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Executive Summary
With the devaluation of real estate values in the Philadelphia marketplace, the apartment sector
has sustained positive values and is even experiencing growth because of increased tenant
demand along with available financing. Real estate investors are looking to invest their capital in
the apartment sector which has lead to an increase in competition and consequently has driven up
prices while decreasing investors’ expected capitalization rates. With the increased competition
from investors for existing apartment complexes, it is hard to find deals for apartment properties
that make financial sense.
Since there is increased competition among investors for apartments, the development of new
construction apartments in infill locations is a good alternative to existing apartment complexes
with low cap rates. Although there is competition in the market from other developers looking to
build new construction apartments, there is less competition among investors where finding
ground that meet the financial and location criteria. By developing in infill locations it helps with
keeping the cost of offsite improvements low while also ensuring a faster lease up period.
Summary of Findings
It not is recommended that the development of the property should move forward based on the
findings from the cash flow model for the ‘Expected’ model. The initial returns under the
‘Expected’ model do not show a loss, but it does not show an upside to the deal that would make
an investor want to move forward. If the market improves further under the assumptions with the
‘Best’ model, it shows that this development would initially provide average returns while
paying down the debt on the mortgage.
Highlights of the Deal
•

Lot size of .54 acre (23,694 sf)

•

Lot currently used as a parking lot

•

Owned by a single person: Andrew P. Dellaquila

•

Purchase price would be $120,000 which is $15,000 per unit

•

Zoned Downtown Commercial and allows for multifamily which is highest & best use

•

Development program for a 4 story, 8 unit apartment building where units are
approximately 1,050 sf with elevator access
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Development Program
The program for this particular site is to develop an 8 unit apartment building that is 4 stories
high with 2 units per floor. Because of the tight building envelope, the property is being
developed with only 2 units per floor. This will be discussed in the Development Issues section.
Each unit will be approximately 1,050 sf that will be comprised of 2 bedrooms and 2 full
bathrooms. The building will feature an elevator for easy access as well as a staircase. By having
an elevator, the development is able to compete with other newer apartment complexes that also
have elevators. The building will be built with a slab on the 1st floor. A basement is not going to
be provided as it would raise the construction costs by about another $10 per square foot.
The apartments will be provided with amenities that would be in line with a lower grade class A
apartment building. All units will feature 9’ ceiling heights with an open floor plan having the
kitchen area overlooking into the living area. Based on the wants and needs of today’s renters,
they prefer this type of living. Other amenities that will be included in each unit will be a washer
and dryer and a walk-in closets in all master bedrooms. All apartments will be finished with
modern looking kitchens. Kitchens will have (4) recessed lights, black appliances, tile floor, 42”
cabinets along with sleek looking granite countertops. These features may seem “upscale” to the
potential tenant but there is not much of an additional cost to have them installed. As the project
would be contracted by our development company, we can manage costs and have the ability to
spend extra time finding suppliers that offer products are reasonable prices. By offering these
amenities, tenants will feel like they are getting more when compared to the 20 to 40 year old
apartment complex. Even if a higher rent cannot be achieved with these amenities, it will only
help with having a faster lease up period and keeping turnover low.
Another part of the development program that would be a priority is the ability to incorporate
green building techniques and products into the construction of the building. Although building
green is not required, it would be preferred to build under that label which would help with
marketing and goodwill of the property. All units of the building would have high efficiency
HVAC systems at a minimum rating of 90% efficient. High efficiency tankless hot water heaters
would be installed. Tankless hot water heaters have come down in cost where they are only a
little more than a typical hot water tank. Even though they may be a little more money a tankless
hot water heater will be able provide the tenant with lower energy costs which would hopefully
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help with the marketing and lease up of the units. Besides being more efficient to operate, less
space now has to be dedicated to a mechanical room to locate a hot water heater.
Low E energy efficient windows will be installed throughout the building. Efficient windows
help with the heat loss from the room while also minimizing the amount of UV sunrays. The
apartment will be developed to meet or exceed an Energy Star rating. The R value of the walls
and ceilings will be a minimum of R-28 and R-60, respectively. This insulation together with
energy efficient windows will provide for more comfortable and stable room temperatures.
Potential tenants may not recognize this as a selling feature when looking to rent an apartment
but it will help with tenant retention. Tenants will want to renew and stay longer when they know
their energy costs are low and the added insulation will help with sound reduction between the
units.
With the growing opportunity to use solar power, the roof of the building would be developed in
a way to add solar panels and its equipment. The building is being proposed to have a flat roof
and engineered ahead of time to handle the small amount of extra weight from the solar panels
and mounting apparatuses. Besides the solar panels, the only other required equipment is the
converter which could also be located on the roof. The converter converts the DC power from
the panels to the AC power for the building. At the moment, the SREC (Solar Renewable Energy
Credit) market is depressed with oversupply. Currently it is not be financially feasible to install
solar panels but in the years to come energy suppliers will be required to purchase more
electricity from renewable sources and the value of the SREC should increase to where it would
be worthwhile to make the investment.
During the construction of the building the amount of construction debris that goes to the landfill
would be reduced. This is beneficial for several reasons. First it reduces the impact that the
construction has on the amount of trash that goes to the landfill. Second it helps keep the waste
expense lower. Leftover wood, drywall and any other materials that can be recycled will be.
Site & Property Description
This ½ acre property is located at the corner of Yost and Market in Spring City has been
available for sale since June 2011 at an asking price of $145,000. It has been listed with a local
real estate agent that typically deals with selling residential properties. The property would be
acquired at a maximum price of $120,000 which would equate to a per unit price of $15,000.
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The lot is .54 acres which equates to 23,694 sf which is shown below in the attached picture.
With the lot fronting on 2 streets, the lot has 256 feet of frontage on Yost and approximately 45
feet of frontage on Market Street.
Tax Map of the Subject Property

The topography of the lot slopes from the west to the east which naturally makes the eastern
portion of the lot the location for the storm water management.
Pictures of Sloping Lot

Currently the property is being used as a parking lot by neighbors as extra parking. The lot is not
being utilized to its highest and best use which would be a residential development. The parking
lot was paved years ago and has not been kept up as it is very deteriorated. The property is being
represented that there are no easements and that a building has never been built on it. With the
property being completely paved there is almost no pervious ground. Unfortunately with the
subdivision and land use ordinance, the site cannot be grandfathered for the amount of its
existing impervious coverage. With the new land development plan the development has to meet
current the ordinances as it relates to the amount of allowed impervious coverage. Also the site
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has to be engineered to handle all of its own storm water runoff. The storm water management
system would be design as an underground system with crushed stone and piping.
Aerial Picture of the Subject Property

With the lot set for redevelopment Spring City Borough’s Downtown Commercial Zone offers
many different possibilities for uses. Under the Downtown Commercial Zone multifamily is an
allowed by-right use but the area and bulk regulation requirements for the multifamily
development must be met from the R-3 zoning ordinance
Spring City Borough Zoning Requirements
Downtown Commercial Zone- Uses & Requirements
•

Multiple family dwelling is listed as a use permitted by right.

R-3 Zone- Uses & Requirements
•

Minimum Lot Area per Dwelling: 2,500 sf

•

Maximum Lot Coverage: 40%

•

Front Yard Setback: 35 feet

•

Side Yard Setback: 15 feet

•

Rear Yard Setback: 35 feet

•

Parking spaces and access drives must be at least 5 feet from any lot line

•

Parking spaces are not allowed within any front yard areas in DC zone
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Parking Requirements
•

Parking spaces and access roadways must be 5’ from property boundaries

•

2 spaces per unit

•

0.2 spaces per unit for visitors which equals 2 spaces

•

1 handicap space

By-Right Sketch Plan

The apartment building will be accessed from the parking lot which is to the rear and sides of the
building. The ingress and egress to the property’s parking lot will be from a private one way
driveway. The driveway’s entrance off of Yost Road will be on the western side of the lot away
from Market Street. Cars will exit the property on to Yost Road which will be on the eastern side
of the lot closer to Market Street.
Transportation
The property is centrally located in that can be easily accessed from the areas major traffic
routes. From Market Street, travelers can take New Street to Rt. 724 which leads to Pottstown to
the north and to Rt. 23 which leads to Phoenixville to the south. Going east on Market Street
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travelers can cross the bridge over the Schuylkill River into Royersford. Main Street in
Royersford leads to Rt. 422. Taking Rt. 422 to the north will take travelers to Pottstown and
Reading. Taking Rt. 422 to the south will lead travelers to King of Prussia which has a
interchange for the Pennsylvania Turnpike as well as the beginning of I-76, the Schuylkill
Expressway, which can take travelers into Philadelphia and then over to New Jersey.
There is public transportation available in Spring City. There is a SEPTA (South Eastern Public
Transportation Authority) bus stop at the intersection of Main and New Streets. This stop is part
of the bus route that takes travelers to and from Limerick and King of Prussia.
SEPTA Bus Route 139

Utilities
The development will be served by public utilities. The apartment building will be set up where
each tenant will be responsible water, gas and electric. The owner will be responsible for sewer
and trash removal. The following utilities will be served by the following providers:
•

Water- Pennsylvania American Water (Tenant’s Responsibility)

•

Electric & Gas- PECO (Tenant’s Responsibility)

•

Sewer- Spring City Borough (Landlord’s Responsibility)

•

Trash- A.J. Blosenski Trash (Landlord’s Responsibility)
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Impact Fees
The only impacts fees that will due at the time of construction will be for a sewer tap-in fee. The
cost of each sewer EDU is $4,000 which means for a total cost of $32,000 to gain access to the
public sewers. For the moment, Spring City Borough has a sewer moratorium preventing any
new developments from hooking into the sewer system. According to township engineers, this
moratorium will be in place for the next couple of years as a new treatment plant with more
capacity has to be designed, approved, financed and constructed. This sewer moratorium by itself
makes this development impossible for next few years. The entitlement process should not begin
until there is a definite date of when the sewage treatment plant will be online and able to handle
new sewer flows. To spend money on soft costs while there is no set end date for the completion
of the work would be foolish. If this development were to proceed with this knowledge, the
agreement would have to be structured very liberally in favor of the developer where there is
either no or very little money at stake.
History of Spring City
The origins of Spring City date back to the 1800’s, when the town used to be called Springville.
The town received its name from the many springs in the area. The town abuts the Schuylkill
River which is a natural boundary of the town on the east side. In the 1820’s a canal was built
alongside the Schuylkill River which helped lead to the development of new businesses. The
town has roots as a working blue collar town and some of the town’s early businesses were as a
result of the access to the canal. Some of Spring City’s businesses were the American Paper
Company, Spring City Stove Company and Valley Forge Flag Company. Other businesses that
called Spring City home were Spring City Knitting Company, glass making, knitting mills and a
shirt factory. In 1884 the Pennsylvania Railroad built a train line that went from Philadelphia to
Reading and had a train station stop in Spring City. After the development of the train line, the
demand for the Schuylkill Canal declined and use of the canal for business purposes ended in the
1920’s. The rail line through Spring City connected Philadelphia and Reading and provided
residents an easy way to access public transportation to and from Philadelphia and Reading.
Unfortunately over time the demand for this line decreased and rail operations ceased and was
officially declared abandoned in 1980.

8|Page

School District
Spring City is part of the Springford School District which serves residents of both Chester and
Montgomery Counties. The Springford School District was formed in 1955 which is what
brought the residents of the two counties together. Springford School District has a statewide
ranking of 40 when compared to over 500 hundred other school districts meaning they are in the
10% of school districts in the state.
Property & Local Earned Income Taxes
The development’s property taxes would be levied from its assessed value when multiplied by
the total millage rate of 31.406. This millage rate accounts for the following tax rates:
•

County: 3.965

•

Borough: 3.15

•

School District: 24.291

Residents of Spring City are responsible for an earned income tax that is 1% of the resident’s
income. 0.5% goes to Spring City Borough and 0.5% goes to the Springford School District.
With this development, the landlord will be responsible for paying the yearly property taxes on
the property which are estimated to be $9,917 per the cash flow spreadsheet. Residents of the
apartment building will then be responsible for paying the 1% earned income tax when they file
their yearly tax return.
Location within Spring City
The property is centrally located in the center of the Spring City Borough. The property is
surrounded by properties that have been previously developed making this an ideal infill
development. There are residential homes that abut the property on the east and south side. These
homes are accessed from Market Street and New Street. There is a tree line along the property
line south side of the property that buffers the view to the homes that back up to the property. On
the west side of the property there is a 6 unit apartment building that fronts Church Street. To the
north on the other side of Yost Street is a lot that has grass and trees which is part of the Flag
House Apartments property. The trees create a nice buffer in that they provide coverage in
looking at the Flag House Apartments.
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Market Analysis
According to Marcus & Millichap’s 2011 annual multifamily report for the Philadelphia area,
they are predicting that the area “…will continue to settle into its traditional pattern of limited
development, steady tenant demand and rising rents in 2011.” With this information, new
multifamily development should be in demand as potential tenants will prefer new construction
over older existing apartments which will be the case especially in infill locations.
Marcus and Millichap’s report goes into further detail describing that the Philadelphia market is
an ideal place to be an owner of multifamily properties. A few key items noted in the report are
that the forecasted vacancy rate will drop to an expected 3.9% based on the slowdown of new
construction and increased demand. The asking rents will rise 3.5% and that effective rents will
increase 4.1%. With this information comparing the Philadelphia market on a national scale, the
area competes well in that Philadelphia is ranked 6th in lowest expected vacancy rates and 2nd in
highest expected absorption. The Marcus and Millichap report also states that there will be an
increase in employment by 1% in 2011 which will equate to an additional 28,000 jobs to the
area.
As part of the Marcus and Millichap report on the national overview of multifamily they say
“…investors will move down the quality chain in search of stronger yields, resulting in more
sales in the Class B and B- categories.” This information confirms the belief that this property
should be redeveloped with an apartment building that can compete against other older Class B
apartments.
Information on a competing property was obtained from the leasing manager, Leah Carney, from
The Pointe at Glen River apartment complex. The Pointe at Glen River is a large complex that
was built in 2009 by Greystar. At the time of the interview with the leasing manager, their 2
bedroom/2 bathroom units were leasing for approximately $1,400 per month. The leasing
manager also added that they average about 10 new tenants per month and are 90% of the units
are leased. With basing the lease up time and absorption for the proposed 8 units, even if 20% of
the 10 new tenants from Glen River’s average could be achieved; that would be 2 new tenants
per month which would average a 4 month lease up period.
Based on the information for the Philadelphia market, this proposed apartment building will
compete well among its competition. The proposed asking rent for the units will be $1,250 per
month. This asking rent has been determined based on the competition at the following
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competing properties along with the amenities of each unit which was discussed earlier in the
Development Program.
Map of Competing Apartment Properties

Competing Properties
1. Flag House Apartments for Seniors- 58 apartments for low income seniors. Former Flag
Company factory converted to apartments in 2000.
2. 175 N. Church Street- Small 6 unit apartment building built in 1967.
3. 120 N. Penn Street- 33 units offering 1 & 2 bedroom apartments built in 1969.
4. Vincent Heights Seniors Housing- 91 apartments for seniors built in 1982. Offers
subsidized and Section 8 housing.
5. The Pointe at Glen River in Royersford- 216 apartments developed in 2009 by Greystar.
6. 400 Main Street, Royersford- 15 apartments built in 1982.
Demographics
The trade market will come from potential tenants looking to move to the eastern part of Chester
County and western part of Montgomery County. The population of Spring City consists of
approximately 3,323 based on 2010 census. The town also has a reported average household
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income of $55,117 from 2010. As noted earlier, Spring City is a small borough centrally located
around other towns which makes it an ideal to candidate to redevelop the property in an infill
location. On the other side of the Schuylkill River the town of Royersford has an estimated
population of 4,752 based on the 2010 census. Together these two towns create a nice base of
potential tenants.
Employers
There are a vast amount of large employers in the area that are within a 20 to 30 minute
commute for a tenant. These employers provide a great base in terms of local employment and
because of the location of the property; tenants can have access to employers in both Chester and
Montgomery Counties.
Large Chester County Employers
•

The Vanguard Group- Financial Services Headquarters

•

QVC- Television and Online Retailer Headquarters

•

Siemens- Healthcare Industry

•

Centocor- Pharmaceutical Biotech Company

•

Cephalon- Pharmaceutical Biotech Company

•

Shire- Pharmaceutical Biotech Company

•

Great Valley Corporate Center- A 700 acre corporate center where more than 20,000
people work.

Large Montgomery County Employers
•

Glaxo Smith Kline- Pharmaceutical Biotech Company

•

Wyeth- Pharmaceutical Biotech Company

•

Pfizer- Pharmaceutical Biotech Company

•

Merck- Pharmaceutical Biotech Company

•

SEI Investments- Financial Services Headquarters

•

GSI Commerce- Ecommerce Technology

•

Lockheed Martin- National Defense Technology

Traffic Counts
With the property being located in the center of Spring City, there is good flow of traffic that
drive by the site. The traffic on Market Street typically flows from Rt. 724 and from Market
Street in Royersford which is on the other side of the Schuylkill River. The average daily vehicle
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count for Market Street is 5,624. This is based on a traffic study done by the Delaware Valley
Regional Planning Commission on 9/22/2009. With this information for the vehicle count, it
displays enough traffic passing by to entice new tenants while being centrally located to the
area’s top employers.
Apartment Unit Finishes
The interior finishes of the units will be modern while also being economical. As noted in the
Development Program section, the units will offer 9’ ceilings, washer & dryer in the units, walkin closets and modern kitchens with 42” cabinets, recessed lights and black appliances.
Depending on the competition, interior finishes of the competing properties range from very
basic units to units of newer built apartments that will have similar finishes. The Pointe at River
Glen is a newer large apartment community that offers many of the same interior features. As
confirmed by a leasing manager for the complex, The Pointe at River Glen offers full size
washer & dryer in the unit, dark wood cabinets in the kitchen along with black appliances, track
lighting, crown moulding and storage in each unit. Based on this information, this development
will surpass the older competition as well as compete with the newer larger apartment complexes
in the area.
Spring City & Royersford Trade Area
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With looking at the map, the trade area for Spring City shows it being centrally located among
other nearby towns. The radiuses around Spring City represent approximately 1, 3 and 5 miles
for the trade area. All of these neighboring towns offer a good base of employment and are
homes to some very large corporations which were discussed earlier. The map also shows how
Spring City can easily be accessed by major routes of transportation with such roads as Rt. 724
and Rt. 422.

Development Issues
Once the property were to be put under contract, the due diligence period would begin which
would include the identification of any environmental issues. This would be done through an
Environmental Phase I report. This report would provide an analysis that would point out any
environmental issues that are either located on or around the property. If potential issues were
identified with the Phase I report, a Phase II investigation would be performed. Since this
property is in an infill location and has been used as a parking lot, it is necessary to perform these
environmental tests early in the process to ensure that the acquisition of the property would not
be affected by past contamination.
The development of this property will entail the typical hurdles that most developers face when
getting approvals for a residential development. Land development approvals will be needed
from Spring City Borough’s Planning Commission and Board of Supervisors. As a formality, an
approval from the Chester County Planning Commission will also be needed. The county
planning commission is more of a formality to ensure the development is inline with the
township and county’s zoning.
While also going through the approval process with the local municipality, approvals will be
needed from Pennsylvania’s Department of Environmental Protection (DEP). The DEP is
concerned wetlands delineation which this property happens to have none. The DEP also
requires the developer to submit a 537 Sewer Planning Module which documents where the
development’s sewage will flow to and where the sewage will be treated and released. All new
developments, residential and commercial, are required to document where their sewer effluent
will flow. Lastly, the DEP needs to review and approve the development’s NPDES (National
Pollutant Discharge Elimination System) permit which is a prerequisite prior to the
commencement of the development’s site improvements beginning.
14 | P a g e

As the approval process begins the site would be engineered by a civil engineer that would
design the storm water management system and grading. As the engineer designs the site, the
obstacles they will be challenged with will be designing the storm water management system
which will have to be an underground system because of the constraints of the lot size.
Percolation tests will have to be performed prior to the design to ensure that the ground is able to
absorb the storm water of the site. Most likely the management system will be located on the
eastern portion of the lot which is where the lot slopes down to.
Along with the storm water management system, the other obstacle the engineer will be faced
with is the grading of the site because of the lot’s sloping topography. With managing the
sloping lot and determining the first floor height of the apartment building, the engineer will
have to grade the property to limit the amount of excess soil that will be produced as well as
limiting the installation of any retaining walls. If the property is not graded properly and there is
a lot of excess soil, retaining walls may be needed and those two items will increase the budget
for site improvements.
The Americans with Disabilities Act (ADA) requires that apartments have access for potential
tenants that are disabled. With the grading plan the engineer would make sure the first floor
apartment can be accessed by wheel chairs. This will be done through having curb depressions to
allow for wheel chairs to enter the building without any obstructions.
The last obstacle in developing this property is obtaining financing for the construction as well as
obtaining a permanent loan once construction is complete. A financing source that is currently
lending on multifamily properties is Meridian Bank based in Devon, PA. Geoff Sheehan, an
Assistant Vice President at the bank said Meridian Bank is currently lending on multifamily
properties for construction and permanent loans with the following terms:
Construction Loan Terms:
•

75% of the lot purchase and construction costs.

•

Developer covers all out of pocket expenses (Upfront soft costs)

•

Rate is variable tied to the prime interest rate. With this low interest rate environment the
bank requires a floor to be set for the interest rate.

•

Term: 1 year balloon with a 6 month extension, if needed. Extension fees will be ¼ to 1
point depending on the circumstances. At the end of the extension period the interest
reserve would run out and carry costs would be paid out of pocket.
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•

1% Origination Fee

•

Personal guarantee of partners of LLC

•

Developer covers all out of pocket expenses (Upfront soft costs)

•

Construction loan has the ability to be converted over to a permanent loan.

Permanent Loan Terms:
•

75% Loan to Value

•

Rate of 6.5% as of October 2011

•

25 Year Amortization with a 10 year term and rate reset after 5 years

•

1.25 Minimum Debt Coverage Ratio

•

1% Origination Fee

•

Personal guarantee of partners of LLC

•

Developer covers all out of pocket expenses (Upfront soft costs)

Other issues that will be faced for the development of the property are the characteristics of the
property itself. It has an irregular shape, slopes from the west to the east and has constraints
based on setbacks of the zoning ordinance. There are 2 units on each floor is because of the tight
building envelope. The building envelope is constrained because of two reasons. First, the zoning
requires a front yard setback of 35’ which is very large considering this property is set in a
downtown setting. Considering the property is located in a downtown setting the front yard
setback is the complete opposite of what should be required for an urban setting where the
building should be located close to the street front. Second, the lot has an irregular shape which
makes it tough to fit a typical garden style apartment building.
Development & Construction Costs
The first part of the development process for the property will entail a lot of upfront soft costs.
These soft costs will include upfront fees for land planner/engineer, architectural/structural
engineer, legal counsel, governmental permitting and impact fees. The soft costs were noted in
the cash flow analysis. The fees are estimated at $67,000 which are numbers based on past
experience for the development of other small sized properties in an infill location. (See Exhibit
‘E’)
As the property is developed hard costs will be incurred for the site improvements and
construction of the building itself. These fees have been estimated in the cash flow analysis
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based on past experience and from consultants and contacts such as Peter Batchelor who is a
local architect and Harry Pettyjohn who is a builder for Pulte Homes of the Delaware Valley.
The construction will be contracted and managed by JBA Properties Ltd. The company has
experience in managing small development projects which this project fits into their criteria. By
having the development managed and contracted by JBA Properties, this will help with keeping
the construction costs down and maintain the schedule to get the construction work done on time.
Financial Analysis
Financial cash flow models were performed to mimic three different scenarios based on a
stabilized cash flow and occupancy. The three scenarios were for the expected, best and worst
possible results for the development. The cash flow performas show gross potential income, net
operating income, income after financing, valuation based on capitalization rates, cash on cash
return, internal rate of return and debt coverage ratio.
The first analysis that was completed was for the “Expected” scenario which are based on the
current rental market for the region and for specific trade area. (See Exhibit ‘A’) This analysis
shows a monthly rent of $1,250, vacancy at 5% which has a gross income of $114,000. After
expenses the expected NOI is $81,583. The cash flow after financing leaves $4,040. Based on
the NOI with a cap rate of 7%, the development will have a value of $1,165,466 after the 1st year
of stabilized income. The difference in value from the 1st year’s NOI and the cost of the
development is ($110,556).
The second analysis illustrates the “Best” scenario of what could happen after stabilized cash
flow is reached. (See Exhibit ‘B’) Monthly rent is listed at $1,400 per month which is based on
the competition at Glen Pointe renting their units for over $1,400 per month. Vacancy has been
factored at 3.9% which was taken from the Marcus and Millichap 2011’s Market Outlook report
for vacancy forecast. The gross income is forecasted at $134,400. After expenses the expected
NOI is $96,021 and after financing that leaves $18,479. Based on the NOI with a cap rate of 6%,
the development will have a value of $1,600,350 after the 1st year of stabilized income. The
difference in value from the 1st year’s NOI and the cost of the development is $324,328.
The third analysis shows the ‘Worst’ scenario of what may happen if the market down for
multifamily in the marketplace. (See Exhibit ‘C’) For this scenario monthly rent has been
reduced to compete with the inventory of the existing older units. The monthly rent is listed as
$1,050 and vacancy is increased to 10%. The gross income is projected to be $100,800. After
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expenses the expected NOI is $59,263. Then after financing there would be a loss of ($18,280).
Based on the NOI with a cap rate of 9%, the development will have a value of $658,473 after the
1st year of stabilized income.
An amortization schedule based on 25 years has also been included with the financial analysis.
Exhibit ‘D’ shows the first few years of how the monthly payment is split between interest and
principal. It shows the pace at which the principal amount is paid down as well as to show how
much interest is paid back to the lender.
Outside of the financial cash flow analysis, this development needs a minimum of 25% of equity
plus closing costs and fees to proceed forward. The ownership structure would be in the form of
an LLC, limited liability company, which would be a single purpose entity for this particular
development. The LLC needs to contribute the 25% equity through the LLC’s partners and if
needed, outside investors. The LLC would be managed by JBA Properties Ltd., which is a small
family owned real estate development and management company. The equity needed for the
development to move forward would come from JBA Properties Ltd., employees and owners of
JBA Properties Ltd. and then lastly from outside investors if equity is still needed.
With structuring the acquisition of the property and later developing the property from raw
ground to a finished product, equity will be needed along the way to keep the project moving
forward.
Initially with acquiring the property, the LLC would put a $12,000 deposit up as the good faith
deposit to get the property under agreement. This would be 10% of the $120,000 sales price and
should be adequate to hold the property until all approvals and permits for development have
been obtained. The timing of approvals would need to coincide with the approvals and
construction of the upgraded sewage treatment plant. With the property under contract, all
upfront costs and fees for entitlements will have to be paid out of pocket by either JBA
Properties Ltd. or from the partners of the LLC.
Once the development is ready for construction to begin, the closing for the property will take
place along with the closing for the construction loan. At closing the remaining portion of the
25% equity and closing costs will be needed from the partners and investors.
After the construction is completed and the lease up period is over, stabilized occupancy and rent
should be achieved a permanent loan will be put on to the property. The permanent loan will be
based on terms from Meridian Bank that were discussed earlier.
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Project Management Plan
The development will be managed from the entitlement phase, to the construction stage to
stabilized occupancy by JBA Properties Ltd. JBA Properties Ltd. is a family owned real estate
development and management company that has experience in residential, multifamily, office
and retail properties.
A management fee of 5% will be charged by JBA Properties Ltd. to the development’s LLC. The
management fee will cover the property’s financial accounting, leasing along with contracting
with trades to ensure the property is well maintained. Because of the small size of the
development there are no economies of scale to pay for an onsite manager to watch over the
property. The management company is local to the property and is hands on in making sure their
investment is properly maintained.
The property’s accounting will be managed through Quickbooks which has proven to be an
effective way to track the financial performance of other income producing properties. Using
Quickbooks helps maintain the ability to keep costs low instead of utilizing a larger and more
expensive software package.
Conclusion & Recommendations
With reviewing the potential outcomes from the three different cash flow analyses, the
development of this property should NOT proceed if the numbers from the ‘Expected’ scenario
are achieved. Under the expected outcome, initially the project will not work but as time goes on
it would start will not be an overwhelming success. There are several reasons to why this project
is not feasible.
•

There is approximately $4,000 of positive cash flow after financing for the first year.

•

The bank would not finance the project with an initial debt coverage ratio of 1.05.

•

Even if the numbers were to work, the sewer moratorium will not allow connections
because of the lack of capacity at the treatment plant. New capacity is years away.

Even with the best case scenario, the results are far from being amazing. The first year of the
cash flow only has a little bit of after financing cash flow left over. The only upside to this
scenario is that some cash is generated and the mortgage will be paid down but there will not be
a huge return on the equity that was invested. As expected with the ‘Worst’ case scenario, this
development should be scrapped.
19 | P a g e

Based on the Marcus and Millichap report, if construction costs were less and a more traditional
garden apartment could be developed, this could prove to be a worthwhile investment for an
investor. With the property’s central location and barriers to entry, this property has potential to
be a great development but under the current zoning and costs.
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