














Residential Real Estate
Feasibility Analysis

TOD occurs when developers recognize the demand for housing or commer-
cial space in a market and when the amount prospective tenants or homeown-
ers are willing to pay exceeds the costs that developers incur to build new
structures or adaptively reuse existing structures. In the previous sections,
the existing demographic and real estate market conditions were presented to
describe the opportunities and constraints to TOD. In this section, a more
detailed analysis of the current residential rental and homeownership
markets is presented in comparison to the costs developers would incur to
construct new rental or homeownership units at each station area. The
resulting analysis provides a snapshot of the feasibility of TOD at each
station area, given current rents/sales prices and construction costs. This
data is then analyzed further to provide an estimate of how much rent or
sales prices would need to increase at each station area to make TOD feasible
and how many households exist in the area surrounding the station area that

would be able to afford those rent or sales prices.

KEY FINDINGS The Consulting Team found the following key observations from the real
estate feasibility analysis:

o For-sale housing is most feasible in the towns south and
west of Hartford, Connecticut and in Northampton,
Massachusetts. These towns demonstrated strong for-sale
housing market conditions and comparable sales approached
or exceeded the costs to construct new housing. Additionally,
these locations, in particular West Hartford and
Newington, Connecticut had a high number of households
earning enough income to afford new housing units within a

three-mile trade area around the station.

. Multifamily rental housing is most feasible in downtown
Hartford. Downtown Hartford has the highest rents in the
region and a large population of households earning enough
income to afford new multifamily rental housing. However,
latent demand for new multifamily rental housing may also
exist in the towns south and west of Hartford, as well as in

Springtield, Massachusetts.

FOR-SALEF HOUSING The previous section described that, within the Hartford - Springfield region,
FEASIBILTY ANALYSIS the single-family for-sale and condominium for-sale markets are stable and
beginning to recover from the effects of the Great Recession, during which
home sales prices plummeted across the region. New home construction hit
an all-time low in Connecticut in 2011, although 2012 has shown a modest

recovery. The Consulting Team also found that new housing construction
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Comparable Sales

Approach

and the highest home values occur generally in the urban fringes where
greenfield land is available for development, rather than the transit corridors,
which are generally developed areas. Thus, many locations within the NHHS
Rail and C7Tfastrak corridors did not demonstrate strong for-sale housing

feasibility in the present market.

The Consulting Team used two approaches to determining for-sale TOD

feasibility:

. The Comparable Sales Approach: The Consulting Team
compared local home sales data against the cost to construct
new for-sale housing.

. The Income Approach: The Consulting Team investigated

the household income necessary to afford a new unit of
for-sale housing by calculating the number of households
living within a reasonable trade area that earn more than this
amount of income. This approach represents the potential
demand for for-sale TOD in the location, rather than the

existing market conditions without transit service.

Figure 27: Estimated Costs of New Owner-Occupied and Rental Housing

Cost Category Total Cost Cost / Square Foot
Land Acquisition $35,000 $29.17
Construction (Hard) Costs $150,000 $125.00

Soft Costs $12,500 $10.42

Period Costs $25,500 $21.25

Builder Margin $50,500 $42.08

Total Costs $273,500 $227.92

Cost Category Total Cost Cost / Square Foot
Land Acquisition $35,000 $31.82
Construction (Hard) Costs $132,000 $120.00

Design & Approvals (Soft) Costs ~ $12,750 $11.59

Period Costs $25,000 $21.36

Builder Margin $30,000 $27.27

Total Costs $234,750 $212.05

Sourck: CT Homebuilders and Remodelers, Jonathan Rose Companies

The Consulting Team investigated the Median Sales Price, Average of
Comparable Sales, and High Comparable Sale of each station area and
compared against the estimated cost to construct a new unit of attached for-
sale housing. For urban locations, the comparable sales are generally high-
rise condominiums and a premium was added to the cost of construction to
account for the higher cost of constructing such units in an urban area. The
resulting graphs (Figures 28 and 29) demonstrate which station areas may

have immediate for-sale TOD feasibility.

The analysis indicates that for-sale TOD is most feasible in the suburban
towns south and west of Hartford. These towns have relatively higher sales
prices, share of owner-occupied housing, household incomes, and number of

new single-family house permits than the region as a whole. This analysis

MAKING IT HAPPEN: OPPORTUNITIES AND STRATEGIES FOR TOD IN THE KNOWLEDGE CORRIDOR | 51



Figure 28: NHHS and Vermonter Rail Owner-Occupied Housing Feasibility
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Figure 29: CTfastrak Owner-Occupied Housing Feasibility
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indicates that, with enabling zoning regulations, available land, local politi-
cal support for TOD, and improved for-sale market conditions, TOD around

these station areas could potentially occur from private market activity.

The analysis also indicates for-sale TOD feasibility in Hartford and
Northampton, although these locations present different challenges than
the suburban towns. These stations exist within a denser urban area where
challenges to new development will be greater. The analysis indicates that,
even with higher costs of construction, new construction of for-sale units may
be feasible and there exists a population of higher-income residents willing

to pay a premium to live in these locations.
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Income Feasibility
Approach

The analysis indicates that the remaining stations do not currently
exhibit market conditions conducive to near-term TOD feasibility.

Comparable sales prices are below the cost to construct a new housing unit.

Figure 30 shows the household income gap at each station area between the

income necessary to afford the average existing house and a new for-sale

TOD unit.

Figure 30: Owner-Occupied Income Gap
CT Fastrak Stations

Existing Housing New Housing

Station Area Household Income Household Income GAP
New Britain (CBD) $35,355 $108,270 ($72,915)
New Britain (East Main) $33,099 $85,296 ($52,198)
New Britain (East S1) $42,147 $85,296 ($43,149)
Newington (Cedar St) $58,474 $85,296 ($26,822)
Newington Junction $71,429 $85,296 ($13,867)
West Hartford (Elmwood) $62,623 $85,296 ($22,673)
West Hartford (Flatbush) $57,798 $85,296 ($27,498)
Hartford (Kane St) $48,840 $85,296 ($36,456)
Hartford (Park St) $18,130 $85,296 ($67,167)
Hartford (Sigourney St) $42,103 $85,296 ($43,193)
Hartford (Union) $51,976 $108,270 ($56,294)

NHHS Rail Stations
Existing Housing New Housing

Station Area Household Income Household Income GAP
Berlin $61,446 $85,296 ($23,850)
Newington $71,429 $85,296 ($13,867)
West Hartford (Flatbush) $57,798 $85,296 ($27,498)
Hartford (Union) $51,976 $108,270 ($56,294)
Windsor $50,487 $85,296 ($34,810)
Windsor Locks $36,682 $85,296 ($48,614)
Enfield $41,183 $85,296 ($44,113)
Springfield $26,227 $99,870 ($73,643)
Holyoke $18,610 $78,576 ($59,966)

Northampton $81,791 $78,576 $3,214

SourcE: 2010 U.S. Census, CT Homebuilders and Remodelers, Jonathan Rose Companies

In all station areas except for Northampton there is a gap between the
income needed to support the existing housing and the income needed
to support new housing construction. However, an income gap is to be
expected at this point in time, since there is no premium associated with the
station areas, due to the current lack of transit service at most locations. In
many locations, though, the income gap is substantial and will be difficult to

overcome.

Although the income gap between the income required to afford existing
station area housing and the income required to afford new TOD housing
may appear daunting, there is a second form of analysis typical of real estate
development feasibility studies, which is to analyze the number of
households living within a defined “trade area” that earn enough income to
afford a new housing unit. A trade area is a geographical district from which
a new development would likely draw most of its consumers, which is usually
a radius of several miles from the development location in which a sufficient
population exists to draw from. Due to the relatively high population densi-
ties of the corridors, the Consulting Team drew a 3-mile radius around each

station, although the C7fastrak corridor is considered as one trade area due
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to the relatively small distances between the stations. It is important to note
this area is an approximation for analytical purposes only and the actual trade
area for a TOD in this region could differ substantially based on the specific

housing type, geography, economic conditions, and other factors.

Figure 31 shows the percentage of households living in the trade areas of
each NTHHS Rail Station area and the CT fastrak corridor that earn enough
income to afford a new for-sale housing unit at the Station area or in the
CT fastrak corridor.

Figure 31: Households Able to Afford New Construction, Owners
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These data represent substantial latent capacity among the existing
population to support a new for-sale TOD. Developers will often calculate
the “capture rate”, which is the percentage of income-qualified households
within a trade area that a new development would need to “capture” to sell
all of the homes. The lower the capture rate, the more likely that the devel-
oper will find households earning enough income to afford the costs of new
construction. The above analysis demonstrates that many station areas have
substantial numbers of households that could afford a new for-sale TOD
living within a 3-mile trade area, even if these households are not currently

residing in the station areas themselves.

Several station areas show greater latent capacity for for-sale TOD than
current development feasibility. Enfield, Windsor and West Hartford, in
particular, have capacity within a 3-mile trade area to support for-sale TOD,
although current local comparable sales in the station areas suggested that
the local demand for for-sale TOD was insufficient to support new

construction.

The CTfastrak corridor, as a whole, has a substantial number of income-
qualifying households living in a 3-mile trade area around the corridor,
which indicates a potential latent capacity for new for-sale housing
construction. It is assumed, though, that many of these households overlap
with the households captured in the Hartford, West Hartford and Newington

trade areas.
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RENTAL FEASIBILITY
ANALYSIS

Comparable Sales

Approach

The previous section described the multifamily rental market in the Hart-
ford/Springfield region as turning a corner and likely to improve in the
coming years. Although the existing supply of multifamily housing in the
region is dated and rents are relatively low, newer multifamily developments
were commanding higher rents in Hartford and Manchester, and

indicators such as vacancy rates and rent levels were all pointed towards
increased demand for multifamily rental housing. Additionally, regional
demographic trends appear aligned with an increased demand for
multifamily rental housing, particularly among Echo Boomer and Baby
Boomer populations. However, rental housing is highly concentrated within
the region in a few communities. In this context, the Rental Feasibility
Analysis found that a few locations showed immediate multifamily rental
feasibility, but a larger number of locations may become feasible over time
as the demand for multifamily rental housing increases. Like the For-Sale
Feasibility Analysis, the Consulting Team utilized both the Comparison
Approach and the Income Approach to benchmark TOD feasibility.

The Consulting Team investigated the Average of Comparable Rentals, and
High Comparable Rental of each station area, and compared those against
the estimated cost to construct a new unit of multifamily rental housing.
For urban locations, the comparable sales are generally high-rise condo-
miniums and a premium was added to the cost of construction to account for
the higher cost of constructing such units in an urban area. In order to calcu-
late the value of a rental unit against the cost of construction, the Consulting
Team utilized standard real estate valuation assumptions (5 percent vacancy
loss; operating expenses at 35 percent of rents; and 6 percent capitalization
rate). The resulting graphs (Figures 32 and 33) demonstrate which station

areas may have immediate multifamily rental TOD feasibility.

Figure 32: NHHS and Vermonter Rail Renter-Occupied Housing Feasibility
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Figure 33: CTfastrak Renter-Occupied Housing Feasibility
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The analysis indicates that multifamily rental TOD is most feasible in
Downtown Hartford. Downtown Hartford has emerged in the last decade as
a regional center for rental housing and commands the highest market rents
in the region, although 1t is well-noted that new Hartford rental
developments require subsidy in order to become feasible. However, if rental
demand continues to tighten and with the availability of $60 million from
the Capital Region Redevelopment Authority for market-rate rental
development in Hartford, multifamily rental construction appears likely in

the coming years.

Some suburban locations are near feasible rental levels, but low

supply of rental housing impedes the analysis. Windsor and Berlin both
demonstrate rent levels that are near new construction-feasible levels,
however neither location has a sizeable supply of existing rental properties
for comparison. This is a typical challenge with the suburban station areas,
where the Consulting Team was only able to locate a few comparable

rentals within a 0.5 - 1 mile radius of the station, and most of the comparable
rentals were either single-family houses or apartments in multifamily houses.
It can be reasonably assumed in these locations that new construction would
be a superior product to the existing supply, which signifies that in Windsor
and Berlin the rent premium associated with a new multifamily rental

development would likely be sufficient to cover the costs of construction.

The analysis indicates that the rents in many station areas are not
sufficient to prove market feasibility of new multifamily rental
construction. In a broad spectrum of locations, including areas of New
Britain, Hartford, Enfield, and the Massachusetts municipalities, there was a
larger sample of nearby rental apartments, but the rents were insufficient to

cover the costs of new multifamily rental construction.
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Income Fea Sibi“fy The Consulting Team calculated the household income necessary to afford
Approach a new unit of rental housing and compared it against the household income
necessary to afford the average rental in each station area. The Consulting
Team assumed for this calculation that the rental amount would not exceed
30 percent of the household’s gross income. The resulting gap between the
income needed for new construction versus the income needed for existing
housing represents the total amount incomes would need to increase in the

station area for new multifamily rental TOD to become feasible.

Figure 34 shows the gap at each station area between the income needed to
afford the average existing rental and a new rental TOD unit.

Figure 34: Renter-Occupied Income Gap

CT Fastrak Stations

Existing Housing New Housing

Station Area Household Income Household Income Gap
New Britain (CBD) $34,600 $94,989 ($60,389)
New Britain (East Main) $38,200 $75,992 ($37,792)
New Britain (East St) $42,000 $75,992 ($33,992)
Newington (Cedar St) $46,000 $75,992 ($29,992)
Newington Junction $47,667 $75,992 ($28,325)
West Hartford (Elmwood) $40,500 $75,992 ($35,492)
West Hartford (Flatbush) $41,050 $75,992 ($34,942)
Hartford (Kane St) $39,900 $75,992 ($36,092)
Hartford (Park St) $44,667 $75,992 ($31,325)
Hartford (Sigourney St) $42,392 $75,992 ($33,600)
Hartford (Union) $74,992 $94,989 ($19,997)

NHHS Rail Stations
EXISting Housing New HousIng

Station Area Household Income Household Income Gap
Berlin $60,000 $75,992 ($15,992)
Newington $47,667 $75,992 ($28,325)
West Hartford (Flatbush) $41,050 $75,992 ($34,942)
Hartford (Union) $74,992 $94,989 ($19,997)
Windsor $56,900 $75,992 ($19,092)
Windsor Locks $34,467 $75,992 ($41,525)
Enfield $34,500 $75,992 ($41,492)
Springfield $50,224 $88,889 ($38,665)
Holyoke $37,667 $71,111 ($33,445)
Northampton $46,200 $71,111 ($24,911)

SouRcE: 2010 U.S. Census, CT Homebuilders and Remodelers, Jonathan Rose Companies

In general, the gap between incomes needed to afford existing rental hous-
ing and the incomes needed to afford new rental housing is substantial. The
income gap ranged from a low of $15,992 in Berlin to as high as $60,389 in

New Britain.

As in the For-Sale Feasibility Analysis section, the Consulting Team also cal-
culated the number of households living within a 3-mile trade area that earn
sufficient income to afford a new multifamily rental unit, shown in Figure 40.
The following data present a more nuanced picture of the transit corridors,
indicating pockets of latent capacity for new TOD that do not appear in the

previous analysis.
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