictitious motivations and conditions of a one dimensional

economic man maximizing value in money terms,



3. Reviewers (2) of the original Guide commented on the
importance of its holistic view of real estate but the
Guide itself failed to properly position feasibility as a
testing of solution within the 1larger subject area of
problem solving. Problem solving, in turn, 1is generally
recognized in decision theory as a subset of the activities
involved in the planning process. Planning is defined as
the effort to deal with sets of interacting problems as a
whole. "Planning implies not only dealing holistically with
a number of interacting problems, but also doing so with a
perspective orientation.™ (3) Perspective orientation was
shown by the original Guide to be a critical distinction
between feasibility and appraisal because the feasibility
analyst always represents a specific decision maker with
unique and sometimes subjective standards of acceptability
as compared to the appraiser who describes the economic man
with a fictitious set of traits and value systems from
classic Marshallian economics. Appraisal is now recognized

as a fictitious feasibility problem in best use and

(2) Miles, Michael (see 857 Syllabus).

(3) Ackoff, page 26.



transactional behaviour of buyers and sellers in the
marketplace. (4)
4, With recognition of the holistic nature of feasibility
analysis by textbook authors and real estate 1lecturers,
there has been a general acceptance of the broad categories
of interacting problems that are the subject of feasibility
analysis. These generally agreed upon subcategories are
listed in Exhibit 1 together with the typical report titles
which reflect these contents. These subcategories, and
these report titles also parallel the more contemporary
synthesis of management systems theory originally adapted
from the introductory text by Beckett (5).

These definitions and conceptual outlines are taken as
given for the next foray into the generic area of

feasibility analysis (6).

(4)

(5)
(6)

See Woodward, Lynn who has accurately recorded the author's

views in Appraisal Journal, Summer 1982.
Beckett

Feasibility 1is a generic term like theft which covers a
multitude of sins and which requires specification of
particulars before determining the charge to be made - a
double entendre attributed to Steve Pyhrr and James Cooper,
who had seen James Vernor's notes of a seminar by the
author, a specialist in the oblique.



Exhibit 1

CLASSIFICATION OF FEASIBILITY STUDIES RELATIVE TO
HIERARCHY OF ENTERPRISE MANAGEMENT DECISION THEORY

Hierarchy of the General Conversion of General
Management Process for " /Management Theory to Real

Classification of Compohents of Total Feasibility
Analysis by Report Type in Parallel With

Any Enterprise Estate Terminology Management Decision Process

Values, objectives, Strategic format Strategy study: selection of objectives, tactics
policy and decision criteria.

Sfarch for opportunity Market trend analysis Market analysis: economic base studies or other

alternatives

Selection of an oppor- Merchandising target with
tunity monopoly character

Program to capture oppor- Physical-technical const-
tunity raints

Financial constraints

Program to secure public Legal-political constraints
entitlements

Ethical-aesthetic const-
raints

Construction of program Project development

Operation of program Property management

Monitoring and feedback Real estate research

related aggregate data review.

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

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.

Legal studies: opinion on potential legal constraints,
model contracts for forms of organization, and political
briefs.

Compatability studies of project to community planning,
conservation standards, or other public policies.

Construction documents: blueprints, general conditions,
specifications, construction schedules, financial
controls, etc.

Management contracts and accounting reports on operations

Syrvey research of project tenamts, past, present or

prospectivesand statistical studies of past operations.



B. Ipsights Si 1970

Upon review of real estate investment and development
procedures in the decade and a half since feasibility was first
defined, one has a great sense of disappointment that the
planning process, the art of problem solving, the discipline of
testing alternative courses of action for feasibility, and
indeed the techniques of capital budgeting and forecasting for
the basic element of financial viability have not been adapted
or utilized more fully by the industry. However the author now
recognizes that feasibility within the planning process, in its
attempt to reduce and eliminate conflict of a real estate
decision wupon others in the community and on the physical
environment itself, is a question of ethics. Testing the real
estate project for fit to all of the elements in its context
reflect special care and concern for the impact of the project
on others and implies a social ethic. On the other hand,
financial viability depends only on the expectation or fact
that capital contributions will eventually be refunded from
revenue. Financial wviability 1is seen only from the viewpoint
of solvency and cash dividends for the investment capital
source., Mortgage banking, investment banking, and indeed the
American commercial banking network is amoral, seeking only an
opportunity to earn a spread between its cost of funds and the

income it <can earn from capital in place. Those institutions



which are amoral have no incentive to encourage, support, or
insist on adequate and sophisticated feasibility analysis,
particularly where such study might in fact reduce +the number
of opportuniﬁies with which to earn their spread on capital.
There are far more opportunities which are viable from a
financial sense than are feasible from a social sense. 3Since in
a price economy we do only that which we can finance or that
which 1is required by our financial institutions as a condition
of financing, it is small wonder that there is little interest
and little money for adequate analysis of real estate proposals
and issues. In fairness to the banking system few real estate
professionals (7) have been motivated to provide the best
techniques of analysis to justify more preproject investmnet in
feasibility analysis. The best work is done in the form of post
mortem diagnostics of foreclosure work-outs.

However, there are forces at work which suggest a more
ethical employment of technique in the future of real estate.
The power of consumerism and environmentalism has sensitized
all the actors in the real estate process. The growing power

of the minicomputer to focus large amounts of information on

(7) Ralph Nader has properly noted that true professionals are
obligated to employ the best techniques, whether requested
by the client or not. Perhaps professional 1is another
generic term like theft. (See 856 syllabus)



many alternative courses of action and outcomes permits
efficient testing of consumer, environment, and financial
implications. Of course, the overriding emphasis upon financial
viability has meant that technique 1in terms of financial
forecasting for capital budgeting has progressed most quickly
both in theory and in quantitative practices. One exciting
exception to the industry and academic failure to link
environmental and consumer data to financial alternatives is
the work of the land planning firm Rahenkamp & Associates. The
reliability of input for these models has improved tenfold with
the expansion of environmentally sound land planning
techniques, sophisticated construction management controls,
creative and sensitive marketing research, and heightened
understanding of the relationship of the individual project to
municipal fiscal reality. All of the various disciplines which
input to the real estate process have made sizeable gains in
their abilities to find solutions and convert them to a
financial dimension. Academic sensitivity to the relevence of
all of these techniques ¢to real estate has Dbeen greatly
accelerated by the increased emphasis on graduate education for
real estate and urban land economiecs. Regretably, these
techniques have not been transmitted to the.industry because
the real estate industry has avoided, wuntil recently, any

participation in the development of an educational base at the



university level as a prerequisite of introduction to the
profession, At the university level, a young cadre of talents
from a variety of disciplines is bringing to bear breakthroughs
in c¢ivil engineering, architecture, marketing, finance,
accounting, organizational theory, decision-making theory, and
the art of interfacing between the individual firm and the body
politic for application in real estate. As a result, there is a
better understanding of the real estate process which permits
more systematic investigation with relevant results to real
estate problemd,

At a Dbroader 1level there has been a discovery and
development of literature on creative problem solving which has
certainly permitted expansion of concept, refinement of ideas,
and strengthening of the relationship of real estate to the
common elements of enterprise management. Any student of
feasibility should include as basic reading Ackoff, Hayes and
Brandt. (8) Their works will be frequently quoted in this
monograph.

As mentioned earlier, the opportunities for improvement of
the feasibility process and the academic disciplines will soon
find outlet in real estate but not through the traditional real

estate professional soclieties, Traditional real estate

(8)



societies for appraisal, finance, and brokerage are near
collapse from internal squabbles and external economic
pressures, The appraisal societies are exhausted by their
failure to merge and their inability to redraft appraisal
theory or even issue a,single white paper to adapt old theories
to new problems. The real estate financial societies are being
swept aside by the institutional monetary reforms which are
shifting the traditional formats of access to capital. Real
estate brokerage in the residential area is already undergoing
reform through franchising and absorption into the American
retailing system. Commercial brokerage is being bypassed by the
major institutional investors or is being forced to restructure
its modus operandi to accept declining listing and commission
fees. Real estate decision making in the future will depend
upon institutional fiduciary capital, and the personal exposure
to 1liability of the directors of these fiduciaries will force
institutions to be both efficient and ethical. These pressures
in turn will cause institutions to budget more adequately for
professional services. These greatly expanded budgets for
services will go to the professional groups that are currently
trusted by the administrators of Securities Exchange
Commission (SEC), Employment Retirement Income Security Act
(ERISA), the legislators, as well as the courts which enforce

their policies. These regulatory groups ¢trust accountants,



engineers, and teams representing scientific disciplines. Each
of these professional specialty areas have relatively
exhaustive standards of +training prior to eligibility for
practice; each have operational ethical codes of performance;
and each have generated peer group pressures as well as
business practices which are supportive of the independence of
their profession, at least in part, from the short-term
expediencies of client relations.

Recognition of real estate investment sensitivity to the
general shortage of capital for national requirements in the
next decade will heighten the urgency for achieving capital
efficiency with successful solutions to real estate problems
and avoidance of waste in unsuccessful ventures., (9) Failure to
use capital effectively and fairly will result in capital
rationing to real estate as a result of widespread social and
political distrust of real estate industry skills and motives.
To these ends financial institutions will need to take upon
themselves the responsibility for thorough, systematic, and
sophisticated analysis of real estate project proposals as a
part of the cost of search for investment opportunities, or

share in the public distrust of real estate enterprises. The

(9) Roulac 850 syllabus.
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altruism of capitalism depends ultimately on the altruistic
standards of its capital intermediary institutions.

The individual with sufficient scope of technical
expertise, professional elan, (10) and imagination for specific
problem solving may yet be produced by modernized wuniversity
programs for real estaté and urban land economics. Professional
offices for real estate analysts will become <clinies which
combine the strong points of a variety of professions including
the physical planners, the accountants, the engineers, the
political scientists, the market researchers, and the
environmental scientist. Indeed design or the testing of a
proposed program 1is essentially a synthesizing process. Real
estate, like any other product, is a set of interrelated parts
that form a whole. It follows therefore that a professional
office dealing with real estate problems should represent the
major professions that contribute to each part of the larger
project., A system of solutions to interrelated problems will
always have capacities that the present compartmentalized real

estate industry will lack and acquire powers as a system that

(10) Ackoff has pointed out that educators generally produce
only competence, communicativeness and concern while the
characteristics that make for outstanding Managers are
courage and creativity. Page 1 - Ackoff.
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any one individual discipline could not otherwise have. Such a
clinic of professional talents is the idealized solution to
what otherwise will be a political and financial power contest
among various professions wishing to monopolize feasibility
projects for reasons which are self-serving rather than for
purposes which advance idealized design of c¢reative urban

solutions,

c. ¢ 1 Feasibility Analyst W .

Definition of the ©basic format of the decision process
generally involves several standard steps. In sequence, the
steps are: 1) defining the objectives of the decision maker, 2)
identifying alternative courses of action available to move the
decision maker toward those objectives, 3) forecasting of the
consequences of alternative courses of action, 4) ranking of
these consequences in terms of priorities with the decision
maker, 5) choosing one specific course of action to the
exclusion of the others. Ranking in terms of consequences
implies that each decision maker has unique standards or
criteria of acceptability which vary with the capacity for the
cost and stress of risk bearing inherent in the realization
that any particular set of consequences 1is subject to
conditions of uncertainty.

Feasibility analysis is concerned with identification and

testing of available alternative courses of action for adequacy

12



of fit to objectives, limiting conditions, and environmental
requirements within which the ultimate solution must operate.
One amoral element of this task may be financial wviability.
However, just because one or more alternative courses of action
are technically feasible or financially viable does not
immediately imply that such courses of action are acceptable to
the decision maker from his point of view. The choice of an
alternative 1involves correctly perceiving the problem from the
unique and subjective orientation of a particular decision
maker. Counseling provides assistance 1in that process of
introspection of moving from the problem initially understood
to the correct problem perceived. At the other eﬁd of the scale
of professional signficance is the appraiser. The appraisal
process 1is respondihg to a stylized institutional format which
requires fictional and oversimplified benchmarks for both
definition of alternative courses of action and motivation of a
decision maker described as economic man, Standardized
traditional appraisal reports have been carefully bred, like
collies, to a point where standardized appearances are of
greater value than the utility and functional attributes of the

breed.

D. The Literature of Problem Solving
The traditional literature of the real estate industry has

seldom related to the growing bady of literature on innovation

i3



within the general subject of enterprise management, and
particularly the relaﬁed processes of planning, programming,
decision making, and management theory. Over the years there
has been a generous supply of literature outside the normal
scope and concern of real estate that bears directly on an
understanding of the issues of creative problem solving,
feasibility testing, and financial viability. These have their
roots in physical planning, enterprise management, educational
psychology, as well as institutional history. A few of the key
authors influencing the author's thoughts on feasibility
subject matter, from whom we have borrowed 1liberally and to
whom we owe much, are briefly discussed in the following
paragraphs. At the same time, the books presented represent a
sort of chronological development of the author's thoughts on
the topic at hand.

There is great similarity between the broad concerns of
feasibility analysis and the process of physical design, and
the would-~be analyst is urged to read Notes_ _on _the Synthesis
Form by Christopher Aiexander (Cambridge, Massachusetts:
Harvard University Press, 1966). The real estate analyst 1is
testing the marketing, legal, financial, physical, and social
dimensions of a real estate project. The client who is putting
together a "deal," solving a land-use problem, or making a real

estate decision has control over only certain variables in his

1h



situation, He <can give form to these variables, but this form
must be compatible within the context of all those factors
which he cannot change and which place demands on the solution
or form which he selects. The designer speaks of the "fitness"®
of a solution to the context in which it must operate, and the
basic object 1is to find a solution which is ideally
frictionless. Context defines the problem, elements of form
are attributes optional with the analyst, and form-giving is
the proposed solution, and feasibility analysis 1is concerned
with 1identifying and measuring the decisive elements of fit
within the ensemble of context and form elements. Indeed,
feasibility analysis of most projects is primarily a search for
a possible material and potentially defeating misfit. A misfit
represents a source of dissatisfaction or failure to achieve
adequately certain objectives or to anticipate changing
conditions. The process of achieving a good fit of a real
estate project to the context in which its investors and the
physical real estate must operate is often a negative process
of neutralizing the incongruities, the irritants, or
unpredictable forces 1in context which could cause very

unsatisfactory outcomes for the space user or the space owner,
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E. Problem Solving and Decision Making

There are only three types of problems encountered in the
basic real estate counseling situation. The analyst may have a
client with a use in search of a site, a client with a site in
search of a use, or a client in search of an opportunity ¢to
invest money in real estate. While some feel that the search of
money for a real estate investment outlet is, in fact, part of
the first two problems,(9) the increasing flow of funds from
pensions to real estate in pursuit of commodity diversification
is an example of money seeking real estate to diversity on a
theoretical basis of fungibility, heterogenous risk methods,
and liability for failure to meet ambiguous requirements and
not for any specific utilitarian purpose. Indeed, real estate
investment today may be to <create a facility to house an
activity, the traditional wutilitarian function; it may be to
create employment opportunities for the expertise of the
investor; (10) or it may be to facilitate a long-term comhodity
speculation in a fungible commodity called space-time, such as
square foot of Class A office space, cubic foot of light

industrial warehouse, or room nights in a franchise motel.

(9) Mesner, et al. NIREM text
(10) A real estate developer may pursue a project to provide

work for his staff or control a customer for his
architectural or mortgage banking services.

16



Managed money may seek real estate for attributes which have
nothing to do directly with traits of land and building, but
rather because of strategic attributes related to price and
commodity phenomenon not directly related to traditional real
estate attributes (11).

It is useful in conceptualizing the nature of a problem by
subdividing it into five types of components, as suggested by
Ackoff, (p. 11 and 12). His five components are:

1. The decision maker--the person or persons faced
with the problem, as a group or individual.

2. The controllable variables--those aspects of the
problem situation the decision maker can control.

3., The uncontrolled variables--those aspects of the
problem situation the decision maker cannot control
but those which, together with the controlled
variables can effect the outcome of his choice. The
uncontrolled variables may be quantitative or
gualitative, but together they define the problem
environment, in the 1language of Ackoff, or the
context in the language of Christopher Alexander.

4, Constraints imposed from within or without on the
values of the controlled and uncontrolled
variables. For example, the consumer places a limit
on how much he is willing to pay for rent, although
rent levels themselves are often set by cost
factors beyond his control.

(11) An office building purchased with a small down payment on
a 1land contract 1is a commodity purchased for future
delivery to speculate on rising costs to construct a
square foot of space, rising rents per square foot, or
falling interest rates per dollar, all fungible
commodities in a long term business cycle.
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5. The possible outcomes produced jointly by the
decision makers choice and the uncontrolled
variable.(12)

Choice exists so long as there are two alternative courses
of action available or where there are two possible outcomes of
equal value or where different courses of action have different
levels of effectiveness., In effect, a problem is a concept of
the choice and the decision maker attempts to resolve the
problem as he has conceived it. If his conception is wrong, if
his wunderstanding of choices is incomplete, or if he fails to
perceive the real essence so that he treats the symptoms rather
than the cause, he will fail more often as Ackoff says, "Due to
failure to face the right problem than failure to solve the
problem we face.," (p. 13). Ackoff's conception of a problem has
the general formula:

The value of the outcome = A specified relationship

between

the controlled variables

and

the uncontrolled variables.(13)
Again, in the language of Ackoff there is a distinction

between solution of a problem, resolution of a problem, and

dissolution of a problem.

(12) Ackoff, ibid.

(13) See p. 13 for illustration.
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Miles (14) has indicated that one weakness in the previous
Guide was the author's preference for satisficing, rather than
optimizing, because of the 1large number of uncontrollable
variables in real estate, The Ackoff definition neatly
dissolves this debate:

A problem is said to be solved when the decision
maker selects those values of the controlled variables
which maximize the value of the outcome; that is, when
he has optimized., If he selects values of the
controlled variables that do not maximize the value of
the outcome but produce an outcome that is good enough,
he has resolved the problem by satisficing. There is a
third possibility: he may dissolve the problem. This is
accomplished by changing his values so that the choices
available are no longer meaningful. For example, the
problem of selecting a new car may be dissolved by
deciding that the wuse of public transportation 1is
better than driving oneself. It may also be dissolved
by moving to within walking distance from work so that
driving is no longer required. We use "solving" loosely
to cover all three alternatives.(15)

This 1logical progression parallels a second heirarchy in
the narrower topic of financial viability in which we argue
that the first element of financial planning is to achieve
solvency, i.e., dissolve the problem of failure; the second
level of refinement 1is to achieve an adequate cash flow to

provide a threshold of acceptable profit; the final 1iteration

(14)

(15) Ackoff, p. 13.
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of refinement is to maximize profit through careful structuring
and iterative adjustments of the enterprise. (16)

The implication for the feasibility analyst is that he must
first properly define and frame the problem before he can
adequately test alternative courses of action for fit. In any
situation the elements which are controllable or uncontrollable
may shift. In one <case, zoning on a particular lot may be
unchangeable and the slightest variance pclitically
unavallable, In another situation, the zoning need not be taken
for granted but may be manageable where the objectives of the
body politic and the individual land owner can both be advanced
by a change in the zoning. (17) Hence, the ultimate definition
of the enterprise 1s found, as previously defined by Beckett,
to exist in the power of management to modify the decision
environment within which it must operate.

Feasibility analysis and the social dynamics of
organization strategy and values must be stressed at each level
of planning, problem solving, and testing of alternative
courses of action. At the very highest 1level of business
planning and value recognition 1is the text growing out of a

course at the Stanford School of Business called Sirategic

(16)

(17) Game Theory McDonald
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Planning in Emerging Companies by Steven C. Brandt. (18) Much
would be lost by recapping his discussions on dimensions of
strategic planning, the selection of planning units, or the
hierarchy of planning units. His discussions on putting
excellence 1into management and the cultivation of a corporate
culture articulate our concern for a business ethic in real
estate ventures, However, at this peoint it 1is worth
emphasizing his emphasis on the search for the competitive
advantage, which can be reduced to four basic strategies.
There is technical superiority; there 1is the premium for
quality; there is the ploy of providing a primary advantage in
terms of supporting services including broad inventories, quick
delivery and customer service, Of course, price is an element
of strategy as well. In real estate we might add that pace 1is
also a competitive strategy, given the susceptibility of any
local market to saturation.

There are many who have written on the techniques of
problem solving in the process of implementing strategic and
tactical plans, and many of these have alluded ¢to the
relationship between learning strategies and problem-solving

strategies. For exmaple, J. J. Gordon and Tony Pose have

(18) Brandt, Strategic Planning in Emerging Companies, Addison-
Wesley Publishing Co., Reading, Massachusetts, c. 1981.
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accomplished wide application of the concepts detailed in
Sypectics, (19) which builds on the need for the teacher to
convert the new and the strange concept by analogy to something
already familiar to the student by means of analogy, sometimes
an extended analogy to bridge the gap in perspective.
Similarly, the problem solver, frustrated by inadequate
solutions to a given problem, can refresh and extend his
perspective by use of analogies,'poetic contradictions, and
restatement of the problem to reverse it. For example, a small
specialty restaurant with a limited menu found it necessary to
expand 1its menu choices and price range, necessitating
expansion of cooler space which seemed expensive and awkward in
its well~established location. By reversing the problem to see
it as a problem in eliminating the need for storage space while
expanding the menu, it was discovered that wholesalers could be
forced by negotiation to deliver more frequently while still
permitting prices to reflect semi-annual volumes, Some
creative thinkers would classify this reversal as simply
challenging the implicit assumption that purchasing policies
would have to remain fixed; others would see this as a
technique in problem dissolution by expanding the frame of

reference from square footage to operations and the activity to

(19)
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be enclosed; still others would simply see this as moving from
the problem perceived to the problem understood. Whatever the
technique for systematic recasting of the problem which 1leads
to resolution or solution, it 1is important to realize that
there are techniques which increase the probability of a
creative answer to the problem. One of the richest compendiums
of techniques and succinct discussion of the cognitive
processes of creativity is a book by John R. Hayes called The
Complete Problem Solver, (20) a text growing out of the search
for a way to teach problem-sclving skills at Carnegie-Mellon
University. Creativity has been defined by Hayes as "a special
kind of problem solving, that is the act of solving an
ill-defined problem.... Ill-defined problems are those which
require problem solvers to contribute to the definition of the
problem from their owWn resources." (21) Having stumbled past
the temerity of the title, the author discovered systematic
discussion of elements only intuifively understood and utilized
before. Of particular merit is the section on problem solving,
which emphasizes the need to represent a problem with doodles,
flow charts, simple diagrams and other visual, auditory, or

other communications. It further elaborates on the need to

(20) p. y Ihe Complete Problem Solver
(21) p. 199, ibid.
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externally represent the goal, the initial state of affairs,
differences between the current state of affairs and the goal,
restrictions in moving toward the goal, and operators available
to advance affairs toward the goal. Of particular value are
chapters dealing with chance in decision making due to risk
where probabilities can be calculated, uncertainty where
circumstances do not permit calculation of probabilities, or
conflict where one decision may initiate counter moves by the
competition or antagonist. Under these circumstances Hayes
develops four strategies:
1. The minimax strategy which assumes that "nature is
against us" so that the object is to choose the strategy
that will minimize the disaster, although it has the
unfortunate property that may also eliminate the Dbest
possible outcome,
2. The maxi-max strategy choose the course of action which
could provide the best of the best possible outcomes, but
it does not defend you against the possibility of enjoying
the worst possible outcome.
3. The Hurwitz strategy allows a compromise between the

pessimistic and the very optimistic strategies above while
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allowing one to modify the probabilities with a factor for
the 1level of optimism or pessimism of the decision maker.
(22)
4, The fourth strategy is perhaps the most significant for
practitioners of real estate investment and is referred to
as the strategy of minimizing maximum regret. One may
phase a real estate project to avoid the maximum loss of
not renting a portion of the project. One may buy
insurance with regret about the loss of premium to that
insurance company and damn agent to avoid the maximum
regreat in the unlikely event the house burned down without
insurance.

The chapter on making decisions in a complex world under
conditions of certainty not only emphasizes getting your facts
straight but is an excellent reveiw and comparison of
techniques everyone uses in one fashion or another, although
perhaps not as systematically as they might. These methods are

summarized in Exhibit 2, but the reader is referred to Chapter

7 of The Complete Problem Solver for detailed application to a

(22) To be distinguished from the Irish factor which when
multiplied times any imperical observation will convert it
to the desired result. This theorem was developed. by a
German logician, Count Von Nagel while in exile in Ireland
and known as the Finagle Factor 1in Mortgage banking
practice,

25



real estate example involving selection of an apartment for a
student given incomplete information. The effort of doing the
exercises contained within Chapter 7 may be the first time the
professional counselors 1in real estate discovered there are
systematic decision-making methods for real estate other than
simple minded, retarded economic man.
F. The Linking of Real Estate Feasibility

Yo Planning and Problem Solving

The Real Estate process as defined in Chapter 2 provides a
simplified system of interacting problems and orientations
Wwhich serve as the framework for the planning process within
which individual enterprises are attempting to solve real
estate problems. The better one understands the interacting
subsystems of the real estate process the less ill-defined will
be the problems for which creative solutions must be identified
and tested for feasibility. At the same time recognition that
each of the subsystems in the real estate process is a decision
making enterprise with its own objectives, limitations, and
standards permits some initial classification of various
feasibility problems into decisions under conditions of
certainty or risk. In the case of risk, from proposed scenario
of action or inaction, the subsystem classification as
behavioral, natural, or artificial will suggest if the risk is

primarily from probabilities, wuncertainties, or conflicting
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protagonist-antagonists. As noted earlier on Exhibit 1 the
various actors will need assistance from time to time on one
aspect or another of the hierarchy of enterprise decision steps
and the probable response is a report jin genre of a feasibility
study or a prophecy in genre of a review of chicken entrails.
Feasibility reports are preferred because real estate requires

far more guts than running the Roman army.
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CHAPTER II
THE REAL ESTATE PROCESS

Real estate can be defined generally as space delineated by
man, relative to a fixed geography, intended to contain an
activity for a specific period of time. To the three dimensions
of space (length, width, and height), then, real estate has a
fourth dimension-~time for possession and benefit. This can be
referred to as a gspace-~time characteristic. The space-time
concept is illustrated by the terms apartment per month, motel
rooms per night, square footage per year, and tennis courts per
hour. A fundamental element in real estate 1is that any
space-~-time unit has a corresponding monetary value, While many
of the value judgments and debates about real estate projects
relate to elusive criteria of what is good and beautiful, in a
money economy the ultimate criterion is cash.

The creation and management of space-~time units 1is termed
real estate development. Real estate developments range from a
simple cave to the complex technoclogy of the Park Avenue
skyscraper. Like a manufactured product, a real estate project
is part of a larger physical system programmed to achieve
long-term objectives, but each real estate project is also a
small business enterprise of its own., Thus, the development
process 1s a continuum of construction technology, financing,

marketing skills, administrative controls, and rehabilitiation
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required to operate the real estate enterprise over many years.

Real estate development also is a complex, collective
process, not only accommodating an activity within the parcel,
but also adapting to the context of a specific surounding
environment, involving different personalities and interest
groups, as well as limited resources. The political and social
process %to produce a real estate product must consider a
diversty of impacts to find equitable reconciliation between

who pays and who benefits.

Basic Real Estate Relationships

The real estate process presented in Figure 1 1is the
constant interaction of three groups--space users (consumers),
space producers (those with site specific expertise), and
public infrastructures (off-site services and facilities).

The space consumer group includes individual space users
attempting to rent or buy real estate space to house their
specific needs. This group operates individually in the
marketplace, The individuals' goals are to survive and to
improve their sense of satisfaction and security, using their
own funds. In order to achieve the unique combination of
attributes each desires, there are tfrade offs, such as
location, space, and operating cost, that must be made and
which influence real estate decisions. Collective users

generally pursue their interests 1in real estate activity
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through the political systems that purchase open space, provide
for pubic infrastructures, or regulate space production with
pooled funds from taxes, bonding, etc. Future users are
typically represented by proxy, either by developers to
anticipate the need to change the use of a building in the
future or by the judiciary or special interest groups, who
perceive some trusteeship of the land for future generations.

Provision for future wuers 1is a hidden charge to present

consumers.
The gspace production group includes all forms of expertise
necessary to convert from space~time requirements to

money-time. The system includes those who assemble the capital
and those who prepare materials as well as those who contribute
to the assembly of these on site. Architect and mortgage
banker, lumberman and lawyer, city planner and hotel manager
are all in the real estate business. The real estate business
includes any person with expertise in creating and maintaining
spaces to house actiivites of space users in the marketplace.
The public¢c infrasfructure group includes all those
enterprises that provide a network of tangible and intangible
off-site systems for the individual space wuser, including
physical networks of street and sewer and other utilities,
services like education, police and fire, and operational

systems for deed registration, governmental regulation,
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adjudication, and all forms of economic activity with
efficiencies of scale that suggest collective off-site action.
Note that the difference between space production and public
infrastructure has nothing to do with private or public
ownership since private companies may provide utilities and
public agencies may develop real estate. A necessary service,
like sewer and water, schools and libraries, becomes an element
of infrastructure when there are economies of scale to be
enjoyed through collective action of many parcels, leading to

off-site centralization.

Lash Solvency--The Critical Common
foncern

Each of these three functional groups, and any subgroup
therein, represents an organized, rational undertaking, called
an enterprise in the language of systems (see Beckett). In an
industrial society each enterprise is a cash cycle operation.
Each begins with certain cash resources with which to purchase
raw materials and services, to add value through expertise, and
to exchange finished inventory for accounts receivable and back
to cash. Most such enterprises, be it a hospital, a city, a
household, a wuniversity, or a single student, are not
attempting to make a profit, but each and every enterprise is
constrained by the need to maintain cash solvency, both in the

short and the long term, or become bankrupt. Cash solvency of
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each enterprise in the total process, not maximization of
value, 1is the pivotal issue of survival and the one measure of
self~interest that all these conflicting entities have 1in
common, Only a few enterprises are intended to be
profit-oriented, Cities, school districts, and home builders
are all cash cycle enterprises. Of course, sclvency plus a
surplus at the end of a year can mean the c¢ity manager, the
hospital director, and the home builder will enjoy praise,
trust, and greater latitude to try new things from their city
council, hospital board, or bank loan committee, Cash solvency
is a continuing test of management, and cash surplus the
measure of survival risk as well as managerial skill.
Therefore, a basic axiom for determining real estate
actions 1is that a desirable real estate program permits
maximum satisfaction of the consumer within an affordable price
structure, while respecting environmental limits of the natural
resources and permitting ¢the public infrastructure and space
production groups to achieve cash solvency. Cash solvency is
defined as that point where cash resources from income and
financing are exactly equal to cash obligations for operating
expenses, property taxes, and interest and principal payments
on debt. Because cash inadequate to pay interest and principal
payments implies default on loan contracts, the cash break even

point is often termed the default point in financial planning.
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Several important implications of this view of the real estate
process are:

--The true profit centers in the real estate development
process are 1in payment for services or the value added to the
cost of materials and services by the expertise of the
developer in producing space time units which contribute to the
efficiency and pleasure of the activities enclosed.

--Equity ownership is the degree to which any one enterprise
can control or divert cash flows from a real estate project to
compensate for its contribution of 1land, materials, money,
and/or expertise.

--Since the public has constitutional rights to divert cash
productivity of the property via the real estate tax and user
fees, the public has direct ownership of every taxable parcel
to some degree, 1is a preferred partner in the ownership
structure, and possesses real assets in terms of taxes, net
service costs, and user fees (see Caro).

~-=Site selection represents a consensus o¢of <cash c¢ycle
forces, with the cost of site preparation acceptable within
solvency limits, which are determined by rent levels, real
estate taxes, andan infinite number of factors reflecting the
economic characteristics of the user, the producer, and the
cost of infrastructure services at alternative sites.

--Control of land through ownership, option, or alliance can
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control who in a real estate project will be hired, what
materials will be purchased, and where all the cash flows
generated by development and management can be directed. That
is why architects, mortgage bankers, public authorities, and
cities become developers--to capture some small percentage of

the cash flow benefits to their enterprises.

Land Versus Location

Land is not location, property rights, or the most
important aspect of a project site; instead, land is a natural
resource upon Which real estate decisions come to bear. It is
that geologic strata which can be brought under the control
ofman to bear his structures. It is a finite resource that can
be exhausted by extractive industries, destroyed by seismic and
ocean upheaval, or wasted by ignorance of its processes. It is
a limiting factor in development and both a reference and a
bearing point for space~time units.

The physical land attributes with legal~-political
constraints, linkage attributes that define 1location, dynamic
attributes that exist in the eye of the beholder (such as
prestige, anxiety, and claustrophobia), and attributes of a
larger environmental system are situs factors which create a

site.
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Location ( ) is often identified as the critical factor in
a site, but it is seldom understood that 1location value 1is
related to the functional needs of the activity and not the
site. The family unit is a common example of multiple functions
involving employment, school, shopping, and recreation. The
family chooses a home site that balances convenience against
the cost of 1inconvenience. Each relationship between a
househecld and another point requires movement of persons,
goods, or messages. This 1is termed a linkage, and the time,
stress, and dollar costs involved are referred to as the ¢gostis
of friction. Each establishment seeks a location defined as a
set of linkages that will minimize these costs. As the costs of
energy, congestion, and time have risen for commuters and the
need for suburban school 1linkages has diminished, the
opportunity for reducing costs of friction by trading the house
in the suburbs for a condominium downtown has been transferred
into rent or the price of a condominium,. Rent differentials
for 1location reflect market recognition of perceived costs of
friction to desired amenitites. Therefore, locational value 1is
in the mind of the space user rather than inherent in the land,

and demand pressures on land shift as his perceptions of

( ) Location, location, location is the ranting of a greybeard
who once found public license, 1loans, and 1luck on his
side.
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convenience shift. Of course, movements of goods and services
and people often employ networks of pipes, paving, and wires
directly to the site so that some linkages become physically
set due to economies of scale in reducing the costs of
friction. Some communities have expanded the web of physical
linkages to include pneumatic~tube garbage collection,
centralized heating and cooling, cable TV, skyway systems, and
pedestrian tunnels. Howver, most linkage relationships are
subtle, systematic, behavioral patterns that require a

thorough understanding of particular establishments and are the

basis for marketing.

Linkages, Location, and Cash Cvcles

Location as an attribute of the establishment rather than
of a physical site can be understood by a look at simple
financial plans of hypothetical industrial, retail, and
household establishments. In Figure 2 the relative revenues and
expenses of two alternative plant locations are presented.
Notice that the linkages in each community to customers provide
different sales estimates, while expenses are also altered by
the proximity of each site to raw materials, distribution
points, and the availability of 1labor pools with different
expectations of hourly wages, vacation time, and benefits.
Indeed, ©benefit costs may be lower because the average age of

the population in site B is much you nger than 1in site A,
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reducing hospital costs, pension costs, and the prerogatives of
long~time seniority. On the other hand, administrative salaries
are higher in order to compensate executives for doing without
certain amenities not available in a small town, such as a
country club, a parish school, or diverse medical services.
Real estate taxes may be minimal because government services
are much 1less comprehensive and fire insurance may be higher
due to a remote fire station. Utilities may be lower because of
linkages to hydroelectric power rather than coal-fired plants
for site A, Even the capital costs are modified by the
intensity of nearby 1land development and the willingness of
state governments to subsidize the costs of relocation. All
these factors are 1linkgages for an industrial establishment
which alters its cash flow, business and financial risks, and
profitability. In theory it could pay more for site B because
of the increment in the efficiency of its operations.

The retail store locétion example in Figure 3 depends on
its linkages to families in the trade area which have both the
income and inclination to visit a particular store or
supermarket. The relationship to the store to other nearby
retail establishments may generate traffic volume and attract
customers or may intercept customers from the potential trade
area., A potential linkage to a flow of passing customers can be

subtly strengthened by a stop light or a right hand turn 1lane
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or devastated by a median strip which cuts off the linkage of a
particular store site to traffic lanes going by. A great number
of 1linkage relationships will affect potential sales for the
store and that in turn controls the acceptable rent levels,
capital budgets, and store sites in the real estate process.
Notice that any particular retail store can pay a premium for a
site where the 1linkages are expected to produce more than
average penetration into a potential consumer group passing by
or living in the vicinity. Some retail establishments need
multi-state linkages by interstate or airline, such as Disney
World or ski resorts in Colorado. In Vancouver a development
company owned the north shore of Howe Sound but the only
linkage wés a ferry boat, so the property was relatively
worthless despite its views and southern exposure, A suspension
bridge two-thirds the size of the Golden Gate was built, and
Lion's Gate Bridge became the critical linkage fo create land
of immense value for homes and business.

Many of the most subtle linkages are involved in selecting
a housing unit for the family household. Linkages of the home
site in terms of density per acre and a prestigious location
must be traded off with neighborhoods which have homes of
different sizes and quality in order to arrive at a monthly
housing cost which 1s acceptable within cash limits of the

household, The family is tempted to strain the cash budget
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because the house purchase is perceived as a major investment
opportunity that may provide significant capital appreciation.
This capital gain is thought to reduce their net housing cost
below that of rental alternatives in ¢the 1long term. Combine
net housing costs with costs of transportation to work, play,
and shopping, and with possible costs of poor schools or
exposure to natural disaster, and the choice of a house becomes
a problem,

Qaﬁhﬁﬁlglﬁ.gi_Lnﬁ_Qﬁﬁnwlﬁnﬁui_gﬁﬁh_ﬁlalﬁ_gf

The solutions to real estate problems, 1like most other
problems, impact many others as well as the problem solver, or
initial user. It 1is necessary to correctly anticipate the
responses of this —collective group 1in order to identify
correctly the consequences of an alternative course of action.
Unfortunately, planners, developers, and others who have
authority to make land use decisions generally assume they
understand the others and know their objectives.

As Ackoff has pointed out (p. 32) this assumption is often
in error, the alternative outcome 1is unexpected, and the
collective behavior 1is deemed irrational. Nevertheless, the
perversity and irrationality of the collective consumer group
is generally in the mind of the beholder and critic, while the

behavior is quite consistent with the popular premise of
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reducing expenses and increasing net worth,

Public decision groups, like city councils, school boards,
and county governments, often fail to recognize the
relationship between the cost of their decisions and the true
cost of land since the land cost is out of one pocketbook while
the costs of friction are shifted to others who ﬁay not vote in
their district. Consider the community college district which
purchases a cheap rural site rather than assembling a more
expensive urban campus because the five rural counties in the
district can outvote the single wurban center county. While
capital cost to the community college funds are reduced, there
is a signficant increase in the total ongoing cost to students
who must commute long distances to school and part-time jobs,
to the wurban community in terms of underutilized residential
land, and to retail real estate near the abandoned old campus.

More recently, natural resources are becoming scarcer due
to population pressures, depletion, and occasional misuse in
the past. Mindful of this, Congress passed the National
Environmental Policy Act in 1969. Its purpose was to prevent
or minimize damage to the environment by new industrial and
residential development for the benefit of all present and
future consumers., To implement this act, most state and 1local
governments now require an Environmental Impact Statement (EIS)

for all proposed large developments. A carefully researched
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EIS may sometimes be of help to both the developer and the city
planner by pinpointing major problem areas and suggesting
alternative courses of action. An 1inadequately researched
statement can waste everyone!s time and money, either during
the planning stage or later during the project's use.
Generally a shorter environmental impact evaluation of critical
issues is the most cost effective,

Recently, many planning departments and conservationists
have used the EIS and other provisions of the 1969 Act ¢to
thwart growth in their cities and towns, which was not the
original intent of the Act (see Frieden), MIT professor,
Bernard Frieden, 1in his book, The Environmental Protection
Husfle, warns that a new "exclusionism" is surfacing across the
country. Where the o0ld exclusionism attempted to exclude only
low-cost housing in an effort to keep out minorities and the
poor, this new exclusionism attempts to keep out
everyone--rich, poor, and middle-class alike., This restriction
on growth, especially in the suburbs and in-fill areas of the
cities, Frieden claims, results in higher prices for housing,
reduced choice of housing 1location, and 1longer commuting
distances, and it discourages carefully planned developments by
the large developers. In the same vein, political use of
infrastructure systems has become an oblique and debatable

extension of land use control law for exclusionary purposes.
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The collective consumers are moralistic in public
statements but are generally motivated to enhance their own
cash positions. For example, in a city south of San Francisco,
Palo Alto, further residential growth would require present
homeowners to share the subsidy from the industrial tax base
for residential services with new residents. Thus they voted
to commit 7,000 acres of development 1land to open space,
estates, and some new 1industrial parks 1in the name of
environmental quality. The monopoly created by growth
management causes home prices to skyrocket to the advantage of
existing residents. Thus the exclusionary zoning may make 1t
unnecessary to expand the sewer and water facilities which
would have to be financed by raising everyone's water service
fees. Those who benefit as existing residents control 1local
votes and those who must ultimately pay monopoly prices have no
standing to vote. Thus the collective consumer will operate to
block or imbalance development to protect his short-term cash
interest; by the same token, the collective consumer as a
builder of public facilities often thinks of only its own
budget and not of the shift of hidden costs to consumers and
taxpayers.

The one-~time customer for a new real estate development
becomes a long-term customer for the public infrastrucutre

which supports the development =site. Each home constructed
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creates a new customer for the water service, the school
system, and the fire department, and generates revenue 1in the
form of meter <charges for utilities, real estate taxes, and
other receipts such as a share of gasoline taxes for street
maintenance and state aid for education based on a per student
formula. There are secondary revenues, albeit indirect, in
terms of increased retail sales levels, commercial land values
and assessments, and, therefore, real estate taxes on ancillary
uses. There 1is no aspect of cash forecasting more difficult
than fiscal planning for the impact on revenues and service
expenses of alternative 1land wuse plans, but much has been
learned in recent years about the techniques of forecasting
cash cycle implications of alternative development (see
Vollman). In the past there was a tendency to oversimplify
revenue/cost implications with broad generalizations: mobile
home parks presumably had low assessed value but high
educational cost burdens and high service cost implications for
welfare and security; everybody knew that industrial plants
produced far more tax revenue than required for service costs
since there were no children to educate or streets to plow in
winter. On the other hand, industrial plants attracted the
workers at wage scales which could only finance mobile home
housing and contributed to highway congestion which led to

street widening programs. The combination of new residents and
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new Jjobs was the final burden on the sewer and water systems
which required expanding the processing plant and well system
to anticipate growth for the next ten years. How does one
allocate the current costs for expanding the water system and
the street capacity between residential and industrial users
and further subdivide the burden between present users and
future users still to come? Fiscal zoning of land use mix
within a community requires open-minded flexibility to balance
cash revenues and cash expenses with mixed-use planning
concepts and multiple development proposals spanning different
developemnt time frames (see Burchell and Listokin). A new
industrial plant may create a tax surplus which will be
consumed in providing services for new residents hoping to work
at the plant. But these new residents in turn will prompt
commercial development which will further expand the tax base
and may restore some real estate tax surplus five to seven
years after construction of the first new plant. Recognition of
the interplay between the land use mix and 1local fiscal
concerns has made the Philadelphia firm of Rahenkampt and
Associates a prototype clinic of physical planning, financial
forecasting, and the law of 1land use. (See Rahenkamp.) The
interplay over time between cash cycles of users, collective
users, and the infrastructure system 1is the base for the

interface between economics and property rights.
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Most Fiti | Most Probable U

Until recently the economic theory of real estate decision
making was built on the premise that the system was committed
to finding that private use of a parcel of 1land that would
maximize the owner's wealth by being the most profitable use of
the sites physical land. Presumably, the only griterion was
profit, hence the cryptic term "highest," and as an inheritance
from Adam Smith, there was the further presumption that maximum
profit was '"best"™ for society. Actually, the allocation of
land to those who would pay the most or develop it most
intensively was characteristic of nineteenth century America,
when society needed to reward those who would modify the
frontier to accommodate a rush of immigrants. At the same
time, society had not melded to a point where it could find a
consensus .on land wuse priorities and social objectives.
However, it was only as recently as 1975 that the funadmental
economic premise of T'highest and best use" was redefined as
that use on a given date that could be selected as most
profitable from reasonable and probable alternatives that were
physically possible, 1legally permissible, and financially
viable, given a specific level of effective demand and costs of
production (Boyce, pp. 107-108). The official definition
further made it explicit that wealth maximization was to be

qualified by recognition of how a specific use would contribute
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to community environment and community development goals.
Thus, it has been recognized that the development of each
parcel must be considered within a larger system and pattern of
land uses and the frequent use of the words 'reasonable and
probable™ reveals a recognition of many of the uncertainties
that attend assumptions required in the decision to use and
develop a parcel. At best, however, the term "highest and best
use" is an anachronism from laissez-faire attitudes of the
nineteenth century that have undergone an evolution in meaning
like the concept of fee simple title. At worst, it implies
certainty of one man's judgment, a one-~dimensional measure of
the adequacy of a development concept and cash for the
landowner even when it is apparent that there are many vested
interests in the cash flows that are affected by a given land
use decision, Therefore, it 1is wuseful to replace this
terminology with the terminology of most fitting wuse and of
most probable use.

Any decision process requires identification of alternative
courses of action and their consequences, and the consequences
must then be evaluated and ranked in terms of their
acceptability and probability to choose the appropriate plan of
action. Typically, a set of consequences is compared to some
set of standards which defines the acceptable, the undesirable,

and the unthinkable. These standards can be somewhat
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altruistic, or what might be defined as the norms to which a
society 1is striving. The concept of most fitting use is
normative, that is, the optimal reconciliation of affected
consumer demands, the cost of production, the cost of
infrastructure services, and the fiscal and environmental
impact on third parties. Reconciliation involves financial
impact analysis of who pays and who benefits in cash terms as
well as compatibility analysis of the collective consumer's
perception of environmental quality and impact on the good
life--elusive standards at best. The concept of most fitting
use asumes the goals and limitations have been well defined and
that misfits between proposed solution and standards can be
recognized.

However, it is dangerous to dismiss the ideal because it is
impractical or unattainable for the moment. Mény problems are
reactive, states Ackoff (p. 26). We respond to dissatisfaction
and irritation with the current state of affairs which leads us
"to walk into the future facing the past--we move away from,
rather than toward, something. This often results 1in
unforeseen consequences that are more distasteful than the
deficiencies removed." Recall D.D.T. Problem solving can be
proacfive--by specifying the ideal or ultimate outcome and then
looking for ways to move in that direction. Once again quoting

Ackoff, "The more ultimate the desired outcome we specify, the
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more likely we are to consider the intermediate and long-run
consequences of our immediate actions. The more immediate the

source of dissatisfaction we try to get rid of, the less likely

Wwe are to take account of relevant consequences., Therefore,

ideals." Ackoff also states, "Because focusing on an ideal
reveals the relationships between different things than can be
done in the future, it tends to make us deal simultaneously
with sets of interacting threats and opportunities, to treat
them as a whole, as a system of problems, The effort to deal
with sets of interacting problems as a whole is what planning,
in contrast to problem solving, should be about."™ (Ackoff, p.
26.) The principal obstruction in most proactive plans is man
himself. Since idealized design is capable of mobilizing a
collective effort to obtain 1it, containing the capacity of
finding intermediate solutions, and producing a concensus of
those involved, idealized design can remove man self-imposed
constraints which frustrate recognition of alternative
solutions,

Experience tells wus that most plans, development or
otherwise, fall short of the ideal. This tendency is impied by
the concept of most probable use. Most probable use is that

alternative course of action which is closest to being the most
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fitting use while recognizing strong constraints imposed by
current political factors, real estate technology, the
personalities and talents responsible, the money market, and
short-term solvency pressures on consumer, producer, and public
infrastructure,

Any enterprise 1s a compromise because the form it takes,
in terms of both its configuration and its behavior, reflects a
negotiated consensus between two general sources of power--the
power of its environment to dictate form and the power of the
organization itself to decide what its characteristics and
behavior will be (see Beckett). In the process of development
the elements of 1law, public infrastructure, and consumer
preference are the external forces affecting behavior, and the
ability to respond from within the organization is a function
of talent, money, and political skills.
Conditi F U tainty i
Problem Solving

811 parties in the development process must accept
significant levels of uncertainty about the cash budgets and
other expectations as each enters the developmnt process with a
set of assumptions about the future in a society that has been
changing at an accelerating rate. The amount of uncertainty for
an enterprise varies according to its needs and income. The

homebuyer expects to have the same Jjob and the same family
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needs and disposable income for at least several years, but
must organize family finances through insurance and savings to
anticipate unemployment, illness, and even death. The pushcart
vendor can change his locaton, his prices, his product mix of
flowers and bouquets almost hourly and clean out his inventory
by evening. Should he be unsatisfied with his business, he can
convert from flowers to scrap collection or popcorn sales the
very next day, unless frustrated by municipal permits. The
retailer needs six months to reform his inventory to changing
consumer tastes, and the manufacturer needs five years to
research and develop a new product line or relocate his plant.
But the real estate developer 1is 1locked intoc a specific
location with an immovable inventory of room nights, apartment
months, or square feet of leaseable area that must be priced
and so0ld many times, for as long as 25 years, before the total
capital investment 1s recovered. That is a unique risk
management assignment, and the developer who succeeds most
often is the one who takes most <care to validate the
assumptions over which he has some control and to cushion the
enterprise with tolerance for surprise and those changing
conditions over which there is little control. The real estate
process is concerned with identifying the explicit and implicit
assumptions on which each consumer group, each infrastructure,

and each production element of expertise is operating in order
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to allocate risks among those who benefit and those who pay
each development alternative;

Control of this variance is called risk management. There
is a continual refining of assumptions to convert as much
speculation to fact as is possible and to provide tolerance for
the wuncontrollable surprises. Risk management is not only a
philosophy of inquiry and problem solving, but also a primary
objective of market research, of contract negotiation, and of
strategic positioning of any enterprise or investment selection

pattern.

Basic Risk M t Techni

Aside from the outright avoidance or acceptance of the
unknown, the business risk situation can be improved through
application of one of the following techniques:

1. Improving forecasts through statistical research of the

critical facts. For example, the reliability of a forecast

is improved by increasing the sample =size (the standard
error of the estimate is reduced by the square root of the
expansion in the sample size). While not all real estate
research is statistical research, nevertheless, the general
principle at the exposure to surprise can be reduced by
knowing more about the problem in a systematic fashion.
Survey research of the consumer, soil testing, and quality

control of materials are all elements of risk reduction
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through research and information processing.

2. Combining risks by pooling resources, by diversifying
investments, and by improving forecasting through scale of
operations. A 4-unit apartment with a single vacancy has
lost 25 percent of 1its income while a 100-unit building
with 10 vacancies has a 10 percent vacancy 1loss to gross
income, a far more stable situation.

3. Shifting risks by insurance contract, accepting the
small certain loss of an insurance premium rather than the
unpredictable 1loss of unknown frequency and severity of
some insurable catastrophe like fire, collapse, death, or
disabllity. Most static risks, contingencies which are
sudden, external, random, and unpredictable as to time, are
insurable,

4, Shifting the risk by fwo-party contract. The escalator
clause in leases is a «classic example of shifting the
variance in rising operating expenses or real estate taxes
to the tenant; the construction contract shifts some of the
risk of rising material and labor prices to the general
contractor, but in recent years there has been hard
bargaining so that developer and contractor each share a
part of the risk. Careful study of development ventures
betwen private and public agencies will show that the

majority of the contract is allocating responsibility for
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political administration or construction according to the
expertise of each. For the dynamic risks of management,
the best controls are the pains of penalties for the
failure to perform and the profits that go with expertise
in the execution of a plan.

ownership as a corporation or limited partnership or
esculpatory clauses (which says the lender can only take
the property in case of foreclosure) with which one party
releases a second from an obligation to perform or for
damages as a result of failure to perform.

6. Hedging is a term which covers a wide variety of
devices for protecting oneself against future price
fluctuations or other future contingencies. For example, a
buyer can make an offer to purchase, contingent on future
realization of political approvals, financing, or other
requirements. An option to buy, an option to repurchase,
or a variable interest rate mortgage are forms of hedges.
The classic hedge in real estate is a mortgage loan for
nearly 100 percent of the development cost without personal
endorsements. If the project succeeds, the borrower can
call out the -equity profits by selling the property and
paying the loan from the proceeds. On the other hand,

should cash flows and appreciation prove inadequate, the
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borrower can default on the mortgage and give _up the

property to the 1lender through foreclosure or voluntary

conveyance of deed in lieu of foreclosure. Business censure
for mortgage default, while still damaging to the
developer, has weakened significantly in recent years.

Not only do the parties to the development process seek to
arrange the best possible solution to their problems, but also
they must anticipate +the many 1less favorable alternative
outcomes to a given set of assumptions in order to survive an

upset of their plans.

T Critical Risk EI !

The passing of time 1s the most «critical risk in the
development process. Time permits the power of compound
interest to erode the developer's resources, and it allows the
conditions of competition and consumer needs which were true
when the project started to change significantly. Perhaps it
is the impact of compound interest which is least understood by
most government regulators and most often used for extortion by
those few who do understand it. Remember that a project with
$1,000,000 invested at a nominal construction interest rate as
low as 12 percent per annum is costing $10,000 interest for the
first month, $333 a day, and then $11,200 the second month,
etc. If the developer had hoped for a net profit of $50,000, a

total delay of 4 months in completing the project will not only
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cause the loss of that profit in additional interest charges,
but also may give the tenant the right to renegotiate more
expensive terms than those in the original commitment, and a
competitor the opportunity to finish first and capture'the
market.

As money and time are expended on the project, time becomes
of the =essence 1in achieving expected revenues from sales and
rentals., Thus, it is not uncommon to see tall buildings where
the top floors are still being structured while the bottom
floors are already receiving tenants. In a slow office market
it may be cheaper to build three 100,000-square-foot
buildings, one after the other, rather than a single 1large
300,000~square~foot building where the economies of scale can
be quickly lost to the cost of carrying a vacant inventory of
space can sometimes be controlled and often significantly
reduced by an investment in market and merchandising research.
It is a customer and the rate at which customers absorb space
that drives the <cash c¢ycle development process. A careful
study of each market segment for demographic characteristics,
the needs and motivation of the consumer, his priorities in
terms of a finished product, and the price he would be willing
to pay is merchandising research. American developers have
tended to neglect marketing reseach in risk management in favor

of faster construction methods and more elaborate contract
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allocations of risk among money partners and government
agencies, Nevertheless, cash from rapid occupancy or sales
turnover of inventory as a result of careful research is the
best method for reducing the relentless pressure of compound

interest.
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CHAPTER III

A. Problem Perceived Versus

Problem Understood

A probability of a client seeking assistance on matters
relating to feasibility analysis 1is directly related to the
anxiety which the client may feel about a specific real estate
problem. All business problems contain some level of anxiety
for the decision maker, but those problems which are of unusual
scale or beyond the normal area of business expertise of the
decision maker so that anxiety exceeds normal level are the
type which may motivate search for an analyst. The search by
the client, however, is often conditioned by preconceived
images or public <cliches as to the functions performed by a
given professional or expert. The client may ask the appraiser
for an appraisal, indicating concern for 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 1lease or
avoidance of real estate space implementation altogether.
Similarly the client might presume the architect should be
asked for drawings of a proposed structure before the client
has specified a program to be housed within the building. The
presumption of the client that any professional expert must be
permitted to pursue a specific procedure is often furthered by
the conditioning of the expert, who expects the <client to

specify the function the expert is to perform. The appraiser



is expecting the client to specify that the appraisal 1is for
fire insurance, or eminent domain, or fair market value to
support a loan application. The appraiser doesn't question the
assignment. Neither does the architect necessarily challenge
the absence of an incomplete program before he begins to block
out massing and style elements Af the problem both have taken
for granted prematurely. The self-confident professional must
recognize that in the majority of cases the client begins with
a preconditioning, a bias of position, that may arise from
public images of the appropriate function for a specific
profession or simply the bias introduced by the fact that
everyone 1is an expert on real eétate and presumes that he has
certain needs relative to a generalized real estate process.
This self-confident analyst must therefore look for the
implicit assumptions and self-imposed constraints that may have
governed the initial contact and inquiry of the perspective
client. Without some questioning of the purposes and
background of the proposed assignment the majority of
opportunities for careful feasibility craftsmenship will be
lost. Thus, a major element in the relationship between the
analyst and his client will begin with the necessity of moving
from the problem as originally perceived and stated by the
client.

2. A more relevant and focused problem as understood by



the analyst. Faillure to idehtify the relevant issue dooms
the feasibility analyst to fail and to aggravate a client

opportunity for future business relationships.

B. Potential S . e ] Analy st

The first service of the analyst is the process of real
problem recognition and then task definition. With task
definition comes the need to sequence the priority of tasks and
questions that should be addressed. It may well be that before
the feasibility analyst should pursue the issue of best use of
the site, that other experts determine if title and physical
survey characteristics are appropriate to some future use,
Thus, the analyst may first be an expert on experts, a
counselor who suggests members of the team in terms of law,
engineering, politics, or organizational theory, but may
provide foundation data before other questions can be
addressed. The analyst may discover +that the <client has
already identified and evaluated alternative courses of action
but needs assistance of a counselor in selecting that course of
action most appropriate to the sensibilities and emotions of
the client. Indeed, the client may have already recognized the
preferred course of action but need the counselor as a
communicator with heightened credibility relevant to a board of
directors, <counsel, or committee to whom the decision maker

must report and receive final authority to proceed., It may be



the <client simply needs a soun@ing board, a trained listener
with whom the client can test ideas and 1learn to articulate
values and objectives, prior to the <client making his own
choices among alternatives., Finally, the client may have yet
to identify and test the alternative courses of action and the
consequences thereof which is the prime subject matter and
professional expertise of the feasibility analyst. This
spectrum of services and functions will also affect the later

section on pricing of services to the client.

C. Understanding the Client

Initial contact between client and consultant will require
that the analyst begin to direct conversations in such a way as
to identify implicit client preferences and assumptions. The
general direction of these interviews should be to expose the
preferred operational methods and objectives of the client to
better understand the problem and constraints within which
solutions must be found. There is a risk that this process of
getting to know the client may appear to be unproductive or the
client may become restive, doubtful that the consultant will
contribute anything new, if the analyst appears to be one who
"will tell on the time by reading the client's own watch.”
Therefore, a full expansion of the following issues may result
only with a series of meetings, some of which may be occasioned

by the excuse of an intermediate review of data, models, and



other work product that is generaﬁed as the analyst moves 1into
the problem area. These excuses for further interaction should
be designed to complete the framework of understanding the
client as a basis for better Qnderstanding the problem. The
general topic areas about which the consultant should inquire
include:
1. The essence of the business as perceived by the client
in his operational phildsophy. For example, the
restauranteur may perceive the restaurant for setting the
stage for role playing by his client, the paper carton
manufacturer may see the essence of his business as
disposing of the various types of paper manufactured by his
parent paper making company. The resort operator may see
the essence of his function has the consumption of a
weekend, while the residential builder may see the essence
of his function as setting the stage for a residential
lifestyle for a particular consumer segment. On the other
hand, a residential developer might perceive the essence of
his business as liquidating large acreages of land at a
price which represents the spread between cornfield and
urban lot manufactured by that developer's land company.
The insurance company may perceive its investment on the
perimeters of 1its home office as defensive confrol of the

environment to maintain its investment in the home office



or its philanthropic image in its home community as a basis
for future political power.

2. The preferred method of meeting entrepreneurial risk
for the client may impact his real estate decisions too. A
chain store may prefer to buy all competitive locations in
a given market, saving the best for its own store and
extinguishing the competitive threat from the other sites
by converting them to alternative uses. Some developers
prefer to use extensive market research to find an unmet
need in the array of products offered; others may prefer to
sell an unimaginative product from a model, with a minimum
of commitment prior to firm orders. Others may prefer to
achieve such managerial efficiencies in purchasing and
specifications that they <can appear to underprice the
competition despite larger profit margins. Each enterprise
has its own mechanisms for controlling in part its need to
react to competitive conflict.

3. Each enterprise or client has a preferred method of
compensating its personnel. Some firms provide minimum
salaries and high bonuses in hopes that uncertainty of
compensation will maximize effort. Some firms tie
compensation to performance such as giving the project
manager title to the convenient shopping center site in the

midst of a 1large proposed mobile home park. Failure to



develop and rent the mobil home paths will leave the retail
site as 1little or no value., Other firms prefer high
salaries and prestige to allow the manager to concentrate
on performance rather than thg game of compensation.
4, The client will have a style or established traits in
terms of value decision trade-offs between qualitative and
quantitative vectors to his enterprise. One may affect
spartan facility to embue thrift and efficiency 1in his
staff while another may prefer architectural monuments and
appointments to create an image for the public of
success and a taste of prerequisites to his staff in lieu
of salaries such as a bank.
5. Each client will have his own perception of his current
risk position and his tolerance for additional risk. Some
clients talk of real estate development but invest in tax
exempt bonds; others thrive on non-typical investments in
South American ranches, Canadian mineral lands, or
redevelopment of ancient and obsolete buildings which
provide a high community silhouette if successful. Some
clients have natural instincts for risk management
techniques discussed elsewhere 1in the Monograph while
others perceive intangible risks to c¢redibility and
self-esteem which can never be upset by contracts

guaranteed,



6. Personal, non-business subjectives of the client may
nevertheless impact on his choice of alternative courses of
action to a significant degree., Elements of self-esteem
associated with prestige real estate or desire for a
felatively short time horizon prior to his retirement may
affect choice of alternatives., Often the real estate
decisions are controlled, 1in part, by expectations of a
divorce, <children entering the business, or family
sentiments relative ¢to farm, original plant origins, or
recreational preferences. The manufacturer who chose
Michigan City, Indiana, for his auto parts firm; when given
the option of more profitable locations 1in Tennessee and
Alabama, Jjustified his choice on the fact that family
income was adequate but the yacht on which he spent his
summers cruising the Great Lakes was based in Michigan
City, Indiana. The maximization of life's pleasure may not
be comprehended by economic man, may seem rational in eye
of the beholder, but nevertheless can be the result of
systematic and careful decision making.

7. Client reasons for this current interest in real estate
may be the most revealing and best-opening inquiry of the
analyst. The response in most cases may reveal significant
naivete, superficial understanding of motivations, or

implicit assumptions which must be addressed before there



is much relevance in the subject theory as above,

Because feasibility analySis is so client specific, the
analyst must spend some time learning to appreciate the
strengths and weaknesses, the objectivity and biases, the
emotions and situational pressures of the client while at

the same time proceeding to better define the problemn.

D. In Search of a Real Problem

As mentioned earlier, there are essentially only three
alternative situations for the real estate feasibility analyst.
Either there is a site in search of a project, a project in
search of a specific site, or a client seeking an opportunity
for real estate enterprise. However, it is not always quite
clear what the precise situation is when the consultant enters
on the scene. The client seeking to build a specialty shopping
center may be trying ¢to force it on the site already owned,
that is inappropriate. The client may be seeking an appraisal
:on subdivision land, when what‘is needed is a decision as to
what type of real estate would best exploit the talents of his
organization. Therefore, the sensitive analyst should be
thoroughly familiar with techniques for gaining new
perspectives on the problem as perceived in order to move
toward a problem as better understood. These techniques should
be second nature as it may be necessary to apply them

intuitively, on a quickly improvised basis, given initial



interviews in order to discover what has been done, what
assumptions have been made, and the dilutions of those who may
have made the assumptions prematurely. Among the techniques of
inquiry which may serve this purpose are some of the following:
1. The consultant may play the devil's disciple, carefully
stating weaknesses, fallacies; or undesirable attributes of
particular courses of action aparently recommended or
preferred by the client. At the 1least, this attack will
provoke and reveal previous systematic evaluation by the
client, emotional defensiveness of the insecure client, or
willingness to investigaté the consequences of each
alternative further.
2. Another useful technique is to reverse the question as
presented 1in order to gaiﬁ better perspective on the
assumed area of solution. The vast 7?2?77 to expand cold
storage facilities in the restaurant, restate the problem
as one of changing purchasing procedures from wholesalers.
The vast to create a partnership of non-profit
contributors, design it frdm the standpoint of easy
dissolution should the partners quarrel.
3. Another method to gain perspective proposed by a
creative think system <called selectics (sp) recommends
conversion of a familiar problem to a relatively strange

analogy or the reduction of a new and unfamiliar problem to
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a familiar analogy. Thus, only multi-user real estate
problem, such as a campground, apartment house, or office
condominium may become analogous to a retailing model for a
supermarket. A single user real estate decision such as a
household, architectural firm, or branch bank may be an
industrial location model. Land plans to anticipate growth
without a change 1in perimeter have been compared to a
kaleidoscope, in which colored pieces of glass represent
alternative land wuses and the arrangement grows and
modifies by rolling over into a vacant sector.

4, Idealized objectives which take the 1long view are
suggested by Ackoff as a way of initially permitting
parties to agree on the ends before entering into argument
on the means. For example, in a conflict between a
neighborhood protecting trees and a developer seeking ¢to
recycle an old radio station 1into office space, it was
shown that both parties idealized saving of the trees and
that was best accomplished by permitting the office
building in a residential area with the parking area
concealed by the tree 1line as opposed to the initial
neighborhood premise that subdivision into residential lots
would maintain the character of the block, when in fact
subdivision would have required cutting of most of the

trees to permit home building on each site.
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5. Another problem 1is to iqentify objectives in conflict
or incentives which are countér productive in terms of the
initial proposals. For exa@ple, a small rural mutual
insurance company with low and efficient executive salaries
would find that direct suﬂdivision of its surplus lands
would require a high salaried? executive merchandising ¢to
upper income people that were not associated 1in the
identity of the rural constituency of the insurance
company.

6. Another direction of inquiry and discussion is
identification of those controllable variables within the
grasp of the «c¢lient. In short, the chess pieces of the
game in terms of personal contacts, favors, resources, and
public goodwill that may be available to implement a
particular plan. Inventory of what the client perceives as
controllable is likely to lead to discovery by implication
of wvariables that should have been regarded as
uncontrollable and therefore threatening.

7. Identification of factors as given, that Ackoff refers
to as uncontrollable variables, may identify to the alert
consultant self-imposed constraints and assumptions which
have foreclosed the possibility of finding a solution to
the problem in the mind of the client. Often this

self-imposed constraint is inherent in failing to change
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the scale of the system or relevant picture frame within
which the picture has been viéwed.
8. As Ackoff has astutely poiﬁted out, many problems are
resolved or solved by changfng the scale of the system. A
microproblem of improving thé bricks. In short, it 1is
necessary to change the frame of reference in order to
identify the most cost effective solution.
9. Another method of analysis‘is a diagnostic search for
causes of deviations in a client's plans that went awry in
order to prescribe corrective action. Ackoff indicates
there are only four types of diagnostic functions:
a. The information used 1in making a decision was in
error and therefore the information subsystem requires
a change that will not repeat that type of error,
b. The decision process may have been faulty in
failing to take into account some competitive reaction,
so that the decision model must be expanded.
c. The decision may have been correct but was not
implemented as intended as a result of
interorganizational communication failures.
d. The environment within which the solution was found
then changed in a way that was not anticipated, as for
example removal of a requirement for students to live

in approved housing, shortly after building a private



dormitory. Note that the diagnostic and prescriptive
function contributes to the learning by the consultant
as well as suggesting areas of action and the
consequences therefrom which need feasibility testing.
(1)

(1) Ackoff, p. 196.

E. Definition of the Tasks
Lo be Performed

As the client and the analyst come to wunderstand one
another and problem which they share, it will become desirable
in most situations to create some form of written agreement or
understanding as to the tasks and charges to be undertaken and
collected by the analyst. This agreement consists of three
major sections having to do with tasks to be performed, reports
to be furnished, methods of compensation for services rendered.
These major areas, over and beyond the normal contract
provisions are the subject of the remaining sections of this
chapter.

Any decision involving conversion of data to alternative
courses of action and the consequences that might flow
therefrom require a set of assumptions about the future and if
one cannot accept the validity of the assumptions, the
conclusions are equally unacceptable. Nevertheless, 1in the

real estate decision many of these assumptions are best



provided by others whose expertisé is more appropriate to the
subject area or will simply be provided by others such as the
client himself for purposes of thé economy at some preliminary
stage of analysis. All elements of the decision process
including data collection, data interpretation, ‘generation of
hypotheses with which to focus the data, definition of issues
and problems to be addressed, and the sequence of operations
will likely involve a number of individuals, organizations, and
experts. Therefore, it is useful to develop a summary check
list such as illustrated in Exhibit ____ which appropriately
addresses the following general categories of agreement between
client and consultant.
1. Which c¢ritical assumptions required for the decision
model will be provided by others, such as a market study
provided the appraiser, soils tests provided the architect,
architectural schematics provided the market analyst, and
so on?
2. When does the consultant have the priviledge of issuing
subcontracts for expertise on matters deemed relative to
his assignment and what allowances have been provided in
the budget for such subcontracts.
3. Data to be provided by others 1leaves the consultant
ultimately responsible for the reliability without control

of the gathering of the data unless suitable caveats are
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placed in the agreement or these data sources are placed
under the control of the analyst, whether or not contracts
have been placed directly by‘the client or as subcontracts
by the consultant.

4, Which data is to be collected by the analyst and to
what degree are data sources to be provided access by the
client, other organizations rélated to the <client, or in
terms of currency in time and relevance. Responsibility
should be defined for approval or development of the
hypotheses and models which will be used to structure the
data to focus on the questions on hand. Such modeling
exercises, as will be discussed 1later, provide and
excellent opportunity for the client to articulate his
expertise relative to the specific problem at hand an gain
insight as to the direction of thought and analysis of the
analyst. Such review and development control will increase
confidence, understanding, and ultimately the client
appreciation for the fees paid the consultant which
otherwise produce a report for a black box of unknown
content and character.

6. The <client may wish to curtail certain avenues of
investigation by the analyst at a particular point in time
for purposes of economy or internal political priorities

even though some 1issues and problems postponed may be



considered critical by the analyst. To protect the analyst

against the consequences of ignoring these avenues of

exploration as well as to protect the client against

unnecessary expenditures in certain directions he has no

intention of going will maintain the client/consultant

relationship of some later time of misunderstanding.

7. Each assignment will generate a summary checklist of

data collection, interpretation, and‘ presentation

objectives which will in total define the areas of

responsibility of the feasibility analyst. Certainly the

nature of the work product following analysis also needs to

be defined.
F. Definition and Agreement opn Work

Product to be Provided by the Apalyst

Second only to architecture the nature of the work product
of the feasibility analyst is generally left unspecified and
undefined in most agreements and letters of understanding for
feasibility services. Granted that the form of feasibility and
problem solving reports can have an infinite wvariation from
arrow to multimedia presentation, nevertheless, there needs to
be some agreement on the following elements:

1. The consultant must wunderstand who 1is the wultimate

audience for the report because each problem is being

directed toward a specific decision maker. A report
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written in support of a mortgage loan will emphasize
different elements to the project than a report directed to
perspective limited partner dinvestors who not only may
perceive the project with a different set of motivations
but will be protected by a different set of regulations.
Thus, whatever report form is chosen it must be directed
toward the incentives, concefns, and decision framework of
the audience for which it was; intended. This requirement
is distinctly different from traditional appraisal
orientation which regards 6he fair market value of
appraisal orientation which regards the fair market value
appraisal as suitable for almost any purpose, from real
estate taxation to mortgage lendihg to eminent domain
awards. The presumption that fair market value is 1in fact
a universal 1is highly doubtful, but in any event, the
conditioning of the appraiser to carefully focus his
report on his audience is suspect.

2. There should be agreement on communication and
perspective objectives. Every feasibility analysis has a
perspective of a particular decision maker and that
perspective should be carried through the report with
consistency. Communication objectives may be to inform the
decision maker, convince his board of directors, counsel,

or committee, or may be intended to motivate another
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organization to pursue the project a further step.

3. There should be agreement as to the medium required for
the report, whether it be written, oral, in the form of a
single page memorandum, or presented with supporting slide
graphics and models for visual assimilation by non-verbal
decision makers or public constituencies.

4, While the architect always retains ownership of the
concept and the original blueérints and related product,
the real estate analyst is séldom concerned at the time of
negotiation with who may own ‘the data generated by the
study or who has property fights in the finished report.
Nevertheless, there is a signficant ethical dilemma in the
reuse of survey data generated at the expense of one party
and then reused for another in a subsequent study. Except
in the case of the report which becomes a public document
with general access, who owns the finished report which may
contain the incredibly valuable data base which is the
stock and trade of the analyst? Who has the right ¢to
disseminate the report and how many copies need be
produced?

5. There 1is always the question of 1liability of the
analyst because of co-reliance on his report by his
client, despite inherent problems of reliability and data

gathering, changing conditions, and misuse of the report by
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third parties., Often the repoft should couch recommended
actions as a series of alternatives from which the decision
maker must choose one as the intervening power in order to
mitigate or eliminate ultimaté guarantees of performance as
projected for the consultant.‘Courts and clients are often
misled by the variance between pro forma projections and
actual realizations so that error is generally imputed to
the consultant rather than traced to more subtle and
abasive changing conditions which misdirected the
consequences., Considerable ingenuity 1is required in the
letter of agreement as well as the limiting conditions in
the report in order to make professional responsibilities
acceptable to the resources and insurance opportunities of
the real estate consultant.

6. Every report has some degree of confidentiality
required, either during its development and research or for
some period of time following delivery of its
recommendations. Since the client may not always share his
ultimate motivations for requesting the report with the
consultant, the consultant could easily and inadvertently
undermine 1its ultimate use by revealing the existance of
the study or the import of its conclusions to those whom he
could not know to have a conflict of interest to that of

his client. Therefore the client has the responsibility of



G.

revealing those parties with whom the consultant should
have no contact, from whom the contact should conceal his
real interest, or procedures for protection of confidential
information provided by the client that must be in place in
the consultant's domain. Since industrial espionage is no
stranger to real estate, the consultant must be careful
that he not become known as either a conduit of
confidential information or céreless in his discussion of
assignments.

7. As typical of many reports, all of the above may
require . a subdivision of the final report into a
preliminary statement, a final executive summary, a
collection of analytical studies, and then a series of
appendices of supporting information and reports
contributed by other elements of expertise, The tendencies
of academics to enrich the report with 1literature
references and a general review of professional thought
should be controlled or encouraged by specific client

instruction.

Prici - Servi

The actual pricing practices of individual consultants is a

topic of infinite dimension and little resolution, but some

guidelines seem appropriate for the appraiser first adventuring

into

work as counselor and feasibility analyst. A number of
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caveats can be provided in relatively short fashion, including:
1. Because dialog between the <client and the consultant
may, in fact, <clarify the client's ¢thinking to such a
degree as to solve, resolve, dissolve the problem in the
preliminary interviews, the analyst should not be afraid to
charge for the preliminary Qiscussions even though the
thrust of these discussions 1is to investigate the
possibility of a contract or ‘commission to research the
problem in depth. Considerable value can be provided the
client just from the opportunity to use the consultant as
sounding board, communicator, or stimulant to open new
avenues of thought for the client.
2. It is necessary to carry on some hours of dialogue 1in
order to appropriately define the question and hence the
tasks that need to be done. Before specific tasks can be
defined, it will be necessary to charge by the hour and
once specific tasks are agreed on upset prices can be
provided. The upset price should be set to protect the
consultant against unexpected data gathering problems or
shifting perceptions of the problem by the client over
time. The consultant should provide a set of hourly rates
for the personnel to be involved in the problem so that the
formula for time and expenses is clearly understood from

the outset.



3. There is a tendency for the client to first want to
define the price and then go on to specify the product in a
series of future <calls and redirectional statements.
Therefore, it 1is desirable 1in pricing certain functions
such as survey research, computer services, continuing
meetings to bring client's staff abreast of the problem, or
consulting with attorneys, accountants, and courts ¢to
anticipate an hourly fee for discretionary variable
elements of the work process such as those described.

4, Since the consultant may wish to use the expertise of
subcontractors as their need becomes apparent with further
investigation, it is always desirable in negotiating a
feasibility contract to provide allowances for certain
services, the extent of which each may be required as yet
unknown, where the expenditure of that allowance may need
prior approval of the client. Nevertheless, the allowance
is beyond and outside the basic contract price. The use of
allowances has the added advaﬁtage of distinguishing the
basic price for services of the consultant from the larger
costs of performing certain needed research as part of the
project but beyond the purview of the feasibility analyst.
5. One can take instruction from the standard AIA
architectural contract which leaves the distinction between

different phases of the job undefined and therefore at the



mercy of the architect or as a subject of dispute in the
event of premature termination of the contract. The
feasibility analyst should anticipate possible termination
of his study should research brove the project unfeasible
in its early stages or a change of conditions terminate the
need for the study at some point in the future. While
providing an upset price against hourly costs including an
overhead allowance does permit flexible pricing, certain
tasks should be permitted to be completed or certain
project phases may be defined in the contract. By reducing
the total feasibility process to two or more phases, the
client may feel the expenditure can be reviewed as the
probability as success or failure becomes clarified with
each successive round of investigation. By the same token,
the analyst will feel protected against termination when
the number of hours completedjmay not be significant but
the overhead incurred in negotiating the contract, in
scheduling personnel and resources, and other steps in
anticipation of the work product have been undertaken but
not adequately covered by the allowance for overhead in the
hourly rate structure,.

6. Experience shows a significant element of cost is the
ongoing communication between client and consultant

organizations with resultant delays, indecision, and



miscommunications leading to sometimes costly misdirection
of resources, Therefore, it is imperative that in pricing
services while also defining in each organization the one
individual with ultimate responsibility for contract
administration, interpretation, scheduling, and time slip
review. When dealing with government administrations and
citizen associations, an additional overhead factor for
communication miscarriage and:delay should be a significant
element in the pricing structure.

7. For the established consultant, the reputation of his
firm and his analysis is a major component of his appeal to
clients with specific objectives. Although it is
recognized that part of this element of credibility which
can be provided by the consultant to the proposals of the
client are incorporated into hourly billing rates for the
consultant and his personnel, it should be recognized that
if the client intends to exploit the public image of the
consultant that it should be baid for and the risk to that
image should be compensated as well. Thus, any release of
report data, any requirement for public presentation to
press media or public committees, any filing with security
regulators or government offices should represent an
additional charge, either as a percentage of the basic

contract charges or as a flat fee for each occurence. Such



a schedule of charges is particularly appropriate where the
consultant does not not enjoy the pricing option suggested
in number 9.
WHERE IS NUMBER 87?7

9. Unlike appraisal where Ithe determination of wvalue
cannot be related to any cont;ngent fee, in the area of
feasibility analysis, projedt programming, and financial
structuring the consultant créates considerable value for
the enterprise well beyond‘ the time value of his hours
contributed. Therefore, it is increasingly common for well
reknowned consulting firms to retain legitimately a profit
participation, an ownership share, or a fee contingent on
bottom~line results as part of 'the compensational or
pricing package. Working capital requirements for staff
and expenses must be covered, but a discount may be given
on standard hourly charges in exchange for a contingent
ownership or profit participateion agreement. Certainly
the problem solver expecting to risk considerable capital
on the opinion of his advisers and feasiblity analysts
should gain some sense of confidence from the fact that
those very same anhalysts are willing to risk their
compensation in part and performance according to their
projections. It may be this aspect of pricing for services

in the area of problem solving and feasibility analysis



which makes it such an attractive outlet for those
initially trained in appraisal, where all services must be
sold on the time basis and noﬁ tied to the effectiveness of
the results. Selling time only as a profession 1is going
out of vogue because time is finite, hence the potential
income power of the individual is also finite within
acceptable fee per hour schedules. At the same time income
tax laws provide more than adequate incentives to convert
income to capital gain by %ong-term participation rather
than ordinary income from the sale of services. Indeed, as
real estate finance and ownership becomes more
institutionalized, the sale of expertise through profit
participation and ownership shares will become more
attractive as a way of trading expertise for capital
access. At the same time such participation by a c¢linic of
specialized analysts becomes more feasible and more
probable since the <c¢linic can provide stabilized income
from basic working capital while taking a long-term
ownership position as a «c¢ollective unit representing
pre-agreed on shares among the individual specialist
within the firm. Since thesé clinics will eventually grow
from an architectural firm seeking economic expertise, a
land planning firm seeking wvaluation and marketing

expertise, or a real estate analysts firm seeking physical



design capabilities, the tradition for partnership
interests in the profits of a service company will be
established and the legal arréngements for such partnership
allocations of long-term capifal gains will have been well

established and understood by the participants.
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CHAPTER &4

PROPERTY ANALYSIS TO IDENTIFY ALTERNATIVE USE SCENARIOS

\\‘
! -2

A. Introductory Qutline for Analysis

The nroblem of analyzing a site and improvements in search
of a use is shared by the feasibility analyst and the appraiser
as they seek identification of the most fitting use and given
short-term considerationé,the most;probable use of the site.
An inventory of site and imprevement attributes leads to
definition of potential alternative uses which” must then be

Wﬂo“

screened to determine that which 1is legal—polltlcal that for
which there is effective market demand? and }hat effectlve
demand segment which will permit acceptable financial viability
within given vrisk and return eriteriaf A flowchart of this

sequence of analysis is provided in Exhibit ___ . At each phase

of feasibility analysis the inventory of site and improvement

Je;’m:, ﬂvc
attributes is further refined to detail the elements whlch can
ot ) /h l&u e e
be r%flnedﬂto move the progect past solvency toward satisficing

cash returns and onward toward profit maximization. Therefore,
property analysis is an iterative process of continual
expansion of the detail within eaeh‘of the categories provided
below.
B. Elements of a Site and Improvement

Attribute Inventory

An analysis of a particular property is best subdivided



into at least five major subsets of concern 1in order to
structure the elements of investigation in a standardized
process which can become second nature to the analyst in
reviewing, at least at the preliminary feasibility level, the
complex variety of elements which synthesize into
compatibility with certain selected uses.
1. Physical attributes (static attributes) include site
dimensions, soils, geology, topography, hydrology, physical
improvements and their capacity for certain technical
functions, as well as identification of on-site flora and
fauna,
2., Legal political attributes begin with applicable
federal regulations, state and county ordinances which may
bear on potential uses of the site, and 1local zoning and
subdividing codes. In addition, there may be private
controls including existing 1leases and other
dimension agreements which restrict current site use.
Since much land use regulation is inherent in the arrogance
with which it is administered rather than in the essence of
it statutory statement, where appropriate the analyst
should note administrative patterns relative to application
of the law or abuse of the law as it may affect the subject
site. When considering | future time development

possibilities, some inventory of existing legislation and



probabilities of passage must also be considered where it
has a significant impact on future use expectations of the
subject property.

3. Linkage attributes gain their terminology from urban
land economics which defines 1location as the inherent
relationship of an establishment on site to physical
networks of services such as sewer, water, roads, and
public transit, relationships to special populations or
activity centers that might generate potential demand for
the subject property, or regional relationships which
relate to customary patterns of use groupings that would be
complementary to or adverse to the proposed uses. The
urban land economist refers to the cost of friction where
these networks tend ¢to increase costs of operation or
stress of those operating the establishment on site or
attempting to reach the establishment.

4, Dynamic attributes are those elements which exist in
the mind of the ©beholder rather than inherent in the
property. Such factors as status, anxiety, beauty,
sentimental history, or other perceptions which attach to
the subject property may significantly effect the economic
potentials and market values of the subject property.

5. Environmental attributes of the site is somewhat

misleading as the concern is with off-site natural systems



of which the subject property may be a part. For example,

development of the subject property may create storm water

runoff onto adjacent parcels, it may be effected by

reparian (sp) rights to passing streams, or it may cast a

shadow on the solar access of an adjacent parcel.

It should be noted that the hierarchy of attribute subsets
above proceeds from the specific eiements of the parcel ocutward
toward a more generalized and larger system. Unlike
the appraiser who 1s trained to move from broad national
matters to regional matters and then to the neighborhood and
the subject site, the feasibility analyst should begin with
what he knows, specifically, the attributes of the site 1in
search of a wuse, It should be expanded into the larger and
larger systems only to the degree %hat direct cause and effect
relationships can be identified and in some degree measured or

judged.

C. Static Si Attribut
Alternative use scenarios are first limited by the physical
character of the property under analysis and the analyst should
identify or inventory both the attributes and their
implications for limitations on productive use of the property.
For example:
1. Size, shape, and 1lot area will begin to delimit the

efficiency of building form and the exposures to various



compass bearings that when combined with the law it will
be possible to define potentiai improvement envelope.

2. Soils, topography, hydrology, and geology will begin to
indicate the bearing capacity bf the site for various wage
structures, slope stability ofsthe site, septic suitabillity
where sewer is not available, and wink at the potential for
subsidance and other where it may not directly
meet the 0dds???7?777?7?7 Can't Hear. Today thermal and
infrared photography may begin to evaluate the underlying
physical character of the site.

3., Suitability of the site for various wuses may be a
function of the water table, existing wells, contiguous
streams, ponds near or on the property, storm water swells
and intermitent creeks, shoreland edges as well as bulk red
lines,?????? flood plain designations, and designated storm
water holding capacities. Because water elements tend to
flow without respect to property lines, these elements may
also become part of the environmental elements of the site
that have off-site implictions. For example, a high water
table which would be reduced by developing a foundation on
the subject site may reduce the water table and expose
pilings to dry rot of ©buildings on adjacent sites with
subsequent damage to neighboring buildings and potential

liability to the property owner.



4, Flora and fauna today effect potential use of
properties far more than in thg past, given environmental
concerns and aesthetic objectives for product design.
Certain trees and shrubbery enhance marketability and site
for property values while the‘presence of selected species
-may block development or initiate expensive environmental
impact 1litigation. Certain plant systems which depend on a
high water table may suggest where the flood plain line may
be designated by the courts just as in Alaska certain types
of minor tree clusters suggest‘dangerous soil and tundra
conditions beneath a seemingly buildable surface.

5. Site improvements such as old foundations, retaining
walls, pedestrian paths, culverts, and roadways may be
revealing of both restraints and opportunities for
redevelopment and improvement. Concealed utilities
easements and old foundations may represent development
problems while existing improvements may expand legal
limitations otherwise on a vacant site due to grandfather
provisions of tolerance for existing improvements. These
existing improvements may be imaginatively applied in
interpreting statutes. Culverts and roadways may identify
established access points to public thoroughfares or the
existance of private right-of-~-ways much valued by

neighbors with or without legal right of use.



WHERE IS NO. 6

7. Certain physical site featpres may represent historical

or anthropological componenté to be conserved at the

expense of efficient real estate development. On the other
hand, these historical elements may, in fact, qualify the
building for special financingjand tax treatment.

Physical attributes of any particular site are neither good
nor bad, positive or negative per se wWithout reference to
particular types of uses and p?rticular perspectives of the
analyst. Each limitation should be seen as an opportunity to
create value where the owner or the market has perceived only a
limiting devaluing condition.

An inventory of the the physicél improvements, aside from
site improvements discussed previously, should be organized
along several alternative Subsystem concepts. Three
alternative systems or modules for analysis might be structural
components, functional systems, or economic market units. Each
of these 1is further detailed below to suggest organizational
methods:

1. Structural subsystems to organize analysis and measure

capacity of the improvements for economic benefit might

parallel the following:
a. Foundation system

b. Structural system



the

as:

1.

e

Floor system

Ceiling system

Exterior wall system

Roof system

Interior wall system

Horizontal circulation‘system

Vertical circulation system

Life safety system

Architectural barriers and accessibility for the
handicapped

Heating, ventilating, and air-conditioning systems

Water, gas, and metering systems

A larger framework for analysis would be description of

improvements in terms of functional components, such

The size and recognition of the point of arrival
and entrance to the building

The allocation of space to deliveries and storage
The allocation of space to office and employee
comfort areas

The allocation of space to high ceilinged storage
with overhead cranes and special lift devices

The allocation of space to public zones as opposed

to private operational areas

N
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from

f. Design of stairwells, site 1layout, or other
physical elements to control security and public
behavior on the premises

g. Efficiency of department layouts one to another and
the fit of general structural design to the
activities it was intended to house and serve
efficiently

3. A 1larger frame of reference for functional systems in
terms of building layout and physical systems in terms of
structure may be the economic unit which is merchandised.
In an office space it may be square foot per vyear given
specific standards of measurement. In case of motels it
may be in terms of room nights and seating capacity in the
bar and restaurant. The parking lot may be evaluated in
terms of the number of parking stalls available and grain
elevator in terms of 1its bushels of wunit capacity.
Fraternity houses wmay be analyzed for feasiblity in terms
of the number of individual beds permitted by metropolitan
license while the economic viability of a church may depend
on the number of members and their average contribution per

year to support of the church.

I 1-Political Attribut
An inventory of legal-political attributes should alsc move

those which are site specific imposed by local ordinances



or private covenants to broader éssues for 1larger projects
which involve county, state, and federal regulations which may
intervene or impact on most probabié use., The appraiser has
generally 1ignored the growing cbmplexities in distinguishing
fee simple title from a larger bunale of rights manufactured by
private covenant for a specific site. As a general rule the
appralser presumes that contracts %hich are site specific begin
to enhance the bundle of righ&s contemplated by fee simple
title. This 1is a doubtful but convenient intellectual
treatment. For example, 1is the operating agreement between
major department stores and the developer of a shopping center
part of the bundle of fee simple rights to be included in
valuation or does it require separate analysis as intangible
personal property which will accompany a deed to the
developer's interest. (See Graaskamp.) The general hierarchy
of progressive legal analysis might parallel the following
elements:

1. Private covenants running with the 1land, leases,

operating agreements, and Jjoint venture documents which

govern and allocate rights of use among the various parties

of interest.

2. Zoning ordinances which determine alternative setback

lines and building envelope dimensions under alternative

but permissible uses of the subject property. It 1is

1®



necessary to explore each of the alternatives before
deciding on the probable highest and best use assumption
necessary for an appraisal.

3. Legal uses under applicable =zoning together with the
critical limitation on each in terms of floor area ratio,
building boat????, minimum  parking spaces required,
maximum density unit permiséible per unit of land, and
other similar constraints.

4., Special community zoning options may provide bonuses
for certain design features or alteration of the zoning at
the owners option including PUD zoning, rezoning, or down
zoning of the site for loﬁer densities in exchange for
certain community investments.

5. Special district constrainté within which the site must
operate, such as old urbén renewal districts where
unanimous consent of all prope%ty owners 1is required for a
change in plan, neighborhood historic districts which may
designate specific structures for renovation consistent
with and reference to historic architectural themes and
densities, or such zones railroad tariff and demurrage
zones which —control the availability of free switching on
to side tracks or free storage of rail cars within a given
switching zone. Other such special districts would include

tax increment financing districts, extraterritorial =zoning

I



districts of the central urban area, small community
|
|

districts eligible for farm home loan financial assistance,

|
and other special governmentaliy created zones for specific

eligibilities or limitations o; use,

WHERE IS NO. 67?772%727?

7. There will be special state and federal agencies
concerned with regulation of airport approach zones, harbor
development commissions, postal environmental 2zones, or
environmental impact such as the office of Environmental
Protection agency and the office of Interstate Land Sales.
8. State industrial building codes will provide an
infinite variety of requirements in terms of door width,
fire control devices, width of stairways and special areas,
as wWell as limitations on use for such things as public
assembly, schools, or restaurants.

9. At the federal level, there is the on again, off again
impact on larger projects of the Office of Environmental
Protection, the Occupational Safety and Health Agency, and
the Department of Housing and Urban Development which
provide a variety of constraints on availability of federal
funding and minimum levels of scale and engineering detail
required of a great variety of projects.

10. It may be necessary to inventory to public attitudes

or statements of members of 77777777 public commissions of



sewer, water, schools, high@ay modifications, or other
regulatory administration agengies. Even the real estate
taxation methods and attitud%s of 1local assessors and
public finance directors may bear sigificantly on
feasibility of certain types of projects, such as
subsidized housing or ta% exempt bonded industrial
development.
11. It may be necessary for the analyst to inventory the
underlying premises and community values of masterplans
approved or in process of review, in reference o such
items as continued urban sprawi, historical restoration and
redevelopment, or avoidance of displacement of any
residential use from lands or neighborhood
districts.
12. To degree relevant there should be an inventory of
existing or impending 1legislation which reflects local
attitudes on a variety of matters, including:
a. Septic tank installation in terms of type, size,
and process
b, Water quality in terms of water recharge areas,
storm water runoff, salt water encroachment,
available supplies under western water right
contracts, existing ground water, and nature of

sedimentation and mineral content as it might



affect certain manufacfuring or food processing
industries.
c. Solar access priviledg?s
d. Air quality standards may be affecting scale and
performance of heatingjand ventilating air handling
equipment relative to éir turnover, micro-climate
interference, or introduction of additional units
of exhaust and dust beyond acceptable standards of
EPA
e. Conservation of environmental edges, prime
agricultural land, and wet lands is continually
under review by various councils, legislative
agencies, and federal congressional commissions and
administrative rule agencies.
E. JInterpretation of Physical and
I I-Political Abtribul
The analyst with real estate experience can assemble the
data from the physical and legél inventories 1into 1larger
subcategories that indicate possible competitive advantages or
disadvantages, extra costs, political opportunities and
difficulties, and physical constraints which 1leads %o the
generation of plausible and potent;al alternative uses for the
subject property.

1. Some static attributes may help identify the most



probable user type (example: special display window sizes
may be suitable for antique or art display) while some
attributes will make certain u§es unlikely (example: floor
load limitations may prevent fireproofing walls necessary
to permit a place of public assembly). Floor locading may
exempt office wuse requiring file drawers or require
specialized placement of certain weighty equipment and
occupancies.

2. Static and often legal attributes can provide monopoly
opportunities because it proviaes unique suitability for
certain uses which cannot be reproduced or found in the
same region. This may arise from the grandfathering of
existing physical features or because of exemption from
certain regulations as a result of variances or prior
regulatory development. Of ten related to monopoly
advantages are intangible personal property components
included with the real estate, 1including licenses for
dredging, permits for impounding artificial lakes, building
code variances, or the availability of site specific
subsidized financing.

3. Many legal and physical attributes lead to highér costs
which preliminary financial analysis may reveal as leading
to excessive rents for sales prices for otherwise possible

uses of the site.



In short, the creative abi}ity of the analyst to relate
various combinations of physical, iegal and political factors
to sets of attributes necessary to support or prevent otherwise
plausible courses of action determine the efficiency and
effectiveness of work by the analyst. The management of the
data from which alternative co?rses of action receive
preliminary identification requires confidence, communication,
concern and involvement in the project, courage and
creativity; it 1is courage and creativity 1in the continual
regrouping of attributes to identify potentially useful
alternative courses of action which distinguishes the counselor
and the feasibility analyst from the boilerplate appraiser.
The creative analyst finds his own opportunities to maximize

opportunities for his client.

F. Dynamic Attribufes

Many attributes attributed to a particular site or property
do not in fact exist in the property but rather in the minds of
the beholder, observers who have been conditioned to attach
some mental or emotional respohse to the property. Some of
these images are permanently associated with the property, such
as prestige, status, historical imagery, or a sense of threat
and anxiety. Dynamic attributes may effect Dbehavior of ¢the
observer, such as wvisibility and prominance leading the

motorist to turn down the down ramp and wutilize the gasoline

/%,



station, or seek out high points for the benefit of use, or
relate to a particular building as a landmark with the result
of a subliminable type of advertfsing and conditioning. There
have been many boocks written recehtly on the psychology of
space and the ability to design ﬁo be defensive, prestigious,
or to enhance well being and reduc; claustrophobia to encourage
the retailing shopper to visit ﬁore often and spend more per
visit. These interactions betheen actual or imagined
attributes of the property and the observer are what we term
dynamic attributes of a project. They may be <created or they
may be inherited, but once these dynamic attributes are
ingrained in a general population fhey can never be removed,
cnly altered by grafting more 1positive, acceptable imagery
elements to them. The tenderloin area of San Francisco has
been romanticized to neutralize its sordid past while the
Atlanta underground has accentuateﬁ the camp as opposed to the
previous callous disregard for thé alcoholic inhabitants under
the viaduct.

A third type of dynamic conditioning is often temporary but
an immediate product of the environ of the real estate. The
shopper for home or apartment will be conditioned by the 1image
of the approach zone through which he travels to visit the
subject property. If that neighborhocod is threatened or 1in

deterioration he will quickly disregard the island of



modernization and security which h% finds at his destination.
The purchaser of the recreationaljhome needs to be romanced by
the pine trees and long distance wéter views of the life in the
country Dbefore reaching the subdivision site for his future
recreational villa. Newspapers can create tempbrary political
images for a site subject to ‘political dispute during the
platting process. Public relations‘ is playing a significant
part 1in the preparation of plans,:construction of development,
and the marketing phase of larger brojects in an attempt to
create themes and identifying logos which will establish for

the time a public sensitivity and recognition to the dynamic

attributes of the offering.

G. Linkage Attributes

Tradition urban land economics defined location in terms of
the relationships required by the estabishment at any
particular point to a variety of establishments on other sites
and other locales. The strength of the linkage determines the
efficiency of the location and cost affliction in terms of
using the relationship to advantage eventually erodes the
locational value of a particulér site or a particular
establishment. Thus linkage attributes are a network of
supporting infrastructure, visual relationships, and access
relationships which enhance the activity or establishment

enclosed within a site. Once again the analyst moves best from



the contiguous borders of the subject property outward toward

expanding zones of potential or e;isting relationships which
bear on appropriate use of the proLerty.
1. First in order of analysis ﬁould be an inventory of
ownerships and wuses contigugus to the property‘ and
contained within some immediate neighborhood such as the
square block in an urban area or the section in a rural
area., These contiguous ownerships may reveal possibilities
for assemblage and plottage to create a site of more
efficient size and shape or éccess to major roads; it may
reveal a use pattern which requires complementary or
ancillary support 1in terns jof an establishment on the
subject site. The pattern may also reveal adverse uses and
influences occurring which suggest an intermediate trend of
disutility for the subject property.
2. There is a network of public infrastructure
improvements contiguous to or directly connected with any
particular property. These nétworks tend to deal with
flows of people, vehicles, and services such as
electricity, gas, hot water, and other supplies in a
generally fluid condition.
a. Street, sidewalk, rail, public transit, pedestrian

bridges, underground subways and truck tunnels, as well

as delivery access points, traffic controls, and



parking systems all représent one type of utility
network.

b. More commonly the ppblic considers sewage, storm
water and water systems és being wutility networks.
Whether it be rcads or seﬁer, what ié important to the
analysis is not their presgnt or nearby access, but
rather the capacity, existing flow, and beginning and
terminal points of that flow. Beginning points of a
sewage flow may indicate large reserves of waste heat
that may be extracted by ‘heat pump, while terminal
points 1in a sewage system may indicate the lack of
capacity for processing toxic wastes or even additional
waste solids. Therefore, capacity as well as proximity
becomes a significant limitation on analysis of these
networks.

¢, Community energy supplies in terms of natural gas
contracts, priorities and eligibility for use may
determine the possibility of building efficient
structures. Electric power dependent upon diesel oil
may be prohibitively expensive for certain types of
land uses.

d. Some wutility services are available in zones
including fire department coverage zones, police call

zones, railroad switching zones, and even health care

a6



service areas with house c?ll benefits.
3. Many uses have a depéndahcy on special resources such
as a resort hotel, dependihg on water recreational
qualities, the presence of fish; or wild game in season.,
Other resources may include? special water gquality or
underutilized labor pools, éuch as housewives in a small
farm community. High tech induétries may regard graduate
university programs as a critical resource for holding
employees and finding new talént. Many major land wuses
require variety of ancillary supporting enterprises for
repair, resupply, or recreational opportunities for
employees,
4, Dependency on resources can be expanded to more broadly
defined generators of potential demand and use for the
subject site, such as:

a. Employment centers

b. Retall services

c. Recreational services

d. Health care systems

f. Waste disposal services

g. Security systems

and so on.

6. Many sites are directly impacted by the demographics of



the immediate neighborhood in ;terms of age, employment,
education level, income and family status of the reéident
population.

7. Many types of land uses tend to cluster among similar
uses while others are vulner?ble to erosion of the demand
because of competitive alterna%ives and uncontrolled supply
of acceptable and suitable ?space for a particular use,
Many uses depend on direct acc%ss rather than security of
travel on main traffic arteries and often proximity is not
accessibility so that linkage must cpntinually deal with

the ease of access as well as the distance and visual

connections which may be present.

G. Epvironmental Attributes of the Site

The environmental elements of a project or Dbusiness
enterprise has been expanded in common practice from physical
environmental issues to broader elements of ¢the problem
environment including social, fiscal, economic and political
sensitivities. Off site environmental natural systems are well
defended by political activists as well as consumer boycott.
Pre-architectural programs to ‘analyze the feasible must
consider both physical and natural factors of the environmental
impact off site and the social-fiscal and economic impact
perceived by the general public or collective consumer in

regard to the project. In addition to the ethical implications
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of most fitting use, specifically concern for those affected by
but wunable to participate directly in the decision making
process, there has to be concern fér the pragmatic realization
that land uses today must be isold in two markets. If the
proposal won't sell at city hall, there will be 1little
opportunity to market the product‘individually to the ultimate
user,
1. Off site natural environmehtal impacts
a. Stone water runoff onto 1limited capacity natural
and man made systems
2. Sewage BOD generation beyond available processing
capacity |
3. Air pollution downwind as in the manufacturer of kraft
paper or phosphate fertilizers
??? 3. Encroachment on solar access of adjacent properties or
encroachment on water tables which protect pilings and
foundation systems of adjacent structures
227772 e. Damage ¢to reserves of flora and fauna which
represent significant portions of the surviving
stock in the region.
f. Prevention of draining of mud and debris to silt
nearby streams, spawning beds, or other natural
habitat.

??7 2. Silhouette of project social impact 1in terms of the



72?7 3.

public perception of:

a.

Displacement of exis&ing residehts, neighborhood
units, or elements valped by the public
Contribution of the préject to social integration
or increased barriers io mobility social groups
Contribution or incompétibility of the project with
general hopes for regional or community master
plans which may not govern directly on the project
at hand |

Contribution to supply‘and demand equilibrium for
certain types of spéce as opposed to deliberate
over building

Dependence on uniqUe political resources,

privilege, or private/public consortiums

Fiscal impact on the community economic environment

where appropriate:

a.

Impact on real estate tax revenues versus service
cost

Secondary impacts on governmental revenues or
service costs

Impact on other tax paying parcels and properties
on which local government depends

Shift of cost burdens outside immediate

governmental boundaries to others receiving no
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benefit

Physical real estate has an impact on a_great‘ many people
who have no role in its developmenf or in identification of the
space user profile, i.e., the userjwho signs the check for rent
or purchase. Setting aside thet obvious questions of fraud,
bribery, and other clear cut unetpical practices, any given
real estate project still impinées on the well being of many
affected parties so that the definition of the feasibility
context should include:

1. The relationship of the;project to the community and

the environment as the communiﬁy sees 1ts own 1interests

(with community defined more broadly than a few of its

administrative officials),

2. The relationship of the project to the self-interest of

those who will occupy the project as tenants or as

employees.

3. The relationship of the project to the self-interest of

the many subcontractors who wiil participate over and above

the normal risks of any entrepreneur.

4, The relationship of the project to personal obligations

of the client relative to his own self-image, his

trusteeship responsibility to others, and the level of

personal commitment that he is able or willing to make for



the time-line of the project.

Real estate developers must be mavericks and ruged
independents to survive. But the high value these
entrepreneurs place on past successes and experience often
causes a short-sightedness that the economist Vebien once
termed a "trained incapacity," that is, an inability to modify
responses of 1long training and experience and toc adapt to
changed conditions. To quote ProfeSsor Robert Merton, Columbia
University sociologist:

"And if Americans are no longer as convinced as they

were forty years ago of the self-evident truth of Cal

Collidge's epigram--The business of America 1is

business~-recent soundings of public opinion show that

they are ever more widely convinced of Ted Sorensen's
inverted epigram--The business of business is America."

In the same sentiment the American neighborhood city is no
longer to be a collection of individual real estate investments
with zoning used as a device to be manipulated by the property
owner., Instead, real estate operations must be subordinated to
city building and community values must prevail. The business
of c¢ity management and planning‘is no longer to service real
estate but rather it is the business of real estate to serve
the community. It follows that the professional broker,
appraiser, or analyst is obligated as an objective and educated
citizen to comment on the compatibility of a real estate

proposal with community standards and expectations, project

occupants and to a lessor degree with project associates. The
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expansion of tax base without increased school enrollment is
not always the ultimate criterion }epreéenting community values
and objectives.

Since feasibility 1is a comprehensive question of the
fitness of a project to its totai context, the written report
should recognize that what is techﬁically legal at any given
time wmay not be what is polite ér ethical. While the analyst
may wish to avold an expressed or implied ethical judgment upon
his client there are several jalternatives which can be
explicit:

1. At the outset of the study the analyst should either

receive permission to identify in his report the

appropriate legal-political-ethical constraints or specify
the absence of such analysis in a statement of limiting
conditions and assumptions.

2. If feasibility depends upon achievement of rezoning,

the analyst should require the client in writing to state

that the study should either assume zoning change or
measure the probability and desirability from the community
viewpoint of such a change.

3. Where the existing zoning 1is subject to a real

possibility of an adverse change in zoning, there would

seem to be an equal obligation:upon the analyst to identify

this portion and to measure its likelihood (as in a case



where controls will be placed pn wetlands development and

the project 1in question ha% been accelerated to avoid a

subsequent expected restriction).

Here is a serious issue inherent in moving from the
appraiser who may value "what is"?and the professional analyst
who is asked to measure a proposaljagainst some standard of his
own devising as to "what might be." The appraiser with his
designation should not use the title "feasibility study" to
aveid the objective review impiied by a certified appraisal
report and to become an advocate for the project of the client.
The professional appraiser 1is éxpected to be an advocate of
only his professional opinion. Ethics committees of
professional societies face interesting guestions of
performance standards where misleading advocacy for financing
or regulating purposes 1is cloaked by report titles which
presumbly alert the reader to the fact that it 1is not an
appraisal. In Wisconsin the real estate broker is more and
more being held accountable for the misrepresentation of
silence as to known public or private restrictions, conditions
in the premises, or defects in the title or public
administration. If a real estate salesman may be liable, is
the far more professional appraiser and feasibility analyst
legally safe in remaining silent regardless of who is paying

his fee?
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A.

OUTLINE FOR CHAPTER V

MARKET SYSTEM MODELS

RE-WRITE OF GUIDE TQ FEASIBILITY, 1970
1982-83
DEFINITIONS
1. Market analysis of uncontrollable variables
a. Secondary data
b. Stratification by general opportunity areas
c. Supply/demand relationship equals absorption rate
d. Competitive market standards
e. Functions - positioning, scaling, pacing
f. Techniques - disaggregation
2. Merchandising analysis of controllable variables

a. Primary data

b. Segmentation of broad strata by consumer/product
profiles

c. Supply/demand relationship equals capture rate

d. Competitive market edge

e. Function - mixing, pricing, phasing and monopolizing

£. Techniques - synthesis of data points

MARKET RESEARCH - RISK MANAGEMENT

Direct control of consumer

Indirect control through reciprocity, inertia, peer
pressure

Channeled demand

Research to define motivation, needs, programmable consumer
responses, and effective demand



MARKETING TO THE COLLECTIVE CONSUMER

1.

Identification of fears and cbjectives

Identification of opinion leaders within collective
consumer groups

Identification of group objectives in potential conflict

Recognition of effective media for reaching collective
consumers

Dissolving potential points of conflict

MODELING FORMATS FOR SECONDARY DATA

l.

2.

3.

4.

Tree diagram
Flow charts
Algorithms

Simulation models

LITERATURE OF MARKET MODELS

1.

through 5. See annotated book recommendations

CRITIQUING EXISTING MARKET REPORTS

Necessity of evaluation

The ever-present leaping assumptions
The faulty market hypothesis
Inappropriate inference

Boiler plate formula






