
THE EFFECT OF

I ncome-producing real property inherently in-
! volves an investment in a cash flow stream pro-
I dr."d over a number of vears. The value ofthe
investment not only is affected by the size, timing
and duration of the cash flow stream and by the
capitalization rate, it is also affected by risk. Mea-
surement of risk is perhaps the most challenging
aspect of the investment process. Various studies
have explored the portfolio attributes of rea-l estate
investments. However, because real estate invest-
ments tlpically are large and indivisible, the single
project risk aspect also is of interest.

One widely used method of measuring single
project risk uses the standard deviation of the cash
{low stream. According to this method, if the stan-
dard deviation increases, income variability and risk
are greater, and vice versa. In dealing with a stream
of cash flows expected over time, the extent to which
the cash flow in a given period depends on cash flows
in prior periods (intertemporal correlation) has a
significant effect on the standard deviation.

Van Horne (1989) discussed rvhy cash flow cor-
relation among time periods strongly affects the
standard deviation of the cash flow stream. At one
extreme, perfect intertemporal correlation causes
sigrrihcant increases in the standard deviation ofthe
cash flows. By contrast, cash flows that are inde-
pendent over time have a much smaller standard
deviation. Various authors have developed proce-
dures to deal with risk in large capital investment
projects. Hillier (1963) created a model to handle a
situation in which a combination ofindependent and
perfectly correlated cash flows are involved. Salazar
and Sen (1968) developed a simulation model ofcap-
ital budgeting decisions under uncertainty that uses
decision trees, simulation and stochastic linear pro-
gramming to generate risk-return curves for various
investment projects. Pellatt (19?2) addressed the in-
tertemporal correlation problem in a simulation
framework, although without much discussion of the
model employed. Miles and Wurtzebach (1977) em-
ployed a simulation model to investigate the risk
aspects of real estate investments. Martin (1978) de-
veloped return on equity distributions using Monte
Carlo techniques but ignored the intertemporal cor-
relation problem. Wurtzebach and Kim (1979) used
a stochastic Markov process to develop a model which
treats the development and operating periods of an
investment as an integrated system. Peiser (1984)
used a simulation model to examine risk in land
development projects. They focused on problems as-
sociated with intercorrelation among variables but
they did not address intertempora-l correlation prob-
lems. The study reported in this article explored the
single project risk through the use of Monte Carlo
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,rI t was the best of times, it was the worst of
I times- . . ." Char1es Dickens observation con-
I cerning the state of revolutionary France in

the late 19th century may be applied to the problems
of managing growth in Florida at the close of the
20th century.t Florida's quick, massive grou'th has
produced the best of times for business and the econ-
omy but the worst of times in recent memory for the
environment.

Florida's problems in managing growth are due
to a prolound tension between two generally laud-
able goals. Most citizens enjoy the benefits of busi-
ness and economic gto$'th-job production, real estate
price appreciation and fiscal prosperity-but many
citizens openly advocate continued growth. Some
residents are voicing concerns about the dangers of
business and economic growth to the pure water and
natural environment that ensure the tranquil con-
ditions in which they wish to live. They are advo-
cating slower, more regulated grouth. The pro-gro*th
advocates often complain that environmental re-
strictions will stifle gror.th and ruin the economy,
while environmentalists insist that continued gro$th
at the current pace will destroy the quality of life
that fosters economic development.

No doubt most members of the general public
want both a job in a robust economy arrd a clean,
pleasant environment in which to live and work.
Inevitably, public policy in this area demands com-
promise and balance. The Sunshine State appears
to be on the cutting edge of experimentation with
grow.th-related public poiicy. This article discusses
Florida's attempt to achieve an equitable public pol-
icy that will bring economic gror,r'th into balance with
the state's ability to absorb new development.

The Background
Florida's grorvth and the problems it has created are
widely known. Florida is one of the fastest growing
states in the nation.2 However, while its total pop-
ulation has increased rapidly, the percentage of the
population living in central cities has declined. In
its frnal report published in June, 1989, the Gover-
nor's Task Force on Urban Growth Patterns re-
ported that the rate of population gxowth in 17 of
Florida's 21 metropolitan areas greatly exceeded the
rate of growth in the central cities. The city of Or-
Iando, for example, grew by 67Vo between 1970 and
1988, but the surrounding metropolitan area grew
by l77Vo. The task force reported that the number
of counties that are part of metropolitan areas in-
creased from 12 in 1970 to 32 in 1989. The task force
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concluded that this growth trend "is indicative ofthe
urban development pattern known as urban sprawl-
scattered, unplanned, low density development that
is not functiona.lly related to adjacent land uses-a
development pattern that has come to characterize
Florida in the minds of maay."3 Although this trend
is not limited to Florida, it does reflect the expec-
tation of most new residents of the state: that they
ivill find homes in low density urban settings that
preserve gr€en space, beaches, clean water and areas
of natural beauty.

While rapid grorr.th takes place, Florida's state
and local governments are struggling to fashion an
effective statewide growth management program.
These efforts have followed two major directions:
First, Florida implemented a number of environ-
mental-permitting programs that were desigrred to
protect the fragile natural environment. State stat-
utes and regulations were instituted to protect wet-
Iands, air quality and stormwater discharge, to name
but a few. Second, in 1974 the Florida legislature
adopted the Local Government Comprehensive
Planning Act which required each local government
to devise a comprehensive plarr for controlling and
directing growth.

It became clear in the early 1980s that local
comprehensive plans in Florida were, except in a
few instances, wholly inadequate for controlling pri-
vate sector development. In 1985, the legislature
made major amendments to the planning act, in-
cluding detailed requirements for the scope and con-
tent of local plans and a requirement that each local
government submit its mmpleted comprehensive plan
to the state for review and approval.' This process
is underway and will be completed in 1991, and local
governments' continued eligibility for certain state
funds will depend on successful completion of state
revlew.

The most controversial addition to the plarning
act is a provision requiring Iocal governments to en-
sure that necessary public facilities would be made
available concurrenl with the impacts of new devel-
opment. This requirement is known as the "concur-
rency standard" or simply as "concurrenry," and it
is new in Florida law and in the nation. An anaiysis
of Florida concurrenry law is the centerpiece of this
discussion.

The concept of concurrency is deceptively sim-
ple. It i.s expressed in the statute as follows:
It is the int€nt of the Legislature that public
facilities and services needed to support devel-
opment shall be available concurrent with the
impacts of such development.6

Concurrenry has been described as the "teeth"
of Florida's new planning ard growth management
laws.6 Concurrency is the only element of the Plan-
ning Act that requires local governments to control
the timing, as well as the location and physical lay-
out, of development.

To implement this concept, the Planning Act re-
quires each local government in Florida to include
in its comprehensive plan a capital improvements

element with:
Standards to ensure the availability of public fa-
cilities and the adequacy of those facilities includ-
ing acceptable levels of service.?

Finally, and most importantly, the act mandates
that Florida's local governments revierv every pro-
posed development and ensure that public facilitics
will not be degraded below an established level of
service ofpublic facilities, commonly abbreviated as
LOS, before they issue a development order:

Not Iater than one year after its duc date. , . a
local government shall not issue a development
order or permit which results in a reduction in the
leueL of seraices for the affected public facilities
below the level of services provided in the com-
prehensive plan of the local government. (Empha-
sis added.)8

Because of this legislation, the level of services
(LOS), has become Florida's newest land use regu-
latory standard. LOS joins zoning, subdivision reg-
ulation, building codes and environmental
performance standards in the local regulation ar-
senal. However, it differs fundamentally from these
other regulations in that it concerns primarily the
timing of development.

Administrative Policl'
Initially, the concurrency concept \yas met by strong
opposition from the private sector because ofthe lear
that concurrency would be applied in a draconian
fashion and would bring growth in Florida to a
screeching halt. Probably, development interests
throughout the nation harbored the same fear. Early
in the implementation process, however, Thomas G.
Pelham, Florida's Secretarlz of the Department of
Community AIIairs, emphasized that concurrency
would be applied with common sense in a rcason-
able and flexible manner. . . ." In a letter to Florida
State Senator Grven Margolis of North Miami Beach,
Secretary Pelham stated that "taking an unreason-
able and inflexible approach would, in my opinion,
result in a very quick collapse of our new compre-
hensive planning process."

In the same letter, Secretary Pelham indicated
that the state intended to provide local governments
with a means of avoiding involuntary moratoria be-
cause of existing over-capacity. He recognized that
in many places in Florida public facilities did not
meet a minimum LOS even for existing develop-
ment. He therefore proposed that the Department of
Community Affairs would allorv local governments
to proceed as if they had an under-capacity, as long
as existing facilities did not threaten public health
or safety and the local government developed and
implemented a realistic plan for bringing the LOS
within an acceptable range in a reasonable period
of time.s

Florida Administrative Code
The Department of Community Affairs has inter-
preted the concurrency requirement as an admin-
istrative mle that requires local governments to adopt
LOS standards for slx public facilities or services:
roads, potable water, sanitary systems and sewers,
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TABLE 4

Average Sales Prices in Dollars Per Sq Ft of Building Includilg Larrd

Size Range
(square feet) 1982 1983 198.1 1985 1986 1987 1988 l9st)

0-10,000
> 10-25,000
> 25-50,000
> 50-100,000
> 100,000

Annual Average $10.59 $1f.2? S10.88 $15.30 $20.63 $21.10 $20.45 $23.59

For the most pa , raw numbers have been pre-
sented in all the tables artd exhibits, and Detroit city
transactions have been mixed in with suburban
transactions. However, two unusually large dollar
suburbal sales were removed from the 1989 frgures
in Table 4 because they would have tended to cause
distortion. Thus, the annual average for 1989 in Ta-
ble 4 is different from that shown in Table 1.

Trend Clearly Demonstrated
The trend is very clear: the sales price per square
foot of building decreases as building size increases.
Exact break points are indistinct, but the trend is
there. Although this fact has been disputed by some,
at least in this market during the study period, the
relationship has been consistent. The increase in an-
nual averages over the study period reflects infla-
tion and gro*th in the market. The change in amual
average from 1982 to 1989 is equivalent to an an-
nual compounded increase of 12.17o.

In the metropolitan Detroit industrial building
market, much speculative new construction has been
concentrated in buildings of 25,000 squsre feet or
less, including large, multi-tenant buildings aimed
at small tenants. This is reasonable because that
portion of the market is where most transactions
occur. Therefore, many sales of buildings of more
than 25,000 square feet are buildings that exhibit
varying degrees of obsolescence. Virtually all of the
sales reported in the largest size category (mor€ than
100,000 square feet) are used buildings.

This partially explains the drop in unit sales
prices as the building size has increased. However,
there are other factors a.lso, inclutling reduced de-
mand (only abotL 207o of the total market), greater
obsolescence due to large size (reLated to less de-
mand) and general economy of scale which is indi-
cated at least partially by the lower unit costs in
large buildings.

This statistical study does not include areas out-
side of metropolitan Detroit; however, the study's lim-
ited amount of data indicates that some of the above
factors may operat€ even more emphatically in those
areas because market activity is spread out rather
than concentrated and demand appears to be less.

Absorption
Certainly much interesting information can be
gleaned from the tables and exhibits that have been

presented here or from the detailed annua-l sum-
maries, the source of the tables and exhibits, that
have been prepared but not reproduced here. How-
ever, information about absorption cannot be ob-
tained from these statistics.

Absorption may be defined as the amount of
property that is removed from the market over a
specified period of time less the amount of property
added to the market over the same period. The sta-
tistics in this study say nothing about property that
has been added to the market. A buyer of a 50,000
square foot building might have moved out of a 30,000
square foot building, which would equal 20,000 square
feet in absorption. Or he might have moved out of
a 50,000 square foot building, which would mean no
absorption. Or he might have moved out of an 80,000
square foot buildirg which would total 30,000 square
feet in negative absorption.

The numbers presented here deal with annual
totals, while the amount of space available changes
contipuously over time. A reliable measure of total
available industrial space would have to be devel-
oped in one or more points in time. That can prob-
ably be accomplished only by the use of some sort
of statistical projection. Not all space is vacant. Not
all of it is for sale or lease. Not a]l of it is listed with
brokers. Not all of it is really "auailable. " Not all of
it is sufliciently free of environmental problems to
be truly usable. Not all of it has market appeal.

Summary
The material presented here has given a broad pic-
ture of the makeup ofthe industrial real estate mar-
ket in metropolitan Detroit over the past fe\,\r years.
Meaningful absorption estimates cannot be pro-
duced from the numbers shown here or from the
numbers behind those numbers. This is a study of
transactions only, sales and leases, and the trends
that these transactions reveal.

The statistics on transactions reflect the overall
market variations that occurred during 1982-1989.
Statistics show that the relationships between the
numbers of transactions and the sizes of buildings
did not change. No matter how strong the market,
sales and leases of units of 25,000 square feet or less
dominated by a wide margin. The relationships be-
tween building sizes and sale prices per square foot
a.lso were consistent: unit prices decreased as build-
ing size increased.
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important to remember one fect about percentage
changes. The percent of decrease cannot exceed 1007o
(assuming no negative performance numbers as is
the case throughout this study), but the percent of
increase can exceed 1007o and is, theoretically, aI-
most unlimited. Table 3 shows the numbers of sales
and leases reported each year and repeats the yearly
transaction totals. The increases in sales and leases
following the recession years of 1980-1982 are con-
sistent with the recovery mode.

Individual Building Sizes
To this writer, the more interesting statistics from
this review are those that relate to the sizes of in-
dividual buildings. Figure 2 illustrates the numbers
of building sale transactions, by percentage of the
total, in five size categories. Figure 3 does the same
rvith building leases, and Figure 4 shows size cate-
gories for building sales and leases. (The particular
size categories used here have no special signifi-
cance, but they have been convenient for this re-
view's purpose.) Note the consistency over the years.
Clearly, it is accurate to state that, in terms of num-
bers oftransactions, more than 807o ofthe industrial
building market in the metropolitan Detroit area
has concerned buildings of25,000 square feet or less.
In fact, more than 50Vo of the leases have involved
buildings of 10,000 square feet or less. The prepon-
derance of leases in smaller buildings is at least par-
tially due to the proliferation of new businesses. These
typically make use of smaller spaces and prefer the
flexibility of leasing as opposed to the permanence
of purchasing their initial quarters. Many such leases
are in multi-tenant, or incubator, buildings.

Less than 57c ofthe market has concerned build-
ings with more thal 100,000 square feet. Interest-
ingly, these ratios prevail year after year, regardless
of market conditions, displaying considerable inertia
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solid waste disposal, drainage, parks and recreation.
A standard for mass transit also must be adopted if
the population governed by a local government ex-
ceeds 500,000.10 The LOS standards must be ade-
quate t meet the public'e basic needs, and they must
be realistic. If a facility currently does not meet the
adopted LOS, the local government must have a plan
to achieve the LOS by a certain time.

The primary focus of this administrative rule is
to set minimum standards for local governmental
review of proposed developments. For example, for
potable water, sewer, solid waste disposal and drain-
age, the local government may issue a development
permit only if:

1. The necessar5r facilities are in place;
2. The permit is conditional on the facilities being

in place when development impacts ocrcur;

3. The necessarSr facilities are under construction;
or

4. The necessar;r facilities are guaranteed in an
enforceable development agreement.r0

The standard for parks and recreation facilities
is more libera.L. Development is allowed if the con-
struction of parks and recreation facilities is sched-
uled to begin within one year of the date of issuance
of a development permit, pursuant to an executed
contract or an enforceable development agr€ement.ll

The local government is granted the most lati-
tude for the construction of roads and mass transit.
In addition to the situations described above, im-
provements may be planned if they are included in
the first three years of the Florida Department of
Transportation frve-year work program or if they
are included in local capital improvements that meet
frnancial feasibility requirements.r2

Interestingly, the rule contains no guidance or
requirements for developing or applying LOS stan-
dards; it simply states that "the local government
must develop guidelines."to The state thus allows
wide divergence among local governments, which is
a major concern in the area of traasportation. The
only available models for local governments are the
sophisticated computer modeling methodologies de-
veloped to study developments of regional impact
and major developments subject to state and re-
gional review under Florida statutes.

However, these methodologies are undesirable
for an entire jurisdiction. They focus on one project
at a time and typically analyze every roadway link
and intersection for which a project is predicted to
contribute more than 107, of a specfied LOS capac-
ity. Some jurisdictions carry the analysis to a 57c
impact. These methodologies require local govern-
ments to analyze every project in their jurisdiction
and may lead local governments to deny permits for
minor impacts on unimportant roadway links or in-
tersections where no improvements are scheduled or
desired. To address this problem, several jurisdic-
tions have proposed newer models that allow im-
pacts to be averaged over a transportation corridor
or district. The Department of Community AJIairs
appears to be close to approving an averaging

approach in at least one county, and it seems inev-
itable that some averaging method will be accepted
to replace the facility-by-facility techniques.

As may be expected, a major and continuing dis-
pute regarding transportation LOS revolves around
the competing priorities of state and local govern-
ments over the state road system. The 1985 plan-
ning act was unclear about who would establish the
LOS on the state road system. The state insisted on
higher LOS, arguing that it must maintain an ef-
ficient intrastate system despite the existing
congestion on many state highways. Local govern-
ments feared that enforcing the state standards would
drastically curtail development that would impact
state roads. To resolve this dispute, the Department
of Community A-ffairs amended its rules to allow
local governments to set the LOS on all public fa-
cilities within theirjurisdiction, r' but it requires the
local government to consider and meet the Depart-
ment of Traasportation's LOS standard "to the max-
imum extcnt feasible as determined by the local
government.. ."16 Later, the Department of Com-
munity AIIairs announced a new policy:

". . .when a state road is operating below the ac-
ceptable LOS, the loca.l government must plan for
improvements or plan to meet the need on a par-
allel corridor. The local government must also
prevent further degradation in service on the road.
In other words, if a local government makes land
use decisions that adversely impact LOS on a state
road, the local government must take responsi-
bility for making the needed improvements."l6

This dispute is ongoing.lT

Local Concurrency Management Systems
Florida's concurrency rule requires each local gov-
ernment to establish a "concurrenry management
system." Simply stated, a concurrency management
system is an accounting system through which the
local government measures the capacity that is
available in each affected public facility, subtracts
the capacity that is committed to vested or approved
projects and derives the remaining capacity, if any,
that is available for new projects. The local govern-
ment then establishes a permitting process for eval-
uating the impacts of proposed development and
making commitments to seryice capacity. The con-
cun'ency rule requires that:

The latest point in the application process for the
determination of concurrenry is prior to the ap-
proval of an application for a development order
or permit which contains a specifrc plan for de-
velopment, including the densities and intensities
of development. r8

In some circumstances, the local government may
include the capacity on public improvements that
are under construction or under contract to begin
construction or on improvements that are guaran-
teed by an enforceable development agreement be-
tween a developer and the local government.

The jurisdictions that have adopted concurrency
regulations tlpically create a concurrency "certifi-
cate" or similar permit. They issue the certificate
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in industrial buildings. Will these trends continue?
Probably, unless the market is acted upon by some
outside force that is not presently in view.

Table 4 shows the priee variations in building
sales as related to building size. Since only about
25?o ol Lhe market (see Figure 2) has been in build-
ings in the three larger size categories (25,000 to
100,000 square feet), single sales have a greater im-
pact on the averages for these categories than for
categories with larger numbers of sales.
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based upon a determination of available capacity
and gr.rarantee that the necessary capacity will be
reserved for the developer's project for periods that
may vary from six months to two years.

Experience has shown that the transportation
LOS is the most problematic. Florida ie experiencing
a major backlog of tralsportation improvements. In
many places, the strict application of concurrency
regulations would mahe it impossible to obtain a
development permit. The Department of Commu-
nity A.ffairs allows local jurisdictions some flexibil-
ity in these cases. For example, if a jurisdiction has
a funded capital improvements plan that will im-
prove the LOS on a road to an acceptable degree, it
may allow additional development that will not add
more than llVo of the existing traJfrc load. Alter-
natively, the local government may set a "two-tier"
LOS: a temporary lower LOS followed by a higher
LOS to be achieved at a certain date. Although each
jurisdiction is required to meet the minimum stan-
dards of the concurrency rule, the ordinances may
be more restrictive.ls

How Will Florida Courts Respond?
At the time of this writing, no Florida court has
ruled on a challenge to the concurrency regulation
in general or to any specific LOS standard. Accord-
ingly, a discussion of this issue will necessarily in-
volve an att€mpt to anticipate futurejudicial decisions
that wili resolve controversies in this area and con-
strue applicable statutes, administrative rules and
ordinances.

First, however, it is desirable to describe the ju-
dicia.l climate that exists in this area of law, since
current decisions and prevailing judicial philosophy
undoubtedly will influence future judicial determi-
nations. Perhaps the vanguard case that illustrates
the present judicial climate in the area of planned
gror,rth management is Golden u. Planning Board of
Town of Ramapo which was decided in 1977 by the
New York state courts.2o

ln Golden u. Town of Ramapo, zoning require-
ments prohibited specified development activities
until municipal services were available to accom-
modate the new gro*th. The town had an l8-year
capital plan to provide the services.zl In considering
the constitutionality of a plarured growth system like
this, the court said:

In sum, where it is clear that the existing physical
and financial resourcea of the community are in-
adequate to furnish the essential services and fa-
cilities which a substantial increase in population
requires, there is a rational basis for "phased
growth" and hence, the challenged ordinance is
not violative of the Federal and State
Constitution.22

Before leaving the discussion of Golden u. Town
of Ramapo, a word of caution should be sounded re-
garding judicial approval of local plaaned growth
systems. It must be clear to the reviewing courts
that a local government's motive for adopting this
tJpe of regulation does not stem from a desire to
exclude low income or minority citizens from taking

up residence in the community. Instead, planned
growth ordinances need to be based on reasonable
criteria which provide the capital improvements that
are required to serve new residents in an orderly
and economically feasible manner.23

In addition to challenges of planned growth or-
dinances from low income groups or minorities,
property owners who are dissatisfied by governmen-
tal rejection of their development or construction
plans also are prone to legally attack ordinances of
this tpe. Of course, the Fifth Amendment to the
U.S. Constitution requires the government to pay
property owners 'Just compensation" before taking
their private property for a public purpose. How-
ever, if the government only regulates the use of
property, has it actually taken property and brought
Fifth Amendment principles into play? This ques-
tion, known as "taking issue," is one of the thorniest
problems in the area of land use regr.rlation.

One cardinal principle was laid down by the U.S.
Supreme Court in 1922 in Pennsyluania Coal Com-
pany u. Mahon.In an often-quoted opinion, Justice
Oliver W' Holmes announced the court's ruling as
follows:

The general rule at least is, that while property
may be regulated to a certain extent, if the reg-
ulation goes too far it will be recogrrized as a
taking.2a

Earlier in the opinion, he also wrote:
Government hardly could go on if to some extent
values incident to property could not be dimin-
ished without paying for every such change in the
general law. As long recognized, some values are
enjoyed under an implied limitation and must leld
to the police power.'?s

The problem for property owners and for persons
analyzing the Florida concurrency requirements is
how to decide when regulations that adversely affect
property go "too far" and amount to a taking. In
recent years, two U.S. Supreme Court cases have
shed more light on this question. The hrst was A6dns
v. City of Tiburon in which the court said:

The application of a general zoning law to partic-
ular property effects a taking ifthe ordinance does
not substantially advance legitimate state inter-
ests,. . . or denies an owner economically viable use
of his land....The determination that govern-
ment action constitutes a taking is. in essence, a
determination that the public at large, rather than
a single owner, must bear the burden of an exer-
cise of state power in the public interest.26

More recently in 1987, the U.S. Supreme Court
approved the Ag,ins principles while deciding Key-
stone Bituminous Coal Association u. De-
Benedi.ctus.zT Indeed, the court probably elevated the
stature of the A6,ins rationale by stating (when re-
ferring to A6,ins):

The two factors that the Court considered rele-
vant, have become integral parts of our tahing
analysis. We have held that land use regulation
can effect a taking if it "does not substantially
advance legitimate state interests,. . .or denies an

TABLE 2

Yearly Sales, Leases, Number of Tlansactions

M0 1981 1982 l9s3 t9sl l9s5 llri6 l9s7 t$!! t9s9

Total Sales and l-€ases
(sq lt) 3,898,526 6,635,899

'7. ChanSp 14.6%
Toto.l Bldg. SElo
(Dollars) S25,903.86? S33,520,219
7. ChanSe 29.4%
Number of
Sales and L€a!€8 259 305
% ChanS€ l7.A%

4,833,50?

- 14.2%
6,435,32? 6,405,606 8,379,392

30.8%
7,380,109

- I1.9*
8,043,935

9.0%
10,339,986

28.5%
7,986,656

-22.8'.7c

323,910,382 V1,r5r,071 932,937,076 $66,929,835 $69,776,992 $5?,907,697 $88,505,335 $8r,544,253
-28.7 72.1% '20.0% 103.2% 1.3% -77.O% 52.8c. -7 -9't

218
- 4.9%

382
37 _4% - t2_a%

438
31.5%

429
- 2.7*

380

-tt_Aq
553

45_5
506

- 8.6*

TABLE 3

Total Number Transactions Reported

1982 1983 198.1 1985 19S6 19S7 l9s8 1989

Building SaJes
Building Leases 305

Total 278 437 429 380 506

89
189

133
249

93
240

146 103
277

162
391

95
411

leases were in the city. In 1989, 21 out of the total
95 sales were of city buildings, and they averaged
$7.04 per square foot of building including land; eight
of the total 411 leases were of city buildings.

Unit sale prices of suburban buildings have av-
eraged about five times those of city buildings. Ob-
viously, obsolescence is a mqjor factor in this trend.

An interesting relationship revealed above is that
there are many more sales of buildings in the city
than there are building leases. This is the reverse
of the relationship that is found in the suburbs and
in the total market (Table 3).

Auerage Building Size
The average size of buildings 6old and leased has
been consistent over the years (Table f). Does this
relate to the numbers of sales and the numbers of
leases? See Table 3 and form your own conclusions.

The total square feet sold and leased may be
aflected by the number of SIOR members who report
in a given year (see Tables 1 and 2). Incidentally,
total SIOR chapter membership has remained fairly
constant over these years. As indicated previously,
one can only wonder how much additional industrial
space was covered by transactions completed by in-
dividuals who are not members of SIOR.

Transaction Size
Like average sale size arrd average lease size, the av-
erage building transaction size (sale ald lease) has
been relatively constant, as expectd (see Tabie 1).

In recent years, more comparatively larger par-
cels have been sold, raising the average acres per
sale (Table 1) and reflecting the boom in develop-
ment. The average sale price per acre illustrates the
continuing predominance of the smaller sales, as our
studies have shown that the price per unit of vacant
land tends to decrease as the parcel size increases.
Too feu'ofthe vacant land sales reported were located

l.'l(itrRt) I

Michigan Chapter SIOR
Percentage Distribution Industrial Land Sales

by Size

.

;

@ S:'
Ar lil:s

@lEbrj3a
.\r'llls n( REs

in the city of Detroit to tabulate separately (only
two in 1989, for example). In addition, as Figure 1

shows, the distribution of sales of vacant land of
sma-ller size has grown. Each year since 1983, more
than 70Vo of the sales have been for parcels o[ 10
acres or less; more than 55Va of the sales were for
parcels of 5 acres or less.

Total And Percent Changes
Table 2 illustrates the year-to-year changes in total
building sales and leases, total dollars of building
sales and total numbers of transactions, presenting
year-to-year percentage changes for each. It is
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example, if the annual rainfall in a certain area has
averaged, say, 44.37 inches per year for the past 80
ye.irs, we can forecast that the same average will
prevail for the next 20 years. However, to predict
that next year's rainfall will be 44.37 inches would
be a,n error because previous statistics have pro-
duced a long-term average, not a given annual
amount. Indeed, it may be that never in the recorded
history of the area has the rainfall actually mea-
sured 44.37 inches in one year.

Hindsight being usually rated at "20-20," sta-
tistics are most reliable in what they can tell about
the past. If one studies the tons of statistics avail-
able on the past performances of professional ath-
letes and teams, one can acquire a keen
understanding of their past accomplishments. But
predict next year's performalce? Forget it.

Industrial Real Estate Market Study
Statistics of real estate markets provide insight into
the ways in which past developments arld develop-
ment players have contributed to today's market
realities. Because of our interest in the performance
of the metropolitan Detroit industrial real estate
market, we have accumulated statistics on the sub-
ject for a number of years. These statistics have re-
vealed some interesting trends and some relationships
that have remained fairly constant, perhaps unex-
pectedly. We strongly suspect that many of these
trends also cal be found in many other communities.

Limitations Of Data
For several years, the Michigan Chapter of the So-
ciety of Industrial and Offrce Realtors (SIOR) of the
National Association ofRealtors has produced a con-
fidential market report for informational use only
by its membership. This report provides minimum
information on industrial transactions completed by
the members. We have found these reports to be a
rich source of statistical information.

Certain limitations in the data should be rec-
ogrized, however. For one, not all SIOR members
report in a given year. Also, a member may not in-
clude all of his transactions in his report, or he may
include some non-industrial transactions. Years ago,
one member submitted his listings instead of his
sales and leases. (It certainly appeared to be a re-
markable record of performance.)

Nothing is reported on the terms of a sale, the
parties or the circumstances involved. Reports on
building leases include the monthly rent but say
nothing about the length of the lease or the parties
involved. The gross or the net lease is not always
indicated, and it is never del-rned. Still, the reports
comprise an outstanding statistical sample.

The data has been tabulated as best as possible
recogrizing the above limitations. Properties rec-
ognized to be non-industrial were removed and du-
plications were eliminated. Because of the lack of
specifics connected with rent figures, the tabulation
oflease transactions is limited to building sizes only.
If assemblages or other special transactions that were
far from the usual dehnition of market value were
recognized, they were omitted. The study is limited
to the metropolitan Detroit area, aJthough chapter
members reported transactions throughout the state
of Michigan.

The result of these tabulations is believed to be
a good sample, although, statistically speaking, the
extent of the population is not known.

Discussion Of Data
Tables 1 and 2 summarize overall hndings from 1982
through 1989. Table I shows the growth in average
sales prices per squzre foot of building and land.
Factors affecting these numbers include inflation,
general market activity (supply and demand), the
preference of many developers to lease and hold rather
than to sell and the reduced activity in the city of
Detroit (lower prices) in comparison with the sub-
urbs (higher prices). The inflation factor involves,
among other things, changes in land values and in
the cost of new construetion which have not been
quantified here.

City Compared To Suburbs
The influence on the frgures from transactions in the
city of Detroit compared with transactions in the
suburbs is illustrated by the following: In 1987, 23
sales out of the total 103 were of city buildings, and
they averaged $6.89 per square foot of building in-
cluding land; three of the Lotal 277 leases were in
the city. In 1988, 44 sales out of the total 162 were
of city buildings, and they averaged 95.63 per square
foot of building including land; five of the total 391

owner economically viable use of his land." (Em-
phasis added.)28

Therefore, Florida courts would be obliged to ru.le
in favor of an aggrieved laldowner when and if the
challenged regrlation was found to ". . .not substan-
tially advance legitimate state interests,...or den-
ies an owner economicslly viable use of his land."
The U.S. Supreme Court also has ruled that even
rvhen a "taking'' by regulatory action is temporary,
the state must payjust compensation to the property
owner for the period of time that the offending reg-
ulation was in effect. This decision was reached in
L987 in First English Euangelical Lutheran Church
of Glendale u. County of Las Angeles.2e In this case,
the court assumed (because of the procedural pos-
ture of the case) that the regulation in question de-
nied the plaintiff "all use" of the property. Under
these circumstances, if they proved to be true, the
court held that compensation would be required for
the period of time the land was over-regu.lated, even
if the regulation was subsequently diminished by
repeal or amendment.so

If and when challenges to concurrency require-
ments reach the Florida state courts, the U.S. con-
stitutional principles just described should provide
protection for propert;z owners. Much latitute for state
court dccision-making will still exist regarding the
procedures for implementing concurrency (without
offending federal requirements) and for deciding
whether protections for landowners, in addition to
those required under federal law, will be erected in
keeping with the state's constitution, statutes, or-
dinances and administrative regulations.

Hints about what to expect from the courts can
be gleaned from decisions that have resolved dis-
putes concerning local governments' adoption of
comprehensive plans and zoning decisions. For ex-
ample, in the 1990 decision ofJ. T. Glisson u. Ala-
chua County, the Florida First District Court of
Appeals was called upon to resolve property owners'
claims that the Alachua County Compr€hensive Plan
illegally deprived them of rights to use and develop
their property. Citing a number of cases, including
Agins u. City of Tiburon, the court decided that:

To succeed in a regulatory taking claim, a prop-
erty owner must demonstrate (1) that a regulation
is unreasonable or arbitrary, or (2) that it denies
a substantial portion of the beneficial use of the
property. . .

A police power regulation is not invalid simply
because it denies the highest and best use of the
property,...or because it dramatically dimin-
ishes the value of the property. . .

Rather, "[i]f the regulation is a valid exercise of
the police power, it is not a taking if a reasonable
use of the property remaing."sl

If the logic developed by the First District Court
in Glissoz u. Alachua County is applied to concur-
rency disputes, it leaves local governments with a
rvide range of concurrenry implementation options
which would probably survive an attack based on a
regulatory taking argument. For example, if an
owner's request for an intensive development is

denied on concurrency grounds but the locai regu-
lation is neither unreasonable nor arbitrary and if
the local authorities are prepared to permit some
less intensive use of the land, then no regulatory
taking should occur.

Another question likely to arise is how to deter-
mine whether a concurrency regulation is either
"unreasonable" or "arbitrary." When a court is called
upon to evaluate a particular concurrency ruJe, what
standard of reyiew should the court use? There ap-
pears to be a choice between two possibilities. Courts
could follow the process that has already been de-
veloped to review traditional local government zon-
ing decisions (not involving a comprehensive plan)
or that has been used to measure land use planning
decisions. In the 198? case of Machado v. Musgrove,
the court held that: "land use planning and zoning
are different exercises of sovereign
power,. . .therefore, a proper analysis, for review
purposes, requires that they be considered sepa-
rately."32 Historically and traditionally, local gov-
ernment land use decisions implementing zoning
ordinances have been given considerable weight by
reviewing courts, and challenges have been success-
ful only when the local body did not have even "fairly
debatable" evidence to support its decisions.33 On
the other hand, when a land use decision has been
challenged as inconsistent with the comprehensive
plan, local decisions have been accorded consider-
ably less deference because decisions that imple-
ment the comprehensive plan must be consislent with
the plan.sa Accordingly, the standard of review has
been the ". . .non-differential standard of strict ju-
dicial scrutiny."35 If this view is followed, then:

. . .the burden is on the applicant for rezoning to
show by competent and substantial euidence Lhat
the requested rezoning conforms to. . .the plan.
(Emphasis added.)36

Since concurrency decisions must be made in ac-
cordance with the dictates of the loca-l comprehen-
sive plan, it seems likely that the correct standard
forjudicial review will be the same one that governs
zoning decisions that implement the plan-namely,
"strict judicial scrutiny." Accordingly, if the concur-
renry requirements in a particular jurisdiction ad-
here to the adopted comprehensive plan, then the
likelihood that they will bejudged either "arbitrary"
or "unreasonable" should be low. However, review-
ing courts that follow the "strict judicial scrutiny"
concept probably will cast a sharp judicial eye on
local governments in this respect when a case is pre-
sented for resolution.

Before leaving this topic, some mention also
should be made regarding a local government's de-
cision to adopt concurrenry requirements that will
become, in effect, a moratorium on development be-
cause the government's LOS requirements are high
enough that almost any development would cause
them to be viol.ated. Generally, local governments
have had the power to adopt a moratorium when the
government has been making reasonable progress
toward solving some bono Ttde crisis and when the
moratorium has been temporary.s? Once again, even

TABLE 1

Summar5r of Market Data Reports Michigan Chapter Society of Industrial and Offrce Realtors (SIOR)

u62.6182 7t82-r2t82 y83.6/E3 7/83.12/E3 198,1 198; 1936 l9t? 19ES

Sales (Dollars/sq f!)

Avg. Sale (sq ft)
Avg. Lease (sq ft)
Total Sales and l,€ases

(sq ft)
Avg. Sales and Leases

(sq ft)
Avg. AC/Sale
Avg. Dollar/Acre

913.50 $9.08 $13.56 $9.58
Percent vs Previous Year: 6.47o

t7,522 33,035 23,196 31,767
14,220 13,020 11,496 10,88?

$20.63
34.gqa

23,162
14,129

$21.10

26,648
19,131

$20.45
- 3.19o

26,7 t3
t5,377

42.7qa
29,402
12,636

$10.88
- 3.47o

32,548
14,0?8

$15.30
40.6/a

33,144
13,108

2,136,096 2,597,411 2,945,190 3,490,137 6,405,606 8,379,392 7,380,109 8,043,935 10,339,986 7,986,656

15,258 19,546 15,666 17,990 19,236 19,160
3.732 5.796 1.750 7.129 7.100 6.402

$27,618 515,428 $70,090 S17,631 $23,377 $46,822

17,203
6.876

$,r0,113

21, r68
10.317

$29,457

18,698 15,784
1.4.790 14.540

$32,389 $35,682
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assuming a moratorium passes judicial muster un'
der a state law analysis, federal concepts also must
be met to avoid an unconstitutional regulatory tah'
ing of a citizen's property. The issue of whether con-
currency requirements in some localities have caused
a de facto and allegpdly illegal moratorium will very
likely receive judicial attention in the foreseeable
future.

Conclusion
Concurrency management is a new and unique form
of land use planning regu.lation. The full impact of
this tlpe of regulation will not become clear until
Florida's cities and counties have accumulated ex'
perience in concurrenry management, We can say,
however, that the application of concumenry regu-
lations may result in lengthy delays in development.
No Florida court has yet ruled on a direct challenge
to the state's concurrency regulation. Based upon
previous court cases that have challenged Florida's
planning laws, however, it seems unlikely that con-
currency management will be invalidated. It also
seems unlikely that concurrenry will be eliminated
because the concept has broad public support in
Florida. The challenge for developers and local gov-
ernments will be to work out fair and equitable
methods for applying concurrency management.
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INDUSTRIAT
BEAL ESTATE:
GO FIGUBE!

Sales prices per square foot of industrial
buildings in metropolitan Detroit haue
decreased as the building size has
increased.

by Donald J. Hartman, CRE

f he use of statistical analysis in valuing real
- I - estate has become more popular as computers
tl and sophisticated hand-held calculators have

become more available. The degree to which these
methods actually reflect the results of the actions of
buyers and sellers in the marketplace is a topic for
debate elsewhere. However, it should be noted here
that predicting the future with any degree of reli-
ability never has been accomplished on a regular
basis il alry held, including forecasting the weather,
election results, political changes, athletic contests,
economic trends, etc.

The purpose of this article is not to explore the
philosophy of the futility of crystal ball gazing. Suf-
Iice it to say that all methods of forecasting by use
of statistics seem to fail to consider the human ele'
ment, the impact of unforeseen events and other im-
ponderables. A reliance on statistics also raises
dificulties with interpretation a-nd numerical er-
rors, although incorrect or inappropriate interpre-
tation and invisible numerical errors are less the
fault of the statistical system than they are the
wea}nesses of the application of the system. We
therefore must appreciate the limitations of
forecasting.

A recent article in a nationally circulated trade
journal reported one researcher's review of the mar-
ket for office space throughout the country. The au'
thors of this article divided the country into regions
and made estimates of oIlice vacancy rates that
seemed reasonable, including a 1670 vacancy rate in
the Midwest. However, the authors of the report
somehow got from that estimate to the statement
that it would take 38.8 years "to absorb all the va-
cant o{fice space" in Detroit. Since absorption of of-
fice space in the Detroit area has been l million
square feet, more or less, per year recently, there
must be a lot of empty oflice buildingp hidden amund
town somewhere. It is probably little consolation to
Detroiters that the article stated Oklahoma City's
supply of vaca.nt o{fice space would take 85.9 years
to absorb, which is longer than the useful life of
many buildings. This is just one prime example of
the misuse of reasonable statistics to reach mean-
ingless conclusions. What is really bothersome is that
neither the authors nor the editor recognized the
absurdity of these stat€ments simply by reading the
work; they did not recognize that the market f-rgures
included office space which would never be absorbed
because of location, age or other factors and that
inclusion of this kind of space would add to the dif-
ficulty in interpreting the statistics.

Study Of The Past
Past statistics can be used to predict some future
trends if they are applied v/ith careful logic. For

Dondld l. Harlmod CRE, is a principal with Dean Ap-
proisal Company, Birmingham, Michigan. He has written
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