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This tenth annivers.rry edition of Rea/ [51.)te /ssues,

while it recalls a lot of lhe ground covt'rcd during a
r.rthtr bumpl der adr', i* enlirelv new in ()ne imporl,lnl
respect: the nunrlrer o[.lrticles contril)uted by ASREC
menrtrrs.
As the professional journal of the Anlericnn Society of
Re.rl Eshte Counselors, REI has at le.rst two special
responsibilities. One oi them is obvious: kr bring
forward ior discussion the besl th.1t i: lx'ing thought
.rn<l said on topics ()f interest to the re.rl estate field
.rn<l those who m.rke their livings in it. Less obvious,
but equally imporunl, is REI's parallel responsibility to
elicil contributions lo thc, literature fronr lhose who are
most knowledgeat>le .rncl lrcst qualificrl. In l.rrge part,
lhose .rre the people whr-r hold the C:RE design.rtion.
Bec.ruse not all of tht'nr are natural writers, it is at
times incumbent u;xrn the Editor and slaff lo bring out
th(,ir l)est, a task nol always easy or suc< t'ssful.
For this edition, lhough, we are able for lhe first time
to ofl,er a wide arrny of .rrticles by CREs. The list of
aulhors is a distinguishtd one. Roland R<xlrock
Randall, the de.rn of Ihe protession, le.rds off with his
rerrrllections o[ lhe pasl and observations ,tlxrut the
present. He is folkrrvt'd by Maury Seldin, a
dislinguished pricliti(nrer and.ruthor in lhe field who
is known to nrany o[ our readers thrrugh his series
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"Seldin on Change." Rocky Tarantello, also a teaching
.rnrl wriling CRI, giv|s u\ ,! new pchlx'( live on
It'vt,r.rged investments and Wilbert L. While reports on
the links between tht, relatecl professions of counseling
.rnd surveying. Sltphen Rushmore sh.lres the pr.rcticnl
wisdorrr of his consulting shop; Max Derlx's shows
how intelligent re.ll estJle counseling (()ntril)uted to
the success of thc Nt w ()rleans Super [)ome. ln a
cr>mbined fe.rture 5e( lion "Perspeclives", Webster
Collinr.rnd Abram Barkan review the p.rsl .rnd presenl
of urb.rn real eslltc in Anrerica and Robert Hulley
compleles the list with his discussion of nurket
speci,l lizalion.

This number of Rtl also includes outslan<ling arti(les
by non-CREs. David Listokin of Rutgers tells us aboul
the economics of the convention business as seen

from the viewpoinl ()i convention cities, and Joseph J.
Del Casino of{ers.r slrategy for assenrllling real estate
portfolios.

My hope is that ASREC memlrcrs will lr inspired by
this sprcial numlrcr of REI and go anrl rkr likewise.
They m.ry not need the work, but we do need their
insights . . . and enjoy their unique pt'rson.rlties.
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The Dala Dilemma
Roben Mason, MAI
Behavioral Theory and Residential Appraisal
,ames R. Detisle
The lmpact of New Auditin8 Cuidelanes on lhe Appraisal Professionr
Resr.rlts of a Survey of lnslilule Members
feftence M. Clautelie dn<J R. Steve McDulhe
Value and Price

Robe H.

Plaftner

The Valuation of PanicipatinS MortSage lnterests
Susan M. Criffin
Rental Apartment Valuarion: The Applicability
lawrence B. smilh
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The Real Estate Securities Journal
Volume 6; Number

2

The Real Estate Syndicator As a Securities Broker-Dealer/

Marc H. Moryenstern
The lmpact of President Reagan's Tax Proposals on Real Estate Partnerships/
Sluart E. Cnass and Sheldon l. Banoff

Maury Seldin, CRt
Ancient cilier ,rre ciled as m<xlels to explain the influence of waler, walls .rnd lvays
anri their influence on the developnrt'nt of today's nrelropolit.rn .tre.ts.

Current Securilies Law Developnrents and Their lmpnct on Real Estate Syndication/
A. John Murphy, lr. and Kristin Adrian

The lnflation Dependency of leveraged lnvestments

Disclosure ln Private Offerings: How Much ls Enough?//.rrnes

Rocky Tarantello, CRE
The article exnnrines the imp.r( I of the current high rt,.rl cost of debt on investment
returns .lt .r ltern.ll ive future inll.rt ion r.ltes.

lnvestment lnterest Expense and lls Rel.rtionship to Renl Estate, lncluding Shopping Centers,
Office Buildings and Other Commercial Properties Subiect to a Lease/
Richarcl Culntan

Surveying for the Real Estate Professional
Wilbert t. White, CRE
A tlescription of how the electrorric calcul.rtor can he used to compute the inswers to
.rlnrost.rny survtying problenr. Four l)rograms.rre citcd and explained.

The Tax Reform Act of 1984 Time Value of Money and Real Est.rte SyndicJlion/
Peter M. [ass, SRj

ffi
ll

Valu6. and Real Rents

How lo Make an lnspection
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Roland Rodrock Randall, CRE
Conrment\ by tht founding presirk'nt o[ lhe An]eri.,rn Society of Re.tl Esl.tle Counselors
.rs he descrilx.s.r sinrilarity lx'lrvt,t n tod.ry's econonri< scene and lhe events leading up
to "The Cre.rl l)el)ression."

Estale Cosl Recovery Periods, Propedy

Pntri( H. Hendersholt;tnd David C. Line
The Below'Markel FinancinS Premium: The Buyer's Viewpoint
Richarcl W. Peach and Clenn t. Crcllin
Enhancement Studies: Valuation or Evaluation?
Robed Manin and Nicholas Ordway
The lmpact of Assumptaon Finan(in8 on Housing Pricest An Alterndtive Th(\)ry
f . letry lnBram, Cldrk W. CrcEory, and lames P- C,ainet
Space Rental Perceptions and Problem. in Mobile Home Prrks: The Florida txperience

Volume 10

Reflections on the Past and Present

in Real

ol Rules o{ Thumb

Tax

lssues An

Update/RichJrcl

A. Hanson,

SR5 and /etlrey C. Rubenstein, SRS

f.

Robrnson

Tax Aspects of Structuring the Syndicator's Compensation/
lacob R. Erandzel and Dorothy Benyas

The REAL ESTATE SECURITIES AND SYNDICATION INSTITUTE (RESSlo)
An Affiliate of the NATIONAL ASSOCIAIION OF REALTORSo
430 North Michigan Avenue
Chicago, lllinois 606'l 1-409'l
Subscription included in RESSlo membership. Additional copies are $8.00 for RESSI@
members, $25.00 for non-members. Subscription rates are $95 for one year (four issues),
$150 two years (eight issues). Croup discounl information is available upon request.
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Letters To The Editor
lcannot pick up a new

issue

of

REI without

finding.tt

le.1st one outst.rnding

article. Usually

several. The magazine in its new format continues to be high quality.

Achour's "Requiem for Large-Scale Models..." really caught my attention, for I had just six
weeks earlier polished off my all-inclusive DCF program, designed especially to be modified
quickly, to suit any special need of my friends who use my programs.
It was not written inlo a slore-bought spread sheet program, however. ltried that, and it ran
much too slowly. I simply flowcharted it in BASIC, not much differently from lhe first one I
wrote, in assembler language, twelve years earlier.
From talkinB wilh other users of DCF software, I discerned that one of their complaints is too
much time consumed, usually by elaborate menus, in getting d.rta input. And most "instructions" are 50 or more pages. Therefore, for your amusemenl, I enclose a copy of what may be
the shortest example program user instructions you will ever see unless you wrote a shorter
one for yourself. I know you have your own computer set-up. This is NOT a solicitation. I stay
too busy tryin8 to Bet my pro8ram tr.rnslated for use on many different brands of machines. My
friends have widely different tastes-VWs to Cadillacs!
Another thought. Achour is the UNUSUAL academician! He seenls w.ry .rhead o[ his con,
temporaries who are still designing "expensive black boxes".

t9

Imployee Compensation for a Counsulting Praclice
Stephen Rushmore, CRE
This article presenls the romlrns,rtion pack.rge utilized in the.ruthor's firnr with the
intent that su< h a discussir>n will provoke an exchange of icleas and olx,r.rlinu
experiences among Counselors.

26

Localion Analysis of lhe New Orleans Superdome
Max l. Derbes, lr., CRE
Now that the New ()rle.rns Superdome is l0 years old, it is time to review the
eflectiveness of the location selt'ction process in choosing the present site in the centr.tl
business district. The origirral sludy in 1967 had proposed v.rrious loc.rtions, lxrth
suburban and urb.rn.

McCloucl B. H<xlges. lr.
P.O. Box 169

Mclean, Virginia 22101

3B

Personal views on contempor.lry (oncc'pls are expressed in this fe.lture se(tion
authored by lhree Counst,krrs of Re.rl Estate (CREs). Abram B.rrk.rn in "Urb.rn vs.
Suburban Revisiled" m.ltches lhe growth, rlevelopntent and overcrow(ling of the
suburbs to the clensily of ncarby urb.rn centers; Webster Collins discusses "Twt.r
Centuries of Re.rl Est.rte" .rs ht speaks through the wisdom of Ben Fr.rnklin .rn<l
comments on today's re.rl est,rte scene; and Robert B. Hulley, "Market Speci.tliz.rtion"
describes the advanhges o[.r mu lti'disciplirred office that provides inlornration servites

A Breat editor makes an author look good. Barely recognized my own effort, but I really like your

charts, etc. I feel like the lndian sending smoke signals the day o{ the first A-tmnrb tesl in New
Mexico. The lndian was heard to comment, "Gee, lwish l'd said that."
Thanks for an extra effort.

43

lames A. Craaskamp, CRE
Craduate School of Business
University of Wisconsin-Mad ison
'155
1
Observalory Drive
Madison, Wl 5.1706

Perspectives

The Convention Trade: A Compelitive [conomic Prize
David Listokin
The increase and by-products o[ ronvention activity in the United St.rtes, krr lxrth the
general and trade show business, is discussed. The author identifies the.tmount.rnd
composition of travel .rnd support expenditures and their econontic beneiits to the kxal
community.

17

On Assembling Real [state Porlfolios

l. Del Casino
Four economic factors to consider when purchasing office propenies.rre explainerl

leseph

with 5upporlive \lJli\li( .rl rni()rm,llion.
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IAMES A. CRAASKAMP
FIRST RECIPIENT OF
THE BALLARD AWARD

Janres A. Cra.rskanrp, Ph.D., CRE,5RtA, h.rs received the Ballarcl
Au,ard for the lrst article ptrhlisht,<i in Rc.rl Eslate lssues during

1985. Funds krr lhe.rnnu.rl .rwarrl rvcre don.rted by the Willianr S
Ballard Scholarship Fund in mt mory oi the former CRE.
"ldenti[icalion ,rnrl l]t,linr'.rlion oi Re.rl Eshte M.rrket Rese.rrch"
appeared in the SprinpSumnrt,r numbt r, ,rnd the article identiiied
1 the increasing scope an<l growing sophistic.rtion of real est.rte
marketing by cl,rssiiication o[ researr h into the re.]l estate
/
consumer perceptions o[ rlt,m.rnd .rnd supply. The author
described four c.rlegori(,s market, merchandising, politic.rl .rnd
promotionaI explaining "Rt'< olinition lh.rt nr.rrket research {or real
, -/
estate requires inveslil.l,rti()n o[ a lrro,rd frr.rnt of behavioral
interfaces wilhin economit, r'nginet ring an(l architectural
constrrints, is tht,[irsl sl('l) t()w.]rd re(()llnition thJt real est,rle
.rn.rlysis will beconre .r r lini<.rl scrvice of rel.rted speci.llists lther
lhan lhe province of cottage industry Bener.rlists."
Craaskanrp i: chairm.rn of Re.rl Estate and Urb.rn L.rnd E< ononri< s .ll the University of Wisconsin
School of []usintss and .r principnl in the real eslale consullinE [irm oi L.rndm.rrk Research, lnc.,
Madison, Wisr onsin. He was the coclesigner .rnd instru( tor of the tl)UCARE le.rching progr.rnr ltrr
conrputcr .rpgrlic.rtions in the re.rl esLlte in(luslry ,rnrl his rvork int ludcr subst,rnli.rl .rnd v.rried
consulting and valu.rtion .rssignments for investnrent r ounst'ling to irrsur.rn( e comp.rnies and
banks, lhe nrJrket/fin.lnci,rl analysis of variou5 l)roie(ts n.rtion.rl .rn(l kxal-and ior private and
corlx)r.rl(, inv(-\k)h .lnd nrunicipalities. Cr.rask.rnrp also is tht, .rulhor o[ nr.rny lxtoks, monogrnl)hs
.rnrl publit rtions lvhose subjecls include re,rl estale t olrnreling, .r;4rr.rising, invcstment and

economy, dependent on the production of durables, is
most sensitive to changes in lhe business cycle.
Employment in manufacluring, particul.rrly durables
manufacturinB, represents .r sm.rll percentage of the total

employmenl in mosl metropolitan .rre.rs. Manu{acturing
employment accounts for only 21'l" of the tot.il employment in the U.S. and is located in tht'heavy manufacturing metropolitan areas of Chic.rgo (2212,), Minneapolis
(21%), Dallas (20o1,), Los Angeles (247"), Pittsbur8h
(20'l.) and Philadelphia (20%).' Dur.rbles nr.rnutacluring
employment represents l2% of the n.rtion's employmenl
and is concentrated in Boston (l.l'l"), Chic.rgo (167.), Los
Angeles (16%), Pittsburgh (20'2,), Minnenpolis (14%)
and Seattle (16"/. ).
Few properly markels rvill nreel ;ll four of the requirements detailed.lbove. For examgrle, while Houston .rnd
Denver are situated in two o[ thc f.r\trst growing regions
in the U.S., they.rre heavily dependent on the mining
industry- Similarly, the econonrit's of New York and Bos-

ton are heavily concenlr,rted in services but lie in the
slower growing Northedst. The selection of property
markets cannot be rtrluced lo.r simple mechanical
process. Nevertheless, lhe use of market criteria are use-

ful in the pr<ress of selection and comparisons.
N()rts

l.

The reasoniog tx,hind this \l.rlemenl rs derived from modern port-

folio theory.
2. ln 1980, the gArgraphic center of the U.5. px)pulation was situaled
in Missouri. {The "cenler of Fx)pul,rtbn" is lhe point nt whach an imaginary ilat, wei3hlless and rigid U.5. map wotrkl balance if weights oi
identical value were plnced v) th.rl ench weiSht r€presents the lo(ation

.). The concenlration r,rli() (l(x.rti()n quolrenl i\ defined as lel/t_) :
(el/E") where el' = nretroF)lihn rrea enrpl()ymenl in se(lor ij
[X' = tolal nlolrog)lil.rn.r('.1 omploymenl;
el = n.rtronal cmpl,,yorent rn \r{'ror i
and E" = lolal nrtional enrploymt'nl.
4. These l)ercenlrge: nre derived hom T.lble I .1s5um ing that 2 t % of
the nalion's worker\ are empkryt'd in manui.rcturinB.

:f,

p()Perty n).r[r.lgen]ent.
Editor-in-Chief lared Shl.res, CRE made the nr.rnuscril)l st.le< tion for the aw.rrrl which c.rrries an
honor.rriurn of $5(X).
The sl.lfl ()t Rrlr/ l\l.ite /rsut's wishes to th.lnk the n).rny .ruthoh who reslronded to the
nnn()un(.enlent o[ the tsallard Award compelilion. Tht,prizt will be.rwarded annu.rlly .rnd all
nr.rnu5(ril)ls considered t'ligible for nexl ye,rr's ju(lging nrusl lxr subnritterl by August 1, 1986.

t\

DEL CASINO: ON ASSEMBLING REAL ESIATE PORTFOLIOS

.19

AND

Employment Concentration R.rtios
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REFLECTIONS

TABTE I

15
17

by Rol.rnd Rodrock Randall.

CRE

l2
2.1

,BB

05

.91

!l

.)2

I.0l

1.lB
| .87

'lnclude\ th{] pelroleunr rnd olher energy-rclaled indu\lrio\.

[there h,rve been l(x, mJnv ev|rrlr h,tppenrng reI renllv remini\(enl oi lhe ltusitress clinr.lte lh.lt

prevailerl before lhe (;reat Depres:,ion. I reler slrcifically to the recent .rnnouncements of bank closings
such.rs lhe savings anrl loan fiasro in Ohit.r, lhe at-

tenlpts l)y v.rrious iin.rncial in\titutions t() (urt.ril
further closings anrl the efforts to "trail out" [.riling
banks. All of this occurre<l in the lnle 1920s.rnd early

Although high rates of growth do not Suar.ntee either
long or short business cycles, there is.r tendency for
Breater economic expansion in areas of rapid secular
development. During periods of business recession,
high-growth econorlies are hil .rs hard as others. However, when the economy improves these areas recover

Cenerally,.ln investor is more inlereste(l in a broad,
diversified metropolilan area. However, wht,n.r particular sector (such .rs llouston or Denver) is selecled, an
inveskrr should nrininrize his/hcr exposure in olher are.rs
with lhe s.rme economic dependency.

l9lOs,.rn(l while the n.rnres ancl amounts .rrt' different, lhe events are disturbingly sintil,rr.
The e;rrly warning siSn.rls were ignored then, as now,
with the same st.rlement being t xpressed: "ll hap
pened belore but il (.rnnot happen now." Bul it did

faster and stronger.

Service-Producing lndustries

happen anrl the i.rr reaching e[fects wert'nrost
staggering. ln .r re(ent issue o[ the Philaclelphi;r ht(luirer the iollowing headline.rplrared, "Houst' Panel: U.S. Policy is lo Save Ilig Banks, Let Smaller ()nes
Fail." Tht, article referre<i to a House panel studyinS
the assist.n(e being tlirected rt thc a iling ContinenLrl
lllinois N.rtional B.rnk and Trust (irmpany. I)uring

An invcstor should consider metropolil.rn .rrlns with
Cconomic/lndustrial Base

service-producing, industries. Such industrit's are a si8-

An investor should consider economically (liversified
areas since they tend lo be ntore stable and.rre less

nific.rnt p..trt of the U.S. econorrly .tnd in re( ent years
they lrave accounte(l for mort,than half lhe national
incomt' and have enrployed nrore than half o[ all the

vulnerable to shifts in the economy. Employnrent concentration ratios (.rlso known as loc.llion quotients)'arc
a convenienl metht.rd for analyzing the breadth and diversity of an economy. These r.rtios compare the concentr.rlions of employment in each local sectrlr with the
economy of the entire country. Th€ concentr.llion ratios
for 20 metropoliLrn areas, shown in Table l, indicate
that when an industry's ratio is gre.rler than ( I .0) the are.r
employs more workers than lhe national average. Sim-

ilarly, if the concentration ratio for an induslry is

less

than one (1 .0) the are.] employs fewer workers than the
nation.rl average. Since many of the metrolxrlitan areas
in Table I have concentration r.ltios near 1.0, lheir employment composition reflects the well diversified U.S.

employees on nonagricultural payrolls. Broadly defined,
the service sector industries consist of businesses whose

output is inlrngible such as lrunsportation and communic.rtion utililies; wholesale and retail tr.r<le; finance,

insurance and re.rl estate; and personal ;nd business
servit'e:' - lhe ldrtseil and iasle:t grt-,wing.
As indicated in Table l, some metropolitan areas reilecl
the current econontic changes. For example, New York,
5an Fr.rncisco, Mi;nri, Chicago, Boston and Dall.rs have
a heavy concentration in the [inance, insur.rnce and real
estate industries; Boslon, Washington, D.C., New York,
Pittsburgh and Philadelphia are ckrminanl centers for
services. These areas are well positioned lo gr()w as lhe

econ()my.

U.S. continues its evolution inlo a:ervice-based

ln some insl.]nces .rn area shows a stronB dependenc('
on a p.lrticular industry. For exantple Dall.ls, Denver,
Houslon and New ()rleans are very dependenl on mining, including the petroleum and other energy related
government; and New
industries; Washington, D.C.
York-finance, insur.rnce and- real estate.

econonry.

.lB

the Depression it w.rs comnron knowledge lhat nrany
banks would be allowed to fail but that it was in)portant to s.rve the insurant e compJnies. Fortunately not
all the banks nor the insurance companies failed, l)ut

.rt the tinre lhe tense atmosl)lrere created p.lnic
Jmong nr()sl finanr:ial institutir)ns.rnd the g('neral
public.
Rohnd Rclitock Ra,,,darr, ( Rt. ,\ ol('n rck'rft'd kr .r\ lh{' -l.rthtY o,
rer/ e\tuk' ( r,uo\ciing, 'rrrr (' ht rervct/ a' rr)e lir!l pretdt1rl r), lhc
Ameri( .rr J( x ,('tv ()l R(,.l/ I \lrlc Counnr()r\ lronr 19 5 t l{r 5 5. Rrn_
da/i is .rsvrr i.rtor/ with h( lv)r) ( ro5\ ( o ot I'hilndelphtt,I'l\tn\yl
v;nia rrllrr.hr rr.rr trvr,/v rnro/vtd a'.r n,.r/ trt.rte ttxrlx,/or

However, il is noi too l.rte to le.rrn from the pasl .rnd
reverse some of the presenl econonric investment
lrends. The trcst informed and most knowledgeable
economists have predi<lerl that "high interest r.rtes
and record budgel deficils would trc lhe primary cul'
pril\." lnterest rates h.rve been lowered for lhe

present, bul the problem oi the nrounting feder;rl
budget deficit, while of great concern, has yet to be
addressed by the Presidt'nt or Congress.
Re.rl eslrte is l>eing sold .rt prices th.rt far exceerl lhe
inflalionary trt'nds. Does this imply.rn inrbalance lrc-

twe('n spe( ul.rtive pri(es and intrinsic value, or are
investors ntlenrPting to outbid each other to everyone's detrin)ent? There conres a tinre whe'n it is ntress.rry to.rnalyzc

a proiecl on the basis of it: own

merits. Proper values and nrotivation nrust be consid-

ered. Profil is imporLrnl but first tht're must be an
intrinsic neetl.
Yet some of our most 5uccessful en<lt'.tvors have develolrd rluring depression-like peri<xls; conversely,
out5landing failures have taken pl.rre al the peak ()f
such cycles. The concepts of motiv.rtion and intrinsic

vnlue ..rlw.rys need lo Ix. considered. To be overly
optimistic is dangerous; k) give too nruch weight kr
pessimisnr is <lel,eating.
It was in lhe spirit of providing balante and avoiding
enrolional rlecisions th;t the Anrerican Society of
Re.rl Estate Counselors (ASREC) was founded in 195J.
The Counstlor (CRE) is able to provide professi()n.rl
guidance.rnd sound iudgement. The idea of com'

petent, impartial .rnd ol)jcclive thinking is as essential
now .rs it should have lrcen in the 1920s.

Manufacturing Base
An invesbr should consider metropoliLrn economiet
that havt, small concentrations o[ tlurable: nranufacturing employment. Analysts believe that.r oretropolit.ln
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WATER, WALLS AND WAYS

ON ASSEMBLING REAL ESTATE PORTFOLIOS

A

A guide to determining why and why not
to invest in a particular rea/ estate market.

step back into history to

find the

contributing sources that influenced the
locations o{ today's ntodern cities.

by loseph

by Maury Seldin, CRE

IIJater, walls.rnd ways may be viewed.rs the tripod
YV *hi.h supporti lhe nctivities of hum.rn
settlemrnts.
The localion of w.rter has had a profound influence on
the locntion of seltlements, nnd the proteclion of the
water supply was always d ne(essary contlition for survival in times of siege. The ancienl city of lerusalem is .r
classic case; its w.rler came from ground sources localec|
within the perimeter of the walls used to protect the city.

lerusalem's walls, k)gether wilh the natur.rl ,rdvantages

of a high site, provided.r formitlable ()l)stacle to
invariers.

ln America's old wesl, walls were less furmidable. The
stock.rdetype w.rlls of the forts provided lt'ss protection
especially on fl.rt terrain. Many forts and ()ther settlements were located on the w.'ly k) more populated areas.
Settlements along trading route,, the w;rys, required the
water rnd the walls. The conrbinalion of water, walls,
IhiJ .trtt[,r,r,ar in\pir(,d by r palx:t wnutn by Prol('\\(]r LheJler Rrpkin, Pt',)til,on Untv.,t\n\!. -Ihe Wall. I' lt Smalla Nr)t /\l A//." phol(,
graph: lry Hugh M \.i1 (,r4det, M.t)
Maury Seldin, CRt, ptoft\\(, oi Re.r/ [\tile and U r.nt l)evelopmtnt
at lhe niryt.rn lJniwr\ity. i\ prc\R)t't:|- ol the Honlr,, I klyt /njtilrt(,.
He rrrcrved hit M B A lrcm UCL/\ rnd hi\ dorrryart. rn busrn$s
adm in lr dlton hom lmh a na U n i) ertt\'
t

(,

an edgc in redut ing the risk [.x tor, real cst.rte investmcntr are inr rea.,ingly being includerl in most
investor F)rtfolios (especi.rlly in the equity form). This
tendency is growing since returns ft)r real eslate tend to
be negatively correl.rted with those of the nrore lradi-

tempor.)ry complex ities obscure the fund..rmentals. This
article drarvs fronr the example oi.tncient cities and uses
them.rs models lo stress those lx)ints relev.lnt to modern
cities. The exanrples particul.rrly rel..rte to re.rl c'state decisions and how counsel can improve those decisioris.

ln order lo invest wisely, lhe following iactors need to be
considere,d: how much of one's portfolio shoukl lrc related to real estatej wh,rt kind of re.rl estate should be
purchased (e.g. office building, hotel, etc.); the lype of

Water
The introductory paragraphs referred to the externalities
of a city as among cities. There are other points to make
that rel.rte to the ( ity as a system and the role of each
element in the growth and surviv.rl of the city. Also considered are the p.ltterns of land use necessary to
dccommo(lale the inr reased attivities.
The role of water is hest seen by starting with the services it renders. As a resource lrlr drinking, w.]ter also is
essenti.rl in food preparation and in the agricultural activities lo produce the food. ll also is used in the output
of industrial and olher products, thus it is.rn example o[
a nalurnl resource used in prrxluction. And, although it
may be.r oecessary nalural resource, il is not sufficient.

.-)
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o
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Casino

and ways was o[ significant supg)rt to the developmenl
of seltlcments, nr..rny of which grew into large cities.
This article builds on the principles which.rre clearly
seen when analyzing cities o[ nnliquity. While the same
principles are applicable to modern cities, con-

(a

fr:J--'

l. Del

\\ t)

'{:

J

ls
A

tional investments such as stocks .rnd bonds.

1980 Census indicated

.1

spatial redistribution in the na-

tion's popul.rlion from lhe North,rnd East to the South
and West.'More imporlant, the acc<;mpanying shift in
the econon]y is still gaining momentum, and the U.S. is
continuinS to experien(:e lhe resulls of the mass population movement during the last two decades. DurinB
1975-82, approxinrately one billion square feet of office
space was constructed in the South and Wesl ..lccounting for approximately 70'2, of lhe k)tnl amounl of build-

ing construction in the U.S.

investment vehicle (e.g. direct investment, re.rl estate
investnrent trusts, etc.); and where to buy (e.8. retsion,
state, city).
This article discusses how to decirle where to buy based

on the.rssunrption thnt the invest()r is interested

in
assenrbling .r real eshte portlblio th.rt cont.rins several
individual office properlies, in the most atlractive inves!

ment environments, offering the highest returns with
limited inveslmenl exposure in.rny particular market.
How To Decide Where To Buy?

'ti:

Four major economic aspects of .r property market
should be considered: lhe general and long-term economic growlh potenti.rl; the extent the economic/
industrial b.rse is diversified; how much of the e<onomy
is compri:ed of servict -prod uc ing industries; and the
magnilude of lhe nranufacturing lrase.
Economic Growth Potenlial
An inveslor should consider metropolitan are.rs th.rl continue to exl)erience rapid population growth since these
areas are nxrre likely to experience the Sreatest expansions in business investnrent over the long ternr. The

l. DelCasino i\ r t(fx)r .ilrociJk, lvrth the New yorl ,nvesl
n:enl diw\Ktn oi k)ne\ LdnEWot ton, an ink\nrriondl r(1r/ c\lrk,(on
sulting itrnr. I le hd: a nrr\&y\ degrrc rn ( ty p/nnn nB ion) th/| Untver
rity oi Penn'r'h;nr; anrl.r i;rr [r./o^ dcgrt,r. rn e( onon),.\ lrorn lrrori n
toseph
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flyers, transporting equipment, individuals, etc., spend
far higher shares (46 l00 percent)for local purchases as
opposed to food and hotels (see Exhibit 5).
Convention Types

With this breakdown, we can calculate not only the
amount but lhe distribution of expenditures by conven-

tion type (see Exhibit 5). Ceneral conventions entaildelegale and association outlays. Tallying the.rppropriate
spending elements from Exhibit 4 reveals the following.
Of the $89,000 daily expenditure for the 1,000 convenlioneer module, $36,000 goes for lodBing, $24,000
for food, and $28,000 for other local purchases and services. A similar proportional distribution is found for the
$338,000 total LB-day convention outlay: $138,000 for
lodging, $93,000 for food, and $108,000 for other items.
Trade shows generate higher sums especially in the
other local purchases/service element. The reason for
this emphasis is that trade meetings include exhibitor
and ( onlr,rclor expenditures which in Iurn con\i\t mdinly of local goods and labor. Thus, of the daily $,l17,000
trade show cost per 1,000 conventioneers, $40,000 is
consumed by lodging, $36,000 by food, and the largest
amount, $41,000, for the other local category. An analogous breakdown is lound ior the full trade show cost
of $444,000: $152,00O for hotels, $136,000 for restaurants, and $'157,000 ior local goods and services (see
Exhibir 5).
These basic data building blocks permit calculation of
the dollar significance for the conventaon industry. ln
1982 there were approximalely 47,300,000 conventioneers. Civen a trip expenditure of $338,400 per
1,000 conventioneers, lhe 47,300,000 total convention

pool spent approximately $16 billion. (This does not
take into account the higher outlays for trade shows.) lf
we conservatively assume that convention trip expenditures have increased by 15 percent from lg82 to
19B4 (for hotels, restaurants, etc.) to say, $390,000 per
1,000 conventioneers, then the estimated 52,700,000
conventioneers in l9B4 spent over $20 billion.
The lure of such significant oullays has prompled many
cities to bolster their convention-garnering abilities.
Many have built convention cenlers, encouraged firstclass hotel construction, expanded convention bureaus,

etc. The economic prize is great, but so is the
competition.

NOTTS
1 . lnlernalional Ass(rralion of Convenlion and Visitor Bureaus, Re,
search Departmenl, Dele8ale Meeting 5urvey.

2. tbid.

l.

New York Convention and Visitors Bureau, "New York Ciry Visa'

lor Slatistics 1981." See also "Mammouth Convenlion Cenler
Assel to NYC'5 Saleability.'-Successlu/ Meelings,

Miy

an

1982, p.69.

4. tbid.
Krie8er. "Lodgin8 lndustry Over
view,' lnveslmenl Research Coldman Sachs, lanuary 17, 1981.
6. Nancy Ethiel, "Convention Cenlers: The lssue o[ Ihe 80s," Au'
ditotium News, Vol. 20, No. 12, December 1982.
7. Reported by Dala Resources, lnc. Cited in Las Ve8as Convention
and Visilor's Authority, Matketing Bulletin l98l Summary, p.5.

5. Richard Simon and Marcia

8. U.S. Travel Dala Center, 1977 National ltavel t\pendituts
SuNey summary Re$)rt W.rshington, D.C.: U.5. Travel Data Center,
I98t l.
9. U.S. Travel Data Center, 1978 79 IACVts Convenlion lncome
Survey-Analytica/ Report washington, D.C.: U-S. Travel Data Center,
t98t

)

10. ,bid.. pp. l'4.

One may analyze the growlh of cities by considering the
natural resource base. A base may be extractive industries, aBricultural activity or simply an access to a rich
hinterland. Water may be a component of production or
it may be a transport way as in bringing the hinterland
resources to the city marketpl.rce. ll also may provide
the means lo lrinsport pcople as well as goods with
communicalion and trade among cities.

The people, as one could imagine, were nol very willing
lo give up their real estate Jnd start over ngain. But, the
city could no longer funclion without the oper.lting h.rrbor, and to compc.rund the situ..rlion the siltnlion resulled
in the existence of a swampy.rrea which in turn led to

malaria. A change was in order, and the learler used
water lo.rtl.rck the problem. He slopped up lhe w.rter
supply for without.r source for wnter lhe people h.rd to
abandon their homes and shops and move lo.r new cily.
History h.rs it lhat the new lo(.rtion was chosen try a
boar, or rather by where th., beast was killed. The story
goes thdt "Ephesus was founded for the seconcl time by
Androclos, the son o[ King Kodros . . . Androclos.rske'cl
for advice from the ora< le at the Temple o[ Apollo in
Delphi, requesting sugg,estions .rboul lhe place where
the city was lo be founded. The oracle replied, 'The new
site of the city will be shown lry a fish, and a wild boar
shall take you there.'
One day, .rs Androcles and his men were lrying fish, one'
of the fish fell out o[ the frying pan, antl an ember from
the fish sel fire lo the nearby bushes. A wild boar hidrien
in the bushes began to flee and remembering what the
oracle had said, Androclos jumped on his horse and
chased the boar. The new city w.rs buill in the exJct
place where he killed the boar."'
Water was brought inlo the cily by a (lay pipe system.
This was almost 2,000 years.rgo and there hacl been
aqueducts in other areas even earlier. Wiler was used
for sanitary purposes: bath houses.rnd bilets h.rd running water. The system for the bilet was similar to a
privy, but instead of just a pit, there was a flow o[ water.

Road to lhe port
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a hot climate.rnd w.ller was used as.t

Cutting off the water, w.rter man.rBement, is also .r
powerful tor.rl in modern ciay supervision of urban
growth- ln many.lreas one can dig a well, titke the waler
out of the ground, use it and put it back. l[ there is
adequate ground w.rter, the waler table is not tr-ro high
and the soil is porous, the system works well enough.

of tphesus (now Turkey)

I

coolant. Streets were washed down to cool off the area
and fountains cooled the air. Once cul oif from their
water, the people had to move.

(,

It

t

,l

Ancient City of Ephesus
Problems wilh the water system can have a dramalic
impact on the vitality of the city. Consider the ancient
city of Ephesus in what is now Turkey. As n m.iior porl
city, it relied on its h.rrbor. When the silt from the River
Cayster made it unusable, the city had lo be.rbandoned.

Ephesus had

'l

I

I

.

water pip€s used in [phesus

l

With the proper natural conditions, such systems can
provide for expansion of a city.
Without proper natural conditions it is easy to efficiently
utilize a community system. The cle.rn water is piped in
and the dirty water is piped out. Such a system is an
externality. lt may be pukrlicly or privately owned, but in
either case it is likely to be government regul.rted.

There are two major issues involved in supplying
water supply and distribution. As previously noted,
aqueducts have been around since antiquity. ln Los Angeles the supply system uses an aqueduct and.r pipe
system large enough to drive an automobile through;rnd
at the same time, in other.rre.rs, water is trucked or even
brought in on the b.rcks of donkeys. Whatever the system, there is a cost involved unless supply comes from.r
river or other natural sources and does nol require tr.lnsportation. There was a time in Los Angeles when household service for waler was at a flat fec. lt did not p.ty t<r
charge by the quantity and so metering w.ts unnecessary. When water became valu;ble enough to

meter, the marginal rate was lower th.rn lhe .tver.tge
rate; i.e., the more you used, the che.rper it was lty the

gallon or cubic fcxrt. Now in some are,rs, lhe m.rrginal
rate is higher than lhe .rver.lge in order to rew.trd
conservntion.
The conilict conres rvhen the old systern, rvhirh provided water at.r low !ost, needs to tr supplemented by
an expansion where marginal ly.rler cosls.r lol more lo
supply than the cost oi furnishing w.tter by the existinB
system. Do the new users pay a higher r.lte lh.ln lhose
who occupy lhe pre-existing homes or is there ()ne rdle
for alli Many towns really do not wnnl the newronrt'rs
so cutting off their water is .r g<rcd w.ry k) keep them out.
The process isn't e.rsy bec.luse it isn't sintply.t vote. The
structure is much nrore conrplicatcd, but wh,rt results is
an inadequacy of supply with w.iter r.]tioning during dry
spells such as alternate day watering o[ l.rwns.rnrl no rar
washing with runn in8 water.
Water problems have been an effective krol [or the nogrowther. ln the early 1970s we h.rd sewer mor.ttori.t in
many cities across the nation. The providers o[ waste

water treatment facilities failed to provide .ldequ.rte
treatment and/or transmission capacity. When the w,ller
quJl ity deterior.rted suff icienlly kr .rl Jrm the health .ruthorities, the immediate solution wns.t cessation of
building no new construction. The focus w.l5 not lo
the problem of waste waler managemenl providing lhe
necessary service but rather lo the results of in.ldequ.tte
waste water treatment. There were substantial segments
of the public who did not wanl further growth .rnd they
seized on control of w.rter pollution results as a device to
stop or slow Browth. Whal emerges is a political as well
as .r management problenr. ln antirlu ity, lhe power of the
king was absolute and the cenlral authority made all the
decisions. Such a totalitarian concept is not acceptable
in a free society so we have lo work out a process for

resolving conflictOne final word on water. There are other ways in which
water is used to distort lhe clevelopment of cities. F.rir{ax
.1

County, Virginia recently h.rd one-third of the land
downzoned by the.ruthorities supposedly to protect the
waler quality of the Occoqu.rn Basin. Most o[ the basin
is in neighboring Loudoun County.tnd most of the development th.rt shifted lrom Fair{..rx County willoccur in
Loudoun. The result is lhe.rsserted objective will not be
achieved. Yet Fairfax County, in .t recent court c.tse that
tested the clownzoning, prevailed even with a long record of its powers being used for wh.rt.tppe.trs to be a
politic.rl progr.tm, which is not re.rlly the srme.ls the
progr.rm of w<rler m.tnigement. As will be suggested
laler, undersLrnding the systen'l is not simply a question
of knowing the physic.rl or economic science relating to
water. Understanrling the politic.rl process is essentirl to
operatinB within lhe systenr.

We also have walls.rround communilies. ln s<tme subdivisions there is a wall and.l gu.rrd at lhe g.rte house
and entry is only rvilh proper idenlificalion. Some exclusive communities oper.rte with.1 p.ttrol syslem where
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Walls
The w.:rlls of cities are impressive sights. Much of the
architecture of ancient cities exudes defense, yet one
doesn't really think o{ walls around modern cities. The
settlements of lhe world have w.rlls, but they are built
.rround the states with passB)rt cont()l .rl the lrorder.rnd
olher poinls o[ entry.

,

EXHIBIT 4
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Noles: 'lncludes holel r(rcm5 and incidentals, hospitality suites, exhibit halls/meetinB rooms and, in the case of assrrrations, statf members' living
expen9es.

I'lncludes holel and other restaurants and td)d/beverage purchases.
'lncludes such items as retail purchases, entertainmenUculture, kxal transporlation, gataulo service, admission fees, kral ,rdvertising,
equipment rentals, servaces hired, etc.
''lnclude5 compensalaon paid lo labor and drayage.
Source: PercentaSes derived {rom U.S. Travel Data Cenlet, 1978 1979 IACVB Convention lncome SuNey Analylical Reporl {Wrshinglon, D.C-:
U.S. Travel Dala Cenler, l98l l.

1,000 conventioneers. Ceneral conventions of 1,000
attendees gener.rte local delegate expenditures of roughly $81,000 daily. Since lhe average such meeting is approximately 3.8 days, tolal delegate outlays are about
$307,000. ln;rrldition, the general convention includes
associJtion exprenditures of $8,200 daily or $31,000 for
the full meeting. The general convention with a 1,000
member delegate draw results in an 989,000 daily tab
and .r $ l18,000 total bill (see Exhibit J).
Trade sholvs.rre more expensive to produce. ln addition
to lhe deleSale.ln(l associ,rtion costs enumerated above,
they require exhibition expenditures and exposition service outlays. These increase the trade meeting spending

I

0

t8,r80 tI,O8O lm.O% 525.570 $97.17O

per 1,O00-member module to $l17,000 daily

and
$444,0O0 t,or the {ull 1.8 day convention (see Exhibir l).

a

Expenditure Caletories
What is bought for these amountsi The answer is provided in Exhibit I which breaks down the dollar spending of the four expenditure categories (delegate, associa,
tion, exhibition and service contractor) into three broad

elements lodging, iootl, .rnd other /oca/ purchases/
\ervi( e.. The ldtler is d polpourn group encompassing
retail purchases, entert.rinment and culture expenses, lo-

cal transportation costs, Bas/auto service, etc. The four
expenditure categories differ in their spending emphasis.
For instance, 4l percent of delegale outlays g<-r for lodg'
inB, 27 percent {or food and the remainder for other
items and services. ln contrast, associalions and exhibition and service contractors, primarily involved in such
tasks as assembling/d ismantling booths, photocopying

EXHIBIT 5

Breakdown of Spending (Approximate) By Convention Type
Per'1,000 Conventioneers ( 1982)

t

Convefltion Typ€

txpenditure
Elemenls

W

F

Ceneral
%

--.t

ln thc rederelopmcnt of Old lerusalem, lhe nncient style ol stacled
or (luslcred houses.rre built on Cardo Road k, arcommodale the
area's high densily and all()w for .rc(('ss by wallinB.
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Lodgin,yHo5pitality/trhibition

40.6"/.

)7.1
Other local pur(hase\/lervi(es
ToTAL

.r2.0
100.0,r,

$ Per Day
$16.r89

Trade Show

$ Per Trip
$r J7,5r

24,40u
28,152
$89,019

$

2

l.t.l

%

92,715
108,r 1J

10.6

118,170

100.0'/"

I5.1

$ Per Day
$ ]9,999
]5,{,{t.1

11.266
$ I I().').1',

$ Per

Irip

$151,99o
t rs,597
t

56.8, l

$.1.1-1 ,-l

lo

Notes: "lncludes delegate and associalion expenditures shown in Exhibit 4.
''lncludes delegate, assoca.ition, exhibitor and exF)sition service contractor expenditures shown in txhibil 4.
Sourcr Derived from U.S. Travel Data Cenlet,1978-1979 IACVB Conlention lncome Sutvey Analytic.r/ Reporl {Washington, D.C.: U.5. Trrvel

Drt,l Center, l98l

).
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hall construction also has accelerated. Since 1970, over
'100
convention centers have been huilt in the United

of 1980, l0 million square feet of new construction space w.rs ndded; in 1985 another 7 million
will be accessible." The combin.rlion of added hotel and
States. As

exhibition resources has consider.rbly enlarged lhe number of communities able lo hosl l.rrge convenlions. ln
'1970, only l5 cities in the Uniled States could
accommodate a trade show with 20,000 participants.
Today, about 150 have this c.rpability-a tenfold increase.' A selecled sanrpling of cities building new convention centers and expanding existing facilities is
shown in Exhibit 2.
EXHtEtT

Crowth ln

Exh

2

ibition Space,

'1982-1988

D.tc
Opencd

Space Added
(Cross Sq. fl.)

Anaheim'
Atlanlal
Chicago'
Dallas'
Houstonr
lndianapoli5'

t9t|2

t00,fin

r981
! gaa

100,000

City

IxistinS Space
(Cross Sq.

ft.)

4U),ffX)

-t50,000
]50,000
/10,(J0o

I9ti4

t00,fin

.l

1987

6(m,0u)

984

t.10,o00

las veSas'

I

q8l

80,ffx)
120,(xx)

los AnSeles'

t9ll8

2(n,(xx)

Miamil
New Orleans'
New York'

t9a7
t985

t(xt,fi)o

620,000
1,t0,000
180,000

Philadelphaa'
San Diegor
Seattler

t988
I988

Washio8ton, D.C.'

l9ll2

l.

r

l9{16

1987

l0.ooo

Fifty-five U.S. cities participated. Each city was instructed to select 1,400 delegates attendinB and 300
companies exhibitinB at io conventions. A questionnaire w.rs given .rsking about the number of persons
in lhe travel party, nttxle of transportation, number of
nights spent and the actu.rl .rmounts spent in 14 individual expenditure cate8ories. A tot.rl of l0,B5l delegates and 4,924 exhibitors parlicipated.

The 1978-79 survey findings have been adiusted yearly
for inflation. Correctt'd expenditure figures for 1982 are
shown in Exhibit L The cost cate,tory and distribution
terminology firsl musl be defined. Outlays are given for
two convcntion lypcs: Senera/-those without exhibitors, and tradt'shows, those with exhibitors. ln turn,
these convention types entail certain common and certain separate expendilure categories. General convention spending encomp.rsses outlays by delegates for
lodging, restaurants, entertainment, etc., in the aggregate referred lo ns de/egdle expenditures. ln addition,
general meetings entail outlays by the host association

for exhibit hall, equipment renhls, food and beverage
functions, etc. ln total these.rre termed association expenrlitures. Trade show outl.rys include both delegate

l(xl,(xx)

Average Spending Cenerated Per 1,000
Convenlioneers By Convention Type And Expenditure
CateSo

j20,000

Irpendilure Amounl

1984),

p.4.

Convention

Irpendilure

Type

Catcgory

Drlrg.rle Exlx ndiUft'ri
IoTAL:

Compared to the average U.S. tr.rveler and especially
the vacationer, the conventir>neer displays a distinct, upsca/e socioeconomic profile and attendant travel and
support expenditures. Relalive to the vac..ltion traveler,
the convention-goer is 50 percent nrore likely to have
graduated college, twice more likely to be employed in
a professional/manageria I position and earns $25,000 or
more 11977 dollars) one-thirtl more often." Moreover,
conventioneers are of consider.rble importance to the
local hospitality, enlertainmenl, transportalion and other
industries.

The best and most current d.rta 0n the imp.tct of conventioneer spending is provided by the U.5. Travel Data
Center and lnternalional Association of Convention and
Visitor Bureaus iIACVB).' ln 1978-79, the U.S. Travel
Data Center commissioned the IACVB to conduct a
"Convention lncome Survey" as follows:"'
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Irip

Per

$

80.870
8,180

$

tfr

\,1

$ 89,050 $r
$

J1,O80

txhibilion t,(Bndilure\:
Ix|x)iili()n Servi(e
Contra(k)r Ixlx'ndilure\

25.570
2,J.10

97

I

{

l{J,170

$107,290

16,950

f

.11,(J8o

8,t80

r()TAt:

'i-:-

a'_

]()7,290

8{J,870

A5!(ri.rlbn

ffi

in lsrael, a "river in lhe sly" were uscd
supF)rts to b.in8 wate. into the cilies.
The an.ient acqueducts

as

,170

8.880

Source: U.5. Travel D.th Center, l97li-79 ,ACyB Convention ,n.ome
survey nnrlyl,(dl Rcglrl (W.lshinglon, D.C.: U.S. Travel Data Center,
1981): lnlernation.ll Asvxralaon oi Conventaon and Visitor Bureaur,
"IACVB Survey Reveals Value of Conventi()n Bu\iness" (Release,
mimeo, no dale).
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Many restrictions are stated as height.rnd bulk. HeiBht is
a fascinating issue when one looks at the principle involved. Why should the building's height make a difference if the amount of activity is regul.rted? Actu.rlly what
may be controlled is the floor area ratio; i.e., the ratio of
building floor area to land area.

lf one is concerned with light and shadow then the

building might be no higher than the road is wide. Yet,
in Mediterranean climates the roads may be so n..rrrow
relative lo building height, that only .lt noon is there
direct sun on the streets and it may be.ln advantaBe to
keep the direct sunlight from shining on lhe windows.
Such considerations as well as.tsthetics can be sound
reasons for controlled height. What is more relevant is to
regulate the total space contained within the walls. The
activity within the space is linked to other .rctivity .rnd it

of linkages which influence the efficiency of

will be noted later, the transporLrtion routes link the
various activities and the mosl efficienl pattern is the one
which gives the least aSgregale land value. Seemingly
contradictory is the principle lhat the land should be
developed to the use which gives lhe most v.rlue. The
key is the quantity of space within lhe walls and how it is
used. Again, under a single authorily the decisions were
less complicated since the rulers not only decided how
the land might be used but ordered the conslruction. The
introduction of privately owned real estate enabled a
market determination in which lhe land uses sorted oul
themselves.
Zoning now purports to be the major land use allocator.
lls origin, in very recent history, was only to protect our
land use from the adverse impact of neighboring determinants. Prior to zoning common law provided protection. Now zoninS Lrkes on a city planning purpose. lt
regulates land use in an attempt to allocale activity to
various locations. The final allocations.rre what the developer and the financiers decide on within the constraints of re8ulation. Most of the developers are private
with public development taking a nrinor role except as
to provision of infrastructure.
How then does the building of walls make the city? lt is
what decides the provision of the services of space.

5114,42O

hibition expt,ndittLrt's include exhibitor spending {or
food and lxverages, hospiLrlity suites, local advertising
el(.; expen(lrlurc\ en('(,nlpit55 erptlsilion servi<e t()ntractors, the labor and drayage of contractors hired lo set
up and dismantle exhibits and provide other services
during the trade show.
The 1982 figures for these different cost components are
shown in Exhibit 2. Outlays are given for modules of

Earlier regulations simply specified maleraJl and construction technology to achieve a parlicular sLrnd..trd.
The transition was a great boon to cosl effecliveness
because it permitted innovation. The most salient regulatory issue is the quantity of space permitted within the
walls rather than the quality of the w.llls.

As

$

Expendilures:

IleleBrle IxlJcndilures:

The Conventioneer: A Distinct Upscale Market

$
Per Day

Atso( iati()n Ixf.nditures

Irade -Show

I

'.

(;r.rcr,r/

Cities have expanded their convention capacity to
attract increasing numbers of conventioneers. What is
the profile of this group? What do they spend locally?

t

safety of the occupants from the h.rzards of falling walls.

is the set
the city.

9U2)

Expansion

Source: Dan Graveline "C()nvenli{)n Centers" Urban aand, {iuly

dian villages are a very early American example.rnd
there are others in antiquity. When slacking, there.rre
rules of thumb with regard to the engineering of lhe
walls so the safe height is related to the witith of lhe
base. ln modern cities a building code will have a per'
formance standard designed to protecl the health and

t

EXHIBIT 3

2. New facility

obvious, but the security of fences is not unnoticed, nor
are electronic security systems.
Though the issue of security is interesling, there is one
which is most relevant to understanding the system
the use of walls as partitions of aclivity. ln a simple
residence like a hut, the walls simply sep.rr.rte the internal activities from the external. They provitle shelter,
privacy and a place for activity. Beyond the simple separation of internal and external activilies, the w.-rlls may
further separate the internal activilies. The formation of
rooms can be quite simple or elaborate including courtyards or a genuine labyrinth.
Residences also may be clustered or stacked. Hopi ln-

and association spending. Their exposition nature, however, requires further outl.rys {or exhibition expenditures
and exposition servi( (, ( onlraclor expenditures. The er-

t50,0(x)
680,fiX)
250,000
140,U)0

unfamiliar cars are deterred from passing through the
community and speed laws are rigorously enforced
against strangers. Walls also are placed around individual homes. Large estates with iron gales.lre the most

I

linkages the efficiency of which is influenced by the
ways-the roadways and walkways-the lransporta-

E*.

tion routes-

r'
Remains

of the protective walls of

These allocations are better understood l>y looking at the

Caesaria

Ways
still sland rep.esentinS

lhe fort .ity buill by lulius Caesar.

SELDIN: WATER, WALLS AND WAYS

"Ways" as a term does not have the crispness of definition as "water" nor even "walls", but it includes highways, roadways, walkways, rapid rail, canals, air and

)

lt is the p.rth Lrken irrespective of tr.tnsporta-

and the rest of the infrastructure. This facilitates the developmenl of buildings- the ways.

ln looking at a city in the system of cities, the ways .tre
the Iinks to the outside world. The waterways linking
Egypt and Greece lrrought.rbout a striking similarity in

The supervision of that system is unusual because, as
noted earlier, the development of the building is largely
a private sector activity but is heavily dependent on the
public provision of infrastructure and subject to public
reBUlalion. P()fit, or the lure of profit, drives the privale
sector system o[ which the market is the natural regulator. ()ne m.iy, however, by regulation and otherwise,

sea lanes.

tion mode.

the frescos.rnd other.rrt objects found in both countries.
The p.rth the Romrn conquerors followed for their trade
routes left marks of one civilization upon another. When
one looks.rt the barren desen l.rnd where many an ancient batlle kxrk place and wonders why, one explanation nray be bec.ruse it was along the trade route.

Transport,rtion innov.rtions have changed the world.
This paper is l)eing written amid a ten-hour flight trom
Athens to New York-a distance of about 5.000 miles.
Thus, a tr.rveler dep.lrling from New York can make lhe
trip lo lhc Grcck lsles in one day. By way of contr.rst, at

the beginning of lhe century a tr.rveler departing New
York for.r day's journey could Siet to Atlantic City and
later in the century could m.1ke it to Miami. The recent
development of m.rny cities has hinged on the innovations in transp()rt.rtion .rs did the development of ear-

lier cities.

It is e.rsy k) see lh.t the.rctivities.lnd development of
cities have heen cletermined tremendously by their de
gree of.rccessibility. Cities c.rn function as way stations
to trade cente,rs or beconre m.rrkets and suppliers. The
change in lr.rnslx)rtation is hest viewed by looking at the

superimpose a politic.:rl regulation. The great challenge

to lhe publi( !,e( tor is to guide the market forces in the
direction desired by the body politic. The problem is
there are dysfunclions in the system. The incentives are

pulling the priv.rte actions in the wrong direction. This
"systenr nr.rdness"' is the perverse behavior of a subsystenr-w.rter is.t subsystem of urban development
.rnd tr.rnsport.ltion .r subsystem of urban development.

gineers design light poles to hold up lights even when
hit by .r car at 60 nriles per hour. Obviously in case of a
collision il is prefer.tble for the pole to give way to soften
lhe imp.rd l)ut the purpose conflicts with the other

revolution whith influenced the cost and speed of

lransporting g<xrds .rnd peclple.

comnronpl,rt e.

..tlso depended

on .rninr.rl power..rnd w.rlking.

Putting vehicles on r.rils nrade a difference not only in
the transporl.rtion l)etween but also within cities. lt was,
however, the self-prt.rpelled rublrcr wheeled vehicles
(autonrobile anrl truck) which re.rlly changed the structure of the city. Now other lorms of transport..ltion a
rapid rail and the high speed electric lrains are making
a tremendous impact on urban development. These systems.rre usually managed by a central transportation
aulhority. As.r tr.rnsport.rtion economist said, people
will travel until they run oul of lime or money. However
improved roacls nr.ry bring more traffic and many people
don'l want the roads improved.
It should be obvious that the transportation and water
system are interrel.rted. lndeed we can deal with the
entire infr.rstructure, lhe set of roads, pipes and wires
which provi<le the set of facilities and linkages to supporl
the seltlement activity. Should they not be coordinated?
Also should not the sp..rtial relation of building also be
coordin.rled? ls lhis nol a single system of the city with a
series of subsystenrsi

Syslems ManaBement

Underslanding The System
The key in m.rnaging.r subsystem is lo keep it in b.rlance
wilh the rest of lhe system. This requires an understanding of and a <ommonality of objeclives. Managing any
of the systems requires technical knowledge developed
from a sr ienlific process. Yet, much of the decision m.rking is viewecl as a political rather than .t ntanagenrent
issue.

The popul,rce cleserves more only if it demands mt.rre.
Progress requires an increase in accountability. ln lhe
meantinre lhose operaling in the system should underst.rnd its dys[unctions and malfunctions. One stralegy is
to .lssume there will be problems. Don't count on having

will be provicled,
and be prepared for the possibility that it can be cut off,
intention.llly or through mismana8ement.
water without sulficient evidence it

Developirrg such .r strategy for the developer or any parlicip.rnl in lhe urban developrnent process, requires an
underst.tn<iing of the svslem and il' mismanagement.

The inrplications for the public are obvious, but those
concerntd with the public policy are less receptive to
the mJn,)gemenl than those who profit or lose from ils
operntions. Thus, it is important for the private seclor
decision makers and their counselors to understand and
be involvetl.

Wasle and lrartslx.lrt.rtior) nr.lnaBenrent i: lhe supervisicln

of a syslem. Wall nran.rgement h.rs not yet occurred.
lnstead one spe.rks of <lirecting the urban developnrenl
process which inclutles p(rviding w.rler, transporLltion
6

The convention business is a big industry
getting much bigger as rnore and more
communities build iacilitie.s to house the
burgeoning market.

by David listokin

TransporLrlion roules are not improved because people

do not want more tr.rffic at a given location. Thus, the
m.rnngement of that system provides for more congestion. Other dyslunclions are singular of purpose. En-

objective. Water is sonrewhat more complicated. But, the e.trlier
case given of nrisuse to.ichieve political objeclives is

ln antiquily lhe se.r lanes were transversed largely by
sailing vessels an<l thc l.rnd routes by carav.rns of anintal
drawn vehicles. The city's internal transportation system
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n ret ent yeirr\ nr.rnv ('omnrunrtte\ h,lv(' ,rllenll)ted to
inr re.r.e<l lh,rro of thr' Irurgconrng r onvention industry. To this t,ncl, they h.tvt, constructed
convention halls, established pronrotion.ll bure.rus, advertised in different nrediums. etc. Whilt is the scale of

f

lallrd( I lheir

the convention industry in tht, United St.tcsl What is the

profile of the convenlioneer? Whal rloes convention
activity mean for the local econonlyl This,rrticle.tddresses these issues.

United States Meelin8s lnduslry: Trends
Over the past few years, the nreelings induslry in the
United States has lrcen lxxrnring. A( (r)r(ling to the lnternational Association o[ Conventir>rr and Visitor Bureaus
(IACVB), in 1980 roughly 4l nrillion rlelegates atlenrled

about 87,000 conventions. By tlre entl o[ 198,1, the
IACVB estim.rtes 5l million dt'leg.rtes vvill have.rttended
over lO0,0OO meetings'(see Exhibil i).
The meetings industry is;rn t'syrecially intl)orl.lnl economic pump primer in cerLlin g.rte'w.ly.tnd resorl cities.
New York is illustrative. This.ommunity has historically

been the world's numller one visitor deslin.ltion. ln
1981, for instance, it was sought by l7 ntillion visitors
who spent $2.1 billion.' ln turn, a grxrdly share of New
York's visitor market consisls of convention delegates. ln

198l, it attracted 4.2 million su< h individu.rls who in
turn were responsible for an estim.rte(l 9795 million in
outlays.'ln short, a quarter of New York Cily's visitor
trade is made up of convenlionccrs who .rccount for
one-third of all visitor spending.
Many communities wish lo reap the [inancial bonanza
of the conventioneer. To this end lhey h.rve encouraged,
and in some cases financed, the construclion of firstclass hotel rooms antl large arenas-lwo e!,sential con,
vention trade components. The 5purt o[.rctivily in this
Daykl Listo*in, Ph.D., r a iull p(ri'$(, .rt rhc Rutgry! Univeri,(y
Cenler fot Urban Poli(y Rerear(h. He hr\ JUI[(nt<] o\/?t )O lxroks on d
wide ran9e of topics includrnli land u:e, houtnB. h/r(ra( ,)reterv.rtion,
public iinance and impact anrly\i\.

area has been st.lrtling. Massive,rnrounts of new hotel
space becanre available e.8., in lhe early 19t)0s, 3,000
new rooms in Bosk)n.lnd 6,500 in D.rllas. Convention

txHtBtT I
Uniled States Conv€,ntion Activity,
1980- l9ri4
Number of M€etin8s

(in thousands)

Year

Number of Delegates

(in millions)

r9BO

87.1

,10.9

l98l

NA

.l

1982

u7 .7

t9B3

94.2
100.l

t9B4'

l.l

.18.0
5

).7

'tstimaled

fuurce: Internalronrl Ais(xi.rlron ()i Convcntion rnd Virik)r

Bureaus

Research Department, Deleg.rte M({rtinB Survey.
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end of World War ll, clients now
look for a more convenient way of
dealing with the various disciplines.
We have seen the emergence of the
lnfo-Tech Practitioner. Fortunately
for the Counselor, he is particularly
well suited to this new role since he
is usually competent in most, i{ not
all, the technicalfields in real estate.
However, once the concept of InfoIech is adopled, \ilualion\,tnse
where clients ask the practilioner to
undertake assignments outside his
specialty or competence. The longer
a practitioner has specialized, the
more diffrcult it is to Lecp abrea.l oi

other fields even in his own geo-

graphic area. However, these situations should provide an excellent
opportunity to refer assiBnments to
other specialists. This allows the
lnfo-Tet h Practitioner tu stJ) within
his specialty and obtain referrals

from others who .rcknowledge his
competence in certain .rreas.

engagements.

A better arr.rngement, however, is to
form a business arrangemenl where
the contributing "[]artners" c.n en,
joy the advan[rges from sh.rring [.r-

of specialization mentioned at the

cilities, strff, equipment .rnd experience. Rese..trch on the gxrling of
experli\e rndir,rter lh.rl mur h i'
gained by joining forces nol only
with other Counselors, but with architects, enginters, lawyers and
other specialists to provide,l comprehensive client service that otherwise rvoulrl not be possible. But
either individually or togclhcr thcre
i\ a 8rc.rt deal oi satrsi.rclion in

munic.rtor. Develop a creative and

working lowartls becoming .rn .rbsolule experl in a r ho:'en are,r ol lxrsiness. Speci.rliz;rtion also provides
the lnf<-r-Tech Pr.rclitioner the opportunity to wrile aulhoritalivoly on his

subjecl and undcrt.rke spe.rking

lndeed, in addition to the two areas
beginning of lhis

arlicle

technical
skill .rnd market specialty-is the

THE INFLATION DEPENDENCY OF
LEVERAGED INVESTMENTS

need to be an efiective comimaginative .rpproach since your re-

search.lod knowledge m.ry open up
new fronli€rs oI c<lmmunicalicln

with clients an<i colleagues.

ln today's uncertain economic times, the

industry adiusts with alternative inf lation
rates and leveraged dssumptions to
produce satisfactory rates of return.

NOIT5

l.

Dr Bruick({, f.

Stewart, summe. Creg-

ory, 1., "Make Sure Your Cuslomers Keep
CominB Br.k," Harvrrd Busir,eri Revrer!,
Vol.6|, No.l, 1q85, pp. q2'98.
2. Hull('y, Roben 8., "finding Hidden Val'
ues wrlh As\el MnnaBement," Renl [5(ale Revicw, Vol.l5, No.2, 1985, pp. J0')1.
l. N.1i\birt, lohn, Mo8rlrendi, W.rrner
B(x)ks. 1982.

by Rocky Tarantello,

CRE

rIur the oa\l 20 ve,lr\, lhe U.5. et onomy ha' Ixtn
.[ punt tuiterl with (lrnn].ltrc chan6e., in int(,r(,\t r,rte\.
inflation, wage rates and commodity price:. Mosl sectors of the econonry have learned t() adjust to lhe v()lntility of the marketplace by altering the str.rtegy or iorm of
their previous produr:tion fornrula, however, ltrere lr.rvc
been some notable exceptions. He.rvy inriustries (stet,l,
mining, machinery Jnd equipment) have experienced
both a lack of management insight to nrr>dernizt, oper.rtions, and labor rigidity allowing w,rge r.rtes lo ndjusl lo
world conrpetitive levels. M.lny [arnrers failed lo 1>erceive the danger of overextenrle<l debt tr.r acquire;rdditional land in the face of f.rlling price supports. Financial
institutions still su{fer fronr the previous excesses o[ krng-

(
ii

t,

I

I

i\

term {ixed rate lending during years of gallolring
inflation.

Only recently have labor unions begun lo curb their
demands for unjustified wage incre.rses while nranagement seeks new production solutions to meet world
competition. The more conservative farmers as well as
large agribusiness operations have survived lheir debacle. Financial institutions h.rve laken to either lending
short-term or varying the price of their money. ()vt,rall
our economy is digesting the changes of the past ;rnd
sorting out the solutions, but there will be winners and
losers as this process takes place. However, re.tl est.rte
income property investors h.ive yel lo demonstrale .r
consistent strategy to deal with rising cosls of morlgage
debt during periods of lower inflation.
The Real lnterest Rate Problem
The "real interesl rate" is defined as the difference between the nominal market inlerest r.rte minus lhe ( urrent
rate of inflation. As such, during J:rrioti: o[ rising infl.rR.rky laruntello, Ph.D, CRf i! prelidenl oi Iirrnlo//o & (irnprny, r
rea/ estate research. r on\uhint! dnd rpprdt\rl lim wilh oli,( er lr) (n/riornia and Atiz()na- I/e d/5o i5 rdiun.l lrrcfutsot of Rr,]/ [!l,rk' rnd
Land Economict nt lhe Universily oi Soulhern ( n/,li)rrrr 5(h(x, ol
Euiineir Adn)in,nation and thc author oi nunterou\ .rrli(/{\.
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tion, fixe(l rate mortg.rge debt becomes relatively less
expensive lo lhe borrower as the nominal rate of interest
remains constant. Even .rdjustable rate loans may suffer
Io some degree if lhe rate does not adjust as rapidly as
the rise in inflation. This phenomenon partially accounts
for the unusually strong performance of investment real
esl.rte durinB the l97os', and also explains the capital
base deterioralion of nrany financial institutions when
the deregulation o[ tht industry no longer protected
them by lbrcing depositors to .rccept artificially con-

str.lined deposit rates.
Sinrply pul, two maior issues.lrise when the "real" cost
of debt exceeds the "real" rate of return of the investmenl. During periods of relatively low inflation and relatively high interest rates, can real estate investors expect
lo increase their weJlth in "real" terms? Are real

DEPENT]ENCY OF LEVERACED INVESTMENTS

investment returns sutlicient to compens.:rle the investor
for the increase in risk exposure created by the high re.rl
cost of debt and slower Browlh in rental levels?
The ongoing construction and development of vinu.rlly
all types of property through()ut lhe U.S. suggests the
answer is "yes." App;rrently, there is no lack of risk takers ready to try their luck on the pretext th.ll adequate
returns are still achiev.lble. However, lhese.tre uncharted economic times and it may be that the industry

is simply slow to adiust to the new reality. This articlt'
attempts to shed light on lhis question by evaluating the
performance of a given income pr<tducing real eslate
investment under alternative inflation rates and lever.tge
assumptions. lt serves as a beginning for discussion on ;r
very important issue.
The Foundalion For Analysis
Last April, at the American Society of Real Eslate Counselors Midyear Meetings in Chicago, J workshop was
presented concerning real estate inveslmenl fiduciaries
and fiduciary services opportunities. This author was fortunate to serve.rs the moderator f<lr a distinguished panel which included John Bailey, CRE, L.rndauer & Associ,
ates, New York City, now managing director in ch.rrge,
and Reid Samuelson, presi(lent of Coldwell 13.rnker C.rp,
ital Management Croup, Los Angeles. While the program content included a number of k)pics dealing with
various .rspects of the changing role of re.rl estnle counselors in an increasingly institution.llized world, my interest was especially t)eaked by l).rnelist observ.itions
concerning lhe impacl of inflation.rry pressure on nonleveraged real estate returns. ln f.rct, the resulls ()f some
preliminary computer b.rsed analysis con<iuctexl lty Mr.
Samuelson surprisingly contr.rdit ted the conrmonly hcld
notion that higher inllation ratcs (r)nlril)ule tO higher
rdle\ o[ return [or lhe rncome I)r)B,rty tnvesk)r.
The graphs in Figure I reflecl lxrth ild,usted (Real R.rle of
Return) and unadjusted nonrinnl (lntern,rl R.rle of Return)

proiect returns for alternative rates of inflation (as reflected in assumed changes in rents and expenses pursuant to alternative inflation rates) and net operating income capit.lliz"rtion rates (as reflected in residual sale
prices). As lhe reader can see, given the basic set of cash
flows presented in Table I and adiusting rents and expenses according to various possibilities for future inflation rates, unadiusted internal rates of return rise consistenlly with higher rates of inflation. However, to the
nonleveraged all cash buyer, the real rate of return consistently declines as higher assumed inflation rates impact proiect returns. All cash institutional buyers have
litlle lo B.rin from inflation. To the contrary, stable price
levels should enhance the inflation-adiusted performance of income producing properties and encourage
further diversification into real estate by pension funds,
trusts and olher institutional cash buyers. These are interesting findings for th.1t segmenl of the income property buyers mnrkel accuslomed to dealinB on an all cash
basis. But what o{ the more typical leveraged buyer?
Private inveslors, syndic.itors.rnd others commonly rely
on debl to bolh hypothecate the asset value of their
port{olio and simultaneously create tax shelter benefits
prinr,rrily rlesigned kr fosler greater .titer.ldx returns.
Hence, the purpose o[ this article is lo expand upon the
..rn.rlysis of a hypothetic..rl unleveraged investment by
broadening the scope o{ assumed inflation and capitalization rates. However, the current high level of mortgage interesl r.rtes and the resultant real interest rates
rel.rlive k) the (-urrent r.rte of infl.ltion strongly suggests

that under currenl nlarket conditions, only the lender
slan(ls k) econonriaally lrnefit from a leveraged real
estate investment.

ln order to enrpirically test this hypothesis, the first year
cash flows given in T.rble I were extr.rpolated under an
expandt'd set o[ infl.rlion r.]te, c.lpitaliz.rtion rate and
leverage assunrptions. A Lolus l-2-l spreadshe€l program w.rs used lo gener.rte the lRRs'which then were
adjusted ior inflation to.rrrive at the real rate of return.
Three general scenarios were considered in the analysis:

FICURE I
Summary of Discountetl Yield Anal ysrs
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The .rssumed inve5tment was an existing mulli-tenant
suburban office p.rrk of Iess th.rn 100,000 square feet
wilh .r purch.rse price of $6.75 million. The subject
property i:! loraled in Southern California in an active
suburban office nr.rrket and is currently held for invest
ment by.l comingled p€nsion trust. Since most leases
were short-term in n.rtur€', the inflation adjusted cash
flows were.rssumtd to change annually by the rate of
inflation throughoul the ten-ye.rr holding period. The
dssumplions .lnd results oi each scenario are presented
stpar.rtely in the following sections.
Scenario

l:

Boing to happen, values were going
to skyrocket.

Well, lcan recall my good friend
Ceorge Washington chastizinS hi\
stepson.
"l

case, or that it should c0ntinue to
depreciate as it has done for the
last ten months. Where are you
now? Berefl of your land and in

possession

Scen.rrio I .lssurrrptions .rre rather simple and straightforward. The first year operating c.rsh flows given in Table I
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of a large sum

of

money that will neither buy vic,
tuals nor clolhes."'
So you see prcperty does not always

We had inflation and credit crunches, too. lalways liked real estate, but

you can be f..rced with little profit or

lwould only sellwhen lcould make
a profit. lwould not get inlo a po\ition where I might take.r loss. I liked
to sell at my own time and on my
own terms. Creal change has taken
place. But down in Philadelphia nry
grave marker is sti// there next to lndependence Mall. And if you take a

even a loss. I am told this is going on
in Houston riBht now with some of
those nice office buildings with large
vacancies. lust look at the overbuildinB lhat has l.rken place.

The use o[ proiections is only

as

Bood .rs th€' market iudSement th.1t
applies, and those who make lheir
living by dispensing wisdom on values c.rn tolrlly miss their m.rrk (see
Table 1).

look you will nole my marker

is

made of granite!
NOTT

Ithink long-ternr. Recessions occurred in my time just as in yours.

l.

Halsled L. Ritler, Washington a5 a Bus/-

ne5s Mdn, S€ars PublishinB

MARKET
SPTCIATIZATTON
Oltice

by Roberl B. Hulley,

Building
Market

CRE

fn the few shorl vears srnce lohn
INaisbilt wrote his besl seller

Count otiat

Megatrends,' we have seen in[orma-

tion technology exp.rnd to encompass nol only lhe inform.rtion thnl
business cre.rtes, but.rlso the lechnology thal processes lhe infornr.rtion. The need for inlormation is
making nr,lrket sl)eci.rlization more
sign ificant in meetinB cuslomer
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PRACTITIONER
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n
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e

!r o
ed
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demand.

There r: a iund;menl;l rhange in
customer needs taking place,. Tht'
period is seen as a tin)e when re.rl
estate services have shifted from
structured technical skills to m.lrket

information and simplicity of appro,rch. De Bruir ker and Sonrnre in
the Harvard Business Review' F)inl
oul that as.l cuslomer beconres
more fanriliar with a product or service, their experience evolves antl
the b€nelits they seek change.
Roberl B, Hulley, ( Rt.

..1.1( /, /R/. { Rl. r.
prc\ftl"it t k)lxat Llul/r! RrJ/ ln.rk,. 1(/..r

{tdd -

"."s

ra\'9

MultiFamiJy

The lnio-Iech l'r.rclitioner nr.rkes use <>f a diversified background in technical skills to
specinlize in n nr.rket \egmenl where information and research predominates.

iint nr.( talttng tn ntultr t.rnr/r t"rrlr,nt

t,. rr
(.u1i&1 t,{,,' ( /,.xrrn.r,) (,lhr, ( .rr.r
li,tn dt!^nn ot thL, ,\n r(y,r.rn \(x r{ ry i, R(.r/
[\tJl,,( ,,ur)wr,,/. .',,Ji,{r ,,r r/x, ll,.r/1,{\ l,'.
5l,tnlc .rnd an t<ntltrtl ipt)t,tt\fl tl tht

IoKl

All Ca:h Purchase, Non-Iaxab/e /nvestor

he presenl pro{il o( your lanrl in

the eastern shore may be trifling
. . . I will suppose th.1t to be the

Bo up in value. lt can depreciate. lf
you have to sell it to raise money,

tt.

Crnnd,.xl ,xt,lL/k,

PERSPECTIVES

lnfornrati<ln services h.rve beconre
increasingly inrport.rnt to re.rl estale
t lienlr. There ir muth demand in

lhe arers of markets ()perations,

absorption, conrp€tition, regulations
and inform;rtion .rllout the future. ln
addition, because of the proliferation of technical expertise since the

1t

pened in between. Wilh all this
money, a lot of buildings came
about. That old building at the head
of Milk Street in Boston where my
family's house used to be was even

TABTE

Houston- Supply and Demand Analysis

Office

(Over)
Under
Supply

Absorption-

renovated. Pretty fancy stuff. But still

Boston was a pretty staid city when I
lived there. We didn't have all that
land in the southern and western
part of our country called by that
fancy name "The Sun Bell." I understand a lot has happened.

Year

New Office Space

Demand
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rise by two per( enl per year which is the m.lximum
annual increase all<.rwable under California law. Our
an.ilysis assumes the property is acrluired for $6.75 million, all cash, held for 10 years and then sold. Commissions and closinB costs were estim.rted at 2.5 percent
of the sale price in Year 10. Sales prices were derived by

capitalizing Year lO Nel Operating lncome (NOl). The
analysis considers inflation rates from 2-10 percent in

10,/"

9.44

z

serve as the basi: for the lo-year Jnalysis. Cross rental
income is assumed to rise at the given rate of inflation.
Vacancy is held constant at five percent throuShout the
holding period. All operating expenses, with the ex(eption of property hxes, also are.rssumed to rise by the
rate of inflation, compounded.rnnually. Property taxes
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Effeclive Cro5s
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l'rojected
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$1,4s
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ToTAL

puters (see Table I ) to lell what was

lnf Rare

All Cash, Non-Taxable Returns

(Price: $675,000; lnitial Equity: $675,000)

25,200,000 s.f
2

1984

I Bather lh.rl in Houslon with all that
new money a lot of office buildings
were buill. Pension funds trought a
lot of them. Tax shelter syndication
the same. With inflalion and com-

Grosr

TABTE 2

Suburban Office Park

you neecl to have people as tenants
to make bu ildings work.

kh€dul€d

I

.24

6.17

a

two p.'rcent increments and loth year

c.rpitalazation

raler of frrrm 8-12 pcrccnt in 0.5 percenl in( rement\.

Table 2 summarizes txrth the nominal and real lRRs
achieved. lt is clear from the analysis th.rt our results
confirm the hypothesis that for all cash tax exempt
buyers, nominal lRRs rise in conformance with inflation
while real lRRs decline slightly. lt should further be
noted th.ll the general level of real lRRs in our analysis
appear b be slightly atrve those plotted in Figure 2
since our analysis did not take periodic leasing commissions and additional future tenant improvement costs
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into account. However, this did not alter the con( lusion,
merely the estimated level of the returns. Figure 2
graphically depicts the trend in our IRR results.rssuming
nine and l0 percenl capilrliz.llion rates uF)n sale at
v.rrious rates of inflation
Secenario

2

: Lcverag,ed Purch.tst', Non-faxab/e

lnvestor
ln order to assess what impact the presence of ntorlgage
debt might h.rve upon a tax exempt buyer given the
same office park investment opportunity .tssumed in
Scenario l, new mortgage lo.ln .tssumplions were entered into the an.rlysis. A new mortgage of $4,266,J00
was derived by.tssuming a 12.5 percent, 30-ye.rr, fully
amortized kran all due in l0 years with a l€nth year

amount was calculated by applying.r Ll NOI to debt
service annual coverage ratio. A loan origination fee of
two points ($85,326) is added to the original capital
investment amount ( onsidered in the calculalion of the
lRRs.

Table I summarizes both the nominal .rnd real lRRs derived alter ad,usting for the mortgage lo.rn assumptions.
FiBUre 3 plots the rt,sults for the nine .rnd 10 percenl
capitalization rate results at various levels of inflation.
However, unlike the re,rl IRR values in Figures I and 2,
which seem to decline slightly at higher rates of inflation, Figure f shows.r gradual, but steidy increase in the
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Use Or Misuse Of Money
We never hatl such things as p€nsions in my day. You had to take
care of yourself. Our 20th century
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by Webster A. Collins, CRE

rlrhc U.s. re,tl e't.rte in(lu\try got
I sl.rrlt'rl .hodlr aiter th(' t].rttle ot

Yorkkrwn when we (.lme together
as a country. Ceorge Rich.rrds

Minol, C,eorge Washington's aidede-canrp, ranre back to Boston and
wenl inlo business. He w.r\ respon-
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siblt, f<x the ultbuilding oi est.rt('s.
Most.lssets in lhose d.rys were tierl

to re.rl estate- l.lnrl, homes, stort's
and business J)rol)r,rly. Then, as
now, value w.rs import.tnl. I (.rn
remember when Minot's mothe r
dierl. He hired \,rnr Ruggles.rnrl his
.rssociate to value her property.
Appraisers in lhose tl.tys were callt<l

subscribers.rnd th.rt is wh.rt they

did. They subscribed that

S.rr.rlr

Minot's property w.rs worth l,-500
pounds on December'21,'1791.
Value is the cornerstone of all real
eshte, and what is h..rppening kxlay
is chipping.rw.ty nt that gr.rnit€
bloc k

(,

lh/\ Jrt,./e Jrc ft?,,ntt(l \lilh permi\\ton itonl "fhe Appr.*al fu)Lnnal. V)lXliV, No. J, ltly 1976, pp l)n.lH
Portior\

Webslet A, Collins, ( RL
pre\ident ,v1<ltlte.Iot oi C.
^tl/.,,v.(rrl^e\[t,
V' \vh uet,ln.-

specr,r/rzIs rn lhe JreJ\ ol .tpptat\tng,
countdntq ind invgslnit'nt p \xtty- He hat
conlrtbuk'tl ro tveral rt:.r/ edrtc Ir,rrnar5 and
boo/<s.

lo

and lguess th.tt is what sl.rrtcd it all.
ln the late 1970s money in thr savings bank e.lrned interest .ll five to

420

z

PERSPE(.I IVES

retiremenl. We never hari such
things;rs income taxes either. We
used to raisc money through l.rriffs.
although it did start .r little allercation called lhe "Boston Te.r P.rrty."
We had infl.rtion, too, but never the
like of what rxr urred alter 197b -

450

I

BOod

This workt'd well for a while

I

t6

ing called ERISA-pretty

idea. People rould rave n'r()ney lor

p

()i Relurn

Rnt(,

20

lnlcrnJl

r,nrnce and

t80

sl0

2'1,

",1,

t!rc

TABTE 3

FICURT 2

()

among ( ()nlnhulors or benefir iaries
who, for amounts conkibuld, held
transferable !'hares entitling them to
particip.rte r.rlably in profits;rnd proceeds. This lrccame known as the
"Massachuretl:, Trust," firsl created
in 18U6, and was lhe st.trt o[ what
became the real estate investment
trust industry.

600

remaining b.rlance payoff of 94,007,640. This loan

All Cash/Non-T.rxed

transaclions could be divided

Payroll Employment ln M.inufacturing And Finance And Business Services,
New York Ciry, 1977-1984

six percent. And then wh,lt h.1ppeneda Wilh inflation, inlere\t r.lles
soared. ll would cost y()u ten percent, s()nretimes l5 perc(,nt ,1nd
sometime5 over 20 percent to horrow money!
Money mov(.d out of savings inslitutions l).rnkrul)tin8 many banks with
low-rate, long-term mortg.rgt,s. The
key (lJle lo lhis allw,rr \unrclinre in
October l(i79 when the Ftdt,r.rl Reserve der irk'rl lo tJrSel lhr'Br()wth rn
the supply of money.

What h.rp1x,ne<l next is th.tt re.rl

es-

tate lookL.d like a pretty gtxrd he<lge
.rgainst infl.rtion. Rents were going
up and wilh tlrose fancy m.rclrines

called compulers, you could look
out to the fulure and guess lvh.rt a
property nright be rvorth. Tax l.rlvs
were changed, too! A new term w.rs

Founding Of The Real Estate
lnvestment Trust lndustry
Under common l.l\a,in the lti00's it
was lx.lssitrle to org.rnize "VolunLrry
Ass(x iations" irr whir h .r trusl [un(l
coulcl lrc turntrl over to.t group.l:
lruslee\ k) h,rnrllt, lor the ltenetit ot
(ontributors to tht'[Lrnd. Proceec]s of

c.r lled "Syndic.rtirrg Tax
Shelter Depreciation," which
brought in more money. Pension

crealed

funds kxrked.rl real estate.rs.r good

way lo drvt'rsriy. Sounds Lrnd ot
neat, doesn't iti
Well, my iriend, it's now ten ye.lrs
later, and let's look at wh.rt h,)pl9

lt is important to
recognize th.rt notwithstandinB the rise in real lRRs, two
critical points .lrise. First, from T.tble 2 to Table l, re.rl
lRRs decline subslantially .rt all possible future rates of
inflation as the high real interesl costs of lhe new mortgage lorn of 8.5 percent (12.5 per(ent nominal rate-

Perspectives

real rate of return as inflation rises.

URBAN VS. SUBURBAN

TABTT

REVISITED
by Abram Barkan, CRI

Total Conslru( lion

TTthere have been .t nuntl)er ()l
I. thang,.r in the citres ,rnd *uburbs during the past ten ye.trs (){
which the nrost inrportant h.r!' l)een
in the are.r o[ enrployment. Working
in Manhattan.rnd living in the suburbs of New Jt,rsey, I have observed

{Millions of Sq. tt.)
Location of New Spnce (%l
New York City

]

t'x,

I l'ri,

\8"1,

.10',1,

Northern Suburlx

l5'x,

tg%

true lor mosl of the large urban .rre.rs

centrations. For ex.rmple, the Hilk)n
Hotel rn P,rr\il)pJny, New lersey ir
busy Monrlay through Th ursday,
and on weekc,nds it enjoys.r bonan-

in the counlry. A quick look

at

nearby suburban communities al an
even f,lster p,tt e. Ior examlllt' in
Ab,am Barka|, CRt, MAI is prc\tLlcnt oi
lame\ lell Rea/tt 5ervrre'. .r drrr'r,,rr ,,i
Ctubb & tlli\ Q,r']tpany oi Nerv Y()r& cry
spe(ialtlng n tontuhing ancl apputsal aLtivilies. Brrkan wa\ lhe 1978 prcs(lenl oi ite
American Sot i,.|y oi Rea/ fstate Counx,/o^
and prevktusly war published rn R&ll Esltlc

l8

t',,,,

Long lslanrl
New l.,rsey

White PlJins, nrore people enter lhe
city th.rn leave it for work in lhe
urban are.r. Table 1 illustr..tte: lhe

downtown Prllsburgh, lcrng r<lentified as a "smokestack" industrial
city, reveals its similarity to otht'r
downtown areas having a concentration of high-rise office buildings
forming a glass wall.
Even as New York City Srows in the
commerce and financial calegories,
the same growlh is happening in the

1

1980 1981 t982 t983 ',t984
l7.t\ 19.5 18.7 )).\ 21.0

signific.rnl changes in both .rrt'as.
Up until l9tt0, New York City's prrnripal in<lurtrv wJ\ mdnul,r( lurintl
a startling ol)serv.rtion sinct' one
usually tlrinks of New York.rs the
financi.rl capital of the worltl. Following.r sle.rcly decline in nranufdclurinB jolr', New York ( ily in
'l9Bl statistic.llly emerged;rs the [inanr ial center oi lhe t ountry. Thr'' ir

phenomenal ,l()wth in the suburban
communities of New York City.
The suburbs irt' starting to lo()k
more like the city due to the pro-

ion of shopping centers.rn(l
hotels thnl finrl it good business t()
be adjacent to otlice buikling conliferat

za Ironr tlrc r rlered p,rrlie5

-

wedding receptions, bar m itzvahs,
etc. A reservalion for Sunday brunch
must be ma<le well in advance of tht-

specific d.rte. Do you recall how
difficult it w.rs in the past for a hotel
in the suburbs to succeed, let.rkrne

approxinrately 4oA current estimdted rale of inflation)
impact.'t Bross renLll stre.lm which is rising at a slower
pace. Seconrlly, in order for the investor to earn a real
rate of return t'<1r.ral to that of the lender, the anticip.rtt'd
rate of inflalion nrust be at least six t)ercent or above.
Moreover, real lRRs lo the inveskrr show great improvement as futur(' .rnticipated inflation rises to pull up current rents at i p.lce fast enough b offset the negative
impact o[ the clt'bt. Clearly, unless the investor anticipates a resurgence of inflation to previous levels of tht'
1970s, he be.rrs an inordinate ri\k th.rt he may not
achieve his investment 8oals.

1o,7,

)

t,N,

20%
11%
50v"
19v"

1985
.10..1

\ \"1,
11,'1,

16,2,
2l)"/,,

Madison Avenue shops. ln Sh()rl
Hills, New Jt'rsey, the shopping < enter has .lltr.r( led lxrutiques such as
Gut r i. l.rr,Hcr. lt.nrli anrl Loui:
Vuitton.
Meanwhile sr-rburbs and urb.rn .rreas

now suffer from the same problems-corrgtslion ,rnd l.rr k oi
affordable houring. ln suburban Essex Counly, N0w lersey, the median
home price ir in the $150,000 runBt'
w

Table 4 sunrnrarizes the nominal and real IRR results
atier adlusling for assumed tax effects. FiBUre 4 plots the
IRR values again assuming nine.rnd l0 percent capit.rlization r.rles ()n lhe s.rle of the prol)erty in Year 10. Unlike
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relieving hou:,ing shortages, improving lhe environment and reducing
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and populalion should not be lefl to
become tonorr()w's regret.

4%

C

t

from esc.rlating delense co\ls to

the unenrploymenl rate. Tod.ly'5
problenrs of incre.rsing congestion

4

Leveraged/T.rxtrl

conslrual i()n

plex answer. For st,lrts there need5 to
be a redircctit-rn of federal spentling

2't,

i

Automobile tr.r[[ic congestion, .r
growing problenr, can only worsen
in light of new office building

As for suburb.rn shopping centers,
they resenrble Fifth Avenue, Rtxleo

Nominal lRRs
Possible Future lnflation Rates
10,1,
8%

o

ith many (ostinS $400,000-

prosperl

Leveraged Taxable

I

$500,000. There is.r lack of a{forrlable housing in lhe northeasl, lmth
in the urhan areas and suburbs, th.rt
offer employnrent opportu n it ie\.

What is the solulion? Such a < omplex problem necessitates a con]-

Drive and W()rth Avenue more th.rn
a sleepy little suburban conrnrunity.
ln Manhnsse,t, Long lsland, a prosperous M,rnhattdn suburb, a local
shopping center is slowly ch;rnging
its ten.lntry from supermarkeVv.rriely
store to B(x)ks Brothers nnd other

Seenario l: Ltveraged Purchase, J.rx.rb/e /nvestor
The final adjustment to our set o{.r!'sumptions attempls
to demon\tr.rle lhe after-tax resulls of the investment. lt
was felt that bv integr.rting, the lax ltnefit derived from
lhe depreci.rtion and mortgage inlerest deductions, lRRs
might inrprove tnough to help tontlrnsate the invesbr
for the risk he undertakes by agreeing lo a high real cost
of debt. The following additional .rssumptions were put
into the .rn.rlysis. The building l.rnd ratio is 75 perccnt
giving.r depreciable building v.rlue of $5,062,5oo. Depreciation exl)enses were laken on an lB-year str.riBhtline basis. ()ur inlaginary investor o(cupies the 50 per
cent margin.ll lax bracket and may expect to pay rn.tximum cdpil.rl li.rins t.rxes at 20 Per(ent of the taxable
gain on sale.

TABI.E 4

lr)

the results presenled previously, lhe.rssumptions used in
Scenario 3 nrosl closely resemble.r more lypical taxpay-

inB investor who would ordinarily finance the acquisition. When conrp.rred to the results of Scenario 2, a
slight diminution in both nonrinal and real lRRs results
from the or<lin.rry in(ome taxes paid on operating profits
as well as the c;pital gains tax liabilily on the sale proceeds. Note however, that the investor is unlikely to
achieve currenlly acceptable nominal lRRs unless the
future rate of inflation is at leasl 5-6 percent. This is the
point at which ncrminal lRRs cross over the 12-13 percent range. ln real terms, the future anlicipated inflation

TARANTELLO: THE INFLATION DEPENDENCY OF LEVERACED INVESTMENIS

rate must approach eight p€rcent before the real IRR
earned by the investor equals the real cost of mortgage
debt of 8.5 percent.
Conclusion
Except {or cerlain institutional non-t.rxable investors,
more traditional developer/investors h.rve not demonstrated a strategic adiustment to the realities of the current markelplace. For the most part, liltle attention has
been paid to the current discrepancy between the real
cost of mortgage debt and the real rate of return achievable by the investor. To the extent that real interest rates
exceed real lRRs, any ralional investor would probably
choose to be a lender before choosing to be a borrower.
All-cash non-taxable investors enjoy a clear adv.lntage
so long as future anticipated rates of infl.rlion remain in
the range below five percent. Perhaps this is an unrealistic expectation, perhaps not. Over the period 1975-1985
this was certainly not the case. lf future infl.rton rates do

return to the levels of the l970s, then lypic.rl taxpaying
.rnd leveraged investors are acting quite prudently and
their gamble will pay off. Unfortunately no one knows
where the future lies. Meanwhile it nppe.trs that the
value of leveraged investments remains dependent upon
future rates of infl..rlion well beyond whal we currently
observe.

L Artificially low real lxrrowing rates were a mnior factor in explaining real estate return\. llowever, rasing dem.rnd i(x real property
as an inflalion hedge anrl.'nvironmentally anducd \upply constraints
oflen conlributed to the ri{' rn real estale return!.
2. NotwathsLrndang ati many shortcomings, Ihe int{'rnnl rate of return
(lRR) has b€(ome the curront \t.lndard by which redl est.rte anvestment
performance is measur(1. S({'bhn McMahan, "M{,.tsuring Real tstate
Relurns," Red/ fst.]le ,\!uo\, V()lume 9, No. 2, F.tll,^r'Vintor, 1984, p.

ll.

were the same .l\\umptions utrlized in the Snmuelson analysis prcsented in tiSure l.

\

Should you expec{

your real estate

Company.

{

T

I

lt

buildings.

also made Poydras Street

lnterestinBly, after ten years of operation, lhere is not one
improvement which is directly relaled to the Superdome

except the Hyatt Regency.

the office buildings in the vicinity of the Superdome
benefited from the Superdome parking garages. The
buildings on the lake side of Loyola Avenue required
one parking space for e.tch 1,200 square ieet of office
building in the zoning ordinance and this is.rpproximately what was ltuilt; however, Drs. Rag.rs.rnd Miestchovich contended th.rt this was not sufficient parking.
The proximity of the Suprdome parking gar.tges saved
the buildings'develogrrs about $20 million. This, they
contend, was an econ()mic benefit in th.rt it saved the
construction of the.rdded spaces needed to make the

I

v
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buildings feasible. ln any other location, these parking
spaces would have harj to been added.
General lmpact Of The Superdome
Each year the Superdome has a big operating deficit
since the taxes generated by the visitors lo Superdome
events cannot be directly identified or used to offset the
book deficit of the operation (see Exhibit 8). However,
the economic contribution of this structure is tremendous and it pushed tourism to the top of the list of economic contributors to the economy of the New Orleans

area. Without the Superdome, New Orleans would
probably not have been host to Super Bowls, the Nation-

al Basketball Association lazz franchise for four years.
the NCAA basketball championship in 1987 or numerous trade shows and conventions. A recent report by the
University of New (Jrleans Division of Business Admin-

istralion indicates thJt in the ten years since it opened,
the Superdome has generaled $2.68 billion in state tax
revenue, visitor spendinB and CBD development.
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7
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industria

more desirable

The University of New ()rleans study oi the economic
bene{its of the Superdome after '10 years by Dr. Wade R.
Ragas, Jr. and Dr. lv.rn l. Miestchovich, lr. indicates that
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SURVEYING FOR THE REAL ESTATE
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A "how to" article that details four

computer pro4rams aimed at solving your
surveying problems.

by Wilbert

give you the land .rrea. You receive a conrplete troundary survey which states the total l.rnd .rrea however,
there is a road goinpi through the property with.r can.rl
alongside thal isolates.rnd nearly landlocks a sm.rll section. This part may have a dif{erent highest and besl use,
but the land area is not shown. These and m.rny other
situations arise that cause irritation.tnd frustration b.r
real esLrle prof-essional who does not h.rve.tn t'nginee'ring education wtth .r < our'e tn .'urveying.

2,015

ings would have been located elsewhere due to the p(x)r

l6

o[ surveying. All of the points on a survey are
shown as being.l cert.lin distance north (or south) oi
an .lrbilrary e.rst-west line and a certain distance east (or
west) of an .irbitrary north-south line. Numbers thal are
south or west of these arbitrary lines will have a negative
sign. This doesn't make any difference to the calculator,
however it may cause you some confusion. This problem r.an be avoided if you .:rssign the southwesterly corner of a smaller tr.ict the coordinales: N-1,000, E-1,000.
On larger tr.rcts, lhe coordinates: N-10,000, N-10,000.
will usually remain positive. By usinS the coordinate
system it is easier .rnd more accurate to plot the

system

The advenl of the electronic calculalor, programnled
with a nragnetic slick, provides a solution to this pro[r-

OUARTER

Other developers started building high-rise office lrtrilrlinSs on the lake side t.rf LaS.ille Streel .rcross fron City
Hall, and now lhere are three such buildings. ll is interesting thal studies of the inrpacl of the Superdome on
the CBD give credil to the st.rdium for these struclures
however, if the old industries had remaintrl, lhe:e build-

CRt

Cometimes during.t markel inve\till,llion, you re.rd a
Ddeed and the mete, and bounrl' legal descrrption
goes all around the tract and fails to st.lte the.rmounl of
land enclosed. The recorded plat of a subdivision will
show all the calls around an irregul.rr lot, but will f.ril t<-r

l8

other buildings and parking BaraSes so that nrost o[ lhis
area today is developed with offices (see Exhibit 7).
None of this relates direclly to the Superdome (excepl
Hyatt), but it is doubtful that these structures woukl have
been placed in this area had the old industries .rnd rail'
road warehouses remained. The Superdonre made a
pleasant environmenl that a//owed for develrlpnrent.

t. white,

neighborhr.rud environment,
been l;uilt in the CBI).

bul they still would have

Nothing happened for sonre time across Loyola Avenue,

the more proximilte loc.:ltion to the already developed
CBD inner core. lf the Superdome was to attract development, lhis is where il should h.rve happened. Not until
almost nine ye.rrs after lhe !'t.rrl of construction of the
Superdonre wns ,rnything suhstanlial placed on Loyola.
jusl recently, lhe Energy Ccnter,.lnother high-rise office
building, wa: compleled.rl Loyola Avenue and Poydras.
Here again, this is the, resull o[ the Hyatt and lhe other

office buildings (all occupied principally by oil companies) rnlher than the Superdonre itself, although the
structure cleaned up the neighlrcrhootl by removing the
REAL ESTAIE ISSUE5, FALL,^iVINTER I985

lem. The Hewlett-P.rckard ancl Texas lnstrumenls Companies make calculalors wilh this fe.lture,.rnd they.rls<r
provide surveying pacs or packages th,rt work with their
calculators for a rather small additional cost. I can grr
around a seven or ei8ht-sided tract with a curve or two
and calculate the are.r on my machine in .rb<.rut five
minutes. The same problem would have laken half-aday on a slide rule using the DMD (dou ble-nrc'ricliandistance) method, and the results of the new nrethod are
more accurate.
This article will make you Ltnriliar wilh the progr,rms
and their operation, and it will tell you how to use the
information supplied by a surveyor kr solve problems
the survey do€sn't address. Without these progr.rms, you
might be forced to make an educatt'd guess or hire,l
surveyor to solve the Problem.

Application Packages
The application packages are based on the crxrrdinale

5V1Y6!;p1V1W/

Witte.rt L. White, (RE, MAl, i\ rn indoF'n(renl rcal crlatt' < trunrt'/or
and appei\et wilh oiftce\ in ]rou(on, ten\. ] k'grrdurlt\/ li()nr IorJ\
A & M Llnivesity w,lh a de6,ne rn nrtth.rnita/ engrnt*vrng;nrl r. a
/icensed e/trtrrra/ engrnt'er.
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coordinates of the corners on Srat)h paper th.rn k) use.l
protractor and scale if you need .l sketch of the property.
The angles used in lhe program calculations .rre b.rsed
on the azimuth system. Most surveys show the angle of
deflection in degrees e.rst or west from a norlh or south
line. A line into the northenst or number 1 qu.rdrant h.ts
the same azimuth as its angle of dcflection (Norlh 45'
35' 16" East has an azimuth o( 45" 15' 16". lt is entt,red
as 45.1516.) The southeast qu.rdr.lnt is number 2, the
southwest is number.l and the northwest is numlrcr 4. lf
the angle of deflection and the quadrant nunrber are
entered, the pro8ram calculates the azimulh. The rosine
of an azimuth in the northern hemisphere has a positive
sign and one in the southern henrisphere has.l neg,rtive
sign. The sine of an azimuth in lhe enstern henrisphere

the first point to obtain the north coordinate of the second point. The product of lhe sine of the azimuth times
lhe horizonhl ciist;rnce is.rdded lo lhe east coordinate of
the first point k) oblain lhe east coordinate of the second

point.
Each manufacturer has a clifferent system for entering
data into their prclgram and sonre progr.rm differences
are necessary because of the various models produced

the line and the result is added to the norlh coordin.rte of

DEFINITION OF TERMS
The radius is the distance from the center to the

My surveying applic.rlion pac contains l9 different programs and several are of a technical nature. I have only
used four o[ them and they have taken care of my prob-

azimuth is multiplied by the horizontal dishnce akrng

:.:i.i..nl

't-to

by the same manufacturer. The program's key strokes
must be followed exactly. Because of the limited memory in the calculator, the pro5irams are unforgiving of
any errors more than one poinl back in the traverse. The
inverse program will allow you to go back to the last
point if you make .rn error in data entry and theo you can
enler the c()rre(t dJta. Since a record of the coordinates
is very important if you need a sketch of the property, a
calculator with .r l.rpe printer or one th.rt can be attached
to.r tape printer is preferrerl and will m.rke a difference
in the operating speed of the program.

has a positive sign and in the western hemisphere.r
negative sign. ln the tr.rverse program, the < osine o[ tht'

txHtBtT 6

:::::

Four Software Programs
I

lems and more than justified their $35.00 cost. I use the

curye.
The chord is the straight line distance between the
end points of the curve.

following programs:

The arc iength is the distance around the outside of

the curve.
The degree o[ curve is the angle needed to have .ln
arc length of 100'.

I

The tangent is the Cistance along the continu.rtion

lines-

lf any two of these items are known including at
least one of either the radius, degree of curve or
central angle, the program will calculate the rest.
ln addition, the program willcompute the areas of
the fil/€t, segmenl and se.tor.
The iil/et is the area enclosed by the outside of the
arc of the circle and the extension of lhe two Lrngent lines.
The segment is the area enclosed by the chord and
the arc of curvature. lt is the area added for a curve

to the outside and subtracted {or a curve to the
inside of a tract.
The sector is the area enclosed by the radius lines
and the arc of curvJture.

l.

Traverse, lnverse and Sideshots,

2.

lntersections,

-1. Curve Solutions,

The centra/ angle is lhe angle formed by the r.rdius
lines to the ends of the curve.

of a tangent line from the point of beginning of a
curve to its inlersection with.r continuation of .t
line that is tan8ent to the olher end of the curve.
fhe mir|-orclinate is the distance from the chord t<r
the midpoint of the curve.
The externa/ is the distance from the midpoint of
the curve to the intersection of the two tangent

I

4.

t-t0

Predetermined Area.

The most frequently used program is the traverse, inverse.rnd sideshots because it has the capability of
calculaling lhe effect of curves on the area of a tract.
Since the dah needed ior curves is the most often neglected in a legal descriplion, a discussion of the curves
proSranr is given.

Cutve Solution5

ACC

There are two kinds of curves. All of the above perlains
to tan8ent curves. There are three addition.tl points to
rememhr aboul tan8ent curves. One, the angle of deflection lretween a tangent line and the chord is half of
the central angle. Two, the centr.rl angle is equal to the
angle tormed belween the extension of one tangent line
and.r line to the point of interseclion with the exlension

of the other langenl line. Three, the cenlral angle between langent lines never changes, but the length of the
radius will ch.lnge all of lhe other values.

On nontangent curves, it is helpfullo know the distance
and direction from one end of the curve to the center
point in order to

ca

lculate the defleclion of the chord if it

is not given by lhe surveyor. Another solution to lhis
problem is to sLlrt lhe lrilverse program at one end of the
curve and lraverse.rround to the other end oi the curve.
The inverse program will then close the survey.
/nler5e( lions ProSr,rnl

Another useful progranr is the intersections program. lf
14

l8
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First and foremost, the fillup antl lhe dispersal works
better than expected. M;rny people come early and e.rt
in the French Quarter or elsewhere in lhe CBD and
leisurely walk to the evenl. Visitors walk over kr lhis
structure from their CBD hotels k) Lrke the "tour". The
design of the struclure allows for maxintum people
movement out after a big event, and the neighltorhood is
a vasl improvement over the eyesore il replacetl.
At the time of the facility's conslruction thert'w.rs considerable speculation on what would happen lo lhe
lands in the immediate vicinity. Soon after lhe site was
chosen the Hyatt Regency Hotel, n major convL,nlion
facility, was construcled on Loyol.r Avenue. There was.t
"shopping mall" in front oi the hotel itsel[ (i.e. on the
DERUES: LOCATION ANALYSIS
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river side) nnd ,] rrmp from the hotel directly to the
Superdonre enlr.rnce level. Everyone believed that this
would signal numerous olher developments. The properties on Poydras Street from South Claiborne Avenue to
LaSalle Street.rnd directly across from the Superdome,
certainly would be developed with hospitality facilities.
However, this did not occur and the shopping mall was
less than successful.

A ioint venture Broup consisting of the ICRR, an insur-

ance compJny nnd some risk capital developers, began
developing tlre len-acres fronting on Loyola Avenue at
Poydras Slreet, or rather thal part of the ten-acres not
occupaed by lhe Hy.rtt Regency Hotel. This group started
with one high-rise on Poydras and this was followed by

()F TllE NEw ()RLEANS SUPERD()ME
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EXHIBIT 8
Louisiana Stadiunr & Exposition District
Budget As Adjusted
Eudsel As Adiusted

Item
REVEN UE5:

Bond Procc'eds
Hotel ()ccupancy Tax (Net)
lnvestment Earnings

$r 17,750,000
1 2,011 ,551

1t,287,479

Rentrl Revenues

r

Refund on Poydras St. Paving
Other Revenues

l,l0.UX)

TOTAL ANTICIPATED REVENUES

02,8r 2
1

$ l ()

.471

l,l l s

|,3l

downtown- i')1, and west bank- l7%. Suburb.rn sites had
no such diversity of egress roules.
Site Number I would have required travel out Poydras
Street or up St. Charles Avenue to the inlerchanges. Site
Numbers 14 and 18 would have required local traffic
back to the heart of the CBD lor most interst.rle traffic. lt
is possible th.rt the favorable orientation r.rf Site Number
3 to these interchanges could reduce dispersal time from
l5 to 30 minutes over the lhree CBD sites. This is not to
mention lhe minimal amount o[ disruption of ordinary
tratfic of Sit(' Number 3 as compared with other CBD
sites

EXPEN DITURES:

$

Site Acquisition
Prime Construction
Television Syslem
Landsc.tpinB

r

I 1.270,161

or

4,949

,9 r

1,259,0r
217

,7

l

61

277,t46

Craphics

2.117,912

Seats

I83,842

Turf
Moveable Furnishings
Sporls Equipment

1,907,400
150,000

Demolition
Highway Rework

47J,184

C.S.A. Rel(Xation
Traffic Signals

192,41)

7A,921
100,000

I85,031

TelescopinB SLrnds
Utilities Relocations
Builders Risk lnsurance

1.974,547
820,83 J

9B4,660

Testing L.itDratory Fees
Architect-Engineers Fees

9,750, r 50
$ r .14,05u,1

SUBTOTAL

Contingcncies

I ,47

TOTAL CoNSTRUCTION COSTS
OTHER COSTS:
Debt Service-lnterest
Working Capit:rl Fund

Administrative Costs

$I

i5.5

/4

6,47 5

1-1,

().1()

$ 21,r00,162
500,000
4.174,\O4

Final Decision
Site Nunrlx'r I was chosen .rs the lesser of evils. Site
Number I wtrs badly loclted in terms of trnffic.rnd the
possible efte< t on CBD nxrvenrent in addition to being
improved with potentially historic struclures.
Site Numlrcr l4 containe(l residential housing and was
not as well loc.rted in relation to the ingress .rnd egress
highway interchanges. Site Number lB had numerous
small owners, houses and.rp.rrtments,.lnd wns not as
well located with regard k) interchanges.
The ownership of the lands involved in Site Nunrber 3
was the ICRR and the Louisiana and Arkansas Railroad,
plus some sm.rll landowners. Most improvenrents were
obsolete.rnd could be replaced in better loc;rtions. The
old railroarl brick warehouses were.rn eyesole to the
CBD. Using thas site destroyed the least .rmounl of economic we.rllh while replacing misplaced l.rncl uses with
a stadiunr th.rt would add considerable econontic benefit to the t()l.rl area, expecially the CBD. Poydras Street
on the lakt side (the Park Avenue of the future) woukl
get a very desir.rble anchor on its northwesl or l.rke end.
Nestled in the far corner oi the CBD, this was the ideal
spot for lht' Superdome.

$ )7,77A,666
$16.l,lll,.lls
'N{'}rt'\l lt'on(i'r Ln th. \\\vlt , b\

Ten Years l-ater

Lake Pontch.rrtrain except that there is.1 p.rrl which dips
down into the e.lstern side tt{ the crescent, i.e. in a south-

,',E

ToTAL OTHER COSTS

IOTAL EXPENDIIURES
Sor-rrce:

Irxrr'una -\uperdr,n]('
Andft'w ahriin. 197 5.

The wisdonr of the decision to place the slrdium on Site

Number ] ir more apparent now than it was al the time.

east direction, then goe5 northeast back up lo Eastern
'10
New ()rleans. This tri.rngle is identified .rs lnterstate
in the soulh "V" and is called lnterst.lte 610 as it proceeds e.rst-west through the middle of lhe city (see Ex-

hibir 6).
Site Nunlber .] is actu.rlly.rt the very bottom of this "V"
with nunrerr>us interchanges to feed tnrffic lo and fronr
both lhe northwest and lhe northeast. While about 35"1,
of the population was to lhe northwest .rnd west and
only about 20% is to the northeast, about l5% o[ the
traffic could be dispersed on local roads to the uptown
section lareas along the riverfront and in lhe university
section) anrl about 20'2, of the traffic could be sent
across lhe river or downtown. Although lhe areas are nol

welldefined and overlap, there were Iiter.rlly five directions for dispersal: west- 15%, east-20'x,, uptown-15%,

t.l

E

you have a nonrectangular tract with.r road coming up
to a bound;rry line at some angle other than 90'and it
appears logical to continue the road through the tract,
the intersections program will tell you where it hits the
other side. lf you know the coordinates of two points and
the calls or azimuths of lines leaving these points, this
program will calculate the location of the point of intersection of these two lines. lt will give you the azimuth
and distance from each of the two known points to the
point o{ intersection and the coordinales of the point of
intersection.

lf you have a line leaving.r known point with a given
azimuth which crosses .r circle where you know the
coordinates of the circle's center and radius, it will Sive
you the location of the two points where the line crosses
the circle. lt also will Sive you the azinluth and distance
from lhe {irst point to the point of intersection, the azimuth and dislance from the center o{ the circle to the

l,

1985
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The inverse portion of the program gives you the azimuth and the distance between two points where their
coordinates are known. I find it useful to close the survey
on the l.rsl c.rll rvith the inverse program instead of the
traverse program; this forces a correct closing of the
survey. The last azimuth .rnd distance should be very
close to those Biven by lhe surveyor or there is a mistake.
After the survey has been closed, the program calculates
the sum of the horizonhl distances around the tract, the

area enclosed in square feet .tnd repe.rts the initial

intersection.

tract.

redete rm i ned Are a P rof!.lm
Another helpful progrant is lhe predelermined area pro-

Lamberl Crid Coordinales
Somelimes the surveyor's fiel(l notes gives the Lambert
coordinates of the various points on the tract. The Lambert coordinate system trents a very large area as if the
world was fl.rt instead of curved. There are 68 of these
zones covering the continenLrl United St.rtcs and Alaska. The Uniled States Dep.rrlment of lnterior Ceological
Survey Maps h.rve a l0,0OO' grid based upon one o[
these Lambert projection zones. There.lre mnrks on the
edges of the quadrant map which show the number of
feet north or e.rst of the base lines of the zone in which
the properly is located. A str.)ight edge placed on these
reference m.rrks allows you lo measure the distances to
the property in which you are interested. These dis-

points.

lf you know the coordinates of the centers of two intersecting circles and the radius of these circles, it will
calculate lhe points of intersection, show the azimulh
and disl.lnce from the center of each circle to the points

P

gram. lt operates with two different types of areas-a
triangle and .r trapezoid. When dealing with a triangle',
you need k) know the c(x)rdinates of the end points of a
fixed line and the angle l)etween lhe {ixed line and a
second line from one <.rf these end points. The program
will hinge a line fronr thc other point until the desired
area of the, triangle is enclosed. lt gives you lhe distance
and direction from the [irst point, the riistance and direction from the second point and the ctxrrdinates of the
third point on the triangle
ln the second predetermined area oplion, two sides of
the trapezoid are parallel. The required information consists of lhe coordinates o{ the end points 1 and 2 on the
base line and lhe bearings or azimuths of lhe lines leaving these end points. The program calcul.rtes the distance along each of these lines required to Eive the predetermined area with a line parallel to the base line. lt
also calculates the coor(linates of the third and fourth
points needed to form this trapezoid.

ordinates of the next point in the survey. ll also calculates the area of a trapezoid formed by the base line,
the lwo north-south lines and the side of the property.
The area of this trapezoid is calculated by the formula:
.l

value.

of intersection and the coordinates of each point of

point of intersection and lhe coordinates oI each of these

Traverst', lnverse Ntcl Sirleshots Program

May

go in a counter clockwise direction, the solution will
be negJlrve, but lhe progr,rnr (hanges it to ,r posilive

coordinates.
lf there is .r curved side on the parcel, you traverse or
inverse from the beginning point'of the curve to the end
point of the curve along the chord, insert the central
angle in degrees, minutes & seconds and enter the
radius. lf the curve goes inside the tract, the radius is
given a neSative sign; if outside the tract, it is given a
positive sign. The program then adds the area of the
segment of the curve algr.braically to the total .rrea of the

The program which I use the most is lhe lraverse, inverse
and sideshots. ln the lraverse mode you enter the bearing and rluadrant nunrber or the azimuth and then
the horizontal distance. The program c.llculates the co-

-a

to a memory location and the traverse is continued.
The algebraic sum of these areas is the area enclosed
by the traverse if you go in a clockwise direction. lf you

A = lNr + Nr) (Er - Er)/

2. These areas.rre added

tances addecl to or subtracted from the Lantbert numbers

on the edge: of the map gives you the approximate Lambert grid coordinates of lhe property. Some of the local
maps in our area use the geological survey quadrant
map as their base. These have tic marks.lt 5,000 or
10,000 feet intervals which expedite the location of the
property's grid coordinates.
One of the factors which helps explain the difference in
adjusted market prices in .rn area is the distance from the
central business district of the nearest maior metropolitan area to the property. I have found that within various
sectors, there is a correlalion tretween the m.trket price
of the land and the distrnce from the center of a maior
metropolitan area. The amounl of varialion m"ry change
in different sectors with lhe effect more apparent on

properties.rdjacent to maior highways anrJ freeways. lf
you know lhe Lambert grid coordinates of the center of
your nrajor metropolitan area, the inverse program will

WHITE: SURVEYINC FOR THE REAL ESTATE PROFESSIONAL
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rapidly calculate the Lambert azimuth and the distance

to the properly you're investigating. The last number
displayed on the inverse program for my calcul.rtor is the
distance between the two points. By dividing this distance by 5,280', you Bet a close approximation of the
milea8e to the central business district. I find lhis method
is easier than attemptinB to dr.1w long radius curves on a
small scale map where it may be difficult to accurately
locate a propeny.
It is possible to use the Pythagorean theorem (lhe square
of the hypotenuse
the sum of the squares of the two
sides on a right triangle) to solve this problem. However,

:

at about 18.9 miles you reach the accuracy limits of

a

nine-digit calculator.
8y way o{ illustration, the intersection of Main & Walker
in Houston is close to being the l00o/" corner. lt has
Lambert grid coordinates of north 717,500' and east
3,153,500'. The main entrance into the NASA Manned
Space Center in Clear Lake has Lambert grid coordinates

of North 646,000' and East 3,243,200'. The inverse program indicates that this property has a Lamlxrt azimuth
of 128' 33' l0" and that it is 114,7'10' or.rbout 21.73

miles from the center of Houston. Lambert North at
Main & Walker is about 4'east of true north. This indicates a call of South 55'26' 30" East.
Another use of the traverse prcgram, is to calculate the
area of a large shopping center, industrial building or
warehouse. Most drafting is done using.rngles of 90',

60', 45', 30' and sometimes 15". You don't have to use
the actual directions. The front of the building is assumd to have an east-west or north-south orienLrtion.
You can traverse around the perimeter to find the area.
However surveyors are careful .rbout the boundary of a
tract. lf the buikling is in the middle of the tr.rct and there
is no possibility of a bound.rry encroachmenl, they may
not be as careful. Surveyors and appraisers tend to measure a building differently.

EXHIBIT

Appendix A (4)
Numb€r
Site
Three lnformation Sheet
Location:
Boundaries:

Federal Building, Loyola, Poydras, Claiborne, and Julia Streets
66-acres

Ownership:

Mainly lllinois Central Railroad, Louisiana and Arkansas Railroad, and various governmental agencies.
The site can be cleared in one hour. Traffic dispersal in all direclions. Direct ramp access to Ponlchartrain
Expressway is possible. For details of access roads see table in Site #1.

Access by Car

a survey. The purpose of this article is to point out those
programs which appear to be most useful to the real

Proximity to

Access by Bus
and Rail:
Parking
Facilities:

127.1228
214.5700
3t .2104
36.9814

T

1R)

z

Degree of Curve
Central Angle

(D)

Y

z

Arc LenSth

(L)

T

T.ngc'nl
Chord (Entered)

(T)

Mid-Ordinate

(M)

Exlern.rl

(E)

Z

7

0.0000
22647 .81 J4

Z

Sector

45t9.221.t

Y

Segnrent

2776.7 3A9

x

Fillet

routes within five blocks. Service to leffcrs(rn and St. Bern.rrd Parishes available. Union
within 100 yards of site with direct rnil extension pr)ssiblc

Hotels:

Over l4,O0O central area spaces available. On-site parking facility cosl approximately $10 million
6,500 hotel rooms.rre within walking clistance

Acquisilion nnd
Site Clearance:

Probability of
Acquisilion
Delay:

The following diagrams have a sample problem showing

Compatibility With

the lrdver\e, inverse and sirlt'shots program,rnd the
curve solutions needed in the tr.rverse problem. A copy
of the tape prinloul obtained while solving the problem
is shown on the left side of lhe <liagrams.

Environmenll

Estim,rted total cost $2

l.I

million. Thert, nre few slruclures ()n the site

Low. The two r.rilroads own the maiority ()f the sile, .lnd virtually no family relocation is involved
The sile is ad,acenl to the Federal and City Hall office complexes, and is currently used as

Estimated
Costs:

Acquisition (-10 acres)
Utililies Removal

Totil

tillor

(c)

1,150

$l0.OOO

c'

was one hour, this does not take into account the potential impacl of lr.rffic fronr the facility on nornt.rl traffic in
the CBD. Site Number I w.rs closest to the parking facili-

returns far gredter than the capitalized worth of their
operatinS revenues from freight. Besides, the freight did

ties and hotels in the CBD; however, it contained buildings which were considered historic. Had this site been

Elmwood lndustrial Park in lefferson Parish also owned
by the ICRR.
lf the stadium was buill on the acreage on the lake side
of LaSalle Street, lhen the ten-acres between LaSalle and
Loyola on Poydr.rs Street, also owned by ICRR, would
have been available for high-rise development (which
did happen with the Hyatt Hotel and oil company related buildings).
Of all the sites with substantial improvemenls, Site Number 3 had the most obsolete improvements with no
potential of rehabilitation. The density of improvements
also was the least. Site Number 14, near the Municipal
Auditorium, h.rd similar improvements ..rnd railroad
tracks (Southern Railroad), but contained part of a housinB proiect.

Number .] (Exhibit 5) is enclosed for illustrative

of liquor warehouses, meat
packers, railroad warehouses, small industries, railroad
tracks and the ICRR hospital. The ICRR w,ts a respected
member of the economic community, and up until 1960
did nol w.rnt their real estate disturbed.
Site Nunrber 3 consisted

\+\

l6
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for total acrea,ae)

$r2,5'0

purposes.

Chod tcl

l$21 million

500
680

selected, it likely would have put tremendous pressure
on CBD traffic at times. Also, there woulcl have been an
impact on land values and land uses because the taking
of 47-acres of land would have eliminaled over 60 useful three-and-[our-story buildings.
For each sile not "automalically eliminated", such as
Site Numbers 2,4,5, 15 and 16, the consultJnts composed a Site lnformation sheet. Such a sheet for Site

T

freight

(Dollars in Thousands)

Summary of

Sile Preparation
Streel lnrprovemenls

(a)

I rlil

ierminal-

Sample Problem
(Tape PrioloL on Left)
Rddius (Enrered)

N.().P.S. l0

Passenger Terminal

Curve Solutions

200.0000
28..tA52
64.5252
226.4781

Central Business Dislricl

Size:

The program calculates dimensions to 0.0001 feet. I
haven't seen lhe surveying crew assembled which can
make measurements this accurate. The results you obtain from these programs should compare closely to
those obtained from the surveyor. However, the programs do not m.rke you a surveyor. They are capable of
relieving the frustration from inadequate information on
estate practitioner and to review the funrl]mentals of
their use. Surveying programs are also avail;rble for the
various types of desk top computers. These programs
apply the same basic principles f.rster, with more accuracy but at a larger expense.

5

Because trucking was e.rtinfl into the profits of the
operating railroads, these large landownen did an about
face with reg;rrd to assets which could be converted into

not go.rw.ry, it merely moved further out to the

New Orleans lies north o{ a crescent in the Mississippi
River (thus the city is called "The Crescent City") with
the CBD and French Quarter at the easlern or downriver
portion of lhe crescent. The lnlerslate 10 system generally runs east-west across the top of lhe crescent parallel to
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Traverse, lnverse & Sideshots
Sample Problem

EXHIBIT 4

(fape Printout on Leftl

Final Four CBD Sites Selected
Point of BeBinning
lnitial North

LOO00
I

-t' !

I

000.0000

lnitial

l000.oooi)
28.1523
256.4200

6

!r

Poinl
Nodh

I121.3938

East

t0

5

)

t 6.1 705

l0Bl.7t

I

t

fr

54

409.2039
195.3144
401.6700
4.0000

t

nt

AREA

a

90,748 sf
2.0833 As.es

694.7 811

+\

I

l0l.t ll6
J37.4127
256.8100

I

('

5.0000

.(

2AB.2203

I

I

1

FFE: fTFAY

6.0000
1000.0000
1000.0000

',1

Q

(

]C

-45]9.2022
214.569l

t1

226.4778
64.5252
-200.0000

a

1464.3974
90748.0150
a

6

cFt^

I

:

21 .O215

-l-l

2 .7

4567

7

655-O7

7.0000

***
T
Z
Y
X
***
***
**'
***
*'*

tt.i,te"

R

200.00'

A

64" 52' 52'

L

226.

214.5691

:v:..2:41-

.t

!o

z

1203.6379

aiw

a

-- 2).

9)2.187.1

l1

',

f J2t
()0,

".'

3.0000

lr

a

7

s_

*

32t .0000

-Lll

I
I

2.0000
1225.8645
1

2

Easl

Azimuth
Distance

\c

W

1-

4A',

Segment Area

Chord
Curve Length
Central AnBle
Radius

Sum of Horizontal Distances
Area in Square Feet

2
6

Closing Error Azimulh
Error Distance
Point of Beginning

.l

tooo.oooo
r000.0000

t-\

/a
I a

Site Number I had .rn estimated B0 owners with no
residential f.rmily involvemenl while Site Number lB
had an estim.rted 230 owners with over 400 families.
Additionally, Sitc' Number 1ti had a city incinerator to
relocate which would have delayed the project. Site
Number 14 had a public housing proiect with 40 fami-

32

lies and was mostly industri.rl, railroad and some cheap
commercial. Site'Nunrber -l had almost no families and
ownership was nrostly two railroads.

Decision Factors Of The Four CBD Sites
While Ihe dispersal linre estirr.rted [t-rr Site Number

I
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EMPLOYEE COMPENSATION FOR A
CONSULTING PRACTICE

mary, the mosl desirable sites are in the CBD."
It is likely that CtlD sites are mort'advantageous in most
municipalities. ()nly the Houskrn Astrodome, Se.lttle
Kingdome antl tht, Pontiac Silverdome are in suburban
localions while lhe New Orleans Superdome, V.rncouver B.C. Place, Minneapolis M('lrodome, lndi.rnapolis
Hoosierdome.rnd the Syracuse Carrierdome.rll .rre located in close proximity to or in the CBD. The New
C)rlenn\ \treet p,rttl'rn, publi< lr,rn\l)orl,rlion ori('nl,rlion
and the existence of numerous hotels and parking facilities in the CBD, akrng with the proximity of the Union
Passenger Railroatl Terminal, nrade the CBD not only
desir.rble but.r murt location. The limited ingress and
egress roads in the suburbs made the other lorations
inrpr.rctical.
-St,k'ction Oi 7hc Ihree CBD -sitcs
The CBD of the city is divided ink) lwo different environments: 1. the Bu:iness District.rnd 2. the French (Juarter, which extenrls [rom the Mississigrpi River to North
R.rmp.rrt Streel .rntl from one block northe.rsl of C.rnal
Streel to Esplan,rde Avenue. ()n Exhibit 2, lhe French
Qu.rrter is identified as going all the way to C.ln.rl Street,
but in fact it is one block renrovecl. No consideralion at
.rll w.rs given to thc French Qu.rrter since it is fully clevel-

oped with hiskrric l;uildin6is tonlrolled by the Vieux
Carre Commission. The Business District was divided
into [unctional use.]reas which were identifiable, but
nol cle;rly delined t'ee F\hil)il 2).

CBD Sites Aulomatically Eliminaled
The number of siles inputted ink) the consultanl's sludy
would indicale nn intent to (over every conct'ivable
potential site (see Exhibit l). The reasoning for lhe "automatic" elimin,rlion of specific localions was as follows:
-Sile Number 2 was bounded by Loyola Avenue, (;r.rvier,
O'Keefe ancl Poyclras Streets whi< h would trc the C.rnal
Slreet side of Poydras and the river side oi Loyola Avenue. This area conlained old houses converle(l into
cheap shops or ,rpartments, parking lots and small industrials. This site would have been more prcximnte to
the parking facililies in the CBD but lhe cost of the land
would have been higher 1rr unit. The consull.rnts decided that the tot.ll .rrea (nine-)cres) was loo:mall for
the Lrcility.
Site Number 4r This area was ne.rr to Site Number I but
uptown of Poydr.rs Street and ranged from Loyola Avenue to Carondelet .rnd from Poy<iras to Julia 5lreet- This
was eliminated based upon m.rjor and highly expensive

utility relocations including South Central Bell

Tele-

phone's main exch.rnge for the.rrea.
Site Number 5 was actually not in the CBD [rul ralher
uptown of the Mississippi Briclge Approach (U.S. Highway 90) and would extend from St. Charles Avenue to
Simon Bolivar Bt.rulevard, and [rom Clio to Euterpe
Streets. Not only was this are.r highly populated, bul it
also contained siBniiicant access roads to the CBD .rnd a
very expensive l5' boxed canal on Melpomene Street.

i0

The everyday operation of a counselor's
office is presented for discussion and a
sharing of ideas.

by Stephen Rushmore, CRE

March 2, 1975

These underground canals collect the rain runoff and
lr,rnsport the waler to pumping slations. They are expensive to build .rnd relrx ate

Number 15 also w.rs not in lhe CBD but rather the
lake side of the French Quarler. lts boundaries were
North Claiborne Avenue, Esplandade Avenue, North
Ramparl and 5t. t'hillip Streels. (Note that lhe streets
which have lhe s.rme name and cross Canal Street.rre
r:allql South on lhe uptown sirle of Canal StreL't and
North on the downtown side of Canal Streel. What
makes New ()rle.rns directions 5tl interesting is that
rather than u:e "norlh" or "south" for directions, lhe
loc.rls reier ltl llre (lownriver direction as "downtown"
and the upriver direclion .ls "uplown". Also, instcad of
giving the comp.rss direction to other streets, the directions.rre identifie(i .rs "riverside" or "lakeside".)
5ite Number l6 w.rs.rlong lhe riverfront over exislinB
rail tracks between Poydras and St. ioseph Streds and
-Silt,

between Deltr Streel and the w.rterfront. The proposal

was to use an air rights development. This plan was
eliminated due to the potential time delay of construction. While not nrentioned in the brief report, there is no
question that the rlispers;rl time of this site would have
been high due lo lhe traf{ic congestion of traversing the
CBD. Site Number J is at the outer exlreme of the CBD,
while the riverfronl is at the inner extreme.
The Four Remaining CBD Sites
The original inlenl of the report w.rs to identify the three
sites which were nrost acceptable. After elimination of
all of the suburb.rn locations and Site Numbers 2, 4, 5,
l5 and l6 (ab<-rve), there were /irur remaining (see Exhibit.l). The estimated costs of the sites, along wilh ulility and street improvement cosls, were as follows:

site Number l:
5t. hseph, Conslnnce, Fulton, Poydras and Lafayette
Streets.
$ 10.7 MM
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ftomoenr.rlion is.rn inrtrrrl.rnl elemenl ,ri.tny emlUploynrent environmeni, .ln(l renumerJti()n lor production and cffort generally Llkes the iorm of tangible
payments-moniLlry consi(ler.ltions (i.e. s.rlary, overtime,
bonuses) and specific benefits (i.e. medical and life insurance, sick (l.lys, vacations, holidays, eclucational assistance). Also inrportant to,rn ('mployee are the nonmonitary benefils such as the work and office environment,
job title, sLrlus, perks, learning experience's and opportunities for personal growth. A well structured employee
compens,rtion program can provide production motivation, qu.rl ity ()ssurance .ro(l job s.tlisfaction.
Very little has lx'en writlen.rl)()ul coml)en\,tliun pro.
grams for consulting organizations. Such firnts.rre often
staffed with bright, inclependenl thinkrnB individu.rls
requiring high levels of ntonitary and nonmonitary rewards. This.rrticle describes the compensation package

utilized by my [irm- HospiLrlity Valu.rti()n Services,
lnc., Mineola, New York. I holn by sharing my company's innerworkings, other: will tollow suit and offer
their ideas in the Jrea of enrployee contpensation.
Background And Structure Of The Firm
Hospitality V.rlu.rtion Services, lnc. (HVS) i: a consulting
organization specializing in hotel-motel valuations,

market stuclies and counseling. Organizerl iive years
ago, the staff has llrown rapidly from an initial one asso'16
associates, four
ciate and one editor to the current
editors, two production assisl.tnts, one secret.rry and a
college intern. HVS oper.rles on a nationwi<le basis from
its New York olfice serving a broad client b.rse of hotel
companies, developers, lenders and municipalities.
While providing a variety of hotel rel.rted counseling
services, the end product is typically a comprehensive,
detailed writlen report ranging in length fronr 100 to 200
pages and costing betwecn $ 20,000-$.]0,(x)0. Each
s,epfie,r Rosrrrro.e, CRE, MA|, \RI'A t' ptesident oi llo\plahty Valualion Servicer, lm., d Mr:fola, Ncw York based ctrunrtlng organizaion \peciali/ing irr hote/s, mottr5 rn(/ re5Lrur.rnlr.

assignmenl is nornrally per{ormed by one asstxiate who
devotes an average of three to four weeks per study.
Because of the unique experlise required to render hotel

related counseling services, HVS has hired only hotel
school g,radu.rtes for the associate staff. Six of the 16
associates were recruited dire'ctly from college with 10
associates coming from varied b..tckgrounds in the hotel
industry. Three associates have masters deSrees in hotel
Jdm inislr,lt iun; I I have bac lrelors.

The four editors are responsible for proofing and editing
the reports which each associate imprints on il nelwork
word processing system. The editors develop the necessary charts.rnd tJbles, perlbrm the pagination and conform the report to the firnr's editorial style. Each report

usually requires moderate l<l heavy editinS that takes
approximately one week of editorial time.

RUSHMORE: EMPLOYEE COMPENSATION FOR A CONSULTINC PRACIICE

t9

An English degree or a strong journalism background

is

necessary for the editor position. Although each associate has ullimate responsibility for the inteBrity of the fina
producl, the editorial function is the prinr.rry monitor lor

gained from client interaction and never appreciates the
full impact of the assignment.

I

quality assurance.

The two production assistants are responsible for
assembling and binding the final reports which are each
typed on word processors. They prepare;ll the graphics
including m.rps, computerized graphs and laminated
photographs, .rnd mainLtin the data files, office library
and supplies.
The secretary types all the correspondence, proposals,
invoices, articles and other nonreport documents.

Ownership Structure And Obiectives
Hospit.rlity Valuation Services, lnc.,.r New York
corporation owned jointly by ludith and Stephen Rushmore, is.r cash basis taxpayer with a November 30th
fiscal year. Over the past [ive years HVS has nrinimized
its tax lirbility by distributing the majority of its profits in
the form of salaries, p()fit sharing contributions and
bonuses.

Several ownership obieclives have been eshblished ior
the future which include continuing k) provide clients
with the hi,lhest quality hotel counseling services; ex-

panding the product Iine (services) into other hospitality
relaled .rre,r', i.e. ownership, [inanr ing, m(tn,tgemenl,
developmenl, syndi<,rtion, et(.; ( onlrolling grt.rwth by
continuing expansion of the New York office and the
establishnrent of regional offices in selected U.S. cities
increasing client base through the developnrent of new
products .rnd continuing penetration inkr ntarkets and
services currenlly dominatt'ti by other consu lting organizalions; prorn()ting the generic identily o[ Hospitality

Valuation Services, lnc., r.rther than the individu.rl
reputation of its founder; minimizing employee turnover
in order to prevent lossts to competing consulting
organizations.

Eliminate Oryanizational Charl Slagnalion
A complicaled organiz.rtionaI structure with.tn el.tborate chain of associates, supervisors, man.tBers, partners,
etc. is unnecessary, unproductive and expensive. Each
startinB associ.rte should work under the close direction
of an experienced associale .tnd progress rluickly lo an

autonomous standing which entails complete assignment responsibility subject only to upper-level review.
Consultants need to feel lhey are working for the client
rather than a firm or a supervisor.

ll

You Know Where You Are Going, You Will Cet
There Faster
Associates hired by HVS, reg..rrdless of background and
experience, start with the s.tme compens.ltion of salary,
percentage of gross billings, selling incentive and profit
sharing and they are informed aboul their maximum
compens.rtion level. The time it takes lo go from the
startinS compensation to lhe maximum level is based
solely on nbility and effort.
Timesheets Are Not Required
Piece Of The Action

Parish, but the route possibilities were limited to two on

Hote/s .rnr/ Mote/s within one mile had the following
number of rnoms in 1967
Suburban New Orleans
250 rooms
9OO rooms
lefferson Parish - East Bank
200 rooms
Jefferson Parish - West Bank
Central Business District
6,500 rooms
The above picture h.1s changed dram.rtically since that
time principally due to the 1985 World's Fair. ln 1985
there are f,500 rooms in suburban New Orleans; 4,500
in Jefferson Parish on the east bank.rnd 1,500 on the
west bank; and the CBD has over 16,000.
As a practical matter, only the CBD sites had access to
rail service since all suburban sites would have required
extension o{ rail from one-half to three miles at considerable cost plus disruption of the environment alonfl the
route of extension. Additionally, only Site Number 3 h.rd
rail stagin6i tracks in cxislence which could house both
coach and sleeping c.rrs within walking distance (0.2

tx

profession.ll staff. Since consultants are in the business
of selling thcir experience and expertise. the quality of a

counseling firm is related to the abilities of its employees. Thus attractinB, rrotivating and holding strong
professional associates are key objectives of .r counseling organization.
Over the years, I have developed the folkrwing organizational and employment philosophies to sustain my
staff.

Total Client Contact
From day one, a consultant should work directly with
lhe client, altending all meetings and presenLrtions, participatinS in the development of data and conclusions
and seeing.rssignments through to their finish. lf a new
consultant is relegated to a b.rckroom existence grinding
out portions of reports, he/:he misses the experience

20

Reward New Business Development

All

members of a consulting org,rniz.rtion actively
should participate in new business development. Even
iunior associ.ltes ought to be encouraged to seek out

potential clienls and market lhe firm's services. lnvolvement in pr()fessional and trade organization: along with
contributions to literature and educational activities are
excellent means of generating client exposure, firm
recognition and new business.
As with output compensation, associates should receive
direct benefils based on .r percentage of the new business they create as well .rs relrat business from satisfied
clients. When everyone h.rs a iinancial interest in new
business development and repeat client incentive, the
firm benefits from conlinous growth.

garaEes.

CBD Siles
Although the CBD sites were the most expensive, they
also were estimated by Culf South Rese.rrch lnstitute to
be capable of producing .1t least $B00,000 more revenue
than any suburban sile based upon I l8 event days. The
current number of (1984) use-days is 118; so the proiected revenue differential was conservative. The data
clearly indicated wh.rt the report concluded: "ln sumH
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Organizalional And Employment Philosophies
The key comgrnent of any counseling organization is its

and numerous high-rise office buildings and parkinB

miles).

lf You Are cetling A

Everyone wilhin a consulling org.iniz.ttion should receive, as pnrl or all of his/her compensalion, .t percenlage of the professional fee collected. Associ.rtes, editors
and production personnel show.r high level of motiv.rtion and devotion when their paychecks directly reflect
the amount and quality of their individu.rl production.
ln addition to compensating pure outpul, the renumeration fornrul.r also should rew.rrd continuing education
and development of personnel expertise. Supervision,
time sheets and time clocks can be eliminated if people
are paid on production, efforl and expertist: r.tther than
lime.

The best sites usually cost more and cerlainly this was
true of the CBD sites which were estimated to cosl from
$10 MM to $14 MM while the sites in suburban New
Orleans were under $7 MM; those in lefferson ParishEast B.rnk were $7 MM-$9 MM and lefferson ParishWest Bank was $3 MM to $4 MM. The actual cost of
land;rnd land clearance for Site Nunrber 3 turned out to
be $1.1,989,277 and contained 52-acres. The site costs
could have run higher had the LSED decided to acquire
an additional ten-acres on the CBD or river side of the
Superdome which now houses the Hy.rlt Regency Hotel

all sites.
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Eliminate The Yearly Compensation Review
lncreased compensation should be based on.rn individ-

1

1

+

ual's ability to perform assignments competently and
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lnterestingly, proximity lo rail service was considered
important. People are housed in rail cars for significant
stadium events.rnd c.rn lrc transporled to the stadium.
The possibility of interurban use of the rails .rt some time
in the distant future also was considered, but not specifi'
cally mentioned in the report.
Adiacenl Propetlies
What effect would the construclion of a {acility of this
size have on the adjacent properties and on the "normal" activity in the immediate vi(inityi Wh.rt might be
the eventual economic .rctivity of a facility of this magnitude on the immediate.rnd surrounding area? While it
took some time to materialize, the eventual changes in
land use in the adi.rcent area were siSnificant, but the
cause of such change was not altributable solely to the
stadium.

ldentificalion Of Potential Sites
Potential sites were suggested long before lhe consultants came inlo the piclure. Due kt the composition of
the LSED that included elected officials and politic.rlly
minded people, every potential site was considered (see
Exhibit l). ()n an over.rll basis, lhe sites wcre in four
locations: 1.C9D,2. Enstern New Orleans,.]. Metairie/
Kenner to the west ancl proxim.tle lo the.rirport, and 4.
across the Mississippi River on the west bank. Site Number l7 in the l.rkefronl area of Nt'w Orleans would re-

quire displacing 300 hmilies.rnd even then the lanrl
area was too small.
Basically, of course, lherc were two types oi sites: CBD
and suburb;rn. Orleans .rnd lefferson Parishes are the
two parishes (counties) involved even though the Standard Metropolitan Stalistical Area of Metropolitan New
Orleans consists of four parishes. St. Bernard P.rrish is irt
the southe.rsl portion of the city, and the populated area
of this parish is locatetl nrainly on the high land adjacent
to lhe Mississippi River accessible r.rnly by lwo slow tr.rffic arteries into the city. The renr.rinder of this p;rrish was
tree swamp.rnd salt wJter marsh.
5t. Tamm.rny Parish is north of Lake Ponlchartrain and
was super-suburban b the city's m.rin populnlion at th.lt
time. The St. Tammany Parish area might have equated
to the Ponliac Silverdome in remoteness but lacked the
proximate population or the diversity of road access of
the Detroit area stadium.
As a consequence, nr.r sites in either of these two other
parishes (counties) were considered. The 1967 eslimate
of population in St. Bernard Parislr was alx)ut 17,(XXl
and in St. Tammany Parish about,lJ,500.
As o{ 1967 , the maior population o[ the two parish areas
was about 925,000 with about 600,000 on the east bank
in Orleans Parish and 175,000 on the east bank in lefferson Parish. The rest of the population, aboul '150,0O0,
was located on the wesl bank across from the CBD. Most

of this west bank developmenl then was up and down
the river from the bridge five miles on each side. A large

2tt

percent.tge of those employed worked either in the
CBD, French (]uarter or .rlong the riverfront corridors on
both sides of the CBD, which contained both port facilities .rnd industrial activity.
For lwo years newspapers carried on a livcly debate
aboul the stadium loc.rtion. Local politici.rns, particularly in lefierson Parish, argued for a stadium in the residenti.rl suburb since it would be closer to the,rirport and
the st.rte capital in Baton Rouge (70 miles to lhe northwest). E..istern New ()rle,rns advotates said cosls would
be lower and the location would be the most proximate
to lhe east-west portion ()f the interstate hiShway.
Process

Of Elimination- Suburban

Siles

All sites except four in the CBD were eliminaled for one
of the following reasons: lhey sufft'red from the limited
east-west traffic nrovers; the lack of good public transporl.rtion; a limited numlrr of hotels, motels, restaurant
facilities, etc.; .rnd the disLlnce efficiency for movement
of people. Tht,re was no question th.rt the CBI) was the
mosl convenient in terms oi dishnces traveled.
The most seriously considered suburban site was the
defunct jefferson Downs Racetrack {Site Number 9)
whith was south of lntehLrte 10, \even miles from lhe
CBD and five nriles fronl lhe airporl.
The main problem with Site Nunrber 9 was thc traffic
which would h.rve to proceed from the east lo the st.]dium on lnter:'late lo, the only easy.rccess road from the

rity rlseli. 5et,rndly, lh(, \rte w.r\ nol l)r()\rmJle

l()

enough quality hospihlity [.]cilities, and finally, it lacked
gootl public tr.]nsport.rtion. The trut' nreasure o[ each
site was dispt'rsal time.rnd for Site Number 9, this was
calculated al I lr hours which w.rs probably o1;timistic.
Site Number 9 was l6-5-.r(:res .rnd would have cost .rn
estim.lted $7, |2 5,00o.

Of The Suburban Sites
Road Access nre.rsured in time re(luired to clt'.tr the site
for the variou: location\ wns estinl,lted to lx,:
Reasons For Elimination

Ntw Orleans Orleans Parish
lefferson Parish - East Bank
lefferson Parish - West Bank
Central Business District
Suburban

2.0 to.l.5 hours
3.5 to 4.0 hours

lTto2lhours

0.5 to 1.0 hours

Dispersal hours were mosl significant in measuring the
sites desirability. The conrparative traffic situation, based
upon .llternate ingress and egress tr.r[fic arteries, ranked

first in criteria nlthough hospitality facilities and public
transportation were also significant with rail access also
considered. Cost comparisr.rn of the sites was not significant in the iinal decision.
Public Transporlation Busing showed a marked differ-

ence with the CBD having l0-12 bus routes and 450
buses while lefferson Parish East Bank had l;ut one bus
route and 3i buses, of which 2B were required for normal service. There would have been some pt.rssibility of
improved service to the stadium if built in lefferson
REAL ESTATE ISSUES, FALL/WINTER 1qB5

independently, along with his/her success in cre.rtinS
new business. Raises must come continously as the associate moves toward these goals rather than at specific
dates or points in time. The elimination of a managerial
hierarchy allows lhe associnte to progress to a level of
autonon'ry and monet.rry conrpensalion based solely on
ability rather th.rn time in gr.rde or office policy and

politic:.
Professional Designation
Many consultanls leave the field wilh nothing to show
but experience. By providing the opporlunity and incentive to secure .-r professional rtesign.rtion CRE, MAl,
SREA, CPA-a consulting iirm offers its staff a t.rnBible
asset that has lifelinre value.
Publish And Prosper
A consultant is in the business of selling credibility. All
the associates who participate in an.rssignment should
be acknowledged by personally signing the finished re-

placed by a $20,000 per year draw ag.rinst a straiSht
commission ol 25"/" of gross billings. The maximum
commission level is 40'l..
Promotions through level five.rre based on general ability and effort. Promotion to level six throuBh nine not
only requires the associate lo d€monstrate Sreater ability
and conlinued effort, but also passage of specific MAI
courses and requirements as well as achieving cerlain
levels of new business development. The following table
outlines the additional requiremenls for advancement
into levels six through nine.
IABI.E
Specific Requirements for Advancement lnto Levels
6-9
New Eusinesr
Developmenl Requirrments

Completion of Coursr's None
I A1, I A2, IBA, 188,2 I,

port. EncouraginS an associ.tte to publish and lecture
under his/her own name rather than ghost writing for the
boss, aids in developing professional recognition and
individu.rl identity.

flexibility And Freedom

Requiremenls

Level

Complelion of all cour\es

l0% sellinB for l.1sl l2

months e<1ual l0% ()f the
averaSe .rssociale volume
per peG{)n

8

A pro{essional consultant should be tre.rled as a professional. Hours, schedules antl vacations remain with the
individual. As long.rs the flow of work is mainlained, it
makes little ditference whelher office hours commence
at 9:00 am or f :10 pm.
Using the preceding organiz.ltionJl .rnd employment
philosophies ;rs goals-the iollowing employment

Demonslrnte Appraisal
Accepted

l0% sellinB for lrsl l2
monlhs equals 25% of lhe
average associale v()lume
per perv)n

MAI DesiEnnlion
Received

lo% sellinB for last l2

months equals 50% ol lhe
average .lssociaie volume
per pers()n

structure was developed frtr HVS.

Compensation

All HVS associ.rtes receive .r starting:'alary of $210 per
week plus 57. of lheir gross billings. This shoukl equate
to approximately $20,000 of combined compens.rtion if
this level was maintained during the first year. As the
associate gains skills and demonstrates an ability lo work
independenlly. lhe salary lllus commis.ion incrc,tses as
follows:

Level
I
22207
12109
I
5
t
7
tt
9

Salary
Per Week
$210
250
250
Draw
Dr.tw
Drrw
Dr.rw

Percentage

of Cross Billings
5"/.

ll
14

25

l0
l5
40

Per{ornr.rnce reviews are nr.r<le on .rn ongoing lt.rsis and
mosl new associales progrt'rs to level three by the end of
their first year.

When .rn assot iate reaches lcvel six, the salary is re-

The prinrary purpose of these specific requirenlents is to
provide the incenlive to rapidly complete the course
work and demonstr.rlion appraisal for the MAI designa-

tion. Since the business of HVS is heavily oriented

around market sludies and appraisals, lhe educational
and experience requiremenls leading to the MAI are
well-suited for our new associ.lles.
The new business development requirentents provide an
incentive to create new clients for lhe firm. The term

"10'l" sellinB" will lrc more fully explaincd but for now
can be defined.ls the new business generated [:y the
individual and personal effort of an associate. To reach

level seven an associate must have created in the past l2
months new l0% l)usiness e<lual to 10'/. of the average
associate volume per person. For example, if the ;rverage
associate within the firm works on $180,000 of assi8nmenls per year, then the new business requirement lor

level seven would be $18,000 (level
level

nine

eight

$45,000

$90,000).

Editors are compensation b.rsed on a starting salary of
$210 per week plu s 1t/t"/" ol lhei gross billings. During a

l2-month period an editor should work on approximately $600,000 worth o{ assignments. As their edilinB
skills improve, their salary moves up to $300 per week
and their commission increases to l7o.
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Production assistants receive a sal.try of $180 per week
plus .5% (.005) of their k)tal gross billin6s.

analysis, meets with the client and spends a total of four
days on the assignment-

52-acres) and the suburban sile would need about 150200 acres.

Estimated Rcvenues

Selling Commissions

The following lable sets forth the compensation of both
Associate A and B.

Flooding

New business development and client satislaction in-

Associ.rle B

Not all suburban sites were accept.rble due to lhe
possibility of flooding. Rainw.rter would have to be

it was expeded lhat tr.rde shows would be an important
source of use-days (and revenue), the anticipated trade
show income would be a{fected by proximity of proposed siles to hotels, restaurants and other city anrac-

centive is provided by two types o[ selling commissions.
Associates receive a 5 o/. selling commission for any new
business they create from a previous client. This type oi
commission is the client s.rtis{action incenlive. By performing superior work and maintaining close client contact, associates are rewarded when a satisfied client calls
them with new business. Associates also receive a 5 o/.
selling commission for any new business re[erred to
them by the firm. For example, each day an .lssociate is

to "associate of the day" (AOD). Any phone
calls requesting informalion about the firm, its services
or general questions pertaining lo hotel valualions and
market studies are handled by the A()D. lf one of these
assigned

phone calls results in an.rssignmenl, the AOD is entitled
to a 57. selling commission.
Associates e.lrning a 57. selling commission have the
option of either working on the assignment tht,mselves
or turning it over to another Jssociale.
A lO'/" selling commission is paid to ..lssociates wh()

develop new t lients for the firm. To receive.r 1O% (ommission, the associate nrust demonstr,rte that it was his/
her individual .rnd personal effort which brought the
new client to tiVS. Once an ass<tci.rle cre.lles .l loo/o
client, he/she is entitled to receive selling commissions
from all future business generated by this clienl. lf, however, another.rssociate sells a future.lssignment lo this
client, the 107n .rssociate will relinquish 5 o/o o[ the com,
mission to the selling .ll,so( iate. This procedure maintains the client s.rtisfaction incentive while caplring the
firm's selling exl)ense nl 107o.
Subcontracting
The real incentive offered by HVS for new business development is subcontracting. When.tn associ.ite sells a
l0% assignmenl he/she nray either work on the.rssignmenl and receive the appropriate lx,rcentage o[ gross
billing level or sub( onlrJ( I lhe work to ,rnother .rsso< i;te
and make the spre.rd between the dnrount he/she would
receive from the percenhge of gross billing level and the
aclu.rl cost to the firm to have the other associate work
on the assignment. The economics of subcontracting
can be illustraled with the following:
Example:
Associate A sells a $20,000 .rppraisal to a new client he
met while attending an appraisal course. Associale A is
currenlly at level seven m.rking a dr.rw againsl .l0o/o of
the gross billing. Since this client represents a lO7. selling commission, Associale A decides kr subconlr.rct the
assi8nment to Associate B, who is at level two earning
$220 per week plus 7% of the gross billings. As5ociate B
works on the assignmenl under the direction of Associ,

ate A and devotes a krtal of 20
to the proiecl.
Associate A visits the subiect property, assisls in the
(L'rys

2)

Commission ($20,000 x .07)
Sal.rry ($220 x 4)
Payroll Taxes and Benefits

$1,400
BB0

279

lnsurance
Tolal Compensatio
"
Asiociate A
Medical

75

92634

($20,000 .10)
Commission
- Selling($20,000 xx.J0)
Commission-Work

Total

Less: Associ.lte B

$2,000
6,000
$8,000
2,634

Compensation
A

Nel to Associate

$5,366
This example demonstrates that by subcontracting, Associale A is able to spend only four days on this assignment.rnd net $5,-166 or $l,14l per day as compared to
doing the complele assignntent over 20 days and earning the full $8000 commission or $400 per day.
The ability of an associate to create and personally service any new business through the process <>f subcontr.rcting is e:sentially the same as having your own
business without lhe overhead of m.lintaining a staff.
Subcontracting follows the same principle as leveraging
real eslate and it creates a highly motivated entrepreneurial spirit within the org.rnization.

pumped out of the entire area and some low sections did
not have sufficient capacity lo drain off the waler in
sufficient lime to prevent street flooding that would impede aubmotive ingress and egress. Suburban sites in
the flight paths o{ the New Orleans International Airport
(Moisant Field) also were not eligible.

Public Trdnspottation
Additionally, adequ.rle public transportation was to be
made av.lilable to the selected site. While few suburban
areas had .rdequ.rte transportntion, most of the central
area sites were well served. As a matter of f.rct, lhe
majority of bus and streetc.tr routes were designed to
take people to antl lrom the CBD, particularly Canal
Slreet, the principle retail street.

the various sites, although this proved to be the least
important factor because of its relative cost to the resl of
lhe entire proiecl lless than I l%1.
Ownership of the v.lrious sites, the time needed for
acquisition, preparation of each site for the stadium and
parking facilities were considered. lf a proposed sile
l.rcked utilities or presented a utility impediment (such
as a telephone exchange which would be costly to relocate), it was .rutomatically reiected. lf there was to be a
considerable interruplion to either commercial activity
or a number of home dwellers, this was given serious
consider.rtion.

1

f'otenlial Superdome Sites Sludied

'a

5
5

Unde'r the plan, the firm contributes.r minimum ()f lO%
and a nr.rximunr of 25% of each emplt>yee's lollI earnings. These tax free contributions are managed by the

LAK E PONTCIIARIRAIN

3
l9

hx free until with-

An aver.rge asso< iate should .rccumulate approxinrately
$135,000 in the profit sharing plan within five years of
eligibility. To date HVS.rlways has conrributed the full
25% to lhe profit sharing plan. Becaust'of the tax shelter
benefits, a profit sharing plan has significant value to
high income emllloyees.

tions such .rs the French Quarter. The net revenues of the
proiect also would be affected by the cost of acquiring

EXHIBIT

Profil Sharing Plan
HVS has a proiil sharing.rnd retirement plan for all full
time enrployees who meel the eligibility requirements.

plan administrakrr.rnd conrpound
drawn upon relircment.

Sites also were evaluated based on the estimated revenues from lhe multi-purpose use of the facility. Because

CII EF UTNIEUR HICHIIAY
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The Maximum Commission Level

@@
@@(E
a

The top commission level of 4O./. has been est.rblished
because it represents the approximate level at which the
firm breaks, even on an assignment. The following chart
shows this calculation:
Percentage

of Total
Maximum Associate Commission

4t),%,

Selling Commission
Editor Commission
Editor Salary

l0

Total

Fee

3

2

@
YEST EANX EXPRESSXAY

20

55.(D'2,
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LOCATION ANALYSIS OF THE
NEW ORLEANS SUPERDOME

Profit Sharing 125% x 55'/")
Payroll Taxes l1O"/. x 55'/")

Total

13.75
5.55
74.3OY"

Assuming.rn associ.rte is at the 4O'l. level, approxim.rtely 75% of the lotJl fee is paid oul to both the associate and editor in the [orm oi salaries, commissions, profit

sharing ancl payroll taxes. The 25'l. remaininB must
cover all overhead expenses such as medic.rl insurance,
office supplies, compulers and equipment, telephone,

A detailed presentation of the site se/eclion
process employed in determining the
present location of the Superdonte.
by Max

l.

rent, etc-

This calcul.rtion demonstrales that assiBnments performed by 4070 associates generate little or no pro{it for
the firm. By paying lhese top associates litemlly all of the

Derbes, lr., CRE

D etween l(,6b .rn(l 1968, ,r slurly and dcr isron m,rk.fl,ng pr,r
trrok plar e lo irncl a lrr alion trr tht,

"r., & Exposition District's (LSED) 5ul)erLouisian.r Statlium
dome. A corner of the Centrurl Business District rv.rs iinally chosen, .rnd now ,rtier len years of olrr.rtion, lhc
impact o[ this decision can be,rssessed.rs to the wisdom

of the choi< e.
Much oi lhe information leading to the iinal selection
was basetl on a progress report entitled "Evaluation o[
Stadium Sites" dated Augusl 21.1967 by lixrz-Allen &
H.lmilt()n, Inc., M,rn.lgement ConsulLrnts. This oversimplified documenl obviously was inten<lt d for quir k
digestion by the commissioner5. Nonetheless, lhe inform.rtion pres('nted g.rve the facts and reasoning.
Sile Seleclion Crileria
The stu<ly's objectivc was to review the lor alions proposed for lhe domed stacliunr; itlentify the 5ite whi(h
best satislied the requirements o[.r nrulti-use i.lcility .rnd
rank the thrt'e mosl dcsirable. Tlre report.rttu.rlly pinpointed the final choire, Site Number l.
The stacliunr was to be al:out one-third larger than lhe
Houston Astrodome, hold a minimunr of 70,0OO for
football ganres and trc compleltrl tor the 1972 football
scason. The final building seats 72,675 for regular foot-

consulting fee available for professional salaries, HVS is
.lllemptinB lo eliminate lhe financial benefits for an asso'
ciate to le.lve and sct up a compeling practice. lwanl
associates to make more money and work on more interesting.lssignments wilh HVS than they <:.rn do either
on their own or wilh another firnr.

within one-half mile of m.r jor highwlrys. Some suBgested
suburban siles were rejectt ri bec.ruse they were over
one nrile fronr a major highway. Site5 eventu.]lly were
ev.rluated usinB tr.'rffic dispersal lime b,rsed upon 50% ol
the tr.rffic c..rpacity of egr{.ss routes. The other 50'/. of
cap.rcity was prt,sumed k) be taken up by nonstadium
relaled tr.rffic.

HVS oper.ltes 24 hours .r day seven days per week.
Editors an<l production .rssist,]nts must work 40 hours
each week but their schedule is k;tally flexible. Associ.ites also m.ly come and Bo as they wish as long as the
work is completed on time.

controlling expenses

lf the site selecttrl was to l)e in the central area. it n]ust
be capable of providing sp.rce to p.irk 5,000 cars. lf it
was in a sutrurb.rn localion, there nrust be space for
20,000 cars. The [inal design of the st..tdium included
two p..rrking ranrps each capable of handling 2,500 cars
and loc.rted on either end o[ the stadium. As a result of
this difference in p;rrking rt,(luirenrents, the ntininrum
size of the cenlr.ll area sitc'w.rs 20-rcre5 (final site had

4

-

layed the completion.
a

Highways

Regional Offices
The ultim.rte goal o[ any consultant is to become a partner of the firm- ln most organiz.rtions, a p.rrlnership inlerest consisls of a small piece o[ a large pie (i.e. the

firm's equity is split amongst m.rny pnrtners). This
philosophy runs counler to tht tlVS entrepreneurial

ship of the regional office is split 50%-50% between the
associate and Hospitality Valuation Services, lnc.-New
York (HVS-NY). The.rssociate conlributes the sweat equity needed to start the office anrldevelop new business.
HVS-NY lends all opening and operating c.rpital and
directs business to the regional of{ice. The commission
structure is identical to that of HVS-NY (described previously) with the associale partner.llso receiving 50% of

a

interesl.

Conclusion
The compensalion structure ()f HVS w.ls deviscd to reward entrepreneurinl effort. Responsibi lity for i ncreased
renumeralion is therefore in the total control of the individual associate. While some people like to become last
in the crowd, where their individual efforts (or lack
there-of) cannot be directly measured, these types of
employees generally do nol have the proper motivation
to be successful consultanls.
The HVS organizational structure functions reasonably
well, but I woulcl be remiss not to also point out some of
its possible shorlcomings:

a

goals of conrlrnsatinB .rssociales lor their d irerl ..rnd per-

sonal contributions rdther than having an ownership
struclure where individual efforls cannol be identified
from the mass of other partners. As .r result, HVS provides its associates with an opportunity to ohlain a large
piece of a :mall pie in the form oi a 5O'/,, ownership
interest in a regional office.
Once an HVS associale receives lhe MAI designation,
he/she is eligible to open a region.rl office. The owner-

will benefit a 50% partner in

small firm more than say ;r 5% partner of a large firm,
this ownership structure increases the performance
incenlive.
New associates hired by a regional office will have the
same opportunity to proSress to an ownership position.
Upon obtaininB their MAI designation, they can ot)en a
subregional office as a 50o/. partner with HVS-NY and
the partner of the regional office each having.r 25%

o

Parking

ball 176,791 [or expanded frxrtball), hut it was n()t
finished until the 1975 football :eason. Court proceedings questioning the proi.,(l and ils l()cation (le

Flexible Work Hours

the k)ttom line profit plus the residual ownership value
created in the regional office. Since the personal and
individual effort involved wilh generating revenue and

.

o

Defining whether a sales commission represenls a
5'/" ot 1O"/" client is sometimes difficult to determine as is which associate was actually responsible for bringing the new business to the firm.
As associ.rles become successful in creating new
business, lhc'firm must hire more new associates
so the selling.rssoci.rtr. can make a profit by subcontractinB. This systenr rewards and p€rpeluates
growth which means the organiz.rtion will never
remain sm.rll.
Since the firm essentially breaks even on 4ool"
associates, there is more incentive to assign the
firm gener;ted business to lower level associates.
High level associates must therefore creale a sufficient amount of 107, business to iustify their level
of compensalion.
The bookkeeping involved with keeping track of
everyone's salary and commission is horrendous.

Hopefully this discussion of the HVS compensation program will interest other consullants to reveal their organizational and compensation structures. By exchanging
ideas;rnd operaling experiences relalinS to our practices, we shoukl all benefit.

One overall crilerion was for the site to be compatible
with the known development plans lor the nretropolil.rn
area and have convenient and rapid access to or be
rt
prestdtnt rt ItJx Derlx\. tn.. .tl Nr'rf
Max t. Derbes, tr., CRt,
()r,ean\, [(x/r\i.rn.] oriat nE ^tp,]i.dis)nB ind < ounreling srrr,r< es .rm/ .rn
tmlustrial, broktrdge arul k.rsng divi;t<ut- tle ha\ puhli\hed ovL'r |o
antcle5 nalionnllv.
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trIicrotttt.r-rl, devcloped b1' real estatc
pnrfessionals, is crrrrent-lv irr use bl'
sorne of the nation's leading real estatc
firms. It pnrduces over80 useful, rve llfonuatte<l reports.
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LOCATION ANALYSIS OF THE
NEW ORLEANS SUPERDOME

Profit Sharing 125% x 55'/")
Payroll Taxes l1O"/. x 55'/")

Total

13.75
5.55
74.3OY"

Assuming.rn associ.rte is at the 4O'l. level, approxim.rtely 75% of the lotJl fee is paid oul to both the associate and editor in the [orm oi salaries, commissions, profit

sharing ancl payroll taxes. The 25'l. remaininB must
cover all overhead expenses such as medic.rl insurance,
office supplies, compulers and equipment, telephone,

A detailed presentation of the site se/eclion
process employed in determining the
present location of the Superdonte.
by Max

l.

rent, etc-

This calcul.rtion demonstrales that assiBnments performed by 4070 associates generate little or no pro{it for
the firm. By paying lhese top associates litemlly all of the

Derbes, lr., CRE

D etween l(,6b .rn(l 1968, ,r slurly and dcr isron m,rk.fl,ng pr,r
trrok plar e lo irncl a lrr alion trr tht,

"r., & Exposition District's (LSED) 5ul)erLouisian.r Statlium
dome. A corner of the Centrurl Business District rv.rs iinally chosen, .rnd now ,rtier len years of olrr.rtion, lhc
impact o[ this decision can be,rssessed.rs to the wisdom

of the choi< e.
Much oi lhe information leading to the iinal selection
was basetl on a progress report entitled "Evaluation o[
Stadium Sites" dated Augusl 21.1967 by lixrz-Allen &
H.lmilt()n, Inc., M,rn.lgement ConsulLrnts. This oversimplified documenl obviously was inten<lt d for quir k
digestion by the commissioner5. Nonetheless, lhe inform.rtion pres('nted g.rve the facts and reasoning.
Sile Seleclion Crileria
The stu<ly's objectivc was to review the lor alions proposed for lhe domed stacliunr; itlentify the 5ite whi(h
best satislied the requirements o[.r nrulti-use i.lcility .rnd
rank the thrt'e mosl dcsirable. Tlre report.rttu.rlly pinpointed the final choire, Site Number l.
The stacliunr was to be al:out one-third larger than lhe
Houston Astrodome, hold a minimunr of 70,0OO for
football ganres and trc compleltrl tor the 1972 football
scason. The final building seats 72,675 for regular foot-

consulting fee available for professional salaries, HVS is
.lllemptinB lo eliminate lhe financial benefits for an asso'
ciate to le.lve and sct up a compeling practice. lwanl
associates to make more money and work on more interesting.lssignments wilh HVS than they <:.rn do either
on their own or wilh another firnr.

within one-half mile of m.r jor highwlrys. Some suBgested
suburban siles were rejectt ri bec.ruse they were over
one nrile fronr a major highway. Site5 eventu.]lly were
ev.rluated usinB tr.'rffic dispersal lime b,rsed upon 50% ol
the tr.rffic c..rpacity of egr{.ss routes. The other 50'/. of
cap.rcity was prt,sumed k) be taken up by nonstadium
relaled tr.rffic.

HVS oper.ltes 24 hours .r day seven days per week.
Editors an<l production .rssist,]nts must work 40 hours
each week but their schedule is k;tally flexible. Associ.ites also m.ly come and Bo as they wish as long as the
work is completed on time.

controlling expenses

lf the site selecttrl was to l)e in the central area. it n]ust
be capable of providing sp.rce to p.irk 5,000 cars. lf it
was in a sutrurb.rn localion, there nrust be space for
20,000 cars. The [inal design of the st..tdium included
two p..rrking ranrps each capable of handling 2,500 cars
and loc.rted on either end o[ the stadium. As a result of
this difference in p;rrking rt,(luirenrents, the ntininrum
size of the cenlr.ll area sitc'w.rs 20-rcre5 (final site had

4

-

layed the completion.
a

Highways

Regional Offices
The ultim.rte goal o[ any consultant is to become a partner of the firm- ln most organiz.rtions, a p.rrlnership inlerest consisls of a small piece o[ a large pie (i.e. the

firm's equity is split amongst m.rny pnrtners). This
philosophy runs counler to tht tlVS entrepreneurial

ship of the regional office is split 50%-50% between the
associate and Hospitality Valuation Services, lnc.-New
York (HVS-NY). The.rssociate conlributes the sweat equity needed to start the office anrldevelop new business.
HVS-NY lends all opening and operating c.rpital and
directs business to the regional of{ice. The commission
structure is identical to that of HVS-NY (described previously) with the associale partner.llso receiving 50% of

a

interesl.

Conclusion
The compensalion structure ()f HVS w.ls deviscd to reward entrepreneurinl effort. Responsibi lity for i ncreased
renumeralion is therefore in the total control of the individual associate. While some people like to become last
in the crowd, where their individual efforts (or lack
there-of) cannot be directly measured, these types of
employees generally do nol have the proper motivation
to be successful consultanls.
The HVS organizational structure functions reasonably
well, but I woulcl be remiss not to also point out some of
its possible shorlcomings:

a

goals of conrlrnsatinB .rssociales lor their d irerl ..rnd per-

sonal contributions rdther than having an ownership
struclure where individual efforls cannol be identified
from the mass of other partners. As .r result, HVS provides its associates with an opportunity to ohlain a large
piece of a :mall pie in the form oi a 5O'/,, ownership
interest in a regional office.
Once an HVS associale receives lhe MAI designation,
he/she is eligible to open a region.rl office. The owner-

will benefit a 50% partner in

small firm more than say ;r 5% partner of a large firm,
this ownership structure increases the performance
incenlive.
New associates hired by a regional office will have the
same opportunity to proSress to an ownership position.
Upon obtaininB their MAI designation, they can ot)en a
subregional office as a 50o/. partner with HVS-NY and
the partner of the regional office each having.r 25%

o

Parking

ball 176,791 [or expanded frxrtball), hut it was n()t
finished until the 1975 football :eason. Court proceedings questioning the proi.,(l and ils l()cation (le

Flexible Work Hours

the k)ttom line profit plus the residual ownership value
created in the regional office. Since the personal and
individual effort involved wilh generating revenue and

.

o

Defining whether a sales commission represenls a
5'/" ot 1O"/" client is sometimes difficult to determine as is which associate was actually responsible for bringing the new business to the firm.
As associ.rles become successful in creating new
business, lhc'firm must hire more new associates
so the selling.rssoci.rtr. can make a profit by subcontractinB. This systenr rewards and p€rpeluates
growth which means the organiz.rtion will never
remain sm.rll.
Since the firm essentially breaks even on 4ool"
associates, there is more incentive to assign the
firm gener;ted business to lower level associates.
High level associates must therefore creale a sufficient amount of 107, business to iustify their level
of compensalion.
The bookkeeping involved with keeping track of
everyone's salary and commission is horrendous.

Hopefully this discussion of the HVS compensation program will interest other consullants to reveal their organizational and compensation structures. By exchanging
ideas;rnd operaling experiences relalinS to our practices, we shoukl all benefit.

One overall crilerion was for the site to be compatible
with the known development plans lor the nretropolil.rn
area and have convenient and rapid access to or be
rt
prestdtnt rt ItJx Derlx\. tn.. .tl Nr'rf
Max t. Derbes, tr., CRt,
()r,ean\, [(x/r\i.rn.] oriat nE ^tp,]i.dis)nB ind < ounreling srrr,r< es .rm/ .rn
tmlustrial, broktrdge arul k.rsng divi;t<ut- tle ha\ puhli\hed ovL'r |o
antcle5 nalionnllv.

2()
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{
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Production assistants receive a sal.try of $180 per week
plus .5% (.005) of their k)tal gross billin6s.

analysis, meets with the client and spends a total of four
days on the assignment-

52-acres) and the suburban sile would need about 150200 acres.

Estimated Rcvenues

Selling Commissions

The following lable sets forth the compensation of both
Associate A and B.

Flooding

New business development and client satislaction in-

Associ.rle B

Not all suburban sites were accept.rble due to lhe
possibility of flooding. Rainw.rter would have to be

it was expeded lhat tr.rde shows would be an important
source of use-days (and revenue), the anticipated trade
show income would be a{fected by proximity of proposed siles to hotels, restaurants and other city anrac-

centive is provided by two types o[ selling commissions.
Associates receive a 5 o/. selling commission for any new
business they create from a previous client. This type oi
commission is the client s.rtis{action incenlive. By performing superior work and maintaining close client contact, associates are rewarded when a satisfied client calls
them with new business. Associates also receive a 5 o/.
selling commission for any new business re[erred to
them by the firm. For example, each day an .lssociate is

to "associate of the day" (AOD). Any phone
calls requesting informalion about the firm, its services
or general questions pertaining lo hotel valualions and
market studies are handled by the A()D. lf one of these
assigned

phone calls results in an.rssignmenl, the AOD is entitled
to a 57. selling commission.
Associates e.lrning a 57. selling commission have the
option of either working on the assignment tht,mselves
or turning it over to another Jssociale.
A lO'/" selling commission is paid to ..lssociates wh()

develop new t lients for the firm. To receive.r 1O% (ommission, the associate nrust demonstr,rte that it was his/
her individual .rnd personal effort which brought the
new client to tiVS. Once an ass<tci.rle cre.lles .l loo/o
client, he/she is entitled to receive selling commissions
from all future business generated by this clienl. lf, however, another.rssociate sells a future.lssignment lo this
client, the 107n .rssociate will relinquish 5 o/o o[ the com,
mission to the selling .ll,so( iate. This procedure maintains the client s.rtisfaction incentive while caplring the
firm's selling exl)ense nl 107o.
Subcontracting
The real incentive offered by HVS for new business development is subcontracting. When.tn associ.ite sells a
l0% assignmenl he/she nray either work on the.rssignmenl and receive the appropriate lx,rcentage o[ gross
billing level or sub( onlrJ( I lhe work to ,rnother .rsso< i;te
and make the spre.rd between the dnrount he/she would
receive from the percenhge of gross billing level and the
aclu.rl cost to the firm to have the other associate work
on the assignment. The economics of subcontracting
can be illustraled with the following:
Example:
Associate A sells a $20,000 .rppraisal to a new client he
met while attending an appraisal course. Associale A is
currenlly at level seven m.rking a dr.rw againsl .l0o/o of
the gross billing. Since this client represents a lO7. selling commission, Associale A decides kr subconlr.rct the
assi8nment to Associate B, who is at level two earning
$220 per week plus 7% of the gross billings. As5ociate B
works on the assignmenl under the direction of Associ,

ate A and devotes a krtal of 20
to the proiecl.
Associate A visits the subiect property, assisls in the
(L'rys

2)

Commission ($20,000 x .07)
Sal.rry ($220 x 4)
Payroll Taxes and Benefits

$1,400
BB0

279

lnsurance
Tolal Compensatio
"
Asiociate A
Medical

75

92634

($20,000 .10)
Commission
- Selling($20,000 xx.J0)
Commission-Work

Total

Less: Associ.lte B

$2,000
6,000
$8,000
2,634

Compensation
A

Nel to Associate

$5,366
This example demonstrates that by subcontracting, Associale A is able to spend only four days on this assignment.rnd net $5,-166 or $l,14l per day as compared to
doing the complele assignntent over 20 days and earning the full $8000 commission or $400 per day.
The ability of an associate to create and personally service any new business through the process <>f subcontr.rcting is e:sentially the same as having your own
business without lhe overhead of m.lintaining a staff.
Subcontracting follows the same principle as leveraging
real eslate and it creates a highly motivated entrepreneurial spirit within the org.rnization.

pumped out of the entire area and some low sections did
not have sufficient capacity lo drain off the waler in
sufficient lime to prevent street flooding that would impede aubmotive ingress and egress. Suburban sites in
the flight paths o{ the New Orleans International Airport
(Moisant Field) also were not eligible.

Public Trdnspottation
Additionally, adequ.rle public transportation was to be
made av.lilable to the selected site. While few suburban
areas had .rdequ.rte transportntion, most of the central
area sites were well served. As a matter of f.rct, lhe
majority of bus and streetc.tr routes were designed to
take people to antl lrom the CBD, particularly Canal
Slreet, the principle retail street.

the various sites, although this proved to be the least
important factor because of its relative cost to the resl of
lhe entire proiecl lless than I l%1.
Ownership of the v.lrious sites, the time needed for
acquisition, preparation of each site for the stadium and
parking facilities were considered. lf a proposed sile
l.rcked utilities or presented a utility impediment (such
as a telephone exchange which would be costly to relocate), it was .rutomatically reiected. lf there was to be a
considerable interruplion to either commercial activity
or a number of home dwellers, this was given serious
consider.rtion.

1

f'otenlial Superdome Sites Sludied

'a

5
5

Unde'r the plan, the firm contributes.r minimum ()f lO%
and a nr.rximunr of 25% of each emplt>yee's lollI earnings. These tax free contributions are managed by the

LAK E PONTCIIARIRAIN

3
l9

hx free until with-

An aver.rge asso< iate should .rccumulate approxinrately
$135,000 in the profit sharing plan within five years of
eligibility. To date HVS.rlways has conrributed the full
25% to lhe profit sharing plan. Becaust'of the tax shelter
benefits, a profit sharing plan has significant value to
high income emllloyees.

tions such .rs the French Quarter. The net revenues of the
proiect also would be affected by the cost of acquiring

EXHIBIT

Profil Sharing Plan
HVS has a proiil sharing.rnd retirement plan for all full
time enrployees who meel the eligibility requirements.

plan administrakrr.rnd conrpound
drawn upon relircment.

Sites also were evaluated based on the estimated revenues from lhe multi-purpose use of the facility. Because

CII EF UTNIEUR HICHIIAY
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The Maximum Commission Level

@@
@@(E
a

The top commission level of 4O./. has been est.rblished
because it represents the approximate level at which the
firm breaks, even on an assignment. The following chart
shows this calculation:
Percentage

of Total
Maximum Associate Commission

4t),%,

Selling Commission
Editor Commission
Editor Salary

l0

Total

Fee

3

2

@
YEST EANX EXPRESSXAY

20

55.(D'2,
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Rar/-s

lnterestingly, proximity lo rail service was considered
important. People are housed in rail cars for significant
stadium events.rnd c.rn lrc transporled to the stadium.
The possibility of interurban use of the rails .rt some time
in the distant future also was considered, but not specifi'
cally mentioned in the report.
Adiacenl Propetlies
What effect would the construclion of a {acility of this
size have on the adjacent properties and on the "normal" activity in the immediate vi(inityi Wh.rt might be
the eventual economic .rctivity of a facility of this magnitude on the immediate.rnd surrounding area? While it
took some time to materialize, the eventual changes in
land use in the adi.rcent area were siSnificant, but the
cause of such change was not altributable solely to the
stadium.

ldentificalion Of Potential Sites
Potential sites were suggested long before lhe consultants came inlo the piclure. Due kt the composition of
the LSED that included elected officials and politic.rlly
minded people, every potential site was considered (see
Exhibit l). ()n an over.rll basis, lhe sites wcre in four
locations: 1.C9D,2. Enstern New Orleans,.]. Metairie/
Kenner to the west ancl proxim.tle lo the.rirport, and 4.
across the Mississippi River on the west bank. Site Number l7 in the l.rkefronl area of Nt'w Orleans would re-

quire displacing 300 hmilies.rnd even then the lanrl
area was too small.
Basically, of course, lherc were two types oi sites: CBD
and suburb;rn. Orleans .rnd lefferson Parishes are the
two parishes (counties) involved even though the Standard Metropolitan Stalistical Area of Metropolitan New
Orleans consists of four parishes. St. Bernard P.rrish is irt
the southe.rsl portion of the city, and the populated area
of this parish is locatetl nrainly on the high land adjacent
to lhe Mississippi River accessible r.rnly by lwo slow tr.rffic arteries into the city. The renr.rinder of this p;rrish was
tree swamp.rnd salt wJter marsh.
5t. Tamm.rny Parish is north of Lake Ponlchartrain and
was super-suburban b the city's m.rin populnlion at th.lt
time. The St. Tammany Parish area might have equated
to the Ponliac Silverdome in remoteness but lacked the
proximate population or the diversity of road access of
the Detroit area stadium.
As a consequence, nr.r sites in either of these two other
parishes (counties) were considered. The 1967 eslimate
of population in St. Bernard Parislr was alx)ut 17,(XXl
and in St. Tammany Parish about,lJ,500.
As o{ 1967 , the maior population o[ the two parish areas
was about 925,000 with about 600,000 on the east bank
in Orleans Parish and 175,000 on the east bank in lefferson Parish. The rest of the population, aboul '150,0O0,
was located on the wesl bank across from the CBD. Most

of this west bank developmenl then was up and down
the river from the bridge five miles on each side. A large

2tt

percent.tge of those employed worked either in the
CBD, French (]uarter or .rlong the riverfront corridors on
both sides of the CBD, which contained both port facilities .rnd industrial activity.
For lwo years newspapers carried on a livcly debate
aboul the stadium loc.rtion. Local politici.rns, particularly in lefierson Parish, argued for a stadium in the residenti.rl suburb since it would be closer to the,rirport and
the st.rte capital in Baton Rouge (70 miles to lhe northwest). E..istern New ()rle,rns advotates said cosls would
be lower and the location would be the most proximate
to lhe east-west portion ()f the interstate hiShway.
Process

Of Elimination- Suburban

Siles

All sites except four in the CBD were eliminaled for one
of the following reasons: lhey sufft'red from the limited
east-west traffic nrovers; the lack of good public transporl.rtion; a limited numlrr of hotels, motels, restaurant
facilities, etc.; .rnd the disLlnce efficiency for movement
of people. Tht,re was no question th.rt the CBI) was the
mosl convenient in terms oi dishnces traveled.
The most seriously considered suburban site was the
defunct jefferson Downs Racetrack {Site Number 9)
whith was south of lntehLrte 10, \even miles from lhe
CBD and five nriles fronl lhe airporl.
The main problem with Site Nunrber 9 was thc traffic
which would h.rve to proceed from the east lo the st.]dium on lnter:'late lo, the only easy.rccess road from the

rity rlseli. 5et,rndly, lh(, \rte w.r\ nol l)r()\rmJle

l()

enough quality hospihlity [.]cilities, and finally, it lacked
gootl public tr.]nsport.rtion. The trut' nreasure o[ each
site was dispt'rsal time.rnd for Site Number 9, this was
calculated al I lr hours which w.rs probably o1;timistic.
Site Number 9 was l6-5-.r(:res .rnd would have cost .rn
estim.lted $7, |2 5,00o.

Of The Suburban Sites
Road Access nre.rsured in time re(luired to clt'.tr the site
for the variou: location\ wns estinl,lted to lx,:
Reasons For Elimination

Ntw Orleans Orleans Parish
lefferson Parish - East Bank
lefferson Parish - West Bank
Central Business District
Suburban

2.0 to.l.5 hours
3.5 to 4.0 hours

lTto2lhours

0.5 to 1.0 hours

Dispersal hours were mosl significant in measuring the
sites desirability. The conrparative traffic situation, based
upon .llternate ingress and egress tr.r[fic arteries, ranked

first in criteria nlthough hospitality facilities and public
transportation were also significant with rail access also
considered. Cost comparisr.rn of the sites was not significant in the iinal decision.
Public Transporlation Busing showed a marked differ-

ence with the CBD having l0-12 bus routes and 450
buses while lefferson Parish East Bank had l;ut one bus
route and 3i buses, of which 2B were required for normal service. There would have been some pt.rssibility of
improved service to the stadium if built in lefferson
REAL ESTATE ISSUES, FALL/WINTER 1qB5

independently, along with his/her success in cre.rtinS
new business. Raises must come continously as the associate moves toward these goals rather than at specific
dates or points in time. The elimination of a managerial
hierarchy allows lhe associnte to progress to a level of
autonon'ry and monet.rry conrpensalion based solely on
ability rather th.rn time in gr.rde or office policy and

politic:.
Professional Designation
Many consultanls leave the field wilh nothing to show
but experience. By providing the opporlunity and incentive to secure .-r professional rtesign.rtion CRE, MAl,
SREA, CPA-a consulting iirm offers its staff a t.rnBible
asset that has lifelinre value.
Publish And Prosper
A consultant is in the business of selling credibility. All
the associates who participate in an.rssignment should
be acknowledged by personally signing the finished re-

placed by a $20,000 per year draw ag.rinst a straiSht
commission ol 25"/" of gross billings. The maximum
commission level is 40'l..
Promotions through level five.rre based on general ability and effort. Promotion to level six throuBh nine not
only requires the associate lo d€monstrate Sreater ability
and conlinued effort, but also passage of specific MAI
courses and requirements as well as achieving cerlain
levels of new business development. The following table
outlines the additional requiremenls for advancement
into levels six through nine.
IABI.E
Specific Requirements for Advancement lnto Levels
6-9
New Eusinesr
Developmenl Requirrments

Completion of Coursr's None
I A1, I A2, IBA, 188,2 I,

port. EncouraginS an associ.tte to publish and lecture
under his/her own name rather than ghost writing for the
boss, aids in developing professional recognition and
individu.rl identity.

flexibility And Freedom

Requiremenls

Level

Complelion of all cour\es

l0% sellinB for l.1sl l2

months e<1ual l0% ()f the
averaSe .rssociale volume
per peG{)n

8

A pro{essional consultant should be tre.rled as a professional. Hours, schedules antl vacations remain with the
individual. As long.rs the flow of work is mainlained, it
makes little ditference whelher office hours commence
at 9:00 am or f :10 pm.
Using the preceding organiz.ltionJl .rnd employment
philosophies ;rs goals-the iollowing employment

Demonslrnte Appraisal
Accepted

l0% sellinB for lrsl l2
monlhs equals 25% of lhe
average associale v()lume
per perv)n

MAI DesiEnnlion
Received

lo% sellinB for last l2

months equals 50% ol lhe
average .lssociaie volume
per pers()n

structure was developed frtr HVS.

Compensation

All HVS associ.rtes receive .r starting:'alary of $210 per
week plus 57. of lheir gross billings. This shoukl equate
to approximately $20,000 of combined compens.rtion if
this level was maintained during the first year. As the
associate gains skills and demonstrates an ability lo work
independenlly. lhe salary lllus commis.ion incrc,tses as
follows:

Level
I
22207
12109
I
5
t
7
tt
9

Salary
Per Week
$210
250
250
Draw
Dr.tw
Drrw
Dr.rw

Percentage

of Cross Billings
5"/.

ll
14

25

l0
l5
40

Per{ornr.rnce reviews are nr.r<le on .rn ongoing lt.rsis and
mosl new associales progrt'rs to level three by the end of
their first year.

When .rn assot iate reaches lcvel six, the salary is re-

The prinrary purpose of these specific requirenlents is to
provide the incenlive to rapidly complete the course
work and demonstr.rlion appraisal for the MAI designa-

tion. Since the business of HVS is heavily oriented

around market sludies and appraisals, lhe educational
and experience requiremenls leading to the MAI are
well-suited for our new associ.lles.
The new business development requirentents provide an
incentive to create new clients for lhe firm. The term

"10'l" sellinB" will lrc more fully explaincd but for now
can be defined.ls the new business generated [:y the
individual and personal effort of an associate. To reach

level seven an associate must have created in the past l2
months new l0% l)usiness e<lual to 10'/. of the average
associate volume per person. For example, if the ;rverage
associate within the firm works on $180,000 of assi8nmenls per year, then the new business requirement lor

level seven would be $18,000 (level
level

nine

eight

$45,000

$90,000).

Editors are compensation b.rsed on a starting salary of
$210 per week plu s 1t/t"/" ol lhei gross billings. During a

l2-month period an editor should work on approximately $600,000 worth o{ assignments. As their edilinB
skills improve, their salary moves up to $300 per week
and their commission increases to l7o.

RUSHMORE: EMPLOYEE COMPENSATION FOR A CONSULTINC PRACTICE
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An English degree or a strong journalism background

is

necessary for the editor position. Although each associate has ullimate responsibility for the inteBrity of the fina
producl, the editorial function is the prinr.rry monitor lor

gained from client interaction and never appreciates the
full impact of the assignment.

I

quality assurance.

The two production assistants are responsible for
assembling and binding the final reports which are each
typed on word processors. They prepare;ll the graphics
including m.rps, computerized graphs and laminated
photographs, .rnd mainLtin the data files, office library
and supplies.
The secretary types all the correspondence, proposals,
invoices, articles and other nonreport documents.

Ownership Structure And Obiectives
Hospit.rlity Valuation Services, lnc.,.r New York
corporation owned jointly by ludith and Stephen Rushmore, is.r cash basis taxpayer with a November 30th
fiscal year. Over the past [ive years HVS has nrinimized
its tax lirbility by distributing the majority of its profits in
the form of salaries, p()fit sharing contributions and
bonuses.

Several ownership obieclives have been eshblished ior
the future which include continuing k) provide clients
with the hi,lhest quality hotel counseling services; ex-

panding the product Iine (services) into other hospitality
relaled .rre,r', i.e. ownership, [inanr ing, m(tn,tgemenl,
developmenl, syndi<,rtion, et(.; ( onlrolling grt.rwth by
continuing expansion of the New York office and the
establishnrent of regional offices in selected U.S. cities
increasing client base through the developnrent of new
products .rnd continuing penetration inkr ntarkets and
services currenlly dominatt'ti by other consu lting organizalions; prorn()ting the generic identily o[ Hospitality

Valuation Services, lnc., r.rther than the individu.rl
reputation of its founder; minimizing employee turnover
in order to prevent lossts to competing consulting
organizations.

Eliminate Oryanizational Charl Slagnalion
A complicaled organiz.rtionaI structure with.tn el.tborate chain of associates, supervisors, man.tBers, partners,
etc. is unnecessary, unproductive and expensive. Each
startinB associ.rte should work under the close direction
of an experienced associale .tnd progress rluickly lo an

autonomous standing which entails complete assignment responsibility subject only to upper-level review.
Consultants need to feel lhey are working for the client
rather than a firm or a supervisor.

ll

You Know Where You Are Going, You Will Cet
There Faster
Associates hired by HVS, reg..rrdless of background and
experience, start with the s.tme compens.ltion of salary,
percentage of gross billings, selling incentive and profit
sharing and they are informed aboul their maximum
compens.rtion level. The time it takes lo go from the
startinS compensation to lhe maximum level is based
solely on nbility and effort.
Timesheets Are Not Required
Piece Of The Action

Parish, but the route possibilities were limited to two on

Hote/s .rnr/ Mote/s within one mile had the following
number of rnoms in 1967
Suburban New Orleans
250 rooms
9OO rooms
lefferson Parish - East Bank
200 rooms
Jefferson Parish - West Bank
Central Business District
6,500 rooms
The above picture h.1s changed dram.rtically since that
time principally due to the 1985 World's Fair. ln 1985
there are f,500 rooms in suburban New Orleans; 4,500
in Jefferson Parish on the east bank.rnd 1,500 on the
west bank; and the CBD has over 16,000.
As a practical matter, only the CBD sites had access to
rail service since all suburban sites would have required
extension o{ rail from one-half to three miles at considerable cost plus disruption of the environment alonfl the
route of extension. Additionally, only Site Number 3 h.rd
rail stagin6i tracks in cxislence which could house both
coach and sleeping c.rrs within walking distance (0.2

tx

profession.ll staff. Since consultants are in the business
of selling thcir experience and expertise. the quality of a

counseling firm is related to the abilities of its employees. Thus attractinB, rrotivating and holding strong
professional associates are key objectives of .r counseling organization.
Over the years, I have developed the folkrwing organizational and employment philosophies to sustain my
staff.

Total Client Contact
From day one, a consultant should work directly with
lhe client, altending all meetings and presenLrtions, participatinS in the development of data and conclusions
and seeing.rssignments through to their finish. lf a new
consultant is relegated to a b.rckroom existence grinding
out portions of reports, he/:he misses the experience

20

Reward New Business Development

All

members of a consulting org,rniz.rtion actively
should participate in new business development. Even
iunior associ.ltes ought to be encouraged to seek out

potential clienls and market lhe firm's services. lnvolvement in pr()fessional and trade organization: along with
contributions to literature and educational activities are
excellent means of generating client exposure, firm
recognition and new business.
As with output compensation, associates should receive
direct benefils based on .r percentage of the new business they create as well .rs relrat business from satisfied
clients. When everyone h.rs a iinancial interest in new
business development and repeat client incentive, the
firm benefits from conlinous growth.

garaEes.

CBD Siles
Although the CBD sites were the most expensive, they
also were estimated by Culf South Rese.rrch lnstitute to
be capable of producing .1t least $B00,000 more revenue
than any suburban sile based upon I l8 event days. The
current number of (1984) use-days is 118; so the proiected revenue differential was conservative. The data
clearly indicated wh.rt the report concluded: "ln sumH
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Organizalional And Employment Philosophies
The key comgrnent of any counseling organization is its

and numerous high-rise office buildings and parkinB

miles).

lf You Are cetling A

Everyone wilhin a consulling org.iniz.ttion should receive, as pnrl or all of his/her compensalion, .t percenlage of the professional fee collected. Associ.rtes, editors
and production personnel show.r high level of motiv.rtion and devotion when their paychecks directly reflect
the amount and quality of their individu.rl production.
ln addition to compensating pure outpul, the renumeration fornrul.r also should rew.rrd continuing education
and development of personnel expertise. Supervision,
time sheets and time clocks can be eliminated if people
are paid on production, efforl and expertist: r.tther than
lime.

The best sites usually cost more and cerlainly this was
true of the CBD sites which were estimated to cosl from
$10 MM to $14 MM while the sites in suburban New
Orleans were under $7 MM; those in lefferson ParishEast B.rnk were $7 MM-$9 MM and lefferson ParishWest Bank was $3 MM to $4 MM. The actual cost of
land;rnd land clearance for Site Nunrber 3 turned out to
be $1.1,989,277 and contained 52-acres. The site costs
could have run higher had the LSED decided to acquire
an additional ten-acres on the CBD or river side of the
Superdome which now houses the Hy.rlt Regency Hotel

all sites.
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Eliminate The Yearly Compensation Review
lncreased compensation should be based on.rn individ-

1

1

+

ual's ability to perform assignments competently and
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EMPLOYEE COMPENSATION FOR A
CONSULTING PRACTICE

mary, the mosl desirable sites are in the CBD."
It is likely that CtlD sites are mort'advantageous in most
municipalities. ()nly the Houskrn Astrodome, Se.lttle
Kingdome antl tht, Pontiac Silverdome are in suburban
localions while lhe New Orleans Superdome, V.rncouver B.C. Place, Minneapolis M('lrodome, lndi.rnapolis
Hoosierdome.rnd the Syracuse Carrierdome.rll .rre located in close proximity to or in the CBD. The New
C)rlenn\ \treet p,rttl'rn, publi< lr,rn\l)orl,rlion ori('nl,rlion
and the existence of numerous hotels and parking facilities in the CBD, akrng with the proximity of the Union
Passenger Railroatl Terminal, nrade the CBD not only
desir.rble but.r murt location. The limited ingress and
egress roads in the suburbs made the other lorations
inrpr.rctical.
-St,k'ction Oi 7hc Ihree CBD -sitcs
The CBD of the city is divided ink) lwo different environments: 1. the Bu:iness District.rnd 2. the French (Juarter, which extenrls [rom the Mississigrpi River to North
R.rmp.rrt Streel .rntl from one block northe.rsl of C.rnal
Streel to Esplan,rde Avenue. ()n Exhibit 2, lhe French
Qu.rrter is identified as going all the way to C.ln.rl Street,
but in fact it is one block renrovecl. No consideralion at
.rll w.rs given to thc French Qu.rrter since it is fully clevel-

oped with hiskrric l;uildin6is tonlrolled by the Vieux
Carre Commission. The Business District was divided
into [unctional use.]reas which were identifiable, but
nol cle;rly delined t'ee F\hil)il 2).

CBD Sites Aulomatically Eliminaled
The number of siles inputted ink) the consultanl's sludy
would indicale nn intent to (over every conct'ivable
potential site (see Exhibit l). The reasoning for lhe "automatic" elimin,rlion of specific localions was as follows:
-Sile Number 2 was bounded by Loyola Avenue, (;r.rvier,
O'Keefe ancl Poyclras Streets whi< h would trc the C.rnal
Slreet side of Poydras and the river side oi Loyola Avenue. This area conlained old houses converle(l into
cheap shops or ,rpartments, parking lots and small industrials. This site would have been more prcximnte to
the parking facililies in the CBD but lhe cost of the land
would have been higher 1rr unit. The consull.rnts decided that the tot.ll .rrea (nine-)cres) was loo:mall for
the Lrcility.
Site Number 4r This area was ne.rr to Site Number I but
uptown of Poydr.rs Street and ranged from Loyola Avenue to Carondelet .rnd from Poy<iras to Julia 5lreet- This
was eliminated based upon m.rjor and highly expensive

utility relocations including South Central Bell

Tele-

phone's main exch.rnge for the.rrea.
Site Number 5 was actually not in the CBD [rul ralher
uptown of the Mississippi Briclge Approach (U.S. Highway 90) and would extend from St. Charles Avenue to
Simon Bolivar Bt.rulevard, and [rom Clio to Euterpe
Streets. Not only was this are.r highly populated, bul it
also contained siBniiicant access roads to the CBD .rnd a
very expensive l5' boxed canal on Melpomene Street.

i0

The everyday operation of a counselor's
office is presented for discussion and a
sharing of ideas.

by Stephen Rushmore, CRE

March 2, 1975

These underground canals collect the rain runoff and
lr,rnsport the waler to pumping slations. They are expensive to build .rnd relrx ate

Number 15 also w.rs not in lhe CBD but rather the
lake side of the French Quarler. lts boundaries were
North Claiborne Avenue, Esplandade Avenue, North
Ramparl and 5t. t'hillip Streels. (Note that lhe streets
which have lhe s.rme name and cross Canal Street.rre
r:allql South on lhe uptown sirle of Canal StreL't and
North on the downtown side of Canal Streel. What
makes New ()rle.rns directions 5tl interesting is that
rather than u:e "norlh" or "south" for directions, lhe
loc.rls reier ltl llre (lownriver direction as "downtown"
and the upriver direclion .ls "uplown". Also, instcad of
giving the comp.rss direction to other streets, the directions.rre identifie(i .rs "riverside" or "lakeside".)
5ite Number l6 w.rs.rlong lhe riverfront over exislinB
rail tracks between Poydras and St. ioseph Streds and
-Silt,

between Deltr Streel and the w.rterfront. The proposal

was to use an air rights development. This plan was
eliminated due to the potential time delay of construction. While not nrentioned in the brief report, there is no
question that the rlispers;rl time of this site would have
been high due lo lhe traf{ic congestion of traversing the
CBD. Site Number J is at the outer exlreme of the CBD,
while the riverfronl is at the inner extreme.
The Four Remaining CBD Sites
The original inlenl of the report w.rs to identify the three
sites which were nrost acceptable. After elimination of
all of the suburb.rn locations and Site Numbers 2, 4, 5,
l5 and l6 (ab<-rve), there were /irur remaining (see Exhibit.l). The estimated costs of the sites, along wilh ulility and street improvement cosls, were as follows:

site Number l:
5t. hseph, Conslnnce, Fulton, Poydras and Lafayette
Streets.
$ 10.7 MM
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ftomoenr.rlion is.rn inrtrrrl.rnl elemenl ,ri.tny emlUploynrent environmeni, .ln(l renumerJti()n lor production and cffort generally Llkes the iorm of tangible
payments-moniLlry consi(ler.ltions (i.e. s.rlary, overtime,
bonuses) and specific benefits (i.e. medical and life insurance, sick (l.lys, vacations, holidays, eclucational assistance). Also inrportant to,rn ('mployee are the nonmonitary benefils such as the work and office environment,
job title, sLrlus, perks, learning experience's and opportunities for personal growth. A well structured employee
compens,rtion program can provide production motivation, qu.rl ity ()ssurance .ro(l job s.tlisfaction.
Very little has lx'en writlen.rl)()ul coml)en\,tliun pro.
grams for consulting organizations. Such firnts.rre often
staffed with bright, inclependenl thinkrnB individu.rls
requiring high levels of ntonitary and nonmonitary rewards. This.rrticle describes the compensation package

utilized by my [irm- HospiLrlity Valu.rti()n Services,
lnc., Mineola, New York. I holn by sharing my company's innerworkings, other: will tollow suit and offer
their ideas in the Jrea of enrployee contpensation.
Background And Structure Of The Firm
Hospitality V.rlu.rtion Services, lnc. (HVS) i: a consulting
organization specializing in hotel-motel valuations,

market stuclies and counseling. Organizerl iive years
ago, the staff has llrown rapidly from an initial one asso'16
associates, four
ciate and one editor to the current
editors, two production assisl.tnts, one secret.rry and a
college intern. HVS oper.rles on a nationwi<le basis from
its New York olfice serving a broad client b.rse of hotel
companies, developers, lenders and municipalities.
While providing a variety of hotel rel.rted counseling
services, the end product is typically a comprehensive,
detailed writlen report ranging in length fronr 100 to 200
pages and costing betwecn $ 20,000-$.]0,(x)0. Each
s,epfie,r Rosrrrro.e, CRE, MA|, \RI'A t' ptesident oi llo\plahty Valualion Servicer, lm., d Mr:fola, Ncw York based ctrunrtlng organizaion \peciali/ing irr hote/s, mottr5 rn(/ re5Lrur.rnlr.

assignmenl is nornrally per{ormed by one asstxiate who
devotes an average of three to four weeks per study.
Because of the unique experlise required to render hotel

related counseling services, HVS has hired only hotel
school g,radu.rtes for the associate staff. Six of the 16
associates were recruited dire'ctly from college with 10
associates coming from varied b..tckgrounds in the hotel
industry. Three associates have masters deSrees in hotel
Jdm inislr,lt iun; I I have bac lrelors.

The four editors are responsible for proofing and editing
the reports which each associate imprints on il nelwork
word processing system. The editors develop the necessary charts.rnd tJbles, perlbrm the pagination and conform the report to the firnr's editorial style. Each report

usually requires moderate l<l heavy editinS that takes
approximately one week of editorial time.
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CtsD Sites Eliminated

THE CANAOIAN PEBSPECTIVE ON REAL ESTATE DEVELOPMENTS
IN THE UNITED STATES

o

An All-day Workshop Sponsored by the
American Society of Real Estate Counselors
Tuesday, May 20, 1986 9:00am-5:00pm
King Edward Hotel Toronto, Ontario, Canada
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A potentially controversial tax treaty between the two neighboring countries lrtled. 'Convention Between U.S. and

I

Canada with Respect to Taxes on lncome and Capital Gains," will be reviewed in an all-day workshop presented by
lhe American Society of Real Estate Counselors (ASHEC). The program, part of the educational format tor the
Sociely's Midyear Meetings, will be guided by moderator Oakleigh Thorne, CRE. firsl vice president and eastern
division manager for counseling services ot Coldwell Banker, Washington. D.C. Thorne brings a wide range ol real
estate experience to a topic that has produced a mixed reaction from the business community regarding accounling
conventions lor the treatment ol capilal gains and interest accruals. The original trealy, signed in 1980 and amended
in 1983 and 1984, could impact on the tuture development of real estale by Canadians in the United Slates. Four
Canadian developers, with expertise in major otfice and urban mixed-use proiects in the U.S., also will participate in
the program.
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Another area lo be discussed during the all-day workshop is the Canadian perspective on specilic real eslate
markels in the U.S., particularly otfice overhang. A maior development project will be cited for the details of its rental
concessions, size and appropriale mix and scale of related uses.
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The program fee, yet lo be announced, will include lunch and handout materials. For more inlormation conlact the
American Society of Real Eslate Counselors, 430 N. Michigan, Chicago. lllinois 60611 (312) 329'8430.
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Please send more information aboul lhe all-day workshop, 'The Canadian Perspective on Fleal Estate De-
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velopments in the United Stales," on Tuesday, May 20, 1986, 9:00am-5:00pm, King Edward Hotel, Toronto, Ontario.
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Name

Telephone Number
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I

J

Frrm

Streel Address

Site Number f :
Loyola, Poydras, Claiborne .rnd lulia Streets 912.6 MM
(later ten-acres fronting on Loyold Avenue were eliminated as a cost savinSs)
Site Number 14:

City, State,Zip

Claiborne, Orleans, Orleans-Basin Connection. Basin &
DERBES: LOCATI()N ANALYSIS

(X

TUE

NIW ()RLEANS

St. Louis Streets

S

]O.B MM

Site Number l8:

5t. Louis, Orleans-Basin Connection, La[itte, N. Broad,
N- Calvez, lberville, C.rn.rl, N. Roman Slreets and N.
Claiborne Avenue
$ 14.1 MM
SUPERDOME

Traverse, lnverse & Sideshots
Sample Problem

EXHIBIT 4

(fape Printout on Leftl

Final Four CBD Sites Selected
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Site Number I had .rn estimated B0 owners with no
residential f.rmily involvemenl while Site Number lB
had an estim.rted 230 owners with over 400 families.
Additionally, Sitc' Number 1ti had a city incinerator to
relocate which would have delayed the project. Site
Number 14 had a public housing proiect with 40 fami-

32

lies and was mostly industri.rl, railroad and some cheap
commercial. Site'Nunrber -l had almost no families and
ownership was nrostly two railroads.

Decision Factors Of The Four CBD Sites
While Ihe dispersal linre estirr.rted [t-rr Site Number

I
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rapidly calculate the Lambert azimuth and the distance

to the properly you're investigating. The last number
displayed on the inverse program for my calcul.rtor is the
distance between the two points. By dividing this distance by 5,280', you Bet a close approximation of the
milea8e to the central business district. I find lhis method
is easier than attemptinB to dr.1w long radius curves on a
small scale map where it may be difficult to accurately
locate a propeny.
It is possible to use the Pythagorean theorem (lhe square
of the hypotenuse
the sum of the squares of the two
sides on a right triangle) to solve this problem. However,

:

at about 18.9 miles you reach the accuracy limits of

a

nine-digit calculator.
8y way o{ illustration, the intersection of Main & Walker
in Houston is close to being the l00o/" corner. lt has
Lambert grid coordinates of north 717,500' and east
3,153,500'. The main entrance into the NASA Manned
Space Center in Clear Lake has Lambert grid coordinates

of North 646,000' and East 3,243,200'. The inverse program indicates that this property has a Lamlxrt azimuth
of 128' 33' l0" and that it is 114,7'10' or.rbout 21.73

miles from the center of Houston. Lambert North at
Main & Walker is about 4'east of true north. This indicates a call of South 55'26' 30" East.
Another use of the traverse prcgram, is to calculate the
area of a large shopping center, industrial building or
warehouse. Most drafting is done using.rngles of 90',

60', 45', 30' and sometimes 15". You don't have to use
the actual directions. The front of the building is assumd to have an east-west or north-south orienLrtion.
You can traverse around the perimeter to find the area.
However surveyors are careful .rbout the boundary of a
tract. lf the buikling is in the middle of the tr.rct and there
is no possibility of a bound.rry encroachmenl, they may
not be as careful. Surveyors and appraisers tend to measure a building differently.

EXHIBIT

Appendix A (4)
Numb€r
Site
Three lnformation Sheet
Location:
Boundaries:

Federal Building, Loyola, Poydras, Claiborne, and Julia Streets
66-acres

Ownership:

Mainly lllinois Central Railroad, Louisiana and Arkansas Railroad, and various governmental agencies.
The site can be cleared in one hour. Traffic dispersal in all direclions. Direct ramp access to Ponlchartrain
Expressway is possible. For details of access roads see table in Site #1.

Access by Car

a survey. The purpose of this article is to point out those
programs which appear to be most useful to the real

Proximity to

Access by Bus
and Rail:
Parking
Facilities:

127.1228
214.5700
3t .2104
36.9814

T

1R)

z

Degree of Curve
Central Angle

(D)

Y

z

Arc LenSth

(L)

T

T.ngc'nl
Chord (Entered)

(T)

Mid-Ordinate

(M)

Exlern.rl

(E)

Z

7

0.0000
22647 .81 J4

Z

Sector

45t9.221.t

Y

Segnrent

2776.7 3A9

x

Fillet

routes within five blocks. Service to leffcrs(rn and St. Bern.rrd Parishes available. Union
within 100 yards of site with direct rnil extension pr)ssiblc

Hotels:

Over l4,O0O central area spaces available. On-site parking facility cosl approximately $10 million
6,500 hotel rooms.rre within walking clistance

Acquisilion nnd
Site Clearance:

Probability of
Acquisilion
Delay:

The following diagrams have a sample problem showing

Compatibility With

the lrdver\e, inverse and sirlt'shots program,rnd the
curve solutions needed in the tr.rverse problem. A copy
of the tape prinloul obtained while solving the problem
is shown on the left side of lhe <liagrams.

Environmenll

Estim,rted total cost $2

l.I

million. Thert, nre few slruclures ()n the site

Low. The two r.rilroads own the maiority ()f the sile, .lnd virtually no family relocation is involved
The sile is ad,acenl to the Federal and City Hall office complexes, and is currently used as

Estimated
Costs:

Acquisition (-10 acres)
Utililies Removal

Totil

tillor

(c)

1,150

$l0.OOO

c'

was one hour, this does not take into account the potential impacl of lr.rffic fronr the facility on nornt.rl traffic in
the CBD. Site Number I w.rs closest to the parking facili-

returns far gredter than the capitalized worth of their
operatinS revenues from freight. Besides, the freight did

ties and hotels in the CBD; however, it contained buildings which were considered historic. Had this site been

Elmwood lndustrial Park in lefferson Parish also owned
by the ICRR.
lf the stadium was buill on the acreage on the lake side
of LaSalle Street, lhen the ten-acres between LaSalle and
Loyola on Poydr.rs Street, also owned by ICRR, would
have been available for high-rise development (which
did happen with the Hyatt Hotel and oil company related buildings).
Of all the sites with substantial improvemenls, Site Number 3 had the most obsolete improvements with no
potential of rehabilitation. The density of improvements
also was the least. Site Number 14, near the Municipal
Auditorium, h.rd similar improvements ..rnd railroad
tracks (Southern Railroad), but contained part of a housinB proiect.

Number .] (Exhibit 5) is enclosed for illustrative

of liquor warehouses, meat
packers, railroad warehouses, small industries, railroad
tracks and the ICRR hospital. The ICRR w,ts a respected
member of the economic community, and up until 1960
did nol w.rnt their real estate disturbed.
Site Nunrber 3 consisted

\+\
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for total acrea,ae)

$r2,5'0

purposes.

Chod tcl

l$21 million

500
680

selected, it likely would have put tremendous pressure
on CBD traffic at times. Also, there woulcl have been an
impact on land values and land uses because the taking
of 47-acres of land would have eliminaled over 60 useful three-and-[our-story buildings.
For each sile not "automalically eliminated", such as
Site Numbers 2,4,5, 15 and 16, the consultJnts composed a Site lnformation sheet. Such a sheet for Site

T

freight

(Dollars in Thousands)

Summary of

Sile Preparation
Streel lnrprovemenls

(a)

I rlil

ierminal-

Sample Problem
(Tape PrioloL on Left)
Rddius (Enrered)

N.().P.S. l0

Passenger Terminal

Curve Solutions

200.0000
28..tA52
64.5252
226.4781

Central Business Dislricl

Size:

The program calculates dimensions to 0.0001 feet. I
haven't seen lhe surveying crew assembled which can
make measurements this accurate. The results you obtain from these programs should compare closely to
those obtained from the surveyor. However, the programs do not m.rke you a surveyor. They are capable of
relieving the frustration from inadequate information on
estate practitioner and to review the funrl]mentals of
their use. Surveying programs are also avail;rble for the
various types of desk top computers. These programs
apply the same basic principles f.rster, with more accuracy but at a larger expense.

5

Because trucking was e.rtinfl into the profits of the
operating railroads, these large landownen did an about
face with reg;rrd to assets which could be converted into

not go.rw.ry, it merely moved further out to the

New Orleans lies north o{ a crescent in the Mississippi
River (thus the city is called "The Crescent City") with
the CBD and French Quarter at the easlern or downriver
portion of lhe crescent. The lnlerslate 10 system generally runs east-west across the top of lhe crescent parallel to
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EXHIBIT 8
Louisiana Stadiunr & Exposition District
Budget As Adjusted
Eudsel As Adiusted

Item
REVEN UE5:

Bond Procc'eds
Hotel ()ccupancy Tax (Net)
lnvestment Earnings

$r 17,750,000
1 2,011 ,551

1t,287,479

Rentrl Revenues

r

Refund on Poydras St. Paving
Other Revenues

l,l0.UX)

TOTAL ANTICIPATED REVENUES

02,8r 2
1

$ l ()

.471

l,l l s

|,3l

downtown- i')1, and west bank- l7%. Suburb.rn sites had
no such diversity of egress roules.
Site Number I would have required travel out Poydras
Street or up St. Charles Avenue to the inlerchanges. Site
Numbers 14 and 18 would have required local traffic
back to the heart of the CBD lor most interst.rle traffic. lt
is possible th.rt the favorable orientation r.rf Site Number
3 to these interchanges could reduce dispersal time from
l5 to 30 minutes over the lhree CBD sites. This is not to
mention lhe minimal amount o[ disruption of ordinary
tratfic of Sit(' Number 3 as compared with other CBD
sites

EXPEN DITURES:

$

Site Acquisition
Prime Construction
Television Syslem
Landsc.tpinB

r

I 1.270,161

or

4,949

,9 r

1,259,0r
217

,7

l

61

277,t46

Craphics

2.117,912

Seats

I83,842

Turf
Moveable Furnishings
Sporls Equipment

1,907,400
150,000

Demolition
Highway Rework

47J,184

C.S.A. Rel(Xation
Traffic Signals

192,41)

7A,921
100,000

I85,031

TelescopinB SLrnds
Utilities Relocations
Builders Risk lnsurance

1.974,547
820,83 J

9B4,660

Testing L.itDratory Fees
Architect-Engineers Fees

9,750, r 50
$ r .14,05u,1

SUBTOTAL

Contingcncies

I ,47

TOTAL CoNSTRUCTION COSTS
OTHER COSTS:
Debt Service-lnterest
Working Capit:rl Fund

Administrative Costs

$I

i5.5

/4

6,47 5

1-1,

().1()

$ 21,r00,162
500,000
4.174,\O4

Final Decision
Site Nunrlx'r I was chosen .rs the lesser of evils. Site
Number I wtrs badly loclted in terms of trnffic.rnd the
possible efte< t on CBD nxrvenrent in addition to being
improved with potentially historic struclures.
Site Numlrcr l4 containe(l residential housing and was
not as well loc.rted in relation to the ingress .rnd egress
highway interchanges. Site Number lB had numerous
small owners, houses and.rp.rrtments,.lnd wns not as
well located with regard k) interchanges.
The ownership of the lands involved in Site Nunrber 3
was the ICRR and the Louisiana and Arkansas Railroad,
plus some sm.rll landowners. Most improvenrents were
obsolete.rnd could be replaced in better loc;rtions. The
old railroarl brick warehouses were.rn eyesole to the
CBD. Using thas site destroyed the least .rmounl of economic we.rllh while replacing misplaced l.rncl uses with
a stadiunr th.rt would add considerable econontic benefit to the t()l.rl area, expecially the CBD. Poydras Street
on the lakt side (the Park Avenue of the future) woukl
get a very desir.rble anchor on its northwesl or l.rke end.
Nestled in the far corner oi the CBD, this was the ideal
spot for lht' Superdome.

$ )7,77A,666
$16.l,lll,.lls
'N{'}rt'\l lt'on(i'r Ln th. \\\vlt , b\

Ten Years l-ater

Lake Pontch.rrtrain except that there is.1 p.rrl which dips
down into the e.lstern side tt{ the crescent, i.e. in a south-

,',E

ToTAL OTHER COSTS

IOTAL EXPENDIIURES
Sor-rrce:

Irxrr'una -\uperdr,n]('
Andft'w ahriin. 197 5.

The wisdonr of the decision to place the slrdium on Site

Number ] ir more apparent now than it was al the time.

east direction, then goe5 northeast back up lo Eastern
'10
New ()rleans. This tri.rngle is identified .rs lnterstate
in the soulh "V" and is called lnterst.lte 610 as it proceeds e.rst-west through the middle of lhe city (see Ex-

hibir 6).
Site Nunlber .] is actu.rlly.rt the very bottom of this "V"
with nunrerr>us interchanges to feed tnrffic lo and fronr
both lhe northwest and lhe northeast. While about 35"1,
of the population was to lhe northwest .rnd west and
only about 20% is to the northeast, about l5% o[ the
traffic could be dispersed on local roads to the uptown
section lareas along the riverfront and in lhe university
section) anrl about 20'2, of the traffic could be sent
across lhe river or downtown. Although lhe areas are nol

welldefined and overlap, there were Iiter.rlly five directions for dispersal: west- 15%, east-20'x,, uptown-15%,

t.l

E

you have a nonrectangular tract with.r road coming up
to a bound;rry line at some angle other than 90'and it
appears logical to continue the road through the tract,
the intersections program will tell you where it hits the
other side. lf you know the coordinates of two points and
the calls or azimuths of lines leaving these points, this
program will calculate the location of the point of intersection of these two lines. lt will give you the azimuth
and distance from each of the two known points to the
point o{ intersection and the coordinales of the point of
intersection.

lf you have a line leaving.r known point with a given
azimuth which crosses .r circle where you know the
coordinates of the circle's center and radius, it will Sive
you the location of the two points where the line crosses
the circle. lt also will Sive you the azinluth and distance
from lhe {irst point to the point of intersection, the azimuth and dislance from the center o{ the circle to the

l,

1985
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The inverse portion of the program gives you the azimuth and the distance between two points where their
coordinates are known. I find it useful to close the survey
on the l.rsl c.rll rvith the inverse program instead of the
traverse program; this forces a correct closing of the
survey. The last azimuth .rnd distance should be very
close to those Biven by lhe surveyor or there is a mistake.
After the survey has been closed, the program calculates
the sum of the horizonhl distances around the tract, the

area enclosed in square feet .tnd repe.rts the initial

intersection.

tract.

redete rm i ned Are a P rof!.lm
Another helpful progrant is lhe predelermined area pro-

Lamberl Crid Coordinales
Somelimes the surveyor's fiel(l notes gives the Lambert
coordinates of the various points on the tract. The Lambert coordinate system trents a very large area as if the
world was fl.rt instead of curved. There are 68 of these
zones covering the continenLrl United St.rtcs and Alaska. The Uniled States Dep.rrlment of lnterior Ceological
Survey Maps h.rve a l0,0OO' grid based upon one o[
these Lambert projection zones. There.lre mnrks on the
edges of the quadrant map which show the number of
feet north or e.rst of the base lines of the zone in which
the properly is located. A str.)ight edge placed on these
reference m.rrks allows you lo measure the distances to
the property in which you are interested. These dis-

points.

lf you know the coordinates of the centers of two intersecting circles and the radius of these circles, it will
calculate lhe points of intersection, show the azimulh
and disl.lnce from the center of each circle to the points

P

gram. lt operates with two different types of areas-a
triangle and .r trapezoid. When dealing with a triangle',
you need k) know the c(x)rdinates of the end points of a
fixed line and the angle l)etween lhe {ixed line and a
second line from one <.rf these end points. The program
will hinge a line fronr thc other point until the desired
area of the, triangle is enclosed. lt gives you lhe distance
and direction from the [irst point, the riistance and direction from the second point and the ctxrrdinates of the
third point on the triangle
ln the second predetermined area oplion, two sides of
the trapezoid are parallel. The required information consists of lhe coordinates o{ the end points 1 and 2 on the
base line and lhe bearings or azimuths of lhe lines leaving these end points. The program calcul.rtes the distance along each of these lines required to Eive the predetermined area with a line parallel to the base line. lt
also calculates the coor(linates of the third and fourth
points needed to form this trapezoid.

ordinates of the next point in the survey. ll also calculates the area of a trapezoid formed by the base line,
the lwo north-south lines and the side of the property.
The area of this trapezoid is calculated by the formula:
.l

value.

of intersection and the coordinates of each point of

point of intersection and lhe coordinates oI each of these

Traverst', lnverse Ntcl Sirleshots Program

May

go in a counter clockwise direction, the solution will
be negJlrve, but lhe progr,rnr (hanges it to ,r posilive

coordinates.
lf there is .r curved side on the parcel, you traverse or
inverse from the beginning point'of the curve to the end
point of the curve along the chord, insert the central
angle in degrees, minutes & seconds and enter the
radius. lf the curve goes inside the tract, the radius is
given a neSative sign; if outside the tract, it is given a
positive sign. The program then adds the area of the
segment of the curve algr.braically to the total .rrea of the

The program which I use the most is lhe lraverse, inverse
and sideshots. ln the lraverse mode you enter the bearing and rluadrant nunrber or the azimuth and then
the horizontal distance. The program c.llculates the co-

-a

to a memory location and the traverse is continued.
The algebraic sum of these areas is the area enclosed
by the traverse if you go in a clockwise direction. lf you

A = lNr + Nr) (Er - Er)/

2. These areas.rre added

tances addecl to or subtracted from the Lantbert numbers

on the edge: of the map gives you the approximate Lambert grid coordinates of lhe property. Some of the local
maps in our area use the geological survey quadrant
map as their base. These have tic marks.lt 5,000 or
10,000 feet intervals which expedite the location of the
property's grid coordinates.
One of the factors which helps explain the difference in
adjusted market prices in .rn area is the distance from the
central business district of the nearest maior metropolitan area to the property. I have found that within various
sectors, there is a correlalion tretween the m.trket price
of the land and the distrnce from the center of a maior
metropolitan area. The amounl of varialion m"ry change
in different sectors with lhe effect more apparent on

properties.rdjacent to maior highways anrJ freeways. lf
you know lhe Lambert grid coordinates of the center of
your nrajor metropolitan area, the inverse program will
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coordinates of the corners on Srat)h paper th.rn k) use.l
protractor and scale if you need .l sketch of the property.
The angles used in lhe program calculations .rre b.rsed
on the azimuth system. Most surveys show the angle of
deflection in degrees e.rst or west from a norlh or south
line. A line into the northenst or number 1 qu.rdrant h.ts
the same azimuth as its angle of dcflection (Norlh 45'
35' 16" East has an azimuth o( 45" 15' 16". lt is entt,red
as 45.1516.) The southeast qu.rdr.lnt is number 2, the
southwest is number.l and the northwest is numlrcr 4. lf
the angle of deflection and the quadrant nunrber are
entered, the pro8ram calculates the azimulh. The rosine
of an azimuth in the northern hemisphere has a positive
sign and one in the southern henrisphere has.l neg,rtive
sign. The sine of an azimuth in lhe enstern henrisphere

the first point to obtain the north coordinate of the second point. The product of lhe sine of the azimuth times
lhe horizonhl ciist;rnce is.rdded lo lhe east coordinate of
the first point k) oblain lhe east coordinate of the second

point.
Each manufacturer has a clifferent system for entering
data into their prclgram and sonre progr.rm differences
are necessary because of the various models produced

the line and the result is added to the norlh coordin.rte of

DEFINITION OF TERMS
The radius is the distance from the center to the

My surveying applic.rlion pac contains l9 different programs and several are of a technical nature. I have only
used four o[ them and they have taken care of my prob-

azimuth is multiplied by the horizontal dishnce akrng

:.:i.i..nl

't-to

by the same manufacturer. The program's key strokes
must be followed exactly. Because of the limited memory in the calculator, the pro5irams are unforgiving of
any errors more than one poinl back in the traverse. The
inverse program will allow you to go back to the last
point if you make .rn error in data entry and theo you can
enler the c()rre(t dJta. Since a record of the coordinates
is very important if you need a sketch of the property, a
calculator with .r l.rpe printer or one th.rt can be attached
to.r tape printer is preferrerl and will m.rke a difference
in the operating speed of the program.

has a positive sign and in the western hemisphere.r
negative sign. ln the tr.rverse program, the < osine o[ tht'

txHtBtT 6

:::::

Four Software Programs
I

lems and more than justified their $35.00 cost. I use the

curye.
The chord is the straight line distance between the
end points of the curve.

following programs:

The arc iength is the distance around the outside of

the curve.
The degree o[ curve is the angle needed to have .ln
arc length of 100'.

I

The tangent is the Cistance along the continu.rtion

lines-

lf any two of these items are known including at
least one of either the radius, degree of curve or
central angle, the program will calculate the rest.
ln addition, the program willcompute the areas of
the fil/€t, segmenl and se.tor.
The iil/et is the area enclosed by the outside of the
arc of the circle and the extension of lhe two Lrngent lines.
The segment is the area enclosed by the chord and
the arc of curvature. lt is the area added for a curve

to the outside and subtracted {or a curve to the
inside of a tract.
The sector is the area enclosed by the radius lines
and the arc of curvJture.

l.

Traverse, lnverse and Sideshots,

2.

lntersections,

-1. Curve Solutions,

The centra/ angle is lhe angle formed by the r.rdius
lines to the ends of the curve.

of a tangent line from the point of beginning of a
curve to its inlersection with.r continuation of .t
line that is tan8ent to the olher end of the curve.
fhe mir|-orclinate is the distance from the chord t<r
the midpoint of the curve.
The externa/ is the distance from the midpoint of
the curve to the intersection of the two tangent

I

4.

t-t0

Predetermined Area.

The most frequently used program is the traverse, inverse.rnd sideshots because it has the capability of
calculaling lhe effect of curves on the area of a tract.
Since the dah needed ior curves is the most often neglected in a legal descriplion, a discussion of the curves
proSranr is given.

Cutve Solution5

ACC

There are two kinds of curves. All of the above perlains
to tan8ent curves. There are three addition.tl points to
rememhr aboul tan8ent curves. One, the angle of deflection lretween a tangent line and the chord is half of
the central angle. Two, the centr.rl angle is equal to the
angle tormed belween the extension of one tangent line
and.r line to the point of interseclion with the exlension

of the other langenl line. Three, the cenlral angle between langent lines never changes, but the length of the
radius will ch.lnge all of lhe other values.

On nontangent curves, it is helpfullo know the distance
and direction from one end of the curve to the center
point in order to

ca

lculate the defleclion of the chord if it

is not given by lhe surveyor. Another solution to lhis
problem is to sLlrt lhe lrilverse program at one end of the
curve and lraverse.rround to the other end oi the curve.
The inverse program will then close the survey.
/nler5e( lions ProSr,rnl

Another useful progranr is the intersections program. lf
14
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EXCELLENT

First and foremost, the fillup antl lhe dispersal works
better than expected. M;rny people come early and e.rt
in the French Quarter or elsewhere in lhe CBD and
leisurely walk to the evenl. Visitors walk over kr lhis
structure from their CBD hotels k) Lrke the "tour". The
design of the struclure allows for maxintum people
movement out after a big event, and the neighltorhood is
a vasl improvement over the eyesore il replacetl.
At the time of the facility's conslruction thert'w.rs considerable speculation on what would happen lo lhe
lands in the immediate vicinity. Soon after lhe site was
chosen the Hyatt Regency Hotel, n major convL,nlion
facility, was construcled on Loyol.r Avenue. There was.t
"shopping mall" in front oi the hotel itsel[ (i.e. on the
DERUES: LOCATION ANALYSIS

stT E

,t1

GO00

slT E ,18
GOOD

river side) nnd ,] rrmp from the hotel directly to the
Superdonre enlr.rnce level. Everyone believed that this
would signal numerous olher developments. The properties on Poydras Street from South Claiborne Avenue to
LaSalle Street.rnd directly across from the Superdome,
certainly would be developed with hospitality facilities.
However, this did not occur and the shopping mall was
less than successful.

A ioint venture Broup consisting of the ICRR, an insur-

ance compJny nnd some risk capital developers, began
developing tlre len-acres fronting on Loyola Avenue at
Poydras Slreet, or rather thal part of the ten-acres not
occupaed by lhe Hy.rtt Regency Hotel. This group started
with one high-rise on Poydras and this was followed by

()F TllE NEw ()RLEANS SUPERD()ME
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EXHIBIT 7

PROFESSIONAL
OFF-5ITE PARKING FACILITI

ES

SIT E

'I
EXCELLENT
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GOOD

SIT E
GOOD'3

SlT E
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A "how to" article that details four

computer pro4rams aimed at solving your
surveying problems.

by Wilbert

give you the land .rrea. You receive a conrplete troundary survey which states the total l.rnd .rrea however,
there is a road goinpi through the property with.r can.rl
alongside thal isolates.rnd nearly landlocks a sm.rll section. This part may have a dif{erent highest and besl use,
but the land area is not shown. These and m.rny other
situations arise that cause irritation.tnd frustration b.r
real esLrle prof-essional who does not h.rve.tn t'nginee'ring education wtth .r < our'e tn .'urveying.

2,015

ings would have been located elsewhere due to the p(x)r

l6

o[ surveying. All of the points on a survey are
shown as being.l cert.lin distance north (or south) oi
an .lrbilrary e.rst-west line and a certain distance east (or
west) of an .irbitrary north-south line. Numbers thal are
south or west of these arbitrary lines will have a negative
sign. This doesn't make any difference to the calculator,
however it may cause you some confusion. This problem r.an be avoided if you .:rssign the southwesterly corner of a smaller tr.ict the coordinales: N-1,000, E-1,000.
On larger tr.rcts, lhe coordinates: N-10,000, N-10,000.
will usually remain positive. By usinS the coordinate
system it is easier .rnd more accurate to plot the

system

The advenl of the electronic calculalor, programnled
with a nragnetic slick, provides a solution to this pro[r-

OUARTER

Other developers started building high-rise office lrtrilrlinSs on the lake side t.rf LaS.ille Streel .rcross fron City
Hall, and now lhere are three such buildings. ll is interesting thal studies of the inrpacl of the Superdome on
the CBD give credil to the st.rdium for these struclures
however, if the old industries had remaintrl, lhe:e build-

CRt

Cometimes during.t markel inve\till,llion, you re.rd a
Ddeed and the mete, and bounrl' legal descrrption
goes all around the tract and fails to st.lte the.rmounl of
land enclosed. The recorded plat of a subdivision will
show all the calls around an irregul.rr lot, but will f.ril t<-r

l8

other buildings and parking BaraSes so that nrost o[ lhis
area today is developed with offices (see Exhibit 7).
None of this relates direclly to the Superdome (excepl
Hyatt), but it is doubtful that these structures woukl have
been placed in this area had the old industries .rnd rail'
road warehouses remained. The Superdonre made a
pleasant environmenl that a//owed for develrlpnrent.

t. white,

neighborhr.rud environment,
been l;uilt in the CBI).

bul they still would have

Nothing happened for sonre time across Loyola Avenue,

the more proximilte loc.:ltion to the already developed
CBD inner core. lf the Superdome was to attract development, lhis is where il should h.rve happened. Not until
almost nine ye.rrs after lhe !'t.rrl of construction of the
Superdonre wns ,rnything suhstanlial placed on Loyola.
jusl recently, lhe Energy Ccnter,.lnother high-rise office
building, wa: compleled.rl Loyola Avenue and Poydras.
Here again, this is the, resull o[ the Hyatt and lhe other

office buildings (all occupied principally by oil companies) rnlher than the Superdonre itself, although the
structure cleaned up the neighlrcrhootl by removing the
REAL ESTAIE ISSUE5, FALL,^iVINTER I985

lem. The Hewlett-P.rckard ancl Texas lnstrumenls Companies make calculalors wilh this fe.lture,.rnd they.rls<r
provide surveying pacs or packages th,rt work with their
calculators for a rather small additional cost. I can grr
around a seven or ei8ht-sided tract with a curve or two
and calculate the are.r on my machine in .rb<.rut five
minutes. The same problem would have laken half-aday on a slide rule using the DMD (dou ble-nrc'ricliandistance) method, and the results of the new nrethod are
more accurate.
This article will make you Ltnriliar wilh the progr,rms
and their operation, and it will tell you how to use the
information supplied by a surveyor kr solve problems
the survey do€sn't address. Without these progr.rms, you
might be forced to make an educatt'd guess or hire,l
surveyor to solve the Problem.

Application Packages
The application packages are based on the crxrrdinale

5V1Y6!;p1V1W/

Witte.rt L. White, (RE, MAl, i\ rn indoF'n(renl rcal crlatt' < trunrt'/or
and appei\et wilh oiftce\ in ]rou(on, ten\. ] k'grrdurlt\/ li()nr IorJ\
A & M Llnivesity w,lh a de6,ne rn nrtth.rnita/ engrnt*vrng;nrl r. a
/icensed e/trtrrra/ engrnt'er.
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rate must approach eight p€rcent before the real IRR
earned by the investor equals the real cost of mortgage
debt of 8.5 percent.
Conclusion
Except {or cerlain institutional non-t.rxable investors,
more traditional developer/investors h.rve not demonstrated a strategic adiustment to the realities of the current markelplace. For the most part, liltle attention has
been paid to the current discrepancy between the real
cost of mortgage debt and the real rate of return achievable by the investor. To the extent that real interest rates
exceed real lRRs, any ralional investor would probably
choose to be a lender before choosing to be a borrower.
All-cash non-taxable investors enjoy a clear adv.lntage
so long as future anticipated rates of infl.rlion remain in
the range below five percent. Perhaps this is an unrealistic expectation, perhaps not. Over the period 1975-1985
this was certainly not the case. lf future infl.rton rates do

return to the levels of the l970s, then lypic.rl taxpaying
.rnd leveraged investors are acting quite prudently and
their gamble will pay off. Unfortunately no one knows
where the future lies. Meanwhile it nppe.trs that the
value of leveraged investments remains dependent upon
future rates of infl..rlion well beyond whal we currently
observe.

L Artificially low real lxrrowing rates were a mnior factor in explaining real estate return\. llowever, rasing dem.rnd i(x real property
as an inflalion hedge anrl.'nvironmentally anducd \upply constraints
oflen conlributed to the ri{' rn real estale return!.
2. NotwathsLrndang ati many shortcomings, Ihe int{'rnnl rate of return
(lRR) has b€(ome the curront \t.lndard by which redl est.rte anvestment
performance is measur(1. S({'bhn McMahan, "M{,.tsuring Real tstate
Relurns," Red/ fst.]le ,\!uo\, V()lume 9, No. 2, F.tll,^r'Vintor, 1984, p.

ll.

were the same .l\\umptions utrlized in the Snmuelson analysis prcsented in tiSure l.

\

Should you expec{

your real estate

Company.

{

T

I

lt

buildings.

also made Poydras Street

lnterestinBly, after ten years of operation, lhere is not one
improvement which is directly relaled to the Superdome

except the Hyatt Regency.

the office buildings in the vicinity of the Superdome
benefited from the Superdome parking garages. The
buildings on the lake side of Loyola Avenue required
one parking space for e.tch 1,200 square ieet of office
building in the zoning ordinance and this is.rpproximately what was ltuilt; however, Drs. Rag.rs.rnd Miestchovich contended th.rt this was not sufficient parking.
The proximity of the Suprdome parking gar.tges saved
the buildings'develogrrs about $20 million. This, they
contend, was an econ()mic benefit in th.rt it saved the
construction of the.rdded spaces needed to make the
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buildings feasible. ln any other location, these parking
spaces would have harj to been added.
General lmpact Of The Superdome
Each year the Superdome has a big operating deficit
since the taxes generated by the visitors lo Superdome
events cannot be directly identified or used to offset the
book deficit of the operation (see Exhibit 8). However,
the economic contribution of this structure is tremendous and it pushed tourism to the top of the list of economic contributors to the economy of the New Orleans

area. Without the Superdome, New Orleans would
probably not have been host to Super Bowls, the Nation-

al Basketball Association lazz franchise for four years.
the NCAA basketball championship in 1987 or numerous trade shows and conventions. A recent report by the
University of New (Jrleans Division of Business Admin-

istralion indicates thJt in the ten years since it opened,
the Superdome has generaled $2.68 billion in state tax
revenue, visitor spendinB and CBD development.
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industria

more desirable

The University of New ()rleans study oi the economic
bene{its of the Superdome after '10 years by Dr. Wade R.
Ragas, Jr. and Dr. lv.rn l. Miestchovich, lr. indicates that
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lt is important to
recognize th.rt notwithstandinB the rise in real lRRs, two
critical points .lrise. First, from T.tble 2 to Table l, re.rl
lRRs decline subslantially .rt all possible future rates of
inflation as the high real interesl costs of lhe new mortgage lorn of 8.5 percent (12.5 per(ent nominal rate-

Perspectives

real rate of return as inflation rises.

URBAN VS. SUBURBAN

TABTT

REVISITED
by Abram Barkan, CRI

Total Conslru( lion

TTthere have been .t nuntl)er ()l
I. thang,.r in the citres ,rnd *uburbs during the past ten ye.trs (){
which the nrost inrportant h.r!' l)een
in the are.r o[ enrployment. Working
in Manhattan.rnd living in the suburbs of New Jt,rsey, I have observed

{Millions of Sq. tt.)
Location of New Spnce (%l
New York City

]

t'x,

I l'ri,

\8"1,

.10',1,

Northern Suburlx

l5'x,

tg%

true lor mosl of the large urban .rre.rs

centrations. For ex.rmple, the Hilk)n
Hotel rn P,rr\il)pJny, New lersey ir
busy Monrlay through Th ursday,
and on weekc,nds it enjoys.r bonan-

in the counlry. A quick look

at

nearby suburban communities al an
even f,lster p,tt e. Ior examlllt' in
Ab,am Barka|, CRt, MAI is prc\tLlcnt oi
lame\ lell Rea/tt 5ervrre'. .r drrr'r,,rr ,,i
Ctubb & tlli\ Q,r']tpany oi Nerv Y()r& cry
spe(ialtlng n tontuhing ancl apputsal aLtivilies. Brrkan wa\ lhe 1978 prcs(lenl oi ite
American Sot i,.|y oi Rea/ fstate Counx,/o^
and prevktusly war published rn R&ll Esltlc

l8

t',,,,

Long lslanrl
New l.,rsey

White PlJins, nrore people enter lhe
city th.rn leave it for work in lhe
urban are.r. Table 1 illustr..tte: lhe

downtown Prllsburgh, lcrng r<lentified as a "smokestack" industrial
city, reveals its similarity to otht'r
downtown areas having a concentration of high-rise office buildings
forming a glass wall.
Even as New York City Srows in the
commerce and financial calegories,
the same growlh is happening in the

1

1980 1981 t982 t983 ',t984
l7.t\ 19.5 18.7 )).\ 21.0

signific.rnl changes in both .rrt'as.
Up until l9tt0, New York City's prrnripal in<lurtrv wJ\ mdnul,r( lurintl
a startling ol)serv.rtion sinct' one
usually tlrinks of New York.rs the
financi.rl capital of the worltl. Following.r sle.rcly decline in nranufdclurinB jolr', New York ( ily in
'l9Bl statistic.llly emerged;rs the [inanr ial center oi lhe t ountry. Thr'' ir

phenomenal ,l()wth in the suburban
communities of New York City.
The suburbs irt' starting to lo()k
more like the city due to the pro-

ion of shopping centers.rn(l
hotels thnl finrl it good business t()
be adjacent to otlice buikling conliferat

za Ironr tlrc r rlered p,rrlie5

-

wedding receptions, bar m itzvahs,
etc. A reservalion for Sunday brunch
must be ma<le well in advance of tht-

specific d.rte. Do you recall how
difficult it w.rs in the past for a hotel
in the suburbs to succeed, let.rkrne

approxinrately 4oA current estimdted rale of inflation)
impact.'t Bross renLll stre.lm which is rising at a slower
pace. Seconrlly, in order for the investor to earn a real
rate of return t'<1r.ral to that of the lender, the anticip.rtt'd
rate of inflalion nrust be at least six t)ercent or above.
Moreover, real lRRs lo the inveskrr show great improvement as futur(' .rnticipated inflation rises to pull up current rents at i p.lce fast enough b offset the negative
impact o[ the clt'bt. Clearly, unless the investor anticipates a resurgence of inflation to previous levels of tht'
1970s, he be.rrs an inordinate ri\k th.rt he may not
achieve his investment 8oals.

1o,7,

)

t,N,

20%
11%
50v"
19v"

1985
.10..1

\ \"1,
11,'1,

16,2,
2l)"/,,

Madison Avenue shops. ln Sh()rl
Hills, New Jt'rsey, the shopping < enter has .lltr.r( led lxrutiques such as
Gut r i. l.rr,Hcr. lt.nrli anrl Loui:
Vuitton.
Meanwhile sr-rburbs and urb.rn .rreas

now suffer from the same problems-corrgtslion ,rnd l.rr k oi
affordable houring. ln suburban Essex Counly, N0w lersey, the median
home price ir in the $150,000 runBt'
w

Table 4 sunrnrarizes the nominal and real IRR results
atier adlusling for assumed tax effects. FiBUre 4 plots the
IRR values again assuming nine.rnd l0 percent capit.rlization r.rles ()n lhe s.rle of the prol)erty in Year 10. Unlike
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relieving hou:,ing shortages, improving lhe environment and reducing
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and populalion should not be lefl to
become tonorr()w's regret.

4%

C

t

from esc.rlating delense co\ls to

the unenrploymenl rate. Tod.ly'5
problenrs of incre.rsing congestion

4

Leveraged/T.rxtrl

conslrual i()n

plex answer. For st,lrts there need5 to
be a redircctit-rn of federal spentling

2't,

i

Automobile tr.r[[ic congestion, .r
growing problenr, can only worsen
in light of new office building

As for suburb.rn shopping centers,
they resenrble Fifth Avenue, Rtxleo

Nominal lRRs
Possible Future lnflation Rates
10,1,
8%

o

ith many (ostinS $400,000-

prosperl

Leveraged Taxable

I

$500,000. There is.r lack of a{forrlable housing in lhe northeasl, lmth
in the urhan areas and suburbs, th.rt
offer employnrent opportu n it ie\.

What is the solulion? Such a < omplex problem necessitates a con]-

Drive and W()rth Avenue more th.rn
a sleepy little suburban conrnrunity.
ln Manhnsse,t, Long lsland, a prosperous M,rnhattdn suburb, a local
shopping center is slowly ch;rnging
its ten.lntry from supermarkeVv.rriely
store to B(x)ks Brothers nnd other

Seenario l: Ltveraged Purchase, J.rx.rb/e /nvestor
The final adjustment to our set o{.r!'sumptions attempls
to demon\tr.rle lhe after-tax resulls of the investment. lt
was felt that bv integr.rting, the lax ltnefit derived from
lhe depreci.rtion and mortgage inlerest deductions, lRRs
might inrprove tnough to help tontlrnsate the invesbr
for the risk he undertakes by agreeing lo a high real cost
of debt. The following additional .rssumptions were put
into the .rn.rlysis. The building l.rnd ratio is 75 perccnt
giving.r depreciable building v.rlue of $5,062,5oo. Depreciation exl)enses were laken on an lB-year str.riBhtline basis. ()ur inlaginary investor o(cupies the 50 per
cent margin.ll lax bracket and may expect to pay rn.tximum cdpil.rl li.rins t.rxes at 20 Per(ent of the taxable
gain on sale.

TABI.E 4

lr)

the results presenled previously, lhe.rssumptions used in
Scenario 3 nrosl closely resemble.r more lypical taxpay-

inB investor who would ordinarily finance the acquisition. When conrp.rred to the results of Scenario 2, a
slight diminution in both nonrinal and real lRRs results
from the or<lin.rry in(ome taxes paid on operating profits
as well as the c;pital gains tax liabilily on the sale proceeds. Note however, that the investor is unlikely to
achieve currenlly acceptable nominal lRRs unless the
future rate of inflation is at leasl 5-6 percent. This is the
point at which ncrminal lRRs cross over the 12-13 percent range. ln real terms, the future anlicipated inflation

TARANTELLO: THE INFLATION DEPENDENCY OF LEVERACED INVESTMENIS

into account. However, this did not alter the con( lusion,
merely the estimated level of the returns. Figure 2
graphically depicts the trend in our IRR results.rssuming
nine and l0 percenl capilrliz.llion rates uF)n sale at
v.rrious rates of inflation
Secenario

2

: Lcverag,ed Purch.tst', Non-faxab/e

lnvestor
ln order to assess what impact the presence of ntorlgage
debt might h.rve upon a tax exempt buyer given the
same office park investment opportunity .tssumed in
Scenario l, new mortgage lo.ln .tssumplions were entered into the an.rlysis. A new mortgage of $4,266,J00
was derived by.tssuming a 12.5 percent, 30-ye.rr, fully
amortized kran all due in l0 years with a l€nth year

amount was calculated by applying.r Ll NOI to debt
service annual coverage ratio. A loan origination fee of
two points ($85,326) is added to the original capital
investment amount ( onsidered in the calculalion of the
lRRs.

Table I summarizes both the nominal .rnd real lRRs derived alter ad,usting for the mortgage lo.rn assumptions.
FiBUre 3 plots the rt,sults for the nine .rnd 10 percenl
capitalization rate results at various levels of inflation.
However, unlike the re,rl IRR values in Figures I and 2,
which seem to decline slightly at higher rates of inflation, Figure f shows.r gradual, but steidy increase in the
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Use Or Misuse Of Money
We never hatl such things as p€nsions in my day. You had to take
care of yourself. Our 20th century

t40
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Leveraged, Non-Taxable
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by Webster A. Collins, CRE

rlrhc U.s. re,tl e't.rte in(lu\try got
I sl.rrlt'rl .hodlr aiter th(' t].rttle ot

Yorkkrwn when we (.lme together
as a country. Ceorge Rich.rrds

Minol, C,eorge Washington's aidede-canrp, ranre back to Boston and
wenl inlo business. He w.r\ respon-
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siblt, f<x the ultbuilding oi est.rt('s.
Most.lssets in lhose d.rys were tierl

to re.rl estate- l.lnrl, homes, stort's
and business J)rol)r,rly. Then, as
now, value w.rs import.tnl. I (.rn
remember when Minot's mothe r
dierl. He hired \,rnr Ruggles.rnrl his
.rssociate to value her property.
Appraisers in lhose tl.tys were callt<l

subscribers.rnd th.rt is wh.rt they

did. They subscribed that

S.rr.rlr

Minot's property w.rs worth l,-500
pounds on December'21,'1791.
Value is the cornerstone of all real
eshte, and what is h..rppening kxlay
is chipping.rw.ty nt that gr.rnit€
bloc k

(,

lh/\ Jrt,./e Jrc ft?,,ntt(l \lilh permi\\ton itonl "fhe Appr.*al fu)Lnnal. V)lXliV, No. J, ltly 1976, pp l)n.lH
Portior\

Webslet A, Collins, ( RL
pre\ident ,v1<ltlte.Iot oi C.
^tl/.,,v.(rrl^e\[t,
V' \vh uet,ln.-

specr,r/rzIs rn lhe JreJ\ ol .tpptat\tng,
countdntq ind invgslnit'nt p \xtty- He hat
conlrtbuk'tl ro tveral rt:.r/ edrtc Ir,rrnar5 and
boo/<s.

lo

and lguess th.tt is what sl.rrtcd it all.
ln the late 1970s money in thr savings bank e.lrned interest .ll five to

420

z
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retiremenl. We never hari such
things;rs income taxes either. We
used to raisc money through l.rriffs.
although it did start .r little allercation called lhe "Boston Te.r P.rrty."
We had infl.rtion, too, but never the
like of what rxr urred alter 197b -

450
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BOod

This workt'd well for a while

I

t6

ing called ERISA-pretty

idea. People rould rave n'r()ney lor
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t80
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TABTE 3

FICURT 2

()

among ( ()nlnhulors or benefir iaries
who, for amounts conkibuld, held
transferable !'hares entitling them to
particip.rte r.rlably in profits;rnd proceeds. This lrccame known as the
"Massachuretl:, Trust," firsl created
in 18U6, and was lhe st.trt o[ what
became the real estate investment
trust industry.

600

remaining b.rlance payoff of 94,007,640. This loan

All Cash/Non-T.rxed

transaclions could be divided

Payroll Employment ln M.inufacturing And Finance And Business Services,
New York Ciry, 1977-1984

six percent. And then wh,lt h.1ppeneda Wilh inflation, inlere\t r.lles
soared. ll would cost y()u ten percent, s()nretimes l5 perc(,nt ,1nd
sometime5 over 20 percent to horrow money!
Money mov(.d out of savings inslitutions l).rnkrul)tin8 many banks with
low-rate, long-term mortg.rgt,s. The
key (lJle lo lhis allw,rr \unrclinre in
October l(i79 when the Ftdt,r.rl Reserve der irk'rl lo tJrSel lhr'Br()wth rn
the supply of money.

What h.rp1x,ne<l next is th.tt re.rl

es-

tate lookL.d like a pretty gtxrd he<lge
.rgainst infl.rtion. Rents were going
up and wilh tlrose fancy m.rclrines

called compulers, you could look
out to the fulure and guess lvh.rt a
property nright be rvorth. Tax l.rlvs
were changed, too! A new term w.rs

Founding Of The Real Estate
lnvestment Trust lndustry
Under common l.l\a,in the lti00's it
was lx.lssitrle to org.rnize "VolunLrry
Ass(x iations" irr whir h .r trusl [un(l
coulcl lrc turntrl over to.t group.l:
lruslee\ k) h,rnrllt, lor the ltenetit ot
(ontributors to tht'[Lrnd. Proceec]s of

c.r lled "Syndic.rtirrg Tax
Shelter Depreciation," which
brought in more money. Pension

crealed

funds kxrked.rl real estate.rs.r good

way lo drvt'rsriy. Sounds Lrnd ot
neat, doesn't iti
Well, my iriend, it's now ten ye.lrs
later, and let's look at wh.rt h,)pl9

pened in between. Wilh all this
money, a lot of buildings came
about. That old building at the head
of Milk Street in Boston where my
family's house used to be was even

TABTE

Houston- Supply and Demand Analysis

Office

(Over)
Under
Supply

Absorption-

renovated. Pretty fancy stuff. But still

Boston was a pretty staid city when I
lived there. We didn't have all that
land in the southern and western
part of our country called by that
fancy name "The Sun Bell." I understand a lot has happened.

Year

New Office Space

Demand
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I l,-500,000 s.f
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rise by two per( enl per year which is the m.lximum
annual increase all<.rwable under California law. Our
an.ilysis assumes the property is acrluired for $6.75 million, all cash, held for 10 years and then sold. Commissions and closinB costs were estim.rted at 2.5 percent
of the sale price in Year 10. Sales prices were derived by

capitalizing Year lO Nel Operating lncome (NOl). The
analysis considers inflation rates from 2-10 percent in

10,/"
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serve as the basi: for the lo-year Jnalysis. Cross rental
income is assumed to rise at the given rate of inflation.
Vacancy is held constant at five percent throuShout the
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rate of inflation, compounded.rnnually. Property taxes
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puters (see Table I ) to lell what was

lnf Rare

All Cash, Non-Taxable Returns

(Price: $675,000; lnitial Equity: $675,000)

25,200,000 s.f
2

1984

I Bather lh.rl in Houslon with all that
new money a lot of office buildings
were buill. Pension funds trought a
lot of them. Tax shelter syndication
the same. With inflalion and com-

Grosr

TABTE 2

Suburban Office Park

you neecl to have people as tenants
to make bu ildings work.

kh€dul€d

I

.24

6.17

a

two p.'rcent increments and loth year

c.rpitalazation

raler of frrrm 8-12 pcrccnt in 0.5 percenl in( rement\.

Table 2 summarizes txrth the nominal and real lRRs
achieved. lt is clear from the analysis th.rt our results
confirm the hypothesis that for all cash tax exempt
buyers, nominal lRRs rise in conformance with inflation
while real lRRs decline slightly. lt should further be
noted th.ll the general level of real lRRs in our analysis
appear b be slightly atrve those plotted in Figure 2
since our analysis did not take periodic leasing commissions and additional future tenant improvement costs
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investment returns sutlicient to compens.:rle the investor
for the increase in risk exposure created by the high re.rl
cost of debt and slower Browlh in rental levels?
The ongoing construction and development of vinu.rlly
all types of property through()ut lhe U.S. suggests the
answer is "yes." App;rrently, there is no lack of risk takers ready to try their luck on the pretext th.ll adequate
returns are still achiev.lble. However, lhese.tre uncharted economic times and it may be that the industry

is simply slow to adiust to the new reality. This articlt'
attempts to shed light on lhis question by evaluating the
performance of a given income pr<tducing real eslate
investment under alternative inflation rates and lever.tge
assumptions. lt serves as a beginning for discussion on ;r
very important issue.
The Foundalion For Analysis
Last April, at the American Society of Real Eslate Counselors Midyear Meetings in Chicago, J workshop was
presented concerning real estate inveslmenl fiduciaries
and fiduciary services opportunities. This author was fortunate to serve.rs the moderator f<lr a distinguished panel which included John Bailey, CRE, L.rndauer & Associ,
ates, New York City, now managing director in ch.rrge,
and Reid Samuelson, presi(lent of Coldwell 13.rnker C.rp,
ital Management Croup, Los Angeles. While the program content included a number of k)pics dealing with
various .rspects of the changing role of re.rl estnle counselors in an increasingly institution.llized world, my interest was especially t)eaked by l).rnelist observ.itions
concerning lhe impacl of inflation.rry pressure on nonleveraged real estate returns. ln f.rct, the resulls ()f some
preliminary computer b.rsed analysis con<iuctexl lty Mr.
Samuelson surprisingly contr.rdit ted the conrmonly hcld
notion that higher inllation ratcs (r)nlril)ule tO higher
rdle\ o[ return [or lhe rncome I)r)B,rty tnvesk)r.
The graphs in Figure I reflecl lxrth ild,usted (Real R.rle of
Return) and unadjusted nonrinnl (lntern,rl R.rle of Return)

proiect returns for alternative rates of inflation (as reflected in assumed changes in rents and expenses pursuant to alternative inflation rates) and net operating income capit.lliz"rtion rates (as reflected in residual sale
prices). As lhe reader can see, given the basic set of cash
flows presented in Table I and adiusting rents and expenses according to various possibilities for future inflation rates, unadiusted internal rates of return rise consistenlly with higher rates of inflation. However, to the
nonleveraged all cash buyer, the real rate of return consistently declines as higher assumed inflation rates impact proiect returns. All cash institutional buyers have
litlle lo B.rin from inflation. To the contrary, stable price
levels should enhance the inflation-adiusted performance of income producing properties and encourage
further diversification into real estate by pension funds,
trusts and olher institutional cash buyers. These are interesting findings for th.1t segmenl of the income property buyers mnrkel accuslomed to dealinB on an all cash
basis. But what o{ the more typical leveraged buyer?
Private inveslors, syndic.itors.rnd others commonly rely
on debl to bolh hypothecate the asset value of their
port{olio and simultaneously create tax shelter benefits
prinr,rrily rlesigned kr fosler greater .titer.ldx returns.
Hence, the purpose o[ this article is lo expand upon the
..rn.rlysis of a hypothetic..rl unleveraged investment by
broadening the scope o{ assumed inflation and capitalization rates. However, the current high level of mortgage interesl r.rtes and the resultant real interest rates
rel.rlive k) the (-urrent r.rte of infl.ltion strongly suggests

that under currenl nlarket conditions, only the lender
slan(ls k) econonriaally lrnefit from a leveraged real
estate investment.

ln order to enrpirically test this hypothesis, the first year
cash flows given in T.rble I were extr.rpolated under an
expandt'd set o[ infl.rlion r.]te, c.lpitaliz.rtion rate and
leverage assunrptions. A Lolus l-2-l spreadshe€l program w.rs used lo gener.rte the lRRs'which then were
adjusted ior inflation to.rrrive at the real rate of return.
Three general scenarios were considered in the analysis:

FICURE I
Summary of Discountetl Yield Anal ysrs
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2.

leveraged purchase, non-tax.ible investor;

3. leveraged purchase, taxable investor

Rale oi Relunr

20

l.

t.l

(50ol"

br.lcket).

The .rssumed inve5tment was an existing mulli-tenant
suburban office p.rrk of Iess th.rn 100,000 square feet
wilh .r purch.rse price of $6.75 million. The subject
property i:! loraled in Southern California in an active
suburban office nr.rrket and is currently held for invest
ment by.l comingled p€nsion trust. Since most leases
were short-term in n.rtur€', the inflation adjusted cash
flows were.rssumtd to change annually by the rate of
inflation throughoul the ten-ye.rr holding period. The
dssumplions .lnd results oi each scenario are presented
stpar.rtely in the following sections.
Scenario

l:

Boing to happen, values were going
to skyrocket.

Well, lcan recall my good friend
Ceorge Washington chastizinS hi\
stepson.
"l

case, or that it should c0ntinue to
depreciate as it has done for the
last ten months. Where are you
now? Berefl of your land and in

possession

Scen.rrio I .lssurrrptions .rre rather simple and straightforward. The first year operating c.rsh flows given in Table I
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of a large sum

of

money that will neither buy vic,
tuals nor clolhes."'
So you see prcperty does not always

We had inflation and credit crunches, too. lalways liked real estate, but

you can be f..rced with little profit or

lwould only sellwhen lcould make
a profit. lwould not get inlo a po\ition where I might take.r loss. I liked
to sell at my own time and on my
own terms. Creal change has taken
place. But down in Philadelphia nry
grave marker is sti// there next to lndependence Mall. And if you take a

even a loss. I am told this is going on
in Houston riBht now with some of
those nice office buildings with large
vacancies. lust look at the overbuildinB lhat has l.rken place.

The use o[ proiections is only

as

Bood .rs th€' market iudSement th.1t
applies, and those who make lheir
living by dispensing wisdom on values c.rn tolrlly miss their m.rrk (see
Table 1).

look you will nole my marker

is

made of granite!
NOTT

Ithink long-ternr. Recessions occurred in my time just as in yours.

l.

Halsled L. Ritler, Washington a5 a Bus/-

ne5s Mdn, S€ars PublishinB
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by Roberl B. Hulley,

Building
Market

CRE

fn the few shorl vears srnce lohn
INaisbilt wrote his besl seller

Count otiat

Megatrends,' we have seen in[orma-

tion technology exp.rnd to encompass nol only lhe inform.rtion thnl
business cre.rtes, but.rlso the lechnology thal processes lhe infornr.rtion. The need for inlormation is
making nr,lrket sl)eci.rlization more
sign ificant in meetinB cuslomer
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.!UINFO.TECH
PRACTITIONER

o
n
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e

!r o
ed

o

U

demand.

There r: a iund;menl;l rhange in
customer needs taking place,. Tht'
period is seen as a tin)e when re.rl
estate services have shifted from
structured technical skills to m.lrket

information and simplicity of appro,rch. De Bruir ker and Sonrnre in
the Harvard Business Review' F)inl
oul that as.l cuslomer beconres
more fanriliar with a product or service, their experience evolves antl
the b€nelits they seek change.
Roberl B, Hulley, ( Rt.

..1.1( /, /R/. { Rl. r.
prc\ftl"it t k)lxat Llul/r! RrJ/ ln.rk,. 1(/..r

{tdd -

"."s

ra\'9

MultiFamiJy

The lnio-Iech l'r.rclitioner nr.rkes use <>f a diversified background in technical skills to
specinlize in n nr.rket \egmenl where information and research predominates.

iint nr.( talttng tn ntultr t.rnr/r t"rrlr,nt

t,. rr
(.u1i&1 t,{,,' ( /,.xrrn.r,) (,lhr, ( .rr.r
li,tn dt!^nn ot thL, ,\n r(y,r.rn \(x r{ ry i, R(.r/
[\tJl,,( ,,ur)wr,,/. .',,Ji,{r ,,r r/x, ll,.r/1,{\ l,'.
5l,tnlc .rnd an t<ntltrtl ipt)t,tt\fl tl tht

IoKl

All Ca:h Purchase, Non-Iaxab/e /nvestor

he presenl pro{il o( your lanrl in

the eastern shore may be trifling
. . . I will suppose th.1t to be the

Bo up in value. lt can depreciate. lf
you have to sell it to raise money,

tt.

Crnnd,.xl ,xt,lL/k,

PERSPECTIVES

lnfornrati<ln services h.rve beconre
increasingly inrport.rnt to re.rl estale
t lienlr. There ir muth demand in

lhe arers of markets ()perations,

absorption, conrp€tition, regulations
and inform;rtion .rllout the future. ln
addition, because of the proliferation of technical expertise since the

1t

end of World War ll, clients now
look for a more convenient way of
dealing with the various disciplines.
We have seen the emergence of the
lnfo-Tech Practitioner. Fortunately
for the Counselor, he is particularly
well suited to this new role since he
is usually competent in most, i{ not
all, the technicalfields in real estate.
However, once the concept of InfoIech is adopled, \ilualion\,tnse
where clients ask the practilioner to
undertake assignments outside his
specialty or competence. The longer
a practitioner has specialized, the
more diffrcult it is to Lecp abrea.l oi

other fields even in his own geo-

graphic area. However, these situations should provide an excellent
opportunity to refer assiBnments to
other specialists. This allows the
lnfo-Tet h Practitioner tu stJ) within
his specialty and obtain referrals

from others who .rcknowledge his
competence in certain .rreas.

engagements.

A better arr.rngement, however, is to
form a business arrangemenl where
the contributing "[]artners" c.n en,
joy the advan[rges from sh.rring [.r-

of specialization mentioned at the

cilities, strff, equipment .rnd experience. Rese..trch on the gxrling of
experli\e rndir,rter lh.rl mur h i'
gained by joining forces nol only
with other Counselors, but with architects, enginters, lawyers and
other specialists to provide,l comprehensive client service that otherwise rvoulrl not be possible. But
either individually or togclhcr thcre
i\ a 8rc.rt deal oi satrsi.rclion in

munic.rtor. Develop a creative and

working lowartls becoming .rn .rbsolule experl in a r ho:'en are,r ol lxrsiness. Speci.rliz;rtion also provides
the lnf<-r-Tech Pr.rclitioner the opportunity to wrile aulhoritalivoly on his

subjecl and undcrt.rke spe.rking

lndeed, in addition to the two areas
beginning of lhis

arlicle

technical
skill .rnd market specialty-is the

THE INFLATION DEPENDENCY OF
LEVERAGED INVESTMENTS

need to be an efiective comimaginative .rpproach since your re-

search.lod knowledge m.ry open up
new fronli€rs oI c<lmmunicalicln

with clients an<i colleagues.

ln today's uncertain economic times, the

industry adiusts with alternative inf lation
rates and leveraged dssumptions to
produce satisfactory rates of return.

NOIT5

l.

Dr Bruick({, f.

Stewart, summe. Creg-

ory, 1., "Make Sure Your Cuslomers Keep
CominB Br.k," Harvrrd Busir,eri Revrer!,
Vol.6|, No.l, 1q85, pp. q2'98.
2. Hull('y, Roben 8., "finding Hidden Val'
ues wrlh As\el MnnaBement," Renl [5(ale Revicw, Vol.l5, No.2, 1985, pp. J0')1.
l. N.1i\birt, lohn, Mo8rlrendi, W.rrner
B(x)ks. 1982.

by Rocky Tarantello,

CRE

rIur the oa\l 20 ve,lr\, lhe U.5. et onomy ha' Ixtn
.[ punt tuiterl with (lrnn].ltrc chan6e., in int(,r(,\t r,rte\.
inflation, wage rates and commodity price:. Mosl sectors of the econonry have learned t() adjust to lhe v()lntility of the marketplace by altering the str.rtegy or iorm of
their previous produr:tion fornrula, however, ltrere lr.rvc
been some notable exceptions. He.rvy inriustries (stet,l,
mining, machinery Jnd equipment) have experienced
both a lack of management insight to nrr>dernizt, oper.rtions, and labor rigidity allowing w,rge r.rtes lo ndjusl lo
world conrpetitive levels. M.lny [arnrers failed lo 1>erceive the danger of overextenrle<l debt tr.r acquire;rdditional land in the face of f.rlling price supports. Financial
institutions still su{fer fronr the previous excesses o[ krng-

(
ii

t,

I

I

i\

term {ixed rate lending during years of gallolring
inflation.

Only recently have labor unions begun lo curb their
demands for unjustified wage incre.rses while nranagement seeks new production solutions to meet world
competition. The more conservative farmers as well as
large agribusiness operations have survived lheir debacle. Financial institutions h.rve laken to either lending
short-term or varying the price of their money. ()vt,rall
our economy is digesting the changes of the past ;rnd
sorting out the solutions, but there will be winners and
losers as this process takes place. However, re.tl est.rte
income property investors h.ive yel lo demonstrale .r
consistent strategy to deal with rising cosls of morlgage
debt during periods of lower inflation.
The Real lnterest Rate Problem
The "real interesl rate" is defined as the difference between the nominal market inlerest r.rte minus lhe ( urrent
rate of inflation. As such, during J:rrioti: o[ rising infl.rR.rky laruntello, Ph.D, CRf i! prelidenl oi Iirrnlo//o & (irnprny, r
rea/ estate research. r on\uhint! dnd rpprdt\rl lim wilh oli,( er lr) (n/riornia and Atiz()na- I/e d/5o i5 rdiun.l lrrcfutsot of Rr,]/ [!l,rk' rnd
Land Economict nt lhe Universily oi Soulhern ( n/,li)rrrr 5(h(x, ol
Euiineir Adn)in,nation and thc author oi nunterou\ .rrli(/{\.
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TARANTELLO:

IHE INFLATION

tion, fixe(l rate mortg.rge debt becomes relatively less
expensive lo lhe borrower as the nominal rate of interest
remains constant. Even .rdjustable rate loans may suffer
Io some degree if lhe rate does not adjust as rapidly as
the rise in inflation. This phenomenon partially accounts
for the unusually strong performance of investment real
esl.rte durinB the l97os', and also explains the capital
base deterioralion of nrany financial institutions when
the deregulation o[ tht industry no longer protected
them by lbrcing depositors to .rccept artificially con-

str.lined deposit rates.
Sinrply pul, two maior issues.lrise when the "real" cost
of debt exceeds the "real" rate of return of the investmenl. During periods of relatively low inflation and relatively high interest rates, can real estate investors expect
lo increase their weJlth in "real" terms? Are real

DEPENT]ENCY OF LEVERACED INVESTMENTS

lt is the p.rth Lrken irrespective of tr.tnsporta-

and the rest of the infrastructure. This facilitates the developmenl of buildings- the ways.

ln looking at a city in the system of cities, the ways .tre
the Iinks to the outside world. The waterways linking
Egypt and Greece lrrought.rbout a striking similarity in

The supervision of that system is unusual because, as
noted earlier, the development of the building is largely
a private sector activity but is heavily dependent on the
public provision of infrastructure and subject to public
reBUlalion. P()fit, or the lure of profit, drives the privale
sector system o[ which the market is the natural regulator. ()ne m.iy, however, by regulation and otherwise,

sea lanes.

tion mode.

the frescos.rnd other.rrt objects found in both countries.
The p.rth the Romrn conquerors followed for their trade
routes left marks of one civilization upon another. When
one looks.rt the barren desen l.rnd where many an ancient batlle kxrk place and wonders why, one explanation nray be bec.ruse it was along the trade route.

Transport,rtion innov.rtions have changed the world.
This paper is l)eing written amid a ten-hour flight trom
Athens to New York-a distance of about 5.000 miles.
Thus, a tr.rveler dep.lrling from New York can make lhe
trip lo lhc Grcck lsles in one day. By way of contr.rst, at

the beginning of lhe century a tr.rveler departing New
York for.r day's journey could Siet to Atlantic City and
later in the century could m.1ke it to Miami. The recent
development of m.rny cities has hinged on the innovations in transp()rt.rtion .rs did the development of ear-

lier cities.

It is e.rsy k) see lh.t the.rctivities.lnd development of
cities have heen cletermined tremendously by their de
gree of.rccessibility. Cities c.rn function as way stations
to trade cente,rs or beconre m.rrkets and suppliers. The
change in lr.rnslx)rtation is hest viewed by looking at the

superimpose a politic.:rl regulation. The great challenge

to lhe publi( !,e( tor is to guide the market forces in the
direction desired by the body politic. The problem is
there are dysfunclions in the system. The incentives are

pulling the priv.rte actions in the wrong direction. This
"systenr nr.rdness"' is the perverse behavior of a subsystenr-w.rter is.t subsystem of urban development
.rnd tr.rnsport.ltion .r subsystem of urban development.

gineers design light poles to hold up lights even when
hit by .r car at 60 nriles per hour. Obviously in case of a
collision il is prefer.tble for the pole to give way to soften
lhe imp.rd l)ut the purpose conflicts with the other

revolution whith influenced the cost and speed of

lransporting g<xrds .rnd peclple.

comnronpl,rt e.

..tlso depended

on .rninr.rl power..rnd w.rlking.

Putting vehicles on r.rils nrade a difference not only in
the transporl.rtion l)etween but also within cities. lt was,
however, the self-prt.rpelled rublrcr wheeled vehicles
(autonrobile anrl truck) which re.rlly changed the structure of the city. Now other lorms of transport..ltion a
rapid rail and the high speed electric lrains are making
a tremendous impact on urban development. These systems.rre usually managed by a central transportation
aulhority. As.r tr.rnsport.rtion economist said, people
will travel until they run oul of lime or money. However
improved roacls nr.ry bring more traffic and many people
don'l want the roads improved.
It should be obvious that the transportation and water
system are interrel.rted. lndeed we can deal with the
entire infr.rstructure, lhe set of roads, pipes and wires
which provi<le the set of facilities and linkages to supporl
the seltlement activity. Should they not be coordinated?
Also should not the sp..rtial relation of building also be
coordin.rled? ls lhis nol a single system of the city with a
series of subsystenrsi

Syslems ManaBement

Underslanding The System
The key in m.rnaging.r subsystem is lo keep it in b.rlance
wilh the rest of lhe system. This requires an understanding of and a <ommonality of objeclives. Managing any
of the systems requires technical knowledge developed
from a sr ienlific process. Yet, much of the decision m.rking is viewecl as a political rather than .t ntanagenrent
issue.

The popul,rce cleserves more only if it demands mt.rre.
Progress requires an increase in accountability. ln lhe
meantinre lhose operaling in the system should underst.rnd its dys[unctions and malfunctions. One stralegy is
to .lssume there will be problems. Don't count on having

will be provicled,
and be prepared for the possibility that it can be cut off,
intention.llly or through mismana8ement.
water without sulficient evidence it

Developirrg such .r strategy for the developer or any parlicip.rnl in lhe urban developrnent process, requires an
underst.tn<iing of the svslem and il' mismanagement.

The inrplications for the public are obvious, but those
concerntd with the public policy are less receptive to
the mJn,)gemenl than those who profit or lose from ils
operntions. Thus, it is important for the private seclor
decision makers and their counselors to understand and
be involvetl.

Wasle and lrartslx.lrt.rtior) nr.lnaBenrent i: lhe supervisicln

of a syslem. Wall nran.rgement h.rs not yet occurred.
lnstead one spe.rks of <lirecting the urban developnrenl
process which inclutles p(rviding w.rler, transporLltion
6

The convention business is a big industry
getting much bigger as rnore and more
communities build iacilitie.s to house the
burgeoning market.

by David listokin

TransporLrlion roules are not improved because people

do not want more tr.rffic at a given location. Thus, the
m.rnngement of that system provides for more congestion. Other dyslunclions are singular of purpose. En-

objective. Water is sonrewhat more complicated. But, the e.trlier
case given of nrisuse to.ichieve political objeclives is

ln antiquily lhe se.r lanes were transversed largely by
sailing vessels an<l thc l.rnd routes by carav.rns of anintal
drawn vehicles. The city's internal transportation system

THE CONVENTION TRADE:
A COMPETITIVE ECONOMIC PRIZE

NOTES

I. tph$u\,

by Sadan Cokovali.
2. Y(r5ie Doriel in .rn unpublished manuscnpt
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n ret ent yeirr\ nr.rnv ('omnrunrtte\ h,lv(' ,rllenll)ted to
inr re.r.e<l lh,rro of thr' Irurgconrng r onvention industry. To this t,ncl, they h.tvt, constructed
convention halls, established pronrotion.ll bure.rus, advertised in different nrediums. etc. Whilt is the scale of

f

lallrd( I lheir

the convention industry in tht, United St.tcsl What is the

profile of the convenlioneer? Whal rloes convention
activity mean for the local econonlyl This,rrticle.tddresses these issues.

United States Meelin8s lnduslry: Trends
Over the past few years, the nreelings induslry in the
United States has lrcen lxxrnring. A( (r)r(ling to the lnternational Association o[ Conventir>rr and Visitor Bureaus
(IACVB), in 1980 roughly 4l nrillion rlelegates atlenrled

about 87,000 conventions. By tlre entl o[ 198,1, the
IACVB estim.rtes 5l million dt'leg.rtes vvill have.rttended
over lO0,0OO meetings'(see Exhibil i).
The meetings industry is;rn t'syrecially intl)orl.lnl economic pump primer in cerLlin g.rte'w.ly.tnd resorl cities.
New York is illustrative. This.ommunity has historically

been the world's numller one visitor deslin.ltion. ln
1981, for instance, it was sought by l7 ntillion visitors
who spent $2.1 billion.' ln turn, a grxrdly share of New
York's visitor market consisls of convention delegates. ln

198l, it attracted 4.2 million su< h individu.rls who in
turn were responsible for an estim.rte(l 9795 million in
outlays.'ln short, a quarter of New York Cily's visitor
trade is made up of convenlionccrs who .rccount for
one-third of all visitor spending.
Many communities wish lo reap the [inancial bonanza
of the conventioneer. To this end lhey h.rve encouraged,
and in some cases financed, the construclion of firstclass hotel rooms antl large arenas-lwo e!,sential con,
vention trade components. The 5purt o[.rctivily in this
Daykl Listo*in, Ph.D., r a iull p(ri'$(, .rt rhc Rutgry! Univeri,(y
Cenler fot Urban Poli(y Rerear(h. He hr\ JUI[(nt<] o\/?t )O lxroks on d
wide ran9e of topics includrnli land u:e, houtnB. h/r(ra( ,)reterv.rtion,
public iinance and impact anrly\i\.

area has been st.lrtling. Massive,rnrounts of new hotel
space becanre available e.8., in lhe early 19t)0s, 3,000
new rooms in Bosk)n.lnd 6,500 in D.rllas. Convention

txHtBtT I
Uniled States Conv€,ntion Activity,
1980- l9ri4
Number of M€etin8s

(in thousands)

Year

Number of Delegates

(in millions)

r9BO

87.1

,10.9

l98l

NA

.l

1982

u7 .7

t9B3

94.2
100.l

t9B4'

l.l

.18.0
5

).7

'tstimaled

fuurce: Internalronrl Ais(xi.rlron ()i Convcntion rnd Virik)r

Bureaus

Research Department, Deleg.rte M({rtinB Survey.
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hall construction also has accelerated. Since 1970, over
'100
convention centers have been huilt in the United

of 1980, l0 million square feet of new construction space w.rs ndded; in 1985 another 7 million
will be accessible." The combin.rlion of added hotel and
States. As

exhibition resources has consider.rbly enlarged lhe number of communities able lo hosl l.rrge convenlions. ln
'1970, only l5 cities in the Uniled States could
accommodate a trade show with 20,000 participants.
Today, about 150 have this c.rpability-a tenfold increase.' A selecled sanrpling of cities building new convention centers and expanding existing facilities is
shown in Exhibit 2.
EXHtEtT

Crowth ln

Exh

2

ibition Space,

'1982-1988

D.tc
Opencd

Space Added
(Cross Sq. fl.)

Anaheim'
Atlanlal
Chicago'
Dallas'
Houstonr
lndianapoli5'

t9t|2

t00,fin

r981
! gaa

100,000

City

IxistinS Space
(Cross Sq.

ft.)

4U),ffX)

-t50,000
]50,000
/10,(J0o

I9ti4

t00,fin

.l

1987

6(m,0u)

984

t.10,o00

las veSas'

I

q8l

80,ffx)
120,(xx)

los AnSeles'

t9ll8

2(n,(xx)

Miamil
New Orleans'
New York'

t9a7
t985

t(xt,fi)o

620,000
1,t0,000
180,000

Philadelphaa'
San Diegor
Seattler

t988
I988

Washio8ton, D.C.'

l9ll2

l.

r

l9{16

1987

l0.ooo

Fifty-five U.S. cities participated. Each city was instructed to select 1,400 delegates attendinB and 300
companies exhibitinB at io conventions. A questionnaire w.rs given .rsking about the number of persons
in lhe travel party, nttxle of transportation, number of
nights spent and the actu.rl .rmounts spent in 14 individual expenditure cate8ories. A tot.rl of l0,B5l delegates and 4,924 exhibitors parlicipated.

The 1978-79 survey findings have been adiusted yearly
for inflation. Correctt'd expenditure figures for 1982 are
shown in Exhibit L The cost cate,tory and distribution
terminology firsl musl be defined. Outlays are given for
two convcntion lypcs: Senera/-those without exhibitors, and tradt'shows, those with exhibitors. ln turn,
these convention types entail certain common and certain separate expendilure categories. General convention spending encomp.rsses outlays by delegates for
lodging, restaurants, entertainment, etc., in the aggregate referred lo ns de/egdle expenditures. ln addition,
general meetings entail outlays by the host association

for exhibit hall, equipment renhls, food and beverage
functions, etc. ln total these.rre termed association expenrlitures. Trade show outl.rys include both delegate

l(xl,(xx)

Average Spending Cenerated Per 1,000
Convenlioneers By Convention Type And Expenditure
CateSo

j20,000

Irpendilure Amounl

1984),

p.4.

Convention

Irpendilure

Type

Catcgory

Drlrg.rle Exlx ndiUft'ri
IoTAL:

Compared to the average U.S. tr.rveler and especially
the vacationer, the conventir>neer displays a distinct, upsca/e socioeconomic profile and attendant travel and
support expenditures. Relalive to the vac..ltion traveler,
the convention-goer is 50 percent nrore likely to have
graduated college, twice more likely to be employed in
a professional/manageria I position and earns $25,000 or
more 11977 dollars) one-thirtl more often." Moreover,
conventioneers are of consider.rble importance to the
local hospitality, enlertainmenl, transportalion and other
industries.

The best and most current d.rta 0n the imp.tct of conventioneer spending is provided by the U.5. Travel Data
Center and lnternalional Association of Convention and
Visitor Bureaus iIACVB).' ln 1978-79, the U.S. Travel
Data Center commissioned the IACVB to conduct a
"Convention lncome Survey" as follows:"'

41

Irip
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$

80.870
8,180

$

tfr

\,1

$ 89,050 $r
$

J1,O80

txhibilion t,(Bndilure\:
Ix|x)iili()n Servi(e
Contra(k)r Ixlx'ndilure\

25.570
2,J.10

97

I

{

l{J,170

$107,290

16,950

f

.11,(J8o

8,t80

r()TAt:

'i-:-

a'_

]()7,290

8{J,870

A5!(ri.rlbn

ffi

in lsrael, a "river in lhe sly" were uscd
supF)rts to b.in8 wate. into the cilies.
The an.ient acqueducts

as

,170

8.880

Source: U.5. Travel D.th Center, l97li-79 ,ACyB Convention ,n.ome
survey nnrlyl,(dl Rcglrl (W.lshinglon, D.C.: U.S. Travel Data Center,
1981): lnlernation.ll Asvxralaon oi Conventaon and Visitor Bureaur,
"IACVB Survey Reveals Value of Conventi()n Bu\iness" (Release,
mimeo, no dale).
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Many restrictions are stated as height.rnd bulk. HeiBht is
a fascinating issue when one looks at the principle involved. Why should the building's height make a difference if the amount of activity is regul.rted? Actu.rlly what
may be controlled is the floor area ratio; i.e., the ratio of
building floor area to land area.

lf one is concerned with light and shadow then the

building might be no higher than the road is wide. Yet,
in Mediterranean climates the roads may be so n..rrrow
relative lo building height, that only .lt noon is there
direct sun on the streets and it may be.ln advantaBe to
keep the direct sunlight from shining on lhe windows.
Such considerations as well as.tsthetics can be sound
reasons for controlled height. What is more relevant is to
regulate the total space contained within the walls. The
activity within the space is linked to other .rctivity .rnd it

of linkages which influence the efficiency of

will be noted later, the transporLrtion routes link the
various activities and the mosl efficienl pattern is the one
which gives the least aSgregale land value. Seemingly
contradictory is the principle lhat the land should be
developed to the use which gives lhe most v.rlue. The
key is the quantity of space within lhe walls and how it is
used. Again, under a single authorily the decisions were
less complicated since the rulers not only decided how
the land might be used but ordered the conslruction. The
introduction of privately owned real estate enabled a
market determination in which lhe land uses sorted oul
themselves.
Zoning now purports to be the major land use allocator.
lls origin, in very recent history, was only to protect our
land use from the adverse impact of neighboring determinants. Prior to zoning common law provided protection. Now zoninS Lrkes on a city planning purpose. lt
regulates land use in an attempt to allocale activity to
various locations. The final allocations.rre what the developer and the financiers decide on within the constraints of re8ulation. Most of the developers are private
with public development taking a nrinor role except as
to provision of infrastructure.
How then does the building of walls make the city? lt is
what decides the provision of the services of space.

5114,42O

hibition expt,ndittLrt's include exhibitor spending {or
food and lxverages, hospiLrlity suites, local advertising
el(.; expen(lrlurc\ en('(,nlpit55 erptlsilion servi<e t()ntractors, the labor and drayage of contractors hired lo set
up and dismantle exhibits and provide other services
during the trade show.
The 1982 figures for these different cost components are
shown in Exhibit 2. Outlays are given for modules of

Earlier regulations simply specified maleraJl and construction technology to achieve a parlicular sLrnd..trd.
The transition was a great boon to cosl effecliveness
because it permitted innovation. The most salient regulatory issue is the quantity of space permitted within the
walls rather than the quality of the w.llls.

As
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Expendilures:

IleleBrle IxlJcndilures:

The Conventioneer: A Distinct Upscale Market
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Cities have expanded their convention capacity to
attract increasing numbers of conventioneers. What is
the profile of this group? What do they spend locally?

t

safety of the occupants from the h.rzards of falling walls.

is the set
the city.

9U2)

Expansion

Source: Dan Graveline "C()nvenli{)n Centers" Urban aand, {iuly

dian villages are a very early American example.rnd
there are others in antiquity. When slacking, there.rre
rules of thumb with regard to the engineering of lhe
walls so the safe height is related to the witith of lhe
base. ln modern cities a building code will have a per'
formance standard designed to protecl the health and

t

EXHIBIT 3

2. New facility

obvious, but the security of fences is not unnoticed, nor
are electronic security systems.
Though the issue of security is interesling, there is one
which is most relevant to understanding the system
the use of walls as partitions of aclivity. ln a simple
residence like a hut, the walls simply sep.rr.rte the internal activities from the external. They provitle shelter,
privacy and a place for activity. Beyond the simple separation of internal and external activilies, the w.-rlls may
further separate the internal activilies. The formation of
rooms can be quite simple or elaborate including courtyards or a genuine labyrinth.
Residences also may be clustered or stacked. Hopi ln-

and association spending. Their exposition nature, however, requires further outl.rys {or exhibition expenditures
and exposition servi( (, ( onlraclor expenditures. The er-

t50,0(x)
680,fiX)
250,000
140,U)0

unfamiliar cars are deterred from passing through the
community and speed laws are rigorously enforced
against strangers. Walls also are placed around individual homes. Large estates with iron gales.lre the most

I

linkages the efficiency of which is influenced by the
ways-the roadways and walkways-the lransporta-

E*.

tion routes-

r'
Remains

of the protective walls of

These allocations are better understood l>y looking at the

Caesaria

Ways
still sland rep.esentinS

lhe fort .ity buill by lulius Caesar.

SELDIN: WATER, WALLS AND WAYS

"Ways" as a term does not have the crispness of definition as "water" nor even "walls", but it includes highways, roadways, walkways, rapid rail, canals, air and

)

With the proper natural conditions, such systems can
provide for expansion of a city.
Without proper natural conditions it is easy to efficiently
utilize a community system. The cle.rn water is piped in
and the dirty water is piped out. Such a system is an
externality. lt may be pukrlicly or privately owned, but in
either case it is likely to be government regul.rted.

There are two major issues involved in supplying
water supply and distribution. As previously noted,
aqueducts have been around since antiquity. ln Los Angeles the supply system uses an aqueduct and.r pipe
system large enough to drive an automobile through;rnd
at the same time, in other.rre.rs, water is trucked or even
brought in on the b.rcks of donkeys. Whatever the system, there is a cost involved unless supply comes from.r
river or other natural sources and does nol require tr.lnsportation. There was a time in Los Angeles when household service for waler was at a flat fec. lt did not p.ty t<r
charge by the quantity and so metering w.ts unnecessary. When water became valu;ble enough to

meter, the marginal rate was lower th.rn lhe .tver.tge
rate; i.e., the more you used, the che.rper it was lty the

gallon or cubic fcxrt. Now in some are,rs, lhe m.rrginal
rate is higher than lhe .rver.lge in order to rew.trd
conservntion.
The conilict conres rvhen the old systern, rvhirh provided water at.r low !ost, needs to tr supplemented by
an expansion where marginal ly.rler cosls.r lol more lo
supply than the cost oi furnishing w.tter by the existinB
system. Do the new users pay a higher r.lte lh.ln lhose
who occupy lhe pre-existing homes or is there ()ne rdle
for alli Many towns really do not wnnl the newronrt'rs
so cutting off their water is .r g<rcd w.ry k) keep them out.
The process isn't e.rsy bec.luse it isn't sintply.t vote. The
structure is much nrore conrplicatcd, but wh,rt results is
an inadequacy of supply with w.iter r.]tioning during dry
spells such as alternate day watering o[ l.rwns.rnrl no rar
washing with runn in8 water.
Water problems have been an effective krol [or the nogrowther. ln the early 1970s we h.rd sewer mor.ttori.t in
many cities across the nation. The providers o[ waste

water treatment facilities failed to provide .ldequ.rte
treatment and/or transmission capacity. When the w,ller
quJl ity deterior.rted suff icienlly kr .rl Jrm the health .ruthorities, the immediate solution wns.t cessation of
building no new construction. The focus w.l5 not lo
the problem of waste waler managemenl providing lhe
necessary service but rather lo the results of in.ldequ.tte
waste water treatment. There were substantial segments
of the public who did not wanl further growth .rnd they
seized on control of w.rter pollution results as a device to
stop or slow Browth. Whal emerges is a political as well
as .r management problenr. ln antirlu ity, lhe power of the
king was absolute and the cenlral authority made all the
decisions. Such a totalitarian concept is not acceptable
in a free society so we have lo work out a process for

resolving conflictOne final word on water. There are other ways in which
water is used to distort lhe clevelopment of cities. F.rir{ax
.1

County, Virginia recently h.rd one-third of the land
downzoned by the.ruthorities supposedly to protect the
waler quality of the Occoqu.rn Basin. Most o[ the basin
is in neighboring Loudoun County.tnd most of the development th.rt shifted lrom Fair{..rx County willoccur in
Loudoun. The result is lhe.rsserted objective will not be
achieved. Yet Fairfax County, in .t recent court c.tse that
tested the clownzoning, prevailed even with a long record of its powers being used for wh.rt.tppe.trs to be a
politic.rl progr.tm, which is not re.rlly the srme.ls the
progr.rm of w<rler m.tnigement. As will be suggested
laler, undersLrnding the systen'l is not simply a question
of knowing the physic.rl or economic science relating to
water. Understanrling the politic.rl process is essentirl to
operatinB within lhe systenr.

We also have walls.rround communilies. ln s<tme subdivisions there is a wall and.l gu.rrd at lhe g.rte house
and entry is only rvilh proper idenlificalion. Some exclusive communities oper.rte with.1 p.ttrol syslem where
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2,974
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Oiher l(x.)l

Walls
The w.:rlls of cities are impressive sights. Much of the
architecture of ancient cities exudes defense, yet one
doesn't really think o{ walls around modern cities. The
settlements of lhe world have w.rlls, but they are built
.rround the states with passB)rt cont()l .rl the lrorder.rnd
olher poinls o[ entry.

,

EXHIBIT 4

.ll u
t
i r*Hilf

TOTAT

r

46.1

).0% ,80.rJ70 5307,29O tOO.0%

I

r0O

O% 92.lto

38.880

9t.llo

t8.880

r0O.O%

Noles: 'lncludes holel r(rcm5 and incidentals, hospitality suites, exhibit halls/meetinB rooms and, in the case of assrrrations, statf members' living
expen9es.

I'lncludes holel and other restaurants and td)d/beverage purchases.
'lncludes such items as retail purchases, entertainmenUculture, kxal transporlation, gataulo service, admission fees, kral ,rdvertising,
equipment rentals, servaces hired, etc.
''lnclude5 compensalaon paid lo labor and drayage.
Source: PercentaSes derived {rom U.S. Travel Data Cenlet, 1978 1979 IACVB Convention lncome SuNey Analylical Reporl {Wrshinglon, D.C-:
U.S. Travel Dala Cenler, l98l l.

1,000 conventioneers. Ceneral conventions of 1,000
attendees gener.rte local delegate expenditures of roughly $81,000 daily. Since lhe average such meeting is approximately 3.8 days, tolal delegate outlays are about
$307,000. ln;rrldition, the general convention includes
associJtion exprenditures of $8,200 daily or $31,000 for
the full meeting. The general convention with a 1,000
member delegate draw results in an 989,000 daily tab
and .r $ l18,000 total bill (see Exhibit J).
Trade sholvs.rre more expensive to produce. ln addition
to lhe deleSale.ln(l associ,rtion costs enumerated above,
they require exhibition expenditures and exposition service outlays. These increase the trade meeting spending

I

0

t8,r80 tI,O8O lm.O% 525.570 $97.17O

per 1,O00-member module to $l17,000 daily

and
$444,0O0 t,or the {ull 1.8 day convention (see Exhibir l).

a

Expenditure Caletories
What is bought for these amountsi The answer is provided in Exhibit I which breaks down the dollar spending of the four expenditure categories (delegate, associa,
tion, exhibition and service contractor) into three broad

elements lodging, iootl, .rnd other /oca/ purchases/
\ervi( e.. The ldtler is d polpourn group encompassing
retail purchases, entert.rinment and culture expenses, lo-

cal transportation costs, Bas/auto service, etc. The four
expenditure categories differ in their spending emphasis.
For instance, 4l percent of delegale outlays g<-r for lodg'
inB, 27 percent {or food and the remainder for other
items and services. ln contrast, associalions and exhibition and service contractors, primarily involved in such
tasks as assembling/d ismantling booths, photocopying

EXHIBIT 5

Breakdown of Spending (Approximate) By Convention Type
Per'1,000 Conventioneers ( 1982)

t

Convefltion Typ€

txpenditure
Elemenls

W

F

Ceneral
%

--.t

ln thc rederelopmcnt of Old lerusalem, lhe nncient style ol stacled
or (luslcred houses.rre built on Cardo Road k, arcommodale the
area's high densily and all()w for .rc(('ss by wallinB.
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11.266
$ I I().').1',
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$151,99o
t rs,597
t

56.8, l

$.1.1-1 ,-l
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Notes: "lncludes delegate and associalion expenditures shown in Exhibit 4.
''lncludes delegate, assoca.ition, exhibitor and exF)sition service contractor expenditures shown in txhibil 4.
Sourcr Derived from U.S. Travel Data Cenlet,1978-1979 IACVB Conlention lncome Sutvey Analytic.r/ Reporl {Washington, D.C.: U.5. Trrvel

Drt,l Center, l98l

).
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flyers, transporting equipment, individuals, etc., spend
far higher shares (46 l00 percent)for local purchases as
opposed to food and hotels (see Exhibit 5).
Convention Types

With this breakdown, we can calculate not only the
amount but lhe distribution of expenditures by conven-

tion type (see Exhibit 5). Ceneral conventions entaildelegale and association outlays. Tallying the.rppropriate
spending elements from Exhibit 4 reveals the following.
Of the $89,000 daily expenditure for the 1,000 convenlioneer module, $36,000 goes for lodBing, $24,000
for food, and $28,000 for other local purchases and services. A similar proportional distribution is found for the
$338,000 total LB-day convention outlay: $138,000 for
lodging, $93,000 for food, and $108,000 for other items.
Trade shows generate higher sums especially in the
other local purchases/service element. The reason for
this emphasis is that trade meetings include exhibitor
and ( onlr,rclor expenditures which in Iurn con\i\t mdinly of local goods and labor. Thus, of the daily $,l17,000
trade show cost per 1,000 conventioneers, $40,000 is
consumed by lodging, $36,000 by food, and the largest
amount, $41,000, for the other local category. An analogous breakdown is lound ior the full trade show cost
of $444,000: $152,00O for hotels, $136,000 for restaurants, and $'157,000 ior local goods and services (see
Exhibir 5).
These basic data building blocks permit calculation of
the dollar significance for the conventaon industry. ln
1982 there were approximalely 47,300,000 conventioneers. Civen a trip expenditure of $338,400 per
1,000 conventioneers, lhe 47,300,000 total convention

pool spent approximately $16 billion. (This does not
take into account the higher outlays for trade shows.) lf
we conservatively assume that convention trip expenditures have increased by 15 percent from lg82 to
19B4 (for hotels, restaurants, etc.) to say, $390,000 per
1,000 conventioneers, then the estimated 52,700,000
conventioneers in l9B4 spent over $20 billion.
The lure of such significant oullays has prompled many
cities to bolster their convention-garnering abilities.
Many have built convention cenlers, encouraged firstclass hotel construction, expanded convention bureaus,

etc. The economic prize is great, but so is the
competition.

NOTTS
1 . lnlernalional Ass(rralion of Convenlion and Visitor Bureaus, Re,
search Departmenl, Dele8ale Meeting 5urvey.

2. tbid.

l.

New York Convention and Visitors Bureau, "New York Ciry Visa'

lor Slatistics 1981." See also "Mammouth Convenlion Cenler
Assel to NYC'5 Saleability.'-Successlu/ Meelings,

Miy

an

1982, p.69.

4. tbid.
Krie8er. "Lodgin8 lndustry Over
view,' lnveslmenl Research Coldman Sachs, lanuary 17, 1981.
6. Nancy Ethiel, "Convention Cenlers: The lssue o[ Ihe 80s," Au'
ditotium News, Vol. 20, No. 12, December 1982.
7. Reported by Dala Resources, lnc. Cited in Las Ve8as Convention
and Visilor's Authority, Matketing Bulletin l98l Summary, p.5.

5. Richard Simon and Marcia

8. U.S. Travel Dala Center, 1977 National ltavel t\pendituts
SuNey summary Re$)rt W.rshington, D.C.: U.5. Travel Data Center,
I98t l.
9. U.S. Travel Data Center, 1978 79 IACVts Convenlion lncome
Survey-Analytica/ Report washington, D.C.: U-S. Travel Data Center,
t98t

)

10. ,bid.. pp. l'4.

One may analyze the growlh of cities by considering the
natural resource base. A base may be extractive industries, aBricultural activity or simply an access to a rich
hinterland. Water may be a component of production or
it may be a transport way as in bringing the hinterland
resources to the city marketpl.rce. ll also may provide
the means lo lrinsport pcople as well as goods with
communicalion and trade among cities.

The people, as one could imagine, were nol very willing
lo give up their real estate Jnd start over ngain. But, the
city could no longer funclion without the oper.lting h.rrbor, and to compc.rund the situ..rlion the siltnlion resulled
in the existence of a swampy.rrea which in turn led to

malaria. A change was in order, and the learler used
water lo.rtl.rck the problem. He slopped up lhe w.rter
supply for without.r source for wnter lhe people h.rd to
abandon their homes and shops and move lo.r new cily.
History h.rs it lhat the new lo(.rtion was chosen try a
boar, or rather by where th., beast was killed. The story
goes thdt "Ephesus was founded for the seconcl time by
Androclos, the son o[ King Kodros . . . Androclos.rske'cl
for advice from the ora< le at the Temple o[ Apollo in
Delphi, requesting sugg,estions .rboul lhe place where
the city was lo be founded. The oracle replied, 'The new
site of the city will be shown lry a fish, and a wild boar
shall take you there.'
One day, .rs Androcles and his men were lrying fish, one'
of the fish fell out o[ the frying pan, antl an ember from
the fish sel fire lo the nearby bushes. A wild boar hidrien
in the bushes began to flee and remembering what the
oracle had said, Androclos jumped on his horse and
chased the boar. The new city w.rs buill in the exJct
place where he killed the boar."'
Water was brought inlo the cily by a (lay pipe system.
This was almost 2,000 years.rgo and there hacl been
aqueducts in other areas even earlier. Wiler was used
for sanitary purposes: bath houses.rnd bilets h.rd running water. The system for the bilet was similar to a
privy, but instead of just a pit, there was a flow o[ water.
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a hot climate.rnd w.ller was used as.t

Cutting off the water, w.rter man.rBement, is also .r
powerful tor.rl in modern ciay supervision of urban
growth- ln many.lreas one can dig a well, titke the waler
out of the ground, use it and put it back. l[ there is
adequate ground w.rter, the waler table is not tr-ro high
and the soil is porous, the system works well enough.

of tphesus (now Turkey)

I

coolant. Streets were washed down to cool off the area
and fountains cooled the air. Once cul oif from their
water, the people had to move.

(,

It

t

,l

Ancient City of Ephesus
Problems wilh the water system can have a dramalic
impact on the vitality of the city. Consider the ancient
city of Ephesus in what is now Turkey. As n m.iior porl
city, it relied on its h.rrbor. When the silt from the River
Cayster made it unusable, the city had lo be.rbandoned.

Ephesus had

'l

I

I

.

water pip€s used in [phesus

l

WATER, WALLS AND WAYS

ON ASSEMBLING REAL ESTATE PORTFOLIOS

A

A guide to determining why and why not
to invest in a particular rea/ estate market.

step back into history to

find the

contributing sources that influenced the
locations o{ today's ntodern cities.

by loseph

by Maury Seldin, CRE

IIJater, walls.rnd ways may be viewed.rs the tripod
YV *hi.h supporti lhe nctivities of hum.rn
settlemrnts.
The localion of w.rter has had a profound influence on
the locntion of seltlements, nnd the proteclion of the
water supply was always d ne(essary contlition for survival in times of siege. The ancienl city of lerusalem is .r
classic case; its w.rler came from ground sources localec|
within the perimeter of the walls used to protect the city.

lerusalem's walls, k)gether wilh the natur.rl ,rdvantages

of a high site, provided.r formitlable ()l)stacle to
invariers.

ln America's old wesl, walls were less furmidable. The
stock.rdetype w.rlls of the forts provided lt'ss protection
especially on fl.rt terrain. Many forts and ()ther settlements were located on the w.'ly k) more populated areas.
Settlements along trading route,, the w;rys, required the
water rnd the walls. The conrbinalion of water, walls,
IhiJ .trtt[,r,r,ar in\pir(,d by r palx:t wnutn by Prol('\\(]r LheJler Rrpkin, Pt',)til,on Untv.,t\n\!. -Ihe Wall. I' lt Smalla Nr)t /\l A//." phol(,
graph: lry Hugh M \.i1 (,r4det, M.t)
Maury Seldin, CRt, ptoft\\(, oi Re.r/ [\tile and U r.nt l)evelopmtnt
at lhe niryt.rn lJniwr\ity. i\ prc\R)t't:|- ol the Honlr,, I klyt /njtilrt(,.
He rrrcrved hit M B A lrcm UCL/\ rnd hi\ dorrryart. rn busrn$s
adm in lr dlton hom lmh a na U n i) ertt\'
t

(,

an edgc in redut ing the risk [.x tor, real cst.rte investmcntr are inr rea.,ingly being includerl in most
investor F)rtfolios (especi.rlly in the equity form). This
tendency is growing since returns ft)r real eslate tend to
be negatively correl.rted with those of the nrore lradi-

tempor.)ry complex ities obscure the fund..rmentals. This
article drarvs fronr the example oi.tncient cities and uses
them.rs models lo stress those lx)ints relev.lnt to modern
cities. The exanrples particul.rrly rel..rte to re.rl c'state decisions and how counsel can improve those decisioris.

ln order lo invest wisely, lhe following iactors need to be
considere,d: how much of one's portfolio shoukl lrc related to real estatej wh,rt kind of re.rl estate should be
purchased (e.g. office building, hotel, etc.); the lype of

Water
The introductory paragraphs referred to the externalities
of a city as among cities. There are other points to make
that rel.rte to the ( ity as a system and the role of each
element in the growth and surviv.rl of the city. Also considered are the p.ltterns of land use necessary to
dccommo(lale the inr reased attivities.
The role of water is hest seen by starting with the services it renders. As a resource lrlr drinking, w.]ter also is
essenti.rl in food preparation and in the agricultural activities lo produce the food. ll also is used in the output
of industrial and olher products, thus it is.rn example o[
a nalurnl resource used in prrxluction. And, although it
may be.r oecessary nalural resource, il is not sufficient.

.-)
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o

t
I
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Casino

and ways was o[ significant supg)rt to the developmenl
of seltlcments, nr..rny of which grew into large cities.
This article builds on the principles which.rre clearly
seen when analyzing cities o[ nnliquity. While the same
principles are applicable to modern cities, con-

(a

fr:J--'

l. Del

\\ t)

'{:

J
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A

tional investments such as stocks .rnd bonds.

1980 Census indicated

.1

spatial redistribution in the na-

tion's popul.rlion from lhe North,rnd East to the South
and West.'More imporlant, the acc<;mpanying shift in
the econon]y is still gaining momentum, and the U.S. is
continuinS to experien(:e lhe resulls of the mass population movement during the last two decades. DurinB
1975-82, approxinrately one billion square feet of office
space was constructed in the South and Wesl ..lccounting for approximately 70'2, of lhe k)tnl amounl of build-

ing construction in the U.S.

investment vehicle (e.g. direct investment, re.rl estate
investnrent trusts, etc.); and where to buy (e.8. retsion,
state, city).
This article discusses how to decirle where to buy based

on the.rssunrption thnt the invest()r is interested

in
assenrbling .r real eshte portlblio th.rt cont.rins several
individual office properlies, in the most atlractive inves!

ment environments, offering the highest returns with
limited inveslmenl exposure in.rny particular market.
How To Decide Where To Buy?

'ti:

Four major economic aspects of .r property market
should be considered: lhe general and long-term economic growlh potenti.rl; the extent the economic/
industrial b.rse is diversified; how much of the e<onomy
is compri:ed of servict -prod uc ing industries; and the
magnilude of lhe nranufacturing lrase.
Economic Growth Potenlial
An inveslor should consider metropolitan are.rs th.rl continue to exl)erience rapid population growth since these
areas are nxrre likely to experience the Sreatest expansions in business investnrent over the long ternr. The

l. DelCasino i\ r t(fx)r .ilrociJk, lvrth the New yorl ,nvesl
n:enl diw\Ktn oi k)ne\ LdnEWot ton, an ink\nrriondl r(1r/ c\lrk,(on
sulting itrnr. I le hd: a nrr\&y\ degrrc rn ( ty p/nnn nB ion) th/| Untver
rity oi Penn'r'h;nr; anrl.r i;rr [r./o^ dcgrt,r. rn e( onon),.\ lrorn lrrori n
toseph
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Employment Concentration R.rtios

A Comparison Of 20 U.S. Metrcpolitan AreJ5
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by Rol.rnd Rodrock Randall.

CRE

l2
2.1

,BB

05

.91

!l

.)2

I.0l

1.lB
| .87

'lnclude\ th{] pelroleunr rnd olher energy-rclaled indu\lrio\.

[there h,rve been l(x, mJnv ev|rrlr h,tppenrng reI renllv remini\(enl oi lhe ltusitress clinr.lte lh.lt

prevailerl before lhe (;reat Depres:,ion. I reler slrcifically to the recent .rnnouncements of bank closings
such.rs lhe savings anrl loan fiasro in Ohit.r, lhe at-

tenlpts l)y v.rrious iin.rncial in\titutions t() (urt.ril
further closings anrl the efforts to "trail out" [.riling
banks. All of this occurre<l in the lnle 1920s.rnd early

Although high rates of growth do not Suar.ntee either
long or short business cycles, there is.r tendency for
Breater economic expansion in areas of rapid secular
development. During periods of business recession,
high-growth econorlies are hil .rs hard as others. However, when the economy improves these areas recover

Cenerally,.ln investor is more inlereste(l in a broad,
diversified metropolilan area. However, wht,n.r particular sector (such .rs llouston or Denver) is selecled, an
inveskrr should nrininrize his/hcr exposure in olher are.rs
with lhe s.rme economic dependency.

l9lOs,.rn(l while the n.rnres ancl amounts .rrt' different, lhe events are disturbingly sintil,rr.
The e;rrly warning siSn.rls were ignored then, as now,
with the same st.rlement being t xpressed: "ll hap
pened belore but il (.rnnot happen now." Bul it did

faster and stronger.

Service-Producing lndustries

happen anrl the i.rr reaching e[fects wert'nrost
staggering. ln .r re(ent issue o[ the Philaclelphi;r ht(luirer the iollowing headline.rplrared, "Houst' Panel: U.S. Policy is lo Save Ilig Banks, Let Smaller ()nes
Fail." Tht, article referre<i to a House panel studyinS
the assist.n(e being tlirected rt thc a iling ContinenLrl
lllinois N.rtional B.rnk and Trust (irmpany. I)uring

An invcstor should consider metropolil.rn .rrlns with
Cconomic/lndustrial Base

service-producing, industries. Such industrit's are a si8-

An investor should consider economically (liversified
areas since they tend lo be ntore stable and.rre less

nific.rnt p..trt of the U.S. econorrly .tnd in re( ent years
they lrave accounte(l for mort,than half lhe national
incomt' and have enrployed nrore than half o[ all the

vulnerable to shifts in the economy. Employnrent concentration ratios (.rlso known as loc.llion quotients)'arc
a convenienl metht.rd for analyzing the breadth and diversity of an economy. These r.rtios compare the concentr.rlions of employment in each local sectrlr with the
economy of the entire country. Th€ concentr.llion ratios
for 20 metropoliLrn areas, shown in Table l, indicate
that when an industry's ratio is gre.rler than ( I .0) the are.r
employs more workers than lhe national average. Sim-

ilarly, if the concentration ratio for an induslry is

less

than one (1 .0) the are.] employs fewer workers than the
nation.rl average. Since many of the metrolxrlitan areas
in Table I have concentration r.ltios near 1.0, lheir employment composition reflects the well diversified U.S.

employees on nonagricultural payrolls. Broadly defined,
the service sector industries consist of businesses whose

output is inlrngible such as lrunsportation and communic.rtion utililies; wholesale and retail tr.r<le; finance,

insurance and re.rl estate; and personal ;nd business
servit'e:' - lhe ldrtseil and iasle:t grt-,wing.
As indicated in Table l, some metropolitan areas reilecl
the current econontic changes. For example, New York,
5an Fr.rncisco, Mi;nri, Chicago, Boston and Dall.rs have
a heavy concentration in the [inance, insur.rnce and real
estate industries; Boslon, Washington, D.C., New York,
Pittsburgh and Philadelphia are ckrminanl centers for
services. These areas are well positioned lo gr()w as lhe

econ()my.

U.S. continues its evolution inlo a:ervice-based

ln some insl.]nces .rn area shows a stronB dependenc('
on a p.lrticular industry. For exantple Dall.ls, Denver,
Houslon and New ()rleans are very dependenl on mining, including the petroleum and other energy related
government; and New
industries; Washington, D.C.
York-finance, insur.rnce and- real estate.

econonry.

.lB

the Depression it w.rs comnron knowledge lhat nrany
banks would be allowed to fail but that it was in)portant to s.rve the insurant e compJnies. Fortunately not
all the banks nor the insurance companies failed, l)ut

.rt the tinre lhe tense atmosl)lrere created p.lnic
Jmong nr()sl finanr:ial institutir)ns.rnd the g('neral
public.
Rohnd Rclitock Ra,,,darr, ( Rt. ,\ ol('n rck'rft'd kr .r\ lh{' -l.rthtY o,
rer/ e\tuk' ( r,uo\ciing, 'rrrr (' ht rervct/ a' rr)e lir!l pretdt1rl r), lhc
Ameri( .rr J( x ,('tv ()l R(,.l/ I \lrlc Counnr()r\ lronr 19 5 t l{r 5 5. Rrn_
da/i is .rsvrr i.rtor/ with h( lv)r) ( ro5\ ( o ot I'hilndelphtt,I'l\tn\yl
v;nia rrllrr.hr rr.rr trvr,/v rnro/vtd a'.r n,.r/ trt.rte ttxrlx,/or

However, il is noi too l.rte to le.rrn from the pasl .rnd
reverse some of the presenl econonric investment
lrends. The trcst informed and most knowledgeable
economists have predi<lerl that "high interest r.rtes
and record budgel deficils would trc lhe primary cul'
pril\." lnterest rates h.rve been lowered for lhe

present, bul the problem oi the nrounting feder;rl
budget deficit, while of great concern, has yet to be
addressed by the Presidt'nt or Congress.
Re.rl eslrte is l>eing sold .rt prices th.rt far exceerl lhe
inflalionary trt'nds. Does this imply.rn inrbalance lrc-

twe('n spe( ul.rtive pri(es and intrinsic value, or are
investors ntlenrPting to outbid each other to everyone's detrin)ent? There conres a tinre whe'n it is ntress.rry to.rnalyzc

a proiecl on the basis of it: own

merits. Proper values and nrotivation nrust be consid-

ered. Profil is imporLrnl but first tht're must be an
intrinsic neetl.
Yet some of our most 5uccessful en<lt'.tvors have develolrd rluring depression-like peri<xls; conversely,
out5landing failures have taken pl.rre al the peak ()f
such cycles. The concepts of motiv.rtion and intrinsic

vnlue ..rlw.rys need lo Ix. considered. To be overly
optimistic is dangerous; k) give too nruch weight kr
pessimisnr is <lel,eating.
It was in lhe spirit of providing balante and avoiding
enrolional rlecisions th;t the Anrerican Society of
Re.rl Estate Counselors (ASREC) was founded in 195J.
The Counstlor (CRE) is able to provide professi()n.rl
guidance.rnd sound iudgement. The idea of com'

petent, impartial .rnd ol)jcclive thinking is as essential
now .rs it should have lrcen in the 1920s.

Manufacturing Base
An invesbr should consider metropoliLrn economiet
that havt, small concentrations o[ tlurable: nranufacturing employment. Analysts believe that.r oretropolit.ln
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IAMES A. CRAASKAMP
FIRST RECIPIENT OF
THE BALLARD AWARD

Janres A. Cra.rskanrp, Ph.D., CRE,5RtA, h.rs received the Ballarcl
Au,ard for the lrst article ptrhlisht,<i in Rc.rl Eslate lssues during

1985. Funds krr lhe.rnnu.rl .rwarrl rvcre don.rted by the Willianr S
Ballard Scholarship Fund in mt mory oi the former CRE.
"ldenti[icalion ,rnrl l]t,linr'.rlion oi Re.rl Eshte M.rrket Rese.rrch"
appeared in the SprinpSumnrt,r numbt r, ,rnd the article identiiied
1 the increasing scope an<l growing sophistic.rtion of real est.rte
marketing by cl,rssiiication o[ researr h into the re.]l estate
/
consumer perceptions o[ rlt,m.rnd .rnd supply. The author
described four c.rlegori(,s market, merchandising, politic.rl .rnd
promotionaI explaining "Rt'< olinition lh.rt nr.rrket research {or real
, -/
estate requires inveslil.l,rti()n o[ a lrro,rd frr.rnt of behavioral
interfaces wilhin economit, r'nginet ring an(l architectural
constrrints, is tht,[irsl sl('l) t()w.]rd re(()llnition thJt real est,rle
.rn.rlysis will beconre .r r lini<.rl scrvice of rel.rted speci.llists lther
lhan lhe province of cottage industry Bener.rlists."
Craaskanrp i: chairm.rn of Re.rl Estate and Urb.rn L.rnd E< ononri< s .ll the University of Wisconsin
School of []usintss and .r principnl in the real eslale consullinE [irm oi L.rndm.rrk Research, lnc.,
Madison, Wisr onsin. He was the coclesigner .rnd instru( tor of the tl)UCARE le.rching progr.rnr ltrr
conrputcr .rpgrlic.rtions in the re.rl esLlte in(luslry ,rnrl his rvork int ludcr subst,rnli.rl .rnd v.rried
consulting and valu.rtion .rssignments for investnrent r ounst'ling to irrsur.rn( e comp.rnies and
banks, lhe nrJrket/fin.lnci,rl analysis of variou5 l)roie(ts n.rtion.rl .rn(l kxal-and ior private and
corlx)r.rl(, inv(-\k)h .lnd nrunicipalities. Cr.rask.rnrp also is tht, .rulhor o[ nr.rny lxtoks, monogrnl)hs
.rnrl publit rtions lvhose subjecls include re,rl estale t olrnreling, .r;4rr.rising, invcstment and

economy, dependent on the production of durables, is
most sensitive to changes in lhe business cycle.
Employment in manufacluring, particul.rrly durables
manufacturinB, represents .r sm.rll percentage of the total

employmenl in mosl metropolitan .rre.rs. Manu{acturing
employment accounts for only 21'l" of the tot.il employment in the U.S. and is located in tht'heavy manufacturing metropolitan areas of Chic.rgo (2212,), Minneapolis
(21%), Dallas (20o1,), Los Angeles (247"), Pittsbur8h
(20'l.) and Philadelphia (20%).' Dur.rbles nr.rnutacluring
employment represents l2% of the n.rtion's employmenl
and is concentrated in Boston (l.l'l"), Chic.rgo (167.), Los
Angeles (16%), Pittsburgh (20'2,), Minnenpolis (14%)
and Seattle (16"/. ).
Few properly markels rvill nreel ;ll four of the requirements detailed.lbove. For examgrle, while Houston .rnd
Denver are situated in two o[ thc f.r\trst growing regions
in the U.S., they.rre heavily dependent on the mining
industry- Similarly, the econonrit's of New York and Bos-

ton are heavily concenlr,rted in services but lie in the
slower growing Northedst. The selection of property
markets cannot be rtrluced lo.r simple mechanical
process. Nevertheless, lhe use of market criteria are use-

ful in the pr<ress of selection and comparisons.
N()rts

l.

The reasoniog tx,hind this \l.rlemenl rs derived from modern port-

folio theory.
2. ln 1980, the gArgraphic center of the U.5. px)pulation was situaled
in Missouri. {The "cenler of Fx)pul,rtbn" is lhe point nt whach an imaginary ilat, wei3hlless and rigid U.5. map wotrkl balance if weights oi
identical value were plnced v) th.rl ench weiSht r€presents the lo(ation

.). The concenlration r,rli() (l(x.rti()n quolrenl i\ defined as lel/t_) :
(el/E") where el' = nretroF)lihn rrea enrpl()ymenl in se(lor ij
[X' = tolal nlolrog)lil.rn.r('.1 omploymenl;
el = n.rtronal cmpl,,yorent rn \r{'ror i
and E" = lolal nrtional enrploymt'nl.
4. These l)ercenlrge: nre derived hom T.lble I .1s5um ing that 2 t % of
the nalion's worker\ are empkryt'd in manui.rcturinB.

:f,

p()Perty n).r[r.lgen]ent.
Editor-in-Chief lared Shl.res, CRE made the nr.rnuscril)l st.le< tion for the aw.rrrl which c.rrries an
honor.rriurn of $5(X).
The sl.lfl ()t Rrlr/ l\l.ite /rsut's wishes to th.lnk the n).rny .ruthoh who reslronded to the
nnn()un(.enlent o[ the tsallard Award compelilion. Tht,prizt will be.rwarded annu.rlly .rnd all
nr.rnu5(ril)ls considered t'ligible for nexl ye,rr's ju(lging nrusl lxr subnritterl by August 1, 1986.
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DEL CASINO: ON ASSEMBLING REAL ESIATE PORTFOLIOS
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Letters To The Editor
lcannot pick up a new

issue

of

REI without

finding.tt

le.1st one outst.rnding

article. Usually

several. The magazine in its new format continues to be high quality.

Achour's "Requiem for Large-Scale Models..." really caught my attention, for I had just six
weeks earlier polished off my all-inclusive DCF program, designed especially to be modified
quickly, to suit any special need of my friends who use my programs.
It was not written inlo a slore-bought spread sheet program, however. ltried that, and it ran
much too slowly. I simply flowcharted it in BASIC, not much differently from lhe first one I
wrote, in assembler language, twelve years earlier.
From talkinB wilh other users of DCF software, I discerned that one of their complaints is too
much time consumed, usually by elaborate menus, in getting d.rta input. And most "instructions" are 50 or more pages. Therefore, for your amusemenl, I enclose a copy of what may be
the shortest example program user instructions you will ever see unless you wrote a shorter
one for yourself. I know you have your own computer set-up. This is NOT a solicitation. I stay
too busy tryin8 to Bet my pro8ram tr.rnslated for use on many different brands of machines. My
friends have widely different tastes-VWs to Cadillacs!
Another thought. Achour is the UNUSUAL academician! He seenls w.ry .rhead o[ his con,
temporaries who are still designing "expensive black boxes".

t9

Imployee Compensation for a Counsulting Praclice
Stephen Rushmore, CRE
This article presenls the romlrns,rtion pack.rge utilized in the.ruthor's firnr with the
intent that su< h a discussir>n will provoke an exchange of icleas and olx,r.rlinu
experiences among Counselors.

26

Localion Analysis of lhe New Orleans Superdome
Max l. Derbes, lr., CRE
Now that the New ()rle.rns Superdome is l0 years old, it is time to review the
eflectiveness of the location selt'ction process in choosing the present site in the centr.tl
business district. The origirral sludy in 1967 had proposed v.rrious loc.rtions, lxrth
suburban and urb.rn.

McCloucl B. H<xlges. lr.
P.O. Box 169

Mclean, Virginia 22101

3B

Personal views on contempor.lry (oncc'pls are expressed in this fe.lture se(tion
authored by lhree Counst,krrs of Re.rl Estate (CREs). Abram B.rrk.rn in "Urb.rn vs.
Suburban Revisiled" m.ltches lhe growth, rlevelopntent and overcrow(ling of the
suburbs to the clensily of ncarby urb.rn centers; Webster Collins discusses "Twt.r
Centuries of Re.rl Est.rte" .rs ht speaks through the wisdom of Ben Fr.rnklin .rn<l
comments on today's re.rl est,rte scene; and Robert B. Hulley, "Market Speci.tliz.rtion"
describes the advanhges o[.r mu lti'disciplirred office that provides inlornration servites

A Breat editor makes an author look good. Barely recognized my own effort, but I really like your

charts, etc. I feel like the lndian sending smoke signals the day o{ the first A-tmnrb tesl in New
Mexico. The lndian was heard to comment, "Gee, lwish l'd said that."
Thanks for an extra effort.

43

lames A. Craaskamp, CRE
Craduate School of Business
University of Wisconsin-Mad ison
'155
1
Observalory Drive
Madison, Wl 5.1706

Perspectives

The Convention Trade: A Compelitive [conomic Prize
David Listokin
The increase and by-products o[ ronvention activity in the United St.rtes, krr lxrth the
general and trade show business, is discussed. The author identifies the.tmount.rnd
composition of travel .rnd support expenditures and their econontic beneiits to the kxal
community.

17

On Assembling Real [state Porlfolios

l. Del Casino
Four economic factors to consider when purchasing office propenies.rre explainerl

leseph

with 5upporlive \lJli\li( .rl rni()rm,llion.

50

50
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'rk

The Dala Dilemma
Roben Mason, MAI
Behavioral Theory and Residential Appraisal
,ames R. Detisle
The lmpact of New Auditin8 Cuidelanes on lhe Appraisal Professionr
Resr.rlts of a Survey of lnslilule Members
feftence M. Clautelie dn<J R. Steve McDulhe
Value and Price

Robe H.

Plaftner

The Valuation of PanicipatinS MortSage lnterests
Susan M. Criffin
Rental Apartment Valuarion: The Applicability
lawrence B. smilh

$

Chan8es

)

7

I3

Water, Walls and Ways

loel

8.

Haynes and Eany

A. Di\kin

Philip Marc Barlow
Published quanerlyl
lanuary, April, luly and Oclober by:
American lnslilule of Real Eslite Appraisers
4lO Nonh MichiSan Avenue
Chica8o, lllinois 6061 I
Subs(riplion rat6 (l year): Members, $20; Nonmemhers,
5in8le Copy, $7,50.

t25;

Forea8n,

rdd 92.

The Real Estate Securities Journal
Volume 6; Number

2

The Real Estate Syndicator As a Securities Broker-Dealer/

Marc H. Moryenstern
The lmpact of President Reagan's Tax Proposals on Real Estate Partnerships/
Sluart E. Cnass and Sheldon l. Banoff

Maury Seldin, CRt
Ancient cilier ,rre ciled as m<xlels to explain the influence of waler, walls .rnd lvays
anri their influence on the developnrt'nt of today's nrelropolit.rn .tre.ts.

Current Securilies Law Developnrents and Their lmpnct on Real Estate Syndication/
A. John Murphy, lr. and Kristin Adrian

The lnflation Dependency of leveraged lnvestments

Disclosure ln Private Offerings: How Much ls Enough?//.rrnes

Rocky Tarantello, CRE
The article exnnrines the imp.r( I of the current high rt,.rl cost of debt on investment
returns .lt .r ltern.ll ive future inll.rt ion r.ltes.

lnvestment lnterest Expense and lls Rel.rtionship to Renl Estate, lncluding Shopping Centers,
Office Buildings and Other Commercial Properties Subiect to a Lease/
Richarcl Culntan

Surveying for the Real Estate Professional
Wilbert t. White, CRE
A tlescription of how the electrorric calcul.rtor can he used to compute the inswers to
.rlnrost.rny survtying problenr. Four l)rograms.rre citcd and explained.

The Tax Reform Act of 1984 Time Value of Money and Real Est.rte SyndicJlion/
Peter M. [ass, SRj

ffi
ll

Valu6. and Real Rents

How lo Make an lnspection

Number 2
FollA/inter 1985

Roland Rodrock Randall, CRE
Conrment\ by tht founding presirk'nt o[ lhe An]eri.,rn Society of Re.tl Esl.tle Counselors
.rs he descrilx.s.r sinrilarity lx'lrvt,t n tod.ry's econonri< scene and lhe events leading up
to "The Cre.rl l)el)ression."

Estale Cosl Recovery Periods, Propedy

Pntri( H. Hendersholt;tnd David C. Line
The Below'Markel FinancinS Premium: The Buyer's Viewpoint
Richarcl W. Peach and Clenn t. Crcllin
Enhancement Studies: Valuation or Evaluation?
Robed Manin and Nicholas Ordway
The lmpact of Assumptaon Finan(in8 on Housing Pricest An Alterndtive Th(\)ry
f . letry lnBram, Cldrk W. CrcEory, and lames P- C,ainet
Space Rental Perceptions and Problem. in Mobile Home Prrks: The Florida txperience

Volume 10

Reflections on the Past and Present

in Real

ol Rules o{ Thumb

Tax

lssues An

Update/RichJrcl

A. Hanson,

SR5 and /etlrey C. Rubenstein, SRS

f.

Robrnson

Tax Aspects of Structuring the Syndicator's Compensation/
lacob R. Erandzel and Dorothy Benyas

The REAL ESTATE SECURITIES AND SYNDICATION INSTITUTE (RESSlo)
An Affiliate of the NATIONAL ASSOCIAIION OF REALTORSo
430 North Michigan Avenue
Chicago, lllinois 606'l 1-409'l
Subscription included in RESSlo membership. Additional copies are $8.00 for RESSI@
members, $25.00 for non-members. Subscription rates are $95 for one year (four issues),
$150 two years (eight issues). Croup discounl information is available upon request.
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vou spot rcal estatc (lcals that \\'ill
t-l.rat rvill lrc tl.re
bcasLs of burclen )'.)
You ]rave vour nrcthods. Ilrrt a qorxl
cash florv forecasting prograrn, rni.lroRti.lrl i
is hclping nrajor rcal cstatc r'( )nlJ)anics
recognize the moment to brrv, to seil or to
stand fast. With mic()tua.L\t \r)11 see past
tlrc camouflage.
Ilicrortli.rrt delivcrs tenant-l)\'-tenant
ftrrc. asts, starting fr )m an\' ( lat-L-'\'ou
choose anrl projectirlg out to tcn \€ars.
Yrlr can quickll'mtxlif,'\ our assumptions
to uncover the most sensitivc rariablcs
rvithout alte ring the basic data. \bu can
compare the results in u'aYS t}at rvill
reveal rvealuresses and strengths not
usuallv shorvn.
Orra single desktop IBM, Wang,
Compaq or AT&T computer, you can
rvork rvith l00 portfolios, 200 prop€rties
of any Q.pe and up to 4,000 tenants, all
arailable at once-no shullling of
diskettes. As a result it's ven, easv soflt\r'are to usc and keell curreni.
I Iorv do

turn into thc tigers (or oncs
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trIicrotttt.r-rl, devcloped b1' real estatc
pnrfessionals, is crrrrent-lv irr use bl'
sorne of the nation's leading real estatc
firms. It pnrduces over80 useful, rve llfonuatte<l reports.
Fora full description scnd rrs this
coupon, or call toll-frcc 1-800-621-10U6
( In Illinois cail 1-312-558-9180. )
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Please scnd me vourbrocltrrre ort

nricfl )ll Ii.\II coml)lttcrs()fl\r'arc ft,r
rcal estatc analltical modclingName

TitleI

Companl'
Address
Cinr/Sra li'
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CtsD Sites Eliminated

THE CANAOIAN PEBSPECTIVE ON REAL ESTATE DEVELOPMENTS
IN THE UNITED STATES

o

An All-day Workshop Sponsored by the
American Society of Real Estate Counselors
Tuesday, May 20, 1986 9:00am-5:00pm
King Edward Hotel Toronto, Ontario, Canada
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A potentially controversial tax treaty between the two neighboring countries lrtled. 'Convention Between U.S. and

I

Canada with Respect to Taxes on lncome and Capital Gains," will be reviewed in an all-day workshop presented by
lhe American Society of Real Estate Counselors (ASHEC). The program, part of the educational format tor the
Sociely's Midyear Meetings, will be guided by moderator Oakleigh Thorne, CRE. firsl vice president and eastern
division manager for counseling services ot Coldwell Banker, Washington. D.C. Thorne brings a wide range ol real
estate experience to a topic that has produced a mixed reaction from the business community regarding accounling
conventions lor the treatment ol capilal gains and interest accruals. The original trealy, signed in 1980 and amended
in 1983 and 1984, could impact on the tuture development of real estale by Canadians in the United Slates. Four
Canadian developers, with expertise in major otfice and urban mixed-use proiects in the U.S., also will participate in
the program.

5

l.
t
(

Another area lo be discussed during the all-day workshop is the Canadian perspective on specilic real eslate
markels in the U.S., particularly otfice overhang. A maior development project will be cited for the details of its rental
concessions, size and appropriale mix and scale of related uses.
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The program fee, yet lo be announced, will include lunch and handout materials. For more inlormation conlact the
American Society of Real Eslate Counselors, 430 N. Michigan, Chicago. lllinois 60611 (312) 329'8430.
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Please send more information aboul lhe all-day workshop, 'The Canadian Perspective on Fleal Estate De-

11

I

velopments in the United Stales," on Tuesday, May 20, 1986, 9:00am-5:00pm, King Edward Hotel, Toronto, Ontario.
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(please print)
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Name

Telephone Number

I I

I

J

Frrm

Streel Address

Site Number f :
Loyola, Poydras, Claiborne .rnd lulia Streets 912.6 MM
(later ten-acres fronting on Loyold Avenue were eliminated as a cost savinSs)
Site Number 14:

City, State,Zip

Claiborne, Orleans, Orleans-Basin Connection. Basin &
DERBES: LOCATI()N ANALYSIS

(X

TUE

NIW ()RLEANS

St. Louis Streets

S

]O.B MM

Site Number l8:

5t. Louis, Orleans-Basin Connection, La[itte, N. Broad,
N- Calvez, lberville, C.rn.rl, N. Roman Slreets and N.
Claiborne Avenue
$ 14.1 MM
SUPERDOME

