MEMO

TO: Tony Fillipovitch

FROM: Casey MacCallum 

DATE: March 1, 2005 

RE: Unacceptable market for development unless: 11.75% mortgage; taxes forgiven; and assistance of either $4,000 per year or $27,500 for Acquisition. 
Neither front door nor back door approaches presents an acceptable scenario at market rate with the present conditions. If the mortgage will be supported and reduced to 11.75% the taxes are forgiven and provide either $4,000 per year for operating expenses or $27,500 for acquisition than the scenario seems profitable at the present market rate.
At present acquisition ($87,500.00), improvement ($600,000.00), and indirect costs ($69,000.00) amount to $756,500.00. Operating costs per year total $25,000. A 20-year mortgage is at 12.5% and vacancy rates are at 4%. 
Market rents are $7.00. 

The front door acquisition approach would require $8.98 in rent to cover the $756,500 capital budget. 
	Acquisition costs
	
	$87,500.00

	Improvement costs
	
	$600,000.00

	Indirect costs
	+
	$69,000.00

	
	Total capital budget
	
	$756,500.00

	
	
	
	

	Loan principal
	
	$378,250.00

	Debt service rate
	
	0.138095733 

	Annual debt service
	
	$52,234.71

	Operating expenses
	
	$25,000.00

	Real estate taxes
	
	$30,000.00

	
	Total annual costs
	
	$107,234.71

	
	
	
	

	Return on equity
	
	$56,737.50

	
	Net operating income
	
	$163,972.21

	
	
	
	

	Gross potential income
	 
	$170,531.10

	   expected vacancy
	 
	0.04 

	   net leasable space
	 
	19000 

	Rent required
	 
	$8.98

	Debt coverage ratio
	 
	3.139142687 

	Default ratio
	 
	0.628827887 


The back door income analysis justifies a $438,584.64 loan, $317,915.36 less than the needed $756,500. 
	Gross potential income /year =
	$133,000.00

	Gross effective income /year =
	$127,680.00

	
	
	

	Operating expenses
	$25,000.00

	Real estate taxes
	$30,000.00

	
	Net operating income
	$72,680.00

	
	
	

	Available for loan
	$60,566.67

	Available for return on equity
	$12,113.33

	
	Max loan justified
	$438,584.64

	
	Equity justified
	$80,755.56

	
	Total Investment
	$519,340.19

	
	Loan percent
	0.844503551 

	
	Equity percent
	0.155496449 

	Available for 
	 improvements
	$431,840.19

	
	Direct costs-sq ft
	$19.11

	
	Indirect costs
	2.483081097

	
	Total costs per ft
	$21.59


This situation would be acceptable if the city could assist in lowering the mortgage loan to 11.75%; forgive the taxes for five years; and provide either $4,000 per year for operating expenses or $27,500 for acquisition. 
If only the mortgage were lowered and taxes forgiven than the required rent would be $7.20 and $675,872.39 would be available for development both of which are ¢20 and $80,627.61 more than market rate, respectfully. 

The situation would be acceptable if the city would either offer $4,000 per year for operating costs or $27,500 for acquisition. Either will create an acceptable development scenario. 

In conclusion, both the market rate and assisted 11.75% mortgage and forgiven taxes scenarios are unacceptable but an additional $4,000 per year or $27,500 acquisition will create a positive development opportunity. 
