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 Executive Summary 
505 Congress Street is a 30,435 sq ft “football-shaped” lot that is centrally located in the South Boston Waterfront District. Merely a block from the waterfront, less than 1/4 mile to the MBTA’s Silver Line stop at the World Trade Center, and just over the Congress Street bridge from Boston’s Financial District, the site is in ideal proximity to a number of uses attractive to urban professionals. Furthermore, the district is poised on the edge of tremendous development which will create an urban neighborhood of residential and commercial uses within the next five to ten years. Currently, there are over 8.8M square feet in development and construction in the area surrounding our site.
Based on initial market and site analyses, we feel that the highest and best use for 505 Congress Street is multi-family for-rent. We plan to build 121,740 square feet, which includes 117 apartments (15 affordable), about 23,000 square feet of ground-floor office/retail space and space for approximately 77 cars. (See Table 0a at end of this section for a summary of the development program.) We have carefully developed a design that is high quality inside and out and maximizes value, for the benefit of occupants and neighbors alike.

We are pursuing the 505 Congress Street project based on a niche defined by market analysis and a corporate mission for green development. As a team, we chose this site because of the opportunity to get development experience while building our reputation in Boston. We believe South Boston’s waterfront is soon to be the “it” place; this project helps us stake our claim in the neighborhood and catapult into Boston’s tight real estate development network. Along with these professional development goals, we also want to turn a profit which can then be used for our next project.
This report captures our exploration of the Boston economy, South Boston submarket, regulatory framework, site analysis, initial design concept and associated capital budget, and financial analysis. The following summarizes key points contained in this report. 

Market Analysis 

An overview of the market indicates that the highest and best use is multifamily for-rent. The market will be stable enough for the next 5-10 years to support a small development. While the office market has not been a good investment in Boston in recent years, market indicators are stabilizing enough to warrant a small amount of specifically targeted office space on the first floor of the building, particularly given the site’s proximity to the convention center. In both markets, product differentiation and conservative rental rate estimates will be the key to maximizing the absorption rate. Although the condominium market seems attractive at the moment, we feel that we may be in a ‘bubble’ environment and are expecting a significant correction in prices, making condos a risky proposition especially when we come online in three years
Demand Analysis

We anticipate pulling our target demographic from within a five-mile radius of our site, which extends just to the end of the MBTA T routes. In other words, any one who might take the T (or drive the equivalent twenty minutes) to Boston’s central business district, is in our market. In addition we foresee a steady but limited demand from ‘empty nesters’ returning to the inner city.
Because the site is urban in location and typology, the target customer should place high value on living in proximity to employment, cultural and civic centers.  

A demographic analysis indicates that there is a significant population of generally young, educated persons employed in service-based jobs in our market area living within the 5-mile radius, mostly in high density areas. This is our target audience.

Supply Analysis

In our supply analysis, we looked at comparable properties in key draw areas, such as the Financial District and Cambridge. We also looked at existing supply in the neighborhood, which is less than 1,000 units, though over 2,600 units are in the pipeline. In both the Financial District and in the pipeline for South Boston, the vast majority of residential units are condominiums. While these are sometimes rented by the owners as apartments, the option to live in a building managed specifically for renters is unavailable.
It is important in an area such as this, which appears as a barren landscape of parking lots today, to reach a critical mass of development in order to create a successful district for all of the projects. After careful examination of the Boston Redevelopment Authority’s permitting reports, we believe there is an opportunity to insert our project into the pipeline at a point before saturation and after some pioneering projects have been completed. Furthermore, we can differentiate our project by making it green, mid-range and rental, compared to the traditional, high end for-sale product currently in development. (See Figure 0a.)
Guiding Principles of Project

Our aim is to target the niche market of environmentally aware urban professionals who are willing to pay a premium for residing in a green ‘showcase’ building with superior indoor air-quality and natural light penetration. We see several benefits to the consumers:

1. Lower utility bills due to efficient design and mechanical systems.

2. Better quality of life due to controlled natural air quality improvements and natural light

3. ‘Conscience’ appeal to consumers who want to play their part in conserving natural resources.

4. ‘Premium’ appeal to consumers who wish to reside in a ‘land-mark’ project.

Existing Conditions
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Site indicated by red circle in top photo, and #1 in bottom drawing.

Figure 0a: Existing and Planned Projects

Source: Meredith & Grew flyer for 505 Congress Street

We think the location for such a project is particularly strong because it capitalizes on the dichotomy of urban amenities and natural comforts desired by this niche consumer. The site is close to the central business district, but also to the waterfront, and is an up-and-coming urban neighborhood, but within a ‘green’ project that brings a sense of the organic to indoor life.

In addition to the residential program, we intend to leverage the ideal location and high value of the ground floor by incorporating an ‘office on-demand’ concept. We see a demand based on proximity to the CBD and convention center for fully furnished offices with complete a/v facilities, conference rooms and secretarial services. These offices spaces are usually leased for short periods of time. Typical users range from conference business visitors, incubation companies and project offices for temporary business in Boston. We plan to lease the space to an operator such as Regus who specializes in the ‘office on-demand’ business. This will be equivalent to a long term lease paying office market rents. 
Permitting Processes

Based on our review of the permitting processes and requirements, we are confident that 505 Congress development can be accomplished. Our primary concern is the length of the regulatory review process. Secondary concerns are addressing the magnitude of fees and open space requirements, both issues for further discussion with the Boston Redevelopment Authority. Our strategy is to be on top of the process by building relationships with the community and the relevant staff at an early stage and allowing for ample review and design time. As we are not requesting any significant concessions in terms of FAR, height or land use we do not expect any significant resistance from the community or the BRA. Our focus on ‘green’ development will also assist in this regard. We have estimated eighteen months for review processes.
Design

The site faces some serious constraints, including a mere 100’ across at its maximum width, the adjacent Fort Point Channel Tunnel entrance, and high traffic streets that encircle the site. The nearby Vent Building, which emits exhaust at 178’ from the Big Dig tunnels, is mostly a visual constraint but does pose air quality issues. Fortunately, our site has great opportunities, including its location within the revitalization efforts in South Boston, and little need for site preparation. In answer to these constraints, our design applies creative solutions that will not only serve the project financially, but also in the public review process. 

Using an FAR of 4, the maximum allowed built area is 121,740 sq ft (note that parking and mechanical areas are not included in FAR). Assuming efficiency at 90%; the rentable square footage will be 108,866 sq ft. (The total built area will be 150,000 sq ft, not all of which is included in FAR calculations.) 

The building will be 12 stories, built of steel. The design consists of a first floor of office that covers 75% of the site, and a slender residential tower that extends to 124’. A small amount of ground floor space will be carved out of the office space for service retail, such as a coffee shop. 

Green aspects of the site include energy efficient building systems, a green roof, indoor air quality improvement systems, operable windows, photo-voltaic panels, low-e glass where possible, and low-VOC materials, where possible. We are also anticipating opportunities to “green” the construction process, such as by utilizing recycled materials. 

Capital Budget Estimation

Total development costs are currently estimated at $43.9M (including $2.8M land value). Hard costs are estimated at $32.6M, and soft costs at $8.5M. Our development team plans to bid the project through experienced general contracting firms or construction management firms under a guaranteed maximum price (GMP) contract structure. We anticipate a total project timeline of 36 months from when we first approach architectural firms until certificate of occupancy.  The construction period is scheduled for 18 months upon completion of the permitting phase. 

Financing

We will need to secure equity investors, a construction loan, and permanent financing. Based on our review of equity investors and required returns, we have included a blended development phase levered ROE requirement of 19.4% to compensate Investor’s Circle, a socially responsible investment manager, at 15%, and KeyBank, a traditional equity partner at 20%. Additionally ReCreate will contribute $300,000 with a 25% ROE requirement. In addition there is a residual split incorporated after an initial hurdle of 12% to provide a promote incentive to ReCreate. Our contribution (ReCreate’s) will amount to roughly 2.3% of total equity. Our construction loan is likely to come from KeyBank with an 18-month term, 75% LTV, and a floating interest rate of 6.54%. Our permanent loan is likely to come from Deutsche Bank with a 10-year balloon based on 30-year amortization, 80% LTC, and interest rate of 5.3%.

Based on conservative construction cost and rent estimates, the discounted cash flow model framework shows a higher NPV when the property is sold immediately following stabilization. Such reversion at stabilization results is a $2.8M land residual when using NCREIF Boston area capitalization rates. Realistically, this implied land value is probably below the seller’s minimum acceptable price. We are open to negotiating a deal structure with the seller that would offer some equity participation in exchange for a lower upfront land sale price, exposing him to a significant upside.
Although retail at the ground floor has the potential to deliver maximum value we do not see the ability of the market to sustain significant retail in this area at present. However, we can leverage the ideal location and high value of the ground floor by incorporating the ‘office on-demand’ concept. The open plan design and higher ceiling is conducive to converting to higher generating retail space when the neighborhood does develop. While absorption of residential units is also a concern due to the number of units being built in the immediate area, the combination of a specific target, lower rents and a smaller volumes will help mitigate risks and costs associated with the lease-up period.

Conclusion
Our thorough analysis of this site has resulted in a vision that is achievable and beneficial to the community and the investors, however our land residual value of $2.8M is below the present asking price which is in the range of $5M to $10 This leads us to conclude that either our multi-family development proposal is not the highest-and-best use of the site or that the seller is overpricing the land. To conclude, although this is a great project for ReCreate we do not believe that this project would materialize. 
Table 0a: Summary of Proposed Project 

	Total site:

	Plot Restrictions: 30,435 sq ft

BRA Restrictions:

    FAR                                                    4

    Ground Coverage (%)                      50%

    Maximum Height (ft)                         150

  Allowable Built Area (sq ft)          121,740

Design Restrictions:

Floor to Floor – Floor 1 (ft)                   14

Floor to Floor – Floor 2+ (ft)                 10

Efficiency (%)                                   90%

Ground Coverage                              75%


	Land use allotments:

	Area (sq ft)

Residential:          98,914

Office/Retail:        22,826

Common Area:     22,613

Mechanical:            5,000*
Parking:               23,571* 

*(free from FAR)

	Percent (of total built area)

Residential:                   54%

Office/Retail:                 12%

Common Area:               15%

Mechanical Rooms:          3%

Underground Parking:     16%

                                  100%

	Key design elements:

	· Landscaped open space on-site
· Carefully incorporated ingress/egress
· 13% affordable units
	· Green elements, incl. green roof, solar panels, emphasis on natural lighting
· Pedestrian improvements anticipated


We are ReCreate, Inc., a Limited Liability Corporation. 
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