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I. EXECUTIVE SUMMARY

Ayr Hill Apartments (“Ayr Hill”) is a proposed repositioning of Arrowood Parc (formerly

Berkeley Square), in Vienna, VA. Located in historic Vienna at 2526 Chain Bridge Road, the

existing low-rise apartment complex contains 300 units on 14.98 acres of land. The community

contains 25 buildings with 263,400 rentable square feet of space and 630 uncovered parking

spaces. The property has been owned in one capacity or another by Ted Lerner since 1965. It

was developed into a garden apartment community in 1966 and received minor renovations and

superficial improvements in 2005.

The subject property resides in a good suburban location three miles west of Tysons Corner, one

mile north of Interstate 66, and approximately two miles from the Vienna/Fairfax-GMU

Metrorail Station. The location provides good access to all three major employment centers in

the area: the Dulles Technology Corridor to the north, Tysons Corner to the immediate east, and

Washington, DC, further east. Nearby zoning is primarily single family residential and most new

development has occurred through in-fill.

The subject is considered to be an excellent candidate for repositioning. Its site and legal

characteristics are at parity or slightly above the market standard and it has desirable locational

attributes. However, the existing property has two major disadvantages. First, the buildings and

units themselves are in poor condition, as they have not been improved in several decades and
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needed maintenance has been largely deferred. Second, the property has been plagued by a

history of unstable and inferior management.1 As evidence of these two afflictions, the current

property has high tenant turnover, the highest vacancy rate in the market area, and a 2% approval

rating on apartments.com. The Luke Investment Group (“LIG”) believes that the venture

presents a unique opportunity to target these two deficiencies, and by renovating the property

and bringing in a new management team, transform a marginal property into a high-quality,

lucrative asset.

Current and forecasted demographics show existing, pent up demand as well as future growth

that will exceed present and forecasted supply. The repositioning proposal calls for

redevelopment of the improvements that will satisfy the surveyed space and amenity

requirements of the market. The property will retain its existing R-20 DU / AC zoning and 300-

unit maximum. However, each of the buildings will be substantially renovated and upgraded.

Five of the 25 buildings will be expanded to create spacious 2-bed / 2-bath units. Additionally,

the community facilities will be significantly improved and enlarged. The rebranded image will

be of a community that offers the luxury and amenities of an urban location, but with the charm

and serenity of a local town. The name “Ayr Hill”, the historic name for Vienna upon its

founding in the 1760’s, was selected as a representative symbol of this image.

The community will remain operational and occupied while redevelopment occurs. Construction

will take place in three phases over a period of 13 months. It is expected that construction will

commence four months after purchase and will complete by the end of the 17th month.

Redevelopment costs are estimated to be $12,875,005 and stabilization is expected to be

achieved 21 months post purchase.

The Luke Investment Group has agreed to purchase the property for $41,145,499. An initial,

interest-only loan has been approved at 65% loan-to-cost, 5.50% interest rate, and a 24-month

term. Long-term financing is expected to be secured at a 75% loan-to-value, 5.50% interest rate,

10-year term, and 30-year amortization. Financial modeling of a 10-year holding period predicts

a 19.53% internal rate of return. Settlement is expected to occur on 1 January 2012.

1 Over the past three years, the property has had five turnovers in management.



Thomas Luke JHU MSRE Practicum 6

II. MARKET ANALYSIS

2.1 METHODOLOGY

Two complementary approaches were used to analyze this opportunity. First, a market study was

performed to examine macroeconomic conditions such as the general property class being studied

and the larger market area. Second, a marketability study was conducted to evaluate the

microeconomic conditions such as the specific location and attributes of the subject property. The

comprehensive analysis was composed of six steps: (1) productivity analysis, (2) market

delineation, (3) demand analysis, (4) supply analysis, (5) supply and demand interaction analysis,

and (6) capture and absorption forecast. Both inferred demand analysis (projected) and

fundamental demand analysis (forecasted) were used to derive final and reasonable conclusions as

to how the subject property would be absorbed, leased, and sold under current and forecasted

market conditions.

2.2    SUBJECT PROPERTY PRODUCTIVITY ANALYSIS

This section examines the subject property’s physical, legal, and locational attributes as key

indicators of its capacity to house economic activities, supply services, and provide amenities to

meet human needs.

2.2.1 Physical Attributes

Natural Features

The subject property is a 14.98-acre, rectangular parcel

of land on the northern side of Chain Bridge Road

(Route 123) in Vienna, VA, approximately four miles

southwest of the Tysons Corner central business district

(CBD). The property has moderate frontage on Chain

Bridge Road to the south and is bordered by James

Madison Drive to the west, Glengyle Drive to the east,

and Madison High School to the north. The site is rated

good for slope stability and subsurface drainage and no
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environmental hazards have been noted. The topography is at grade with Chain Bridge Road and

rises approximately thirty feet in elevation to a high point towards the northern third of the

property. Utilities (electric, water, natural gas, public sewer, cable/Internet, and telephone) are

available and connected to existing improvements. The site has typical easements for utilities and

emergency access. The grounds are spacious, and the landscaping is attractive and adequately

maintained.

Site Improvements

The existing complex consists of 25 low-rise

buildings constructed in 1966. The garden style,

three-level structures each house twelve units and

collectively contain 315,292 square feet (SF) of

Gross Floor Area (GFA) and 263,400 SF of

Rentable Floor Area (RFA). Although a multi-

million dollar renovation was performed in 2005,

the improvements were largely superficial. The

primary focus of the renovation was on exterior

aesthetics – specifically, a more attractive community entrance, general landscaping, and a

playground. Interior improvements included common area floors and lighting, a refurbished pool

house / fitness center, and the complete renovation (kitchens, bathrooms, appliances, painting

and carpet) of one of the 25 buildings (twelve Executive units).

The community contains 300 units comprised of the following:

 98: One-bed/one-bath/breakfast area (850 SF)

 22: One-bed/one-bath/study (850 SF)

 12: Renovated one-bed/one-bath/breakfast area (850 SF)

 168: Two-bed/one-bath (900 SF)

The buildings are brick and cinderblock construction with shingle roofs and the average unit size

is 878 SF. The majority of the interior floors are carpet over concrete and the walls are painted

drywall. The twelve Executive units (refurbished in 2005) have new appliances, wood floors in

the kitchen, and granite countertops in the kitchen and bathroom. A paved access driveway
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(Chain Bridge Loop) encircles the community, providing access to its residents and 630

uncovered parking spaces. Additionally, the complex has a tennis court, basketball court,

playground, swimming pool, pool house / fitness center, a gazebo, and several picnic areas.

Planned Development

The planned development will keep the existing structures but make significant upgrades. All of

the units will undergo a complete renovation. Kitchens will get hardwood floors, new appliances,

fresh cabinets, upgraded lighting, and granite countertops. Bathrooms will be retiled and will

receive new toilets, vanities, sinks, and tubs. Walls and ceilings will be skim-coated and painted.

New carpeting will be installed throughout. Additionally, laundry facilities will be added to each

unit and new HVAC units will be installed. All doors and windows will be replaced. The

common areas within the buildings will be redone and the buildings themselves will receive new

roofs, modern paint treatments, and renovated balconies. Five of the 25 buildings will be

expanded to provide sixty 1150 SF 2-bed / 2-bath units.

The community’s common areas will be greatly improved and expanded. The pool house will

undergo a complete renovation. The first floor will accommodate a first-class fitness facility with

a children’s play room and a separate stretching room. Existing locker rooms and bathrooms will

be refurbished. A second floor will be added to the pool house which will offer a lounge area,

bar, and movie theatre. The pool deck will be resurfaced and an arbor will be added.

The leasing office will be renovated and upgraded to reflect the new brand of the community. A

business center will be added for residents use. The gazebo, picnic areas, playground, basketball

court, and tennis court will receive minor maintenance and repairs to bring them back into

superior condition. Lastly, the already attractive landscaping will be further improved to enhance

the overall aesthetics of the site.

See section III for redevelopment details.

2.2.2 Legal Attributes

The subject property is zoned R-20, Residential 20 DU / AC (20 dwelling units per acre) as

designated in the Fairfax County zoning ordinance. No deed restrictions exist.
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2.2.3 Physical and Legal Rating Compared to Market Standard

APARTMENT LAND RATING GRID

Category
Inferior Typical Superior

High Mod Slight Average Slight Mod High
Class C B A

SITE CHARACTERISTICS
Size x

Shape x
Frontage x
Visibility x
Accessibility / Ease of Ingress & Egress x
Utilities x
Security x
Amenities x
Landscaping x

IMPROVEMENT CHARACTERISTICS
Design and Appearance of Property x
Quality of Construction x
Condition of Improvements x
Room Size and Layout x
Closets and Storage x
Plumbing (Adequacy and Condition) x
Electrical, Technology, Appliances x
Unit Amenities x
Recreational Amenities x
Parking x

LEGAL FACTORS
Zoning x
Dead Lease x
Lease x

RATING CONCLUSIONS
Number of Items 4 4 11 1 2
Times Category Score 0 2 4 5 6 8 10
Subtotal Score 8 16 55 6 16

Total Subject Score 101
Average Score 110

Percentage Above / Below Average -8.2%
Source: Modified version of template provided by Richard Parli; Parli Appraisal, Inc.
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As illustrated in the Apartment Land

Rating Grid, the current site and existing

improvements rank at an 8.2%

disadvantage to the average multifamily

property in its physical and legal

characteristics. However, it should be

noted that the site characteristics rate

above the market standard (50 vs. 45) and

the legal factors are even with the market

standard (15 vs. 15). It is the improvement

characteristics that put the site at a significant disadvantage (35 vs. 50). As such, the property is

considered to be an excellent candidate for repositioning. The proposed redevelopment will meet

market expectations for the area and will be above average in size, shape, security, amenities,

appearance, construction quality, condition, and landscaping.

See section 3.4 for a summary of the proposed redevelopment and how it will compare to the

existing site and the market standard.

2.2.4 Locational Attributes

This section focuses on analysis of locational attributes and the impact of these traits on real estate

in the same category as the subject property, which in this case is the apartment market. The

analysis is divided into four parts. First, a brief historical overview of the submarket area is

provided. Second, land-use trends surrounding the subject are examined. Third, linkages between

the subject and complementary land-uses are evaluated. Finally, the suburban growth structure is

analyzed.
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Historical Overview

The city of Vienna traces its origins back to the

1760’s when it was first settled as large farming

estates. The first house of record was built in

1767 and was named Ayr Hill after the owner’s

native Scottish County of Ayr, and retained this

name for over 100 years. Growth in the area

was slow up until the mid 1800’s. Between

1840 and 1860 there was period of migration

by northerners who were lured to the area by

the inexpensive and fertile land and the mild

farming climate. In the late 1850’s a doctor named William Hendrick moved to the area. It is

believed that as a condition of his migration to the area (as the area’s first and only medical

doctor), the city be renamed Vienna, the name of Hendrick’s home in New York. In 1858, the

railroad reached Vienna and provided additional impetus for growth; although development

remained slow through the first half of the 20th century.
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By 1940, Vienna was still a small rural town with only 1,237 residents. However, the city

experienced a significant period of growth following World War II and within a decade the

population had grown to over 10,000. As the population of Vienna and Fairfax County continued

to expand, so did the demand for transportation, shopping, and residential facilities. The first of

many modern shopping centers was built in 1954. Dulles International Airport and Fairfax

Hospital were both constructed in 1962. Tysons Corner Center followed in 1968 and the Vienna

Metrorail Station was established in 1986.

During the 1980’s, Tysons Corner transformed from a suburban retail center into an employment

and business center that rivaled the area’s traditional core of Washington, DC, in office space

and jobs. The traditional pattern of suburb-to-city

commuting changed as the suburb-to-suburb

commute became more commonplace. As a

result, families looking for affordable housing

drove demand for the residential development of

land in nearby Fairfax County and Vienna. This

progressive transformation continued to push

development further west and south.

The 1990s brought another wave of change to Vienna, Fairfax County, and the greater

Washington area. The explosive growth of information technology and Internet-related

companies in the area fueled an economic boom for the region. Consequently, Northern Virginia

emerged as a preeminent location for these high-technology firms, by some estimates, even

exceeding that of Silicon Valley. Employment opportunities continued to drive population

growth and development.

Since the turn of the millennium, growth in the area has remained steady. Despite the economic

downturn that began in the mid 2000’s, the area has fared well, compared to other major

metropolitan centers across the nation. Due in large parts to its highly educated workforce and

high proportion of government sector jobs, the area has maintained one of the highest
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employment rates across the nation.2 It is forecasted that employment opportunities and

multifamily demand will remain strong for the foreseeable future.

Land Use Trends

Land use in the market area is dominated by single family residential. In Vienna, commercial

space is primarily limited to the areas paralleling either side of Chain Bridge Road. Retail

consists mostly of convenience shops (gasoline, fast food, dry cleaners, etc.) within aged, strip

shopping centers. Multifamily properties are concentrated to the south, along I-66 and the

Metrorail Orange Line (only one other multifamily property exists within the Vienna city limits).

Not surprisingly, given the dominance of housing, a good portion of land is devoted to

recreational use. Vienna itself contains over 150 acres of public and private parks and the

Westwood Country Club Gold Course is located in the town’s north-western quadrant. Within

and near the market area, most new development is occurring to the south along I-66 / Orange

Metro Line from Dunn Loring out to Oakton, to the east in Tysons Corner, and to the northwest

along the Metro’s expanding Silver Line.3

See Exhibits A, B, and C.

Linkages to Complementary Developments

Transportation

Roads: The subject property is conveniently located on Chain Bridge Road (Route 123), a

primary state highway that forms an arc through Northern Virginia, connecting Fairfax,

Arlington, and Prince William counties. It also provides a direct route into Tysons Corner and

interchange with the Capital Beltway I-495. Interstate 66 (I-66), less than a mile from the subject

property, connects directly to Washington, DC as its eastern terminus and has interchanges with

I-495 to the east and Routes 28 and 29 to the west. The Dulles Toll Road (Route 267), a 4-lane,

14-mile highway, provides local access to interchanges between I-495, I-66, and Washington-

Dulles International Airport. Finally, U.S. Route 50, a transcontinental highway, provides access

from Chantilly, through Arlington County, to Washington, DC.

2 See section 2.2.4; Employment.
3 As observed by a physical survey of the market area.
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Metro: The Washington Metropolitan Area Transit Authority operates the area’s Metrorail (the

second largest in the nation) and Metrobus (the sixth largest in the nation) systems.4 The primary

transportation facility for Vienna is the Vienna/Fairfax-GMU Metrorail Station (2.2 miles away).

The subject property is also in close proximity to the Dunn Loring/Merrifield Metrorail Station

(4.3 miles away). The Vienna Station, which opened in 1986, is the western terminus of

Metrorail’s Orange line. This route runs east along the right-of-way of I-66 through Fairfax

County and Arlington County, where it goes underground to Washington, DC, before it

resurfaces on to its eastern terminus in New Carrollton, Maryland. The Orange Line connects at

various points with the other Metrorail lines serving Washington, Maryland and Northern

Virginia. The Metrorail System also connects with Amtrak train service from Union Station in

Washington, DC. There is a Metrobus stop directly in front of the subject property as well as

across the street, at the intersection of Route 123 and James Madison Drive.

4 “WMATA Facts.” www.wmata.com. WMATA. Web. Retrieved 6 October 2011.
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Airports: Three major airports are easily accessible from the area. Washington-Dulles

International Airport, which straddles the border of Fairfax and Loudoun counties is 14 miles

away and can be reached by the Dulles Airport Access Road (along Route 267) and Metrorail’s

Silver Line (under construction). Washington’s Ronald Reagan National Airport, located in

Arlington County, also serviced by Metrorail, is 18.6 miles to the east. Lastly, Baltimore-

Washington Thurgood Marshall International Airport in Maryland is less than an hour’s drive to

the north.

Train: Washington’s Union Station which is serviced by Amtrak, MARC, and Virginia Railway

Express commuter rail is 19 miles to the east and can be directly accessed by Metrorail,

Metrobus, and I-66.
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Employment

In 2010, the gross product of the Washington Metropolitan Area was $425 billion, making it the

fourth largest metropolitan economy in the U.S.5 As of June 2011, the area had an

unemployment rate of 6.2%; the second-lowest rate among the 49 largest metro areas in the

nation.6 The subject property is ideally situated with access to all three of the area’s major

business districts. Tysons Corner, three miles to the east, is the 12th largest employment center in

the United States.7 The Dulles Technology Corridor, located approximately five miles to the

north is recognized as an international leader in technology and is home to over 575,000 jobs and

30,000 businesses.8 Finally, Washington, DC, which is home to the area’s largest employer, the

federal government, is 17 miles to the east.

Retail

Tysons Corner is home to the largest shopping mall in the Baltimore-Washington area and the

10th largest in the nation. The area hosts 5.9 million SF of shopping and each day it draws 55,000

shoppers from around the region.9 Additionally, three strip shopping centers (Maple Avenue,

Vienna, and Panor Plaza) are within minutes of the subject property, and collectively contain

over 220,000 SF of retail space.

Entertainment

The area has a large selection of entertainment options. The Wolf Trap Foundation for the

performing arts is located four miles to the north and hosts a variety of artistic and musical

performances throughout the year. Tysons Corner has a wide selection of restaurants as well as a

16-screen movie theatre. Lastly, Washington DC offers an array of museums, memorials,

restaurants, and cultural attractions.

5 “Gross Domestic Product.” www.bea.gov. U.S. Bureau of Economic Analysis. Web. Retrieved September 29, 2011.
6 “Regional and State Employment and Unemployment News Release.” www.bls.gov. United States Bureau of
Labor Statistics. June 17, 2011. Web. Retrieved 29 September, 2011.
7 Meyer, E. (16 December 2008). “A Shopping Nexus Outside Washington Plots a Future as an Urban Center.”
www.nytimes.com. New York Times. Web. Retrieved 2 October 2011.
8 “The Dulles Technology Corridor.” www.dullestechnologycorridor.com. NAI KLNB, Inc. Web. Retrieved 2 October
2011.
9 Meyer, E. (16 December 2008). “A Shopping Nexus Outside Washington Plots a Future as an Urban Center.”
www.nytimes.com. New York Times. Web. Retrieved 2 October 2011.
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Medical

Three full service hospitals, INOVA Fairfax, INOVA Fair Oaks, and Reston Hospital Center are

within ten miles of the subject property. An urgent medical care facility is located at 100 Maple

Avenue, East (1.5 miles away).

Recreation

Over 150 acres of public parkland and recreational facilities are available within Vienna's

corporate limits. Six playgrounds, six lighted tennis courts, four basketball courts, and 16 playing

fields (nine lighted) highlight the town's park facilities.10

The Washington & Old Dominion

Railroad Regional Park,

commonly referred to as the

“W&OD Trail” is within minutes

of the subject property. The trail,

which was constructed on the

original W&OD railroad bed, runs

from Arlington to Purcellville and

is owned and operated by the

Northern Virginia Regional Park

Authority (NVRPA). The trail accommodates pedestrians, skaters, and horseback riders, as well

as cyclists. Additionally, walking trails are provided in a series of town-owned stream valley

parks.

Schools

Vienna is served by the nationally recognized Fairfax County Public Schools system. The area is

served directly by four public elementary schools: Vienna Elementary, Marshall Road

Elementary, Louise Archer Elementary, and Cunningham Park Elementary; two intermediate

schools: Thoreau and Kilmer, and James Madison High School.

10 “Town of Vienna, Comprehensive Plan, 2010.” www.viennava.gov. Web. Retrieved 17 Oct 2011.
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Other Amenities

The Fairfax County Public Library System is Virginia's largest library system. The local branch,

the Patrick Henry Library, is located at the intersection of Center Street and Maple Avenue. A

branch of the U.S. Postal Service is located at 200 Lawyers Road NW.

Growth Trends

As stated in Vienna’s 2010 Comprehensive Plan, “the goal for future land use is to ensure that

Vienna retains its unique single-family residential character and superior quality of life, while

supporting a business community providing retail, commercial, and professional services to the

community.” There are no plans to expand Vienna’s local business district, as it is generally

recognized that local establishments cannot compete with Tysons Corner. However,

improvement and redevelopment are encouraged to enhance the attractiveness of the community

while at the same time maintaining its charm as a historic town. Most development in the

immediate submarket area has occurred through the subdivision of existing lots to add additional

structures (in-fill).

In the last decade, large parcels on the border of Vienna have been rezoned and built up

considerably. Growth in the area, especially in the Tysons Corner and Washington, DC markets,

continues to drive demand westward. Additional growth is expected to the northwest as the

Metro’s Silver Line is extended along the Dulles Toll Road.

2.2.5 Subject Locational Rating

The number designations (1-3), on the map to the left

and on the location analysis chart that follows,

represent the top three competitive apartment

complexes within the market area. As illustrated in the

chart, the subject’s location is at a slight competitive

disadvantage to all three properties / nodes to the

south, which are closer to the Metro line and urban

amenities. However, while distance from the Metro

presents some disadvantage, it is important to note that
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the majority of the subject property’s locational flaws are primarily focused on around one point:

the property is not in the path of new development (or substantial redevelopment). Vienna’s

comprehensive plan, which basically calls for the status quo, negatively impacts the property in

terms of development support for apartments, reputation / prestige of the area, and area aesthetics.

Otherwise, the area’s proximity to existing development and access to shopping centers,

employment, and cultural areas are all competitive with the best properties in the market area.

Nevertheless, due to its lower overall rating and in order compete with these competitive nodes, the

subject property will have to compensate to some degree via reduced rents.

APARTMENT COMPETITIVE LOCATION ANALYSIS CHART

Rating Criteria Subject
Node

11

The
Falls

12

Dwell

13

Halstead
Square

Rank of
Importance

Proximity to existing development 3.5 3.5 3 4 1

Public planning/development support for
apartments

2.5 4.5 4 4.5 2

Location in path of new residential growth 2 4.5 4 4.5 3

Aesthetics/natural features in area 3 4 3.5 3.5 4

Proximity and reputation of schools in area 3.5 4 4 4 5

Proximity to entertainment/cultural areas
(theatres, parks, golf, restaurants)

3.5 3.5 2.5 3.5 6

Proximity to major roads-ease of access and
visibility (existing or approved)

3 4 3.5 4.5 7

Proximity and ease of access to shopping centers
(convenience and shoppers goods)

3 3.5 2.5 3.5 8

Reputation/prestige of area (social reputation,
crime in area, etc.)

2.5 3.5 3.5 3.5 9

Proximity and ease of access to employment
centers

3.5 3 4 4 10

TOTAL 167.5 200.5 188 212.5

PERCENTAGE OF TOTAL SCORES 22% 26% 24% 28%

Note: Based on ranking where 1 = worst and 5 = best.
Source: Template provided by Richard Parli; Parli Appraisal, Inc.

11 Node 1: The Falls at Flint Hill, located at 10520 Rosehaven Street, Fairfax, VA 22030.
12 Node 2: Dwell Vienna Metro Apartments, located at 2975 Hunters Branch Road, Fairfax, VA 22031.
13 Node 3: Halstead Square Dunn Loring Metro, located at 2750 Gallows Road, Vienna, VA 22180.
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Nevertheless, due to its lower overall rating and in order compete with these competitive nodes, the

subject property will have to compensate to some degree via reduced rents.

APARTMENT COMPETITIVE LOCATION ANALYSIS CHART

Rating Criteria Subject
Node

11

The
Falls

12

Dwell

13

Halstead
Square

Rank of
Importance

Proximity to existing development 3.5 3.5 3 4 1

Public planning/development support for
apartments

2.5 4.5 4 4.5 2

Location in path of new residential growth 2 4.5 4 4.5 3

Aesthetics/natural features in area 3 4 3.5 3.5 4

Proximity and reputation of schools in area 3.5 4 4 4 5

Proximity to entertainment/cultural areas
(theatres, parks, golf, restaurants)

3.5 3.5 2.5 3.5 6

Proximity to major roads-ease of access and
visibility (existing or approved)

3 4 3.5 4.5 7

Proximity and ease of access to shopping centers
(convenience and shoppers goods)

3 3.5 2.5 3.5 8

Reputation/prestige of area (social reputation,
crime in area, etc.)

2.5 3.5 3.5 3.5 9

Proximity and ease of access to employment
centers

3.5 3 4 4 10

TOTAL 167.5 200.5 188 212.5

PERCENTAGE OF TOTAL SCORES 22% 26% 24% 28%

Note: Based on ranking where 1 = worst and 5 = best.
Source: Template provided by Richard Parli; Parli Appraisal, Inc.

11 Node 1: The Falls at Flint Hill, located at 10520 Rosehaven Street, Fairfax, VA 22030.
12 Node 2: Dwell Vienna Metro Apartments, located at 2975 Hunters Branch Road, Fairfax, VA 22031.
13 Node 3: Halstead Square Dunn Loring Metro, located at 2750 Gallows Road, Vienna, VA 22180.
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2.3 MARKET DELINEATION

Market delineation defines the specific market that is relevant to the subject property. This area is

defined as the geographical region in which the majority of demand and the majority of

competitors are located.14

2.3.1 Market Area Boundaries

The subject's market area is shown in the map below and is defined as the area within a 3-mile

radius of the subject property.

The submarket area includes all of Vienna, the eastern half of Oakton, the northern edge of

Merrifield, and the area of Tysons Corner west of Leesburg Pike (Route 7). The boundaries for this

area were selected for the following reasons:

14 Brett, D. & Schmitz, A. (2009). Real Estate Market Analysis: Methods and Case Studies, 2nd Edition. Washington:
Urban Land Institute.
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 The competition for the subject property is located within this area.

 All points within this area are less than a 30 minute commute to employment in Tysons

Corner and the Dulles Technology Corridor.

 All points within this area are a more distant but commutable distance to DC.

 This boundary line leverages three physical barriers: (1) the Capital Beltway (I-495) to the

east, (2) Leesburg Pike (Route 7) to the northeast, and (3) the Dulles Toll Road (Route 267)

to the north.

 The market area stays within Fairfax County boundaries.

 The socioeconomic composition of the area is relatively homogeneous.

2.3.2 Market Demographics

Review of the demographic data for 2010 shows the characteristics of the current residents in the

market area (3-mile radius) as compared to the immediate subject property area (1-mile radius) and

to a wider area reaching to Great Falls, Reston, Chantilly, Annandale, and McLean (5-mile radius):
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MARKET DEMOGRAPHICS

Category 1-Mile Radius
3-Mile Radius
(Market Area)

5-Mile Radius

Total Population 12,786 90,889 243,624
Median Household Income $120,238 $116,558 $109,209
Average Age 39.8 yrs 39.3 yrs 38.9 yrs
Average Household Size 2.69 2.65 2.58
Owner-Occupied 3,761 24,124 62,828
Renter-Occupied Units 982 9,854 29,635
Renter Occupancy Rate 21% 29% 32%
Average Travel Time to Work 31 min 30 min 30 min

Source: The CoStar Group, U.S. Census Data and Projections

From this comparative data, it can be observed that as the population moves towards the subject

property, median household income, average age, and household size all increase. However, as the

population moves away from the subject area, the rate of renter occupancy increases. This is not

unexpected since, as the radius increases, it gets closer to urban areas and business districts which

have increased density and demand.

Potential tenants are expected to be composed of three segments: (1) tenants by choice; young and

upwardly mobile residents (2) tenants by circumstance; moderate income permanent renters (3)

empty nesters or seniors, whom, by choice or circumstance have downsized to smaller housing

accommodations.  Based on market sampling, it is expected that the majority of demand for Ayr

Hill will be driven by the young and upwardly mobile segment.

2.4 DEMAND ANALYSIS

Housing demand, at its most basic level, is driven by the need for shelter. Current demand is most

often measured by the occupancy of existing household units within the defined market area.

Future demand is measured by population growth and, more specifically, growth in households. As

such, household growth is the most important variable to measure in order to accurately forecast

housing demand. Total demand for housing units is then segmented to identify individuals that

desire rental units in the subject property’s price range.



Thomas Luke JHU MSRE Practicum 23

2.4.1 Population Growth

The historical, current, and forecasted population for the market area is presented in the following

table:

POPULATION AND HOUSEHOLD GROWTH

Year Population Households
Household Growth From

Previous Period

2000 84,671 31,298 N/A

2010 90,889 33,978 +8.56%

2015 93,697 35,120 +3.36%

Source: The CoStar Group, U.S. Census Data and Projections

As shown in the chart above, the defined market area is expected to have an increase of 1,142

households through 2015 (an average of 228 households per year).

2.4.2 Market Rents

Year one market rents for the renovated units are expected to be as follows:

AYR HILL UNIT MIX

Unit Name Unit Type SF Total
Units Total SF % of

Total Rent Rent per
SF

Belmont 1 Bed / 1 Bath / Brkfst Area 850 72 61,200 24% $1,650 $1.94

Rowan 1 Bed / 1 Bath / Study 850 60 51,000 20% $1,725 $2.03
Whitlett 2 Bed / 1 Bath 900 108 97,200 36% $1,800 $2.00

Prestwick 2 Bed / 2 Bath 1150 60 69,000 20% $2,150 $1.87

TOTAL / AVG 928 300 278,400 100% $1,819 $1.96

It is important to note that current (unimproved) 1-bed / 1-bath / breakfast area units in the

subject property are currently generating rents of $1.62 per square foot (PSF). The same units in

the one upgraded building (the Executive units, which are still quite average in quality and

amenities) are currently commanding rents of $1.85 PSF. Thus, it is concluded that rents of

$1.94 PSF for the new units (a 4.86% increase) is a very realistic and conservative assumption.
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The unimproved 1-bed / 1-bath / study units are currently renting at $1.71 PSF, which is $0.09

higher than the unimproved 1-bed/1-bath/breakfast units. As such, it is conservatively assumed

that the improved units will rent at the same $0.09 above their improved, 1-bed / 1-bath /

breakfast counterparts. Thus, the renovated units are estimated to rent at $2.03 PSF.

The existing 2-bed / 1-bath units are currently renting at $1.67 PSF. However, based on market

research, it is believed that these units are under-priced due to the over-supply and lack of

demand (168 of the 300 units in Arrowood Parc are 2-bed / 1-bath units). Once the unit mix is

properly adjusted, the units are renovated, and the overall community is improved, it is believed

that these units will rent at $2.00 PSF. While this represents a ~20% increase, this rate is still

mid-range for the market (2-bed / 1-bath rents range from $1.51 to $2.57 PSF).

The sixty 1150 SF 2-bed / 2-bath units are being added to the community because market

surveying suggests a growing demand for these unit types.15 It is forecasted that these units will

rent at $1.87 PSF. While the development of these units will add additional cost to the

investment, and the units themselves will command less PSF than if they were renovated as their

existing 900 SF 2-bed / 1-bath design, their development is deemed crucial to reestablishing the

proper unit mix within the complex and satisfying the forecasted demands of the market.

While the assumed markets rents of the improved units are conservative, additional reductions

were factored in to account for the modest locational disadvantage of the subject property as

compared to the competitive nodes, which are in the path of new development and closer to

Metrorail stations.16 Finally, it is assumed that market rents will grow at a rate of 3.00% per year.

2.4.3 Income Segmentation

The following chart calculates the minimum annual income qualifications to become a tenant at

Ayr Hill. Rental guidelines require that rent not exceed 35% gross income.

15 Based on discussions with leasing agents and landlords.
16 See section 2.2.5.
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MINIMUM INCOME QUALIFICATIONS FOR AYR HILL

Bed/Bath Min. Monthly
Rent x Months ÷ Max % of

Gross Income
Min. Annual

Income to Qualify

1/1 $1,650 x 12 ÷ 35% $56,571
1/1 $1,725 x 12 ÷ 35% $59,143
2/1 $1,800 x 12 ÷ 35% $61,714
2/2 $2,150 x 12 + 35% $73,714

The following chart displays household income for the market area:

AFFORDABILITY SEGMENTATION
Households by Income 2010 % Qualified

Income Less than $15,000 955 2.81% 0.00%
Income $15,000 - $24,999 620 1.82% 0.00%
Income $25,000 - $34,999 857 2.52% 0.00%
Income $35,000 - $49,999 2,008 5.91% 0.00%

Income $50,000 - $74,999 4,287 12.62% 9.30%17

Income $75,000 - $99,999 4,717 13.88% 13.88%
Income $100,000 - $149,999 9,246 27.21% 27.21%
Income $150,000 - $249,99918 7,655 22.53% 5.63%19

Income $250,000 - $499,99920 3,633 10.69% 2.67%21

TOTAL 33,978 100.00% 58.69%

Source: The CoStar Group, U.S. Census Data

As noted above, the minimum annual income to qualify as a tenant of Ayr Hill is $56,571. When

all eligible income brackets are tallied, 58.69% of the total population within the market area has

an annual gross income over the minimum required to be a renter at Ayr Hill.

17 ($74,999–$56,571=$18,428) then ($18,428/$24,999= x/12.62%)=9.30%.
18 Research suggests that of this income segment, only 25% are potential renters.
19 (7,655x25%=1,914) then (1,914/33,978=5.63%).
20 Research suggests that of this income segment, only 5% are potential renters.
21 (3,633x5%=182) then (182/33,978=2.67%).
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2.4.3 Demand Segmentation

MULTIFAMILY DEMAND SEGMENTATION
Demand Forecast 2010 2015

Population Forecast 90,889 93,697
Persons Per Household 2.65 2.65
Occupied Housing Unit Demand
(Total Households)

33,978 35,120

Percentage of Apartment Units 29% 30%
Demand for Apartment Units 9,854 10,536
Percentage Able to Afford Units in Subject
Economic Segment 58.69% 58.69%

Multifamily Market Area Demand 5,783 6,184

The previous section (2.3.2 Market Demographics) demonstrated that, currently, 29% of the

households within the defined market area reside within rental units. However, economic

indicators foretell that a greater proportion of households will become renters as opposed to

owners. This increase is conservatively estimated to grow from 29% to 30% over the next five

years (a combination of fewer renters becoming owners and more owners becoming renters). Thus,

while the market area net growth in total households is forecasted to be 1,142,22 the real growth in

renter households is expected to be 682.23 Of those households, 401 are considered potential

renters for Ayr Hill.24

2.5 SUPPLY ANALYSIS

The fourth section of the submarket analysis determines the existing and planned competition to

the subject property. Based on direct research, the market area has been determined to encompass

apartments within a 3-mile radius of the subject property. The current competitive supply of rental

apartments in the market area has been calculated by making a survey of the competitive market

area. The locations of competitive properties are plotted on the following map:

22 35,120-33,978=1,142.
23 10,536-9,854=682.
24 682x58.69%=401.
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2.5.1 Competitive Supply with Designated Market Area

The market area contains 17 competitive apartment units with 5,512 total units.25 Two additional

buildings (expansion of Halstead Square) are currently under construction and will deliver another

560 units to the market in 2012.

MARKET AREA COMPETITIVE MULTIFAMILY PROPERTIES (SUPPLY)

Building Name Building Address City Year
Built

#
Units

Vacancy
Rate

Vacant
Units

Arrowood Parc Apts 2526 Chain Bridge Rd. Vienna 1966 300 7.00% 21.00
Merrifield at Dunn Loring 8130 Prescott Dr. Merrifield 1968 706 2.00% 14.12
Vienna Park 212 Cedar Ln. SE Vienna 1968 299 0.00% 0.00
Fairfax Circle Villa 9555 Blake Ln. Oakton 1972 330 3.00% 9.00
Oakton Park Apts 3347 Willow Crescent Dr. Oakton 1972 418 0.05% 2.09
Circle Towers 9377 Lee Hwy. Vienna 1973 604 4.50% 27.18
Providence Hall Apts 9136-9140 Barrick St. Vienna 1974 196 2.04% 4.00
Tysons Tower 8500 Tyspring St. Tysons 1976 274 1.00% 2.74
Archstone Tysons Corner 1711-1739 Gosnell Rd. Tysons 1980 217 2.00% 4.34
Oak Creek Apartments 9900 Oak Creek Pl. Oakton 1981 210 3.55% 7.46

25 In order to derive accurate supply metrics, Arrowood Parc has been included in the calculations.
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The Elms at Oakton 3223 Arrowhead Cir. Oakton 1987 313 2.88% 9.01
The Apts at Regent’s Park 9333 Clocktower Pl. Vienna 1997 552 3.26% 18.00
Dwell Vienna Metro 2975 Hunters Branch Rd. Vienna 2008 250 6.50% 16.25
The Falls at Flint Hill 10520 Rosehaven St. Oakton 2008 246 5.00% 12.30
The Vantage at Merrifield 8190 Strawberry Ln. Merrifield 2008 325 6.12% 19.89
Dunn Loring Metro Apts 2729 Gallows Rd. Merrifield 2009 628 4.50% 28.26
Halstead Square Building 4 2736-2750 Gallows Rd. Merrifield Nov ‘11 242 89.00% 215.38

TOTAL EXISTING 5,512 6.94% 382.76

Halstead Square Building 2 2736-2750 Gallows Rd. Merrifield Jan ‘12 280 100.00% 280.00
Halstead Square Building 1 2736-2750 Gallows Rd. Merrifield Dec ‘12 280 100.00% 280.00

TOTAL PLANNED 560 100.00% 560.00

It should be noted that in stabilized properties, only 95% of the supply needs to be occupied

since frictional vacancy is estimated at 5%. After adjusting for Halstead Square (which has not yet

reached stabilization), the average occupancy rate for stabilized properties is 96.82%, which is

further indication of pent up demand.

Within the market area, a detailed survey of the properties above reveals the following:

 Average unit sizes are 818 square feet for 1-bed / 1-bath units, 889 square feet for 2-bed /

1-bath units, and 1,014 square feet for 2-bed / 2-bath units.

 Rent ranges are $1.43 - $2.66 per square foot for 1-bed / 1-bath units, $1.51 - $2.57 for 2-

bed / 1-bath units, and $1.64 - $2.73 per square foot for 2-bed / 2-bath units.

 The highest rent for 1-bedroom units is $2,126 per month and for 2-bedroom units is

$2,426 per month.

 There is evidence of growing demand for two-bedroom units.26

 Occupancy is high, with 96-98% being most typical.

 There are currently 5,512 units in the market area, with 560 units under construction.  This

reflects a 10.16% increase in market supply.

26 Based on discussions with leasing agents and landlords.
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2.6 SUPPLY AND DEMAND INTERACTION ANALYSIS

Market equilibrium is achieved when supply and demand are equal to each other and prices are

stable. Equilibrium rarely exists in real estate markets; disequilibrium is the norm.  In this case, as

shown in the following table, the market is currently in disequilibrium with marginal demand

including consideration of the subject property.

MULTIFAMILY MARGINAL DEMAND CALCULATIONS
Category 2010 2015

Multifamily Demand 5,783 6,184
Current Supply 5,512 5,512
Forecasted Additional Supply 0 560
Forecasted Reductions in Supply 0 0
Total Supply 5,512 6,072
Less Frictional Vacancy @ 5% 276 304
Supply Net of Frictional Vacancy 5,236 5,768

Marginal Demand Net of Frictional Vacancy 547 416

It is forecasted that a current surplus of 547 units exists and that a surplus of 416 units will remain

in the defined market area in 2015.

2.7 SUBJECT CAPTURE AND ABSORPTION FORECAST

The final section of this analysis forecasts the estimated absorption for the subject project. The pro-

rata share method was used to determine the percentage of space that the subject currently

represents and would represent in the future.
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AYR HILL PRO RATA CAPTURE
Category 2010 2015

Ayr Hill Supply 300 300
Total Market Area Supply 5,512 6,072
Ayr Hill Pro Rata Share27 5.44% 4.94%
Adjusted Ayr Hill Pro Rata Share28 5.76% 5.20%
Total Demand 5,783 5,978

Ayr Hill Capture 333 311

The survey of competitive supply indicated that there are currently 5,512 competitive apartment

units and that supply is expected to grow to 6,072 in year five. Therefore, the subject represents

5.44% of the current space and 4.94% of the future space.

It is estimated that the redeveloped property will rate at a 23.6% advantage in its physical and legal

rating compared to the market standard.29 The slight locational disadvantages that exist when

compared to the best properties in the market30 have already been accounted for in decreased rents.

Henceforth, it is forecasted that demand is not likely to be siphoned off by competing nodes.

It is therefore concluded that the subject would attract the necessary demand to justify the planned

development and timeline.

27 Pro rata share = Ayr Hill supply / total market supply.
28 Adjusted pro rata share = Ayr Hill supply / (total market supply – Ayr Hill supply).
29 See section 3.4.
30 See section 2.2.5.
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III. REDEVELOPMENT AND REPOSITIONING

3.1 SITE DESIGN

3.1.1 Summary

The primary advantage of the subject property is its large layout and spacious, natural

environment. As such, this attribute has been maintained and accentuated in the proposed site

design. The new property image will emphasize the natural features and quiet suburban

environment with the amenities and access of an urban setting. Key points of the site design are

as follows:

 Where possible, the plan optimizes and uses existing amenities and building footprints,

which produce savings in both cost and schedule.

 The site will retain its existing 20 DU / AC zoning and 300 total units.

 Five buildings will be redesigned, expanded and renovated to accommodate 60 spacious

2-bed / 2-bath units. These specific buildings were selected based on two criteria: (1) they

currently contain 900 SF 2-bed / 1-bed units (2) the space around these buildings allows

for physical expansion without impacting other buildings, site amenities, or common

areas.

 The remaining twenty buildings will maintain the same floor plans but will be completely

renovated.

 The leasing office will be upgraded and improved to reflect the new brand image.

 The signage and entranceway will be upgraded to include a more attractive design and

water feature.

 A business center will replace the current show model connected to the leasing office.

 The pool house will be completely renovated and enlarged. The fitness center will be

upgraded to include new and expanded exercise equipment, a second room will be added,

and a children’s play room will adjoin the fitness center. A second floor will be added to

accommodate a clubhouse, game room / lounge area, and movie theatre.

 The pool will receive minor renovations and an arbor.

 Landscaping will be further improved and upgraded to enhance the overall appearance of

the site.
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3.1.2 Site Design Illustration



Thomas Luke JHU MSRE Practicum 33

3.2 BUILDING DESIGN

3.2.1 Units

The proposed redevelopment will provide the following unit mix:

AYR HILL UNIT MIX
Unit Name Unit Type SF Total Units Total SF % of Total

Belmont 1 Bed / 1 Bath / Brkfst Area 850 72 61,200 24%
Rowan 1 Bed / 1 Bath / Study 850 60 51,000 20%
Whitlett 2 Bed / 1 Bath 900 108 97,200 36%

Prestwick 2 Bed / 2 Bath 1150 60 69,000 20%

TOTAL / AVG 928 300 278,400 100%

Twenty of the existing 25 apartment structures will maintain their existing building floor plate.

However, the unit interiors will be completely renovated. Kitchens will be given wood floors,

GE Profile appliances, new cabinets, and granite countertops. Bathrooms will receive new

plumbing, tubs, toilets, sinks, and vanities. Bathroom floors will be tiled and vanities will have

granite tops. Laundry machines will be added to each unit and new HVAC systems will be

installed. Walls will be skim-coated and repainted. New lighting and carpet will be applied

throughout. All windows and doors will be replaced. Balconies will be resurfaced and railings

will be replaced. Building common areas will receive new floors, resurfaced stairs, fresh paint,

and upgraded lighting. Common water tanks will be replaced and upgraded. Additionally,

buildings will be connected to Verizon FIOS lines.

The five remaining buildings will receive the same treatment as the units above; however, each

building will be expanded to contain twelve 2-bed / 2-bath units. While the transformation of

sixty 900 SF 2-bed / 1-bath units into sixty 1150 SF 2-bed / 2-bath units will equate to increased

construction costs and lower rent per SF for that space, the addition of these units is deemed

critical to providing an overall unit mix that will satisfy the surveyed demands of the

marketplace. Each building floor will be increased by 1,000 SF, with a total increase per building

of 3,000 SF and a total site increase of 15,000 for the five buildings.
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Unit Floor Plans

Floor Plan A – Belmont Floor Plan B – Rowan

Floor Plan C – Whitlett Floor Plan D – Prestwick
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3.2.2 Common Areas

Pool

The existing Olympic-size pool is in good condition and requires little maintenance. The pool

deck is spacious and provides ample space for the community’s residents. The area around the

pool will be resurfaced to make it more aesthetically pleasing. Additionally, an arbor will be

added to provide more depth and visual attractiveness to the space.

Pool House

Although the pool house was renovated in 2005, it remains unattractive and substandard. The

existing one-floor structure, which houses the fitness center and locker rooms, will be expanded,

renovated, and upgraded. Additionally, a second floor will be added which will contain the

community’s club room and movie theatre. The exterior of the pool house will be surfaced in

stone.

Fitness Center

The fitness center itself is in decent shape and much

of the existing equipment (nautilus, treadmills,

mirrors, etc.) can be repurposed in the renovated

facility. However, the existing space will be

generally improved and upgraded. New lighting and

televisions will be added. Free weights and additional

exercise equipment will be added to supplement the

present supply. A children’s play room will be

attached to the fitness center via a glass wall so that residents can keep an eye on children while

they exercise. Additionally, a separate fitness room will be added for stretching / calisthenics and

private training sessions.

Club House

The clubhouse will be located on the new second floor of the pool house. It will serve as a social

area for residents to watch television, read, play pool, or work on their laptops. It will contain a
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wide screen plasma television, a gas fireplace, plentiful couches and chairs, a pool table, Wi-Fi

access, and a bar area.

Movie Theatre

Also located on the second floor of the clubhouse will be

a community movie theatre. It will provide tiered theatre

seating for twelve, a high-definition projection

television, and Blu-Ray / DVD player. It will be a

complimentary amenity and can be reserved by residents

on a first-come, first-served basis.

Basketball Court

The community basketball court will be leveled and the asphalt will be resurfaced and painted.

New hoops and nets will be installed.

Tennis Court

The existing tennis court is in excellent condition. Minor maintenance will be performed.

Leasing Office and Business Center

The leasing office will be upgraded to present an image of quality that will be in line with the

new community. The 1-bedroom floor model that adjoins the leasing office will be transformed

into two new spaces: (1) a comfortable greeting area for prospective tenants and (2) a business

center for residents (computers, internet access, printers, and faxes).

Bike Storage and Trash Disposal

Current building configurations include a common area laundry facility on the first floor. Since

the proposed design calls for the addition of laundry machines into each unit, the common

laundry room space will be repurposed as a trash disposal / recycling area for each building

(currently, residents have to drive their trash over to one disposal area). Additionally, the rooms

will provide storage areas for residents with bicycles (which, in the current design, commonly

clutter balconies).
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3.2.3 Exteriors

Every building will be given a new roof. The brick facades will be painted to give them a fresh

appearance and new windows, doors, and balconies will help to modernize the overall building

aesthetics. The clubhouse will be surfaced in stone to beautify its exterior and to compliment its

luxurious interior amenities. Additionally, technologically advanced building access control

systems will be installed throughout the community.

The existing site landscaping is in good shape due to its mature plant life and the improvements

made by Lerner Enterprises in 2005. However, additional focus and investment will be made to

enhance the existing natural features and to further improve quality. The gazebo, picnic areas,

and playground will also receive minor improvements to bring them back into superior

condition. Lastly, the entranceway / signage will be replaced with a conspicuous but elegant

water feature and Ayr Hill branding.

3.3 PROPERTY MANAGEMENT

Besides the structural and design improvements, property management is a key element of the

improvement plan. Partnering with a superior management team will be especially important

since the property has been plagued by a history of poor management and high turnover. As

such, first-class management will be one of the trademarks of Ayr Hill. It is believed that a focus

on management will not only assist in transforming the image of the property, but will have

direct influences on tenant satisfaction, tenant renewal, and occupancy.
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3.4 IMPROVEMENT SUMMARY

APARTMENT LAND RATING GRID

Category
Inferior Typical Superior

High Mod Slight Average Slight Mod High
Class C B A

SITE CHARACTERISTICS

Size No change

Shape No change

Frontage No change

Visibility No change

Accessibility / Ease of Ingress & Egress No change

Utilities Original Proposed

Security Original Proposed

Amenities Original Proposed

Landscaping Original Proposed

IMPROVEMENT CHARACTERISTICS
Design and Appearance of Property Original Proposed

Quality of Construction Original Proposed

Condition of Improvements Original Proposed

Room Size and Layout Original Proposed

Closets and Storage Original Proposed

Plumbing (Adequacy and Condition) Original Proposed

Electrical, Technology, Appliances Original Proposed

Unit Amenities Original Proposed

Recreational Amenities Original Proposed

Parking No change

LEGAL FACTORS

Zoning No change

Dead Lease No change

Lease No change

RATING CONCLUSIONS

Number of Items 8 8 6

Times Category Score 0 2 4 5 6 8 10

Subtotal Score 40 48 48

Total Subject Score 136

Average Score 110

Percentage Above / Below Average +23.6%

Source: Modified version of template provided by Richard Parli; Parli Appraisal, Inc.
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IV. FINANCIAL ANALYSIS

4.1 PURCHASE PRICE

For tax year 2011, the Fairfax County Assessor’s Office valued the subject property as follows:

Using the income approach to valuation and yield capitalization, the Luke Investment Group

finds the following assessment of current value:

INCOME APPROACH TO VALUE
Rents $5,254,464
Other Income $130,800

PGI $5,385,264

Vacancy / Collection Loss (10%) $(525,446)

EGI $4,729,018

OPEX (41.45%) $(1,960,228)

NOI $2,768,730

Capitalization Rate 6.00%

Value $46,145,499

As demonstrated above, at a market capitalization rate of 6.00%, the subject property has a

current value $46,145,499. However, it has been observed that the property has significant

deferred maintenance. Consequently, the Luke Investment Group has negotiated a $5,000,000

adjustment off of the calculated valuation to arrive at a purchase price of $41,145,499. Closing

costs (3.00%) are estimated at $1,234,365. Thus, the total cost for the purchase of the property is

$42,379,864.

2011 ASSESSMENT
Land $10,200,000
Improvement $18,550,050

Total $28,750,050
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4.2 REDEVELOPMENT COSTS

Soft costs for the redevelopment of the property will be $420,000 and hard costs will be

$12,455,005, for a total redevelopment cost budget of $12,875,005. During the first two months

after purchase and the five months after construction completes, the project will generate positive

cash flows totaling $1,099,211. These funds have been added to the draw schedule and, thereby,

not accounted for as cash flow. This extra cash, equating to a surplus of 8.54% over the

construction budget, will be used a contingency fund to cover any change orders or cost overruns

that occur during renovation.

See Exhibit E for detailed cost analysis and schedule.

4.3 ORIGINAL FINANCING

Total costs for the investment are expected to be $55,254,869 (cost of purchase plus

redevelopment costs). Original financing terms have been quoted at a 65% loan-to-cost (LTC),

interest-only loan for a period of 24 months. The Luke Investment Group will be the sole

investor and will contribute the required $19,339,204 (35% LTC) in equity to finance the

investment.

See Exhibit D; Original Financing.

4.4 CONSTRUCTION AND LEASE UP DCF PROJECTIONS

Redevelopment is anticipated to take a total of thirteen months. Based on market research, it is

conservatively estimated that new units will be absorbed at a rate of 17 per month (5 renewals,

12 new). According to this schedule, stabilization will be achieved 21 months post purchase

(four months post construction).

See Exhibits F, G, and H for detailed models of unit mix, occupancy, and cash flow projections

during the construction and lease up period.

4.5 MARKET RENTS

Market rents are forecasted as illustrated in the following chart. See section 2.4.2 for additional

detail.
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AYR HILL MARKET RENTS
Unit 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Belmont $1,650 $1,700 $1,750 $1,803 $1,857 $1,913 $1,970 $2,029 $2,090 $2,153 $2,217

Rowan $1,725 $1,777 $1,830 $1,885 $1,942 $2,000 $2,060 $2,122 $2,185 $2,251 $2,318
Whitlett $1,800 $1,854 $1,910 $1,967 $2,026 $2,087 $2,149 $2,214 $2,280 $2,349 $2,419

Prestwick $2,150 $2,215 $2,281 $2,349 $2,420 $2,492 $2,567 $2,644 $2,724 $2,805 $2,889

% Growth 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%
$ Growth n/a $55 $56 $58 $60 $61 $63 $65 $67 $69 $71

4.6 OPERATING EXPENSES

Operating expenses at the time of purchase will be 41.45% of Effective Gross Income (EGI). It is

forecasted that operating expenses post-stabilization will be 35.22% of EGI.31 There are several

factors that account for this difference. First, EGI is expected to increase by 38.53% post

redevelopment, due, primarily, to increased rents and occupancy. Second, the line item expenses

will adjust based on changes to the property. Taxes, contract services, and management will all

increase relative to EGI (taxes will rise as the property is assessed at its new, higher value;

contract services such as building trash removal and metro shuttle service will be added; and a

superior management team will be brought in). Utilities, insurance, maintenance and repairs will

all decrease relative to EGI (upgrading to energy-efficient appliances and removing common

laundry facilities will decrease costs32; renovated buildings will cost less per square foot to

insure; and the maintenance and repairs costs will decrease since all buildings will be newly

renovated).

See Exhibit D; Annual Operating Expenses.

31 See Exhibit D; Annual Operating Expenses.
32 Goodman, J. (July 2004) “Determinants of Operating Costs of Multifamily Rental Housing.” Joint Center for
Housing Studies; Harvard University.
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4.7 REFINANCING

The investment will be refinanced by 1 January 2014, post construction and stabilization. At that

time, it is forecasted that the property will have a valuation of $70,733,007.33 Loan terms are

expected to be 75% loan-to-value (LTV), 1.15 debt service coverage ratio (DCSR), 5.50%

interest rate, 10-year term, and 30-year amortization. After considering refinancing costs and

equity requirements, it is anticipated that the Luke Investment Group will be able to pull out

$16,249,927 in equity.

See Exhibit D; Refinancing and Exhibit J.

4.8 PROJECT IRR AND NPV

The investment is expected to return an unleveraged internal rate of return (IRR) of 10.63% and

a leveraged IRR of 19.53%. Given the Luke Investment Group hurdle rate of 12%, this equates

to a positive net present value (NPV) of $5,995,962.

See Exhibit J.

4.9 SENSITIVITY ANALYSIS

In order to gain confidence that the investment will meet the Luke Investment Group’s 12.00%

required rate of return, the financial model was stress-tested under a variety of pessimistic

scenarios. The assumptions and results are displayed below:

 Scenario: Purchase price is not discounted $5M for deferred maintenance:

o IRR = 14.22% return / NPV = $2,003,902

 Scenario: Development costs run 50% more than forecasted34:

o IRR = 13.08% / NPV = $1,005,886

 Scenario: Vacancy is 10% (as opposed to 5%):

o IRR = 15.75% / NPV = $3,066,397

 Scenario: Income grows at 2% and expenses grow at 4% (as opposed to each at 3%):

o IRR = 12.48% / NPV = $302,145

 Scenario: Capitalization rate at reversion is 9.00% (as opposed to 7.50%):

33 $4,243,980 NOI / 6.00% Cap Rate = $70,733,007.
34 An 8.54% contingency buffer has already been factored in.
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o IRR = 15.50% / NPV = $2,264,748

 Scenario: Long term financing interest rate is 7.00% (as opposed to 5.50%):

o IRR = 16.06% / NPV = $3,094,047
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V. DEVELOPMENT PLAN

5.1 TIMELINE

AYR HILL TIMELINE
Milestone Start Finish

Contract Ratification 12/1/11
Contract Firm 1/1/12
Construction Phase I 5/1/12 9/30/12
Construction Phase II 10/1/12 2/28/12
Construction Phase III 3/1/12 6/1/12
Stabilization 9/1/13
Refinancing 12/31/13
Reversion 12/31/21

5.1.1 Contract Ratification

The Luke Investment Group has been negotiating a contract with Lerner Enterprises for the last

two months. It is expected that the contracted will be ratified by 1 December 2011 and finalized

by 1 January 2012.

5.1.2 Construction

The Luke Investment Group is confident that construction will commence on 1 May 2012 and

that all construction will be complete within the 13-month schedule. The property will remain

occupied during construction and tenants will be moved as necessary to adhere to that schedule.

Associated concessions and moving costs have been accounted for in the cost estimates.

Although construction will be rolling, for planning purposes it has been subdivided into three

phases. Phases I and II will each last five months and will collectively renovate twenty-two of

the twenty-five apartment buildings (eleven in phase one; ten in phase two). Phase III is

scheduled to take three months and will involve the renovation of the final four apartment

buildings, the community club house and pool, as well as the site landscaping.
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5.1.3 Stabilization

Due to the fact that the community will remain open during renovation and new units will

become available on a rolling basis, it is forecasted that stabilization (95% occupancy) will be

achieved by 1 September 2013.

5.1.4 Refinancing

It is anticipated that long-term financing will be in place on or before 1 January 2014.

5.2 PROJECT TEAM

The Luke Investment Group believes that one of the keys to success is to form a strong, capable

team. As such, LIG is prepared to partner with the following industry leaders for the successful

execution of this proposal:

Architect – Hickok Cole Architects

Hickok Cole Architects is a sixty-five person award-winning architecture, interior design,

housing, and master planning firm located in Washington, DC. The company is one of the most

successful architectural firms in the region and has extensive experience in multifamily housing

and interiors.

Construction Management – Ross Renovation and Construction
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Ross Renovation and Construction, an affiliate of the Ross Companies, possesses more than 60

years of experience in the renovation of multifamily communities in the Washington, DC metro

area. The company incorporates all required disciplines as necessary for the construction of each

project to include: architectural, mechanical, electrical, plumbing, structural, and environmental

analysis and design.

Property Management – Bozzuto Management

With over 20 years experience in the marketplace, Bozzuto has become locally and nationally

recognized as an industry leader in the management of multifamily properties. They have

established a consistent and award-winning reputation for results with a specific focus on client

and resident satisfaction.

5.3 PROJECT RISKS

There are series of risks associated with this project. First, business risk poses the possibility that

investment returns will be less than forecasted due to dynamic and unforeseen economic

conditions. If rent growth rates are less than expected or expense growth rates are more than

forecasted, the returns on the project will be less than anticipated. Second, liquidity risk poses the

threat that a continuous market with many buyers and sellers will not exist at the proposed time

of reversion. Thus, a greater price concession may have to be given if the need arises to dispose

of the investment quickly. Third, inflation risk presents the possibility that inflation will increase

at a greater rate than investment income, thereby reducing the overall rate of return. Given the

product type and the short-term leases, this is not a significant concern. Fourth, management risk

depends on the capability of the management team to innovate, respond to competitive

conditions, and to operate the investment efficiently. As LIG will be partnering with the area’s

premier management company (Bozzuto), this risk is of little concern. Finally, the project has

interest rate risk, which poses the possibility that changes to interest rates will negatively impact



Thomas Luke JHU MSRE Practicum 47

the refinancing assumptions and/or the price that a subsequent buyer is willing to pay at

reversion.

Every project has risks and challenges, both foreseen and unforeseen. While the Luke Investment

Group believes that proper planning and due diligence can eliminate or mitigate most risks, its

core philosophy incorporates six basic strategies for controlling risk. They are: know yourself,

know your image, know your team, coordinate, keep current, and behave ethically.
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VI. CONCLUSION

Based on the analysis, the Luke Investment Group believes that this proposal has all of the merits

of a successful investment. The planned redevelopment will reposition the property from a

current 8.2% disadvantage to a 23.6% advantage within the competitive market area. As a result

of these changes, all property attributes will rank at or above the market standard, with the

majority (site size, shape, layout, utilities, security, amenities, landscaping, appearance, quality,

condition, unit size, and management) being superior to the market standard.

Additionally, rapid and successful absorption of the renovated units can be achieved solely on

current market demand. Confidence in capture and absorption expectations is further reinforced

by the prediction that future growth in demand will exceed that of supply.

Furthermore, financial estimates, such as market rents, financing terms, development costs, and

capitalization rates have all been conservative. Sensitivity analysis reveals that the investment

will meet its required rate of return even under a variety of adverse market conditions.

Henceforth, the Luke Investment Group believes that the estimated return of 19.53% justifies the

risks associated with the venture and recommends proceeding with the investment as outlined in

this proposal.
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VIII. EXHIBITS

A. LAND USE PATTERNS – TOWN OF VIENNA
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B. FUTURE LAND USE PLAN – TOWN OF VIENNA
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C. ADJACENT COUNTY LAND USE PATTERNS
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D. ASSUMPTIONS

PROPERTY INFORMATION
Lot Acreage 14.98
Units per Acre 20
Year Built 1966
Gross Floor Area 315,292
Net Rentable SF (existing) 263,400
Net Rentable SF (proposed) 278,400
Total Buildings 25
Floors per Building 3
Total Units 300
Average Unit Size (existing) 853 SF
Average Unit Size (proposed) 928 SF
Total Parking Spaces 630
Parking Ratio 2.10

ORIGINAL FINANCING
Going in Cap Rate 6.00%
Cost of Purchase $42,379,864
Redevelopment Cost $12,875,005
Total Cost $55,254,869
Applicable Loan / LTC $35,915,665 65%
Equity Requirement $19,339,204 35%
Interest Rate 5.50%
Term (Yrs) 2
Balloon Payment $35,915,665
Monthly Payment $164,613
Annual Payment $1,975,362
Leverage Ratio 2.86
WACC 7.78

GROWTH ASSUMPTIONS
Rental Growth 3.00%
Other Income Growth 3.00%
Expense Growth 3.00%

REFINANCING
Assessed Value $70,733,007
Cost of Refinance $707,330 1%
Total Cost $71,440,337
Equity Requirement $17,860,084 25%
LTV $52,872,922 75%
DSCR $4,142,852 1.15
Leverage Ratio 4.00
WACC 7.13%
Applicable Loan $52,872,922
Interest Rate 5.50%
Term (Yrs) 10
Amortization (Yrs) 30
Annual Payment $3,602,480
Monthly Payment $300,207
Annual Loan Constant 6.81%

RESIDUAL VALUE CALCULATION
Terminal Cap Rate 7.50%
Cost of Sale 3.00%
Discount Rate 12.00%
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ANNUAL OPERATING EXPENSES

EXPENSE
AT PURCHASE AT STABALIZATION

% of EGI $/Yr $/Unit % of
EGI $/Yr $/Unit

Taxes 6.60% $312,225 $1,041 9.07% $594,050 $1,980
Insurance 2.50% $118,225 $394 1.50% $98,267 $328
Utilities 4.00% $189,161 $631 2.50% $163,779 $546
Maint. & Repairs 12.00% $567,482 $1,892 6.00% $393,069 $1,310
Administration 8.00% $378,321 $1,261 6.00% $393,069 $1,310
Contract Services 5.00% $236,451 $788 6.00% $393,069 $1,310
Turnover 0.35% $16,552 $55 0.15% $9,827 $33
Management 3.00% $141,871 $473 4.00% $262,046 $873

Total OPEX 41.45% $1,960,288 $6,534 35.22% $2,307,178 $7,691
EGI $4,729,018 $6,551,158

Reserves n/a n/a n/a 1.30% $84,866 $283



Thomas Luke JHU MSRE Practicum 57

E. REDEVELOPMENT COST SCHEDULE
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F. CONSTRUCTION AND LEASE UP SCHEDULE
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F. CONSTRUCTION AND LEASE UP SCHEDULE
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G. CONSTRUCTION AND LEASE UP RENT ROLL
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G. CONSTRUCTION AND LEASE UP RENT ROLL
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H. CONSTRUCTION AND LEASE UP DRAW SCHEDULE & CASH FLOW
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H. CONSTRUCTION AND LEASE UP DRAW SCHEDULE & CASH FLOW
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H. CONSTRUCTION AND LEASE UP DRAW SCHEDULE & CASH FLOW
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I. STABILIZED RENT ROLL
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I. STABILIZED RENT ROLL
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I. STABILIZED RENT ROLL
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J. 10-YEAR DISCOUNTED CASH FLOW
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J. 10-YEAR DISCOUNTED CASH FLOW
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J. 10-YEAR DISCOUNTED CASH FLOW
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K. REFINANCING AMORTIZATION SCHEDULE
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