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William Chin, Chair

Belmont Zoning Board of Appeals
Homer Municipal Building
Belmont, MA 02478

Re: 40B Financial Analysis: Acomn Park
Dear Mr. Chin:

As requested by the Board, [ have reviewed the financial projections supplied by the
applicant. As part of this analysis, 1 have reviewed proposed hard and soft costs, acquisition
costs and developer fees as well as rents and operating expenses. My analysis is based on a
comparison with industry standards and/or other comparable jobs I have reviewed as a
consultant and former underwriter. In addition, { have used the Local 40B Review and
Decision Guidelines recently published by the Massachusetts Housing Partnership to further
supplement my review. Because of the preliminary nature of 40B architectural and
engineering plans and the concepiual nature of many of the estimates, my review is confined
to determining whether the numbers fall within acceptable ranges.

The Stuhorn Lid. Partnership v. Barnstable Board of Appeals case decided by the Housing
Appeals Commuittee defined the scope of financial reviews as limited and secondary.

_Specifically, it stated that financial projections, including profit, should be reviewed for
accuracy so that a community knew that: (1) the project was financially feasible; and (2) it
stayed within the required profit limitations (10% of equity for rental projects). My analysis
will thus focus on these two measures.

ANALYSIS
Capital Costs
Acquisition

The pro forma lists an acquisition value of $8,880,000 for the 15.656-acre parcel or
$567,000 per acre. Included in the comprehensive permit package are four deeds:
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Grantor Grantee Price

Acorn Properties 11, Inc. AP Cambridge Partners [, LLC $§ 411381 |
Arthur D. Little Real Estate Corp. AP Cambridge Partners. LLC $16.859.735
Acorn Properties 1V, Inc. AP Cambridge Partners, LLC $  743.443
Acorn Properties 111, Inc. AP Cambnidge Partners, LLC $ 396,822
TOTAL $18.411,381

It cannot be determined from a review of the deeds what portion of the land constitutes the
40B parcel. Under the acquisition policy detailed in the MHP Guidelines referenced above,
the allowable acquisition value is the fair market value of the site based on current zoning
(the as-is market value) at the time of submission of the request for a project chigibility letter
plus reasonable and verifiable carrying costs from that date forward. The applicant has
submitted a limited scope interim update appraisal report as of September 30, 2003.

.:Aécqnjd._ing:_tq.t_i_l.g..ap.prai.ézil; curtent zonin g allows the construction of 2. 245,000 square foot
office building. Utilizing older land transactions, the appraisal concluded that $35.00 per
square foot of FAR' would be justified resulting in a value of $8,600,000.

This value may be aggressive given the current otfice market in the Alewife/Fresh Pond area.
According to a market survey performed by Cushman & Wakefield, there is a 17.8% vacancy
rate and a direct weighted average rental rate of $29.09. Another appraiser might view this as
supporting a lower price per square foot of FAR (closer to $30 p.s.f.) rather than that
contained in the appraisal. If this lower value were confirmed, the maximum acquisition
value would drop to $7,350,000 plus any legitimate carrying costs.

Construction Cosis

Overall construction costs are nearly $46.6 million or $146.74 per gross square foot. The

.residential.building cost.is projected at.$128.56 per-square foot.. While this.costis higher.than.... .

most suburban 40B rental projects, it has one main difference that drives up the cost: 250
garage spaces that probably add $15 per square foot as a premium.

There is also $600,000 budgeted for FF&E (furniture, fixtures and equipment). This typically
covers the fit-up of the community space and the pool area. There appears to be $50,000 of
costs that are double-counted in the estimate.

$2.8 million or $9,398 per unit has been budgeted for site improvements. A detailed
breakdown has been supplied that appears reasonable except for one item. Included in the
breakdown is a 20% contingency, which appears excessive given that there is an industry
standard 5% contingency eon top ol this that is included in the pro forma.

Landscaping is projected at $170,000 or $569 per unit including a 20% contingency. While
this is low for a project of this size, it appears to reflect the limited opportunities available for
landscaping improvements. $70,000 of this cost is an allowance for an irrigation system.

' Floor Area Ratio
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A $200,000 allowance has also been budgeted for traffic mitigation, wetlands work, a
walking trail and kiosk.

Soft Costs

Overall soft costs are approximately $9.9 million or $33,111 per unit. In reviewing the
mdividual line items, I found a few several that were conservatively projected and one that
was underestimated.

Permits, surveys and [&]1 mitigation appear to be overestimated by $100,000, an apparent
mathematical error. Accounting and cost certification, at $60,000, appears to be three times
what is typically budgeted. A construction loan fee of 1.5% is atypical on a Mass-
Development deal. There generally is only a permanent loan fee, which is actually

- understated based on the formula utilized by MassDevelopment... ... .. ..

The construction and permanent loan rates also appear to be high. Variable tax exempt rates
are tied to a base interest rate established by a Municipal Swap Index. The actual rate will
consist of add-ons of a credit enhancement fee (e.g., a bank letter of credit of 100 basis points
or 1%) and a fee to remarket the bonds every seven days (typically 1/8% or 12.5 basis point).
With a current index rate of 3.63%, a more realistic rate would be 4.755% rather than 5.35%
used in the projection. This will result in approximately $350,000 less construction interest.
One other item needs to be mentioned. According to the MHP Guidelines, tasks provided by
development consultants that are typically performed by developers should result in a
concomitant reduction in the developer fee.

Developer Fee

While the applicant has used a formula allowed by DHCD on projects utilizing Low [ncome
“Housing Tax Credits; the' 1 1% fecthathas'been calculated is'significantly above the 8%
allowance for fee and overhead recommended in the MHP Guidelines for estimating return
levels. This results in an overall reduction in the total development cost of approximately
$2.5 million.

Operations
Market Rents

I have reviewed the market rents and compared them to newer mixed-income rental
developments in the area. I have focused on Cambnidge Park Place, which s ¥ mile from the
site.

The developer is proposing to rent small 550 square foot studies for $1,292 per month or
$2.35 per square foot. At Cambridge Park Place, a 698 square foot studio rents for $1,679 or
$2.41 per square foot plus another $110 per month for outdoor parking, bringing the total
rent to $1,789 or $2.56 per square foot. The unit mcludes heat and hot water which Acorn
Park does not. Adjusting for this difference, the Cambridge studios would rent for $1,745 or

o :



$2.50 per square foot, Typically, as units shrink in size, the rent per square foot increases.
Thus, one would expect the rent per square foot on the Uplands studio to rent for a higher
overall rent, probably in the $2.55 per square foot range. This makes even more sense when
one looks at the one-bedroom units at the development which are priced at a higher rent per
square foot rent than the studio units.

Proposed one-bedroom rents are $1,900 for a 792 square foot unit or $2.40 per square foot.
Cambridge Park Place rents a 752 square foot one-bedroom adjusted for utilities and parking
for §$1,854 per month or $2.47 per square foot. The pricing on these unit types is close to
equivalent of the neighboring development if not slightly on the light side.

The average two-bedroom unit at Acorn Park contains 1,125 square feet and has a suggested
rent of $2,340 or $2.08 per square foot. The Cambridge development has a group of units
that range in size from 1,090 square feet to 1,155 square feet and rent on an adjusted basis
© from $2.228 10 $2.370 0t $2.02 to $2.13 per square foot. The two-bedroom units thus appear

~comparable to.ope another: oo e i

Affordable Rents

Affordable rents are established assuming a household earning no more than 50% of area
median income in the Boston area pays no more than 30% of his or her income for rent, If
utilities are not included, then a utility allowance developed by either the local housing
authority or a regional non-profit must be deducted from the maximum rent.

The proposed one, two and three-bedroom maximum affordable rents are correct, although
the studio is $109 below the allowable rent. The utility allowances, however, are significantly
below today’s numbers because the Belmont Housing Authority appears to be using utility
numbers as of July, 2002. When one applies utility allowances published through the
Metropolitan Boston Housing Partnership, the result is a $22,000 loss of revenue.

Operating Expenses

The proposed annual operating budget of slightly over $1.75 million translates into a per unit
amournt of $5,877. While some items appear lower than other projects, such as a 3%
management fee or a $284 per unit replacement reserve, other items such as nearly 51,200
per unit in utilities that are mostly being paid by residents appears high. However, the overall
per unit budget falls within the range of other large multifamily projects.

Profitability and Program Requirements

There are three standards that are utilized when evaluating profitability. The first is the
Chapter 40B and MassHousimg limited dividend requirement that restricts profit to 10% of
equity. There are two other standards that are recommended by the MHP Guidelines
mentioned earlier in the report that are used to determine whether a project is uneconomic:
return on total cost (ROTC) and the internal rate of return (IRR).
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The ROTC measure compares the net operating income (NOI)* in the first year of stabilized
occupancy.” While it is a simple measure that does not account for project revenues over
time or the possibility of additional proceeds being generated from a project sale, it avoids
the myriad of future assumptions that must be made to determine the internal rate of return,
The benchmark utilized in determining economic feasibility is the return provided by a
relatively safe investment { [0 year Treasury bills) plus a risk factor above that measure {250
to 350 basis points or 2 Y4 to 3 %2 per cent above the current rate).

The IRR is a more sophisticated method of calculation than the retumn on total cost. It
examines a series of cash outflows or inflows over the life of the investment including the
permitting period, construction, operations and sale and projects a rate of return that factors
all of these measures into the calculation. Like the ROTC measure, the IRR looks at net
operating income before debt and utilizes the same benchmark investment measure (10-year
Treasury bill). However, because it is taking a longer term perspective (ten versus one ycar)
and mc’iudcs sales prmwdq itisesa d;ffermt rlsk premlum 0 Lompemate ny eslms for

mdc,x)

When one looks at the applecant s projections, the limited dividend is 2.9% in the first year.
The return on total cost is 5.98% and the IRR is 7.86%. Based on the current T-bill rate of
4.64%, the ROTC standard would be 7.14% to 8.14% and the {RR benchmark would be
11.14%. The project would thus be considered uneconomic using these standards.

If one makes the adjustments in the capital costs and in the market and affordable rents as
discussed earlier in this memorandum, the limited dividend could increase from 2.9% to
8.3%, the ROTC could go from 5.98% to 6.51%, and the IRR would increase from 7.35% to
8.53%. All of these return levels would still be below maximum levels and in the case of the
ROTC and IRR methods, are below the 40B economic threshold recommended by the MHP
Guidelines. Only if the developer were able to obtain Section 8 certificates for 10% of the
affordable units might the project achieve economic feasibility under the ROTC standard
utilized in the 40B process. However, there are currently no commitments by the Belmont
Housing Authority to reserve any units for certificate holders.

[ will be glad to answer any questions from the board, the applicant or the public at the next
hearing.

Cordially,

Michael Jacobs

* Income available alter operating expenses but prior to payment of any interest or principal
* The point at which a development reaches full occupancy less a standard vacancy allowance
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