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MEMORANDUM | AT WS A SN

To:  Jon D. Schneider, Chairperson, Needham Zoning Board of Appeals
From: Michael Jacobs, MHJ Associates
Re:  Needham Mews: 3 Development Scenarios

Date: November 14, 2013

Enclosed with this memorandum, please find a summary as well as individual pro formas for
three development scenarios for the Needham Mews 40B development: the originally proposed
300-unit development, the smaller 268-unit development currently proposed by the Applicant,
and a 108-unit development suggested as a potential permit condition by various members of the
Board. '

The 300-unit pro forma is the financial projection included with the original Site Approval
application that was submitted to and approved by MassHousing. We have provided additional
detail on operating costs in the attached pro forma, which MassHousing’s application format
does not have room for, but the sums in each category are the same as what was approved by
MassHousing as Project Administrator.

Since the original application was submitted over 14 months ago, both the 268-unit and 108-unit
pro formas have been updated using the same methodology applied to the original pro forma to
reflect the evolving economy and market. This has resulted in changes to capital costs, rental
revenues and operating expenses. While the 11% decrease in units for the 268 apartment plan has
a negative impact on the development’s economics, increases in capital and operating costs are
somewhat mitigated by increases in rents and a decrease in interest rates.

Unfortunately, the changes in the economy over the last year cannot compensate for a 64% cut in
the number of units in a 108 apartment plan. There are several reasons for this:

e There are various fixed capital costs (e.g. land price) as well as other soft costs that do
not decrease on a proportional basis. The result is that the cost per unit significantly

increases.

o There has been a large increase in the amount of mitigation/fees added to the project
during the permitting process that significantly drive up the cost.

e While overall construction costs obviously decrease, a large portion of the site work is
still required to construct the development, increasing the per unit construction cost.
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e Operating expenses also do not proportionately decrease. While there will be some
proportionate reductions in costs, there will be increases in per unit costs for such items
as HVAC system maintenance, landscaping and snow removal. In addition, there is still
a minimum level of staffing that is now spread over 2/3’s fewer units.

As a result, what you’ll see in the attached financial projections is that the 300 unit development
approved by MassHousing and the currently proposed 268 unit development have substantially
the same return profile. In contrast, a 108 unit development is clearly uneconomic using both the
return on equity and return on total cost methodologies.
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COMPARISON OF DEVELOPMENT SCENARIOS

CAPITAL BUDGET SUMMARY

SOURCES
Mortgage Loan
Contributed Fee
Cash

TOTAL SOURCES

USES
Land Acquisition

Construction Costs
Apartments, Garages, Amenities
Site Improvements
Landscaping
Gen Conditions, Overhead, Profit
Contingency

Total Construction

Soft Costs
Architecture & Engineering
Surveys, Permits, Municipal Fees
Legal
Title and Recording/Closing Costs
Accounting & Cost Certification
Marketing & Rent-Up (including FF&E)
Real Estate Taxes
Insurance
Appraisal
Construction Loan Interest
Financing Fees
Lease-Up/Operating Deficit
Soft Cost Contingency

Total Soft Costs

Developer Fee/Ovheread

TOTAL USES

NEEDHAM MEWS

300 Units

$46,242,540

$4,765,756
$24,899,825
$75,908,121

$1,600,000

$42,982,455
$2,964,638
$684,683
$6,528,449
$2,658,011
455,818,237

$2,700,000
$1,250,000
$1,625,000
$150,000
$50,000
$875,000
$250,000
$139,546
$15,000
$2,850,580
$743,638
$285,411
$546,709
$11,480,884

$7,009,000

$75,908,121

268 Units

$46,361,000

$4,808,386
$24,964,765
$76,134,151

$1,600,000

$41,806,118
$5,606,496
$753,543
$6,739,807
$2,745,298
$57,651,262

$2,250,000
$1,500,000
$1,625,000
$134,000
$50,000
$1,025,000
$250,000
$144,128
$15,000
$1,432,771
$745,415
$212,030
$469,167
$9,852,511

$7,030,377

$76,134,151

i

108 Units

$23,195,000
$2,801,806

$18,865,816
$44,862,622

$1,600,000

$19,291,112
$4,548,439
$683,683
$3,436,056
$1,397,965
$29,357,255

$2,250,000
$2,760,000
$1,625,000
$54,000
$50,000
$950,000
$250,000
$73,393
$15,000
$762,649
$397,925
$70,912
$462,944
$9,721,823

$4,183,544

$44,862,622



COMPARISON OF DEVELOPMENT SCENARIOS

OPERATING BUDGET SUMMARY

INCOME

Low Income Rental Income
Market-Rate Rental Income
Other Income (garage, unit amenties)

Gross Potential Income

Vacany and Bad Debt
Effective Rental Income
EXPENSES

Management Fee

Payroll and Related Expenses
General Administrative
Leasing/Marketing
Maintenance

Utilities

Insurance

Real Estate Taxes
Replacement Reserve

Total Operating Expenses
NET OPERATING INCOME
DEBT SERVICE

CASH FLOW

Return on Equity (Limited Dividend)
Return on Total Cost

NEEDHAM MEWS

300 Units

$1,081,932
$6,202,800
$450,000

$7,734,732
($386,737)

$7,347,995

$220,440
$480,000
$63,900
$133,800
$319,500
$226,800
$90,000
$600,000
$97,500

$2,231,940
$5,116,056
$2,470,164
$2,645,892

8.92%
6.74%

268 Units

$991,848
$6,179,376
$410,640

$7,581,864
($379,093)

$7,202,771

$216,083
$480,000
$63,900
$119,528
$285,420
$202,608
$80,400
$562,800
$87,100

$2,097,839
$5,104,932
$2,708,099
$2,396,833

8.05%
6.71%

108 Units

$406,440
$2,547,744
$158,040

$3,112,224
($155,611)

$2,956,613

$88,698
$254,016
$42,198
$54,000
$139,572
$81,000
$32,400
$226,800
$35,100

$953,784
$2,002,829
$1,199,166
$803,663

3.71%
4.46%
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