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After the Romans, the Byzantine and Ottomans ruled
an empire strelchi ng {rc_wﬂ Austria to Persia, from this
port on the Bosporus, their influence lasted until Werld
Wiar |. In contrast, Dallas /Fort Worth's importance in
world trade is just beginning.

Today, when business leaders are reevaluating the
cheapest most efficient way fo operate, they inevitably
find the need to locate some, it not all, of their opera-
fions in Dallas. This market is localed in the center of
the largest economy in the world. Over fime, if for no
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other reason than its mid continental location and great
airport, Dallas/Fort Worth, will avertake even Atlanta
in its prominence as a business address in Norih
America.

Therelore, as 1996 begins we have a clear focus of
the underlying and essential reasons o expect thal
invesiments in real estaie in this region will benefit from
an increasing demand. New jobs beget new homes
and apariments, require new services and consume
products and food. New jobs require offices in which
to work and warehouses from which to stock and ship
products.

low mortgage rates combined with lower cosls of
operating facilities will continue to push values higher.
The sustainable job growth ranging between 50,000
and 75,000 new jobs per year will push the culer
reaches of the Dallas /Fort Worth metroplex further
north and provide demand for all lypes of real eslate.

Wintir 1995 - 96 Resurrs

This publication is a result of a survey of aclive parfici-
pants in the real estale markets in Texas including
Investors, Llenders, Brokers, Portiolio Managers, Ap
praisers and Title Company Executives. The Group
reported complefing 2 12 ransactions tofalling $1.16
billion during the past six months.

Texas New Construction Focus

Our Group of Respondents were active in all major
Texas markets; Austin, Dallas, Ft. Worth, Heuston and
San Antonio. More than half of them had parficipated
in a new construction project in Texas during the past
sixmonths. Therefore, we asked The Group "what do
you believe il will cost fo build the following property
ype in Texas during the next six monthse” Their anr
swers reveal that the cost to build new properties has
stabilized throughout the state for all property types
but office and refail which have increased by 8% and
20% respeciively from one year ago.

Following are the esfimates of new constructions cost as
reported by our Group:

PROPERTY TYPE COSTOF COMSTRUCTION
Apattments pet unit] $53,500 |
Suburban OHice |per SF) P 11000
Shapping Center [per SF| 79.00
Distribution Warehouse (per SF) 2950
limited Service Hatel Iper roam| $50,000

New construction is occurring loday in all Texas cities
in the apartment, indusfrial, retail, hotel, and mini-
storage markets. Olfice construction is extremely
limited but is occurring where a building has been
preleased with a major credittenant. In the chart
below is the consensus opinion of what income
[effective rent, net of vacancy) and (landlord’s share)
of expenses would be used in a new property
prolorma loday.
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InveEsTMENT TARGETS

During the past six months we asked The Group about
how they look at real estate investments in Texas.
Most investors had gone into such acquisitions with o
specific fime frame in mind and an exit strategy. In our
last issue we found that many of the acquisitions were
based on a three fo five year resale. Since then
however, interest rates have decreased allowing for
substantial positive leverage after financing. This has
brought new investors fo the market looking for higher
yields and existing investors more cash flow through
refinancing at lower rafes.

Over 65% ol The Group reporfed that new real
estate investments show lower proforma returns than
those of one year ago, butthe lower borrowing costs
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have offset the more competitive environment. Mast
have reporfed litle change with their major investment
assumptions. However, the duration of the investment
has increased slightly. Land is normally held for three o
five years but the improved properties were being held
for seven 1o twelve years.

INVESTMENT RETURNS

We asked the Group whether they had sold any
property purchased within the lost three years and if
so, what was their annualized return |as a percent)e
Forty percent of the group reported annuclized returns
ranging from 20% to 125% on recent real eslate sales.
The average return was over 50% per year, These
resulls are a good barometer of the Texas market's
strength, responding to new liquidity and strong
growih.

RiaL Estare Yienns

Interest rates peoked about one year ago and since
then they have dropped by nearly 150 basis points
The five and seven year ireasuries which are the
benchmark for many fixed rate lenders, provide for
mortgage rates in the 7.0% to 7.5% range for the best
investment grade properlies. These rates result in
mortgage constants of 085 to .08 and dllow signifi-
cant positive leverage. A 75% loan with a 25 year
amortizalion will create an equity return of nearly
10.6% it it was purchased on a 9% cap rate

CAF RATES
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As a result, yields have declined and most cap rafes
are below 10% for investment grade properties. Even
hotels which carry the perceived additional risk of

management have broken below 11% in their cap
rates.

REITs, whose typical cost of equity capital is well
below 10%, con refinance and acquire new properties
in this environment producing signiﬁcant returns. VWe
would expect them to be very active purchasing Texas
real estote during 1996.

Discount rates, also known as free and clear equity
refurns, have changed to the same degree as the cap
rates from those rafes of one year ago. The current
discount rates being used in the Texas Markets are
seen on the fable which follows.

‘ DISCOUNT RATES
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INCOME AND FEXPENSES EXPECTATIONS

With the purchase of most real estate one is buying
future income. Therefore, one of the critical assumpr
tions with regard to any investment is its ability to pay
net income. Our Group has become extremely bullisn
regarding rent increases. Many of the respondents are
looking for double digit increases in their markets.
Office rents are expected fo increase by nearly 10.0%
nextyear and 10.0% the next year. This is a 60%
increase from a year ago and shows how rents are
taking off in many of the office markets around the
state. The average increase for all property types is
6.10% up from 5.67% one year ago and 4.52% two
yearsago. This represents a 16% annual compound
increase in income from 1993. The largest component
of this increase is in the office sector.
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Pater Malin and The Malin Group disclaim any and all liability for the eccuracy of the data submitied that was included in this survey, ond
therefore, for uses and application of the data reported. For permission ta reprint this information in whole or in parl, contact Peter Malin ot [214] 9879984
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