CIHQ’?’H Associates LLP

December 17, 2013

Jon Schneider, ZBA Chairman
Town of Needham

1471 Highland Avenue
Needham, MA 02492

Re: Pro Forma Review for Needham Mews

Dear Mt. Schneider,

Based on the information provided to the Board, including the most recent information
provided by Mr. Jacobs and Attorney Horwitz, I have concluded the project proposed by
Mill Creek Residential is likely economic at significantly reduced density, per the standards
established to evaluate 40B rental projects by the Department of Housing and Community
Development (760CMR56 et al) and Housing Appeals Committee.

There are three primary methodologies that are traditionally used to evaluate 40B rental pro
formas. Return on Equity (ROE), Internal Rate of Return (IRR) and Return on Total Cost
ROTC). Based upon my experience with the Housing and Appeals Committee, and the
recent HAC’s recent ruling in Cirsan vs Woburn, I have determined that ROTC at stabilized
occupancy is the appropriate methodology to use. The Mass Housing Partnership (MHP)
Guidelines, which is an oft used source for standards, recommend a benchmark ROTC of 2
2% above the current 10 year T Bill rate. The mitial ROTC Benchmark on January 15,
2013 was 4.27% and on November 15, 2013 it was 5.2%.

Based on feedback from the Applicant, the plans proposed for the 300 unit and 268 unit
project are well documented. Plans for the 108 unit project do not exist and therefore
analysis of the pro forma for this project may have more variability than the proformas for
the 268 and 300 unit projects. Nevertheless, based upon my review of the evidence to date,
I have attempted to extrapolate the necessary details in order to arrive at a reliable proforma.

There are several significant factors that could impact the economics of the project:

e If the following modifications are made, all of which, in my opinion are watranted, a
108 unit project is economic:
o Reduce mitigation costs and permit fees from $2,760K by $200K to
$1,500K.
o Reduce the cost of clubhouse and pool by 30% to reflect the needs of a
population that is 60% smaller than the 268 unit project
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o Reduce architectural and engineering fees from 12% to 5% to be consistent
with industry standards and the original 268 unit project.

o0 Reduce construction costs from $99/sf to $91/sf to reflect the cost of similar
40B projects, as well as construction costs used by Mill Creek itself in other
proformas.

The detailed financial statements reflecting these changes are attached and will be discussed
at the upcoming ZBA meeting.

In reviewing the attached information, please be advised that the methods for financial
analysis of c. 40B projects are both evolving and controversial. There are other scenarios
that could be used to evaluate this project and may be proposed by the Applicant. In my
review, I have attempted to be conservative but, there are other variables and methodologies
that may result in a conclusion that further supports a conclusion that a reduction to 108
units would still yield a reasonable and feasible return. As new information becomes
available and at the Board’s direction, I will update this report.

Attached please find a detailed summary of the information I used to conduct this
evaluation.

Sincerely,

Richard Hea¥on
Parf_ner

Cc: Jason R. Talerman, Esq., Blatman, Bobrowski & Mead, LL.C
Shelia Page, Town of Needham

178 Ballville Road, Bolton, NLA 01740 - 978-779-2892



Pro Forma Review for Needham MEWS
Prepared by:
Richard Heaton, He>H Associates
17-Dec-13

The following report of the Pro Forma for Needham Mews was prepared at the request of the Needham ZBA.

Material on the proforma was developed by Michael Jacobs of MH]J Associates and submitted to the ZBA on November 14, 2013.
This was used in preparing this report along with material supplied by MassHousing and other reference material provided by the
author.

This report provides the following analysis of the different proforma reviews for the project. For each of the attached scenarios,
there is an analysis of the Development Cost, Operating Profit and Loss Statement and Cash Flow.

Below is a summary of the different scenarios:

Scenario Proposed Cost ROTC @ Benchmark
Reduction (§ Mill) Stabilization
Based on Final Approval by MassHousing prior to issuing F.conomic Benchmark as
the PE letter. 4.27% determined by MHFA
Based on 300 unit plan originally submitted to the ZBA by Project is Fconomic per
the Applicant on November 14, 2014. MassHousing ROTC
7.34% Benchmark of 4.27%
Based on the 268 unit plan submitted by the Applicant to Project is Economic per
the ZBA on November 14, 2013 MassHousing ROTC
7.31% Benchmark of 4.27%
Based on 108 unit plan submitted by the Applicant to the Project is Economic per
ZBA on November 14, 2013 MassHousing ROTC
4.86% Benchmark of 4.27%
Based on 108 unit plan submitted by the Applicant to the Project is Economic per
ZBA on November 14, 2013, reduce Mitigation by $2001C MassHousing ROTC
$ 023 4.89% Benchmark of 4.27%
Based on 108 unit plan submitted by the Applicant to the Project is Economic per
ZBA on November 14, 2013, reduce Mitigation by §1,500K. MassHousing ROTC
$ 1.74 5.06% Benchmark of 4.27%
Based on 108 unit plan, reduce architectural and engineering Project is Economic per
fees f.rc'>m 12% to 5%, reduce construction costs and MassHousing ROTC
amentties $3.87 5.32% Benchmark of 4.27%
Based on 108 unit plan reduce all costs and reduce Project is Economic per
mitigaiton by $200K. MassHousing ROTC
$4.10 5.35% Benchmark of 4.27%
Based on 108 unit plan reduce all costs and reduce Project is Economic per
mitigaiton by §1,500K. MassHousing ROTC
$5.61 5.56% Benchmark of 4.27%
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