


The Growth Machine

Austin as a real estate play

The Big Lie: more people = lower tax burden



“The number of microorganisms in a culture will increase
exponentially until an essential nutrient is exhausted.”



Is a 2% growth rate sustainable?

10,000 Years ago, Earth’s population was 5 million

What would be the population today?



Almost a google.

501,981,300,000,000,000,000,000,000,000,0000
00,000,000,000,000,000,000,000,000,000,000
000,000,000,000,000,000,000,000,000.
people

At 2% annual growth rate, population
today would be 5 x 10% power.



5 County Region
Travis, Williamson, Hays, Bastrop, Caldwell

2010 Census 1,716,289
2035 CAMPO Projected Population 3,250,600

New Residents by 2035 1,534,311












Congestion

2010 Population 1,716,289 Currently 15.6%
2035 Population 3,250,250 Spend $17 Billion 39.1%

What would be the population be to get to 39% w/o spending $?

2035 Population 2,608,842 Not Spend $17 Billion 39.1%

\












Total Taxes 2008: $15,036 COA +Central Health 1999: $1,775
2013: $22,857 2013: $5,973



Fed Policy






Commercial — higher rents, destruction of older buildings



























Last Watering Hole of Affordable Commercial Rents
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THE NEED FOR
AGED BUILDINGS

CONDITION 3: The district must mingie buildings that vary in age

and condition, including a good proportion of old ones.

Cities need old buildings so badly it is probably impossi-
ble for vigorous streets and districts to grow without
them. By old buildings I mean not museum-piece old
buildings, not old buildings in an excellent and expensive
state of rehabilitation—although these make fine ingre-
dients—but also a good lot of plain, ordinary, low-value
old buildings, including some rundown old buildings.

If a city area has only new buildings, the enterprises
that can exist there are automatically limited to those that
can support the high costs of new construction. Thef,e
high costs of occupying new buildings may be levied in
the form of rent, or they may be levied in the form of an
owner’s interest and amortization payments on the capi-
tal costs of the construction. However the costs are paid
off, they have to be paid off. And for this reason, enter-
prises that support the cost of new construction m.ust I?e
capable of paying a relatively high overhead-—-hlg.h in
comparison to that necessarily required by old buildings-
To support such high overheads, the enterprises must be
either {a) high profit or (b) well subsidized.
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If you look about, you will see that only operations
that are well established, high-turnover, standardized or
heavily subsidized can afford, commonly, to carry the
costs of new construction. Chain stores, chain restaurants
and banks go into new construction. But neighborhood
bars, foreign restaurants and pawn shops go into older
buildings. Supermarkets and shoe stores often go into
new buildings; good bookstores and antique dealers sel-
dom do. Well-subsidized opera and art museums often
go into new buildings. But the unformalized feeders of
the arts—studios, galleries, stores for musical instru-
ments and art supplies, backrooms where the low earn-
ing power of a seat and a table can absorb uneconomic
discussions—these go into old buildings. Perhaps more
significant, hundreds of ordinary enterprises, necessary
to the safety and public life of streets and neighborhoods,
and appreciated for their convenience and personal qual-
ity, can make out successfully in old buildings, but are
inexorably slain by the high overhead of new construc-
tion.

As for really new ideas of any kind—no matter how
ultimately profitable or otherwise successful some of them
might prove to be—there is no leeway for such chancy
trial, error and experimentation in_the high-overhead
economy of new construction. Old ideas can sometimes
use new buildings. New ideas must use old buildings. &

Even the enterprises that can support new construc-
tion in cities need old construction in their immediate
Vicinity. Otherwise they are part of a total attraction and
total environment that is economically too limited—and
therefore functionally too limited to be lively, interesting
and convenient. Flourishing diversity anywhere in a city




Austin’'s tattooed bellwethers of economic
development

Shane and Shannon Howard got used to a skeptical reaction when they told others of their plan
to set up their Mystery City Tattoo shop at the corner of 12th and Chicon streets.

.. transitional areas with low rents

.. pioneering spirit primes the area for later commercial and residential development.
.. in 10 years from now it’s going to look even more different.

.. undesirable sections of town

.. apprehension turned into outright disbelief

.. how much the area has stabilized in the past 18 months

.. Austin’s harbingers of progress

. You see that the area is now on the precipice, because half a block north on Chicon there are
lots ready for mixed-use development

.. Stock’s up in East Austin. Who’s buying?
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Austin should grow ‘up’ in many places, not just CBD

Austin isn’t the only Texas city
experiencing fast growth; that's a
characteristic most of the state’s metro
areas share. What does set Austin apart
is the fine line it walks as its residents
and business and civic leaders try to
hold on to its small-town, quirky feel.

Much of the Austin’s most noticeable
growth has taken place in its urban
core and the Central Business District.
Outside of downtown, environmental
factors and strong neighborhood groups
have helped Austin keep its small town
identity. They also affect our urban infill
development patterns.

The strongest neighborheod activity
has traditionally taken place in Central
Austin, where most of Austin’s City
Council members live. As the city
prepares to elect members representing
10 districts for the first time in its history,
that influence is anticipated to shift.

Some of Austin’s new districts
include neighborhoods like the Mueller
development that epitomizes urban
infill development. Those districts, and
their representatives, may help make a
push for more infill development to take
shape not just on high-traffic corridors,
but for dense growth to occur in and
around neighborhoods as well.

Austin is also poised to rewrite

its land development code, another
factor that could impact the way infill
development happens in the city. The
current code was written 25 years ago,

when Austin’s population was half what |

it is now.

The current code hasn't impeded
development in Austin, but it is known
for its confusing structure. Rewriting
the code will also give the city an
opportunity to pair density with needed
improvements and services. In exchange
for density, developers will likely be
asked to help lmprove road networks,
dedicate parkland, or provide a certain
number of affordable housing units, for
example.

A new code may also help more
dense growth take shape outside of
the Central Business District. The city’s
Imagine Austin plan calls for nodes
of dense growth to take shape around
the city. While infill development is
happening around Austin, the city’s
tallest buildings are still only allowed
downtown.

One thing that’s always been sacred
outside of the Central Business District
is a hard 60-foot height limit. I'd love
to see 15-story buildings on East Sixth
Street or Airport Boulevard. Although
it's the antithesis of infilling downtown,

* it allows infill
to occur around
other nodes,
which you see
in the Imagine
Austin plan.

Current
zoning, as well
as neighborhood
sentiment, keeps
vertical-mixed
use and mixed-
use buildings along larger corridors
and out of neighborhoods. With the
upcoming changes to city council
representation, that could change.

Major urban roads such as Lamar
Boulevard and Burnet Road are logical
corridors for urban infill; vacant or
underutilized sites get a denser mix
of uses that serve more people, and
neighborhoods around those roads
maintain their single-family home
makeup. But given Austin’s growth rate,
there’s a need and an opportunity to
bring more inflll into the neighborhoods
themselves.

We could see pocket neighborhoods
that have their own infill patterns, their
own sense of community and their
own product types. One dense project
can revitalize a neighborhood. So the

Will
Schnler

opportunity to put mixed use zoning

| truly inside a neighborhood has got to

be there.

We foresee an incredible amount of
transit-oriented development poised to
take shape at the rail stops. The market
supports it, the city has pushed for it,
the zoning is in place and the neighbors
want infill mixed-use development at
the commuter rail stops.

In the past decade, Austin has led the
way as Texas cities have entered a new
era of understanding that traditional,
outward growth doesn’t help them
achieve their best and brightest futures.
Because of our civic leadership, there
has been a concerted effort in the
state’s — and nation’s — most vibrant
urban areas to bring residents, jobs,
and entertainment back into our
urban cores. Aging infrastructure and
environmental challenges are not issues
that are going away, and we’ll continue
to have to think more carefully about
sustainable, smart growth patterns.

Will Schnier is the CEO of Big Red Dog
Engineering and Consulting, serves on
the board of the Real Estate Council of
Austin, and is a member of the Austin

Board of Adjustment.



ENVISIOMN asked in 2003:

CENTRAL How do you think the quality of life will be affected

T E X A S if the population doubles to 2.5 million people

during the next 20 to 40 years?
YOUR IDEAS & OUR REGION'S FUTURE




Worse Much Worse




Is there a
conspiracy afoot?



$20 million
Jobs Jobs
Altruistic?















Amendment No. 12

to
Contract No. S050367
For
Opportunity Austin Program
between
Greater Austin Economic Development Corporation
and the
City of Austin
Term Action Amount Total Contract Amount
Basic Term: 01/15/05- 01/14/06 $350,000.00 $350,000.00
Amendment No. 1; Option 1
01/15/06-01/14/07 $350,000.00 $700,000.00
Amendment No. 2: Modification to
the contract $0.00 $700,000.00
Amendment No. 3: 60 day
Holdover 01/15/07- 03/14/07 $0.00 $700,000.00
Amendment No. 4: Option 2
Amendment No. 5. Option 3
01/15/2008 — 01/14/2009 $350,000.00 $1,400,000.00
Amendment No. 6. Administrative
Increase of $30,000 $30,000.00 $1,430,000.00
Amendment No. 7: Option 4
01/15/09 — 01/14/10 $350,000.00 $1,780,000.00
Amendment No. 8: Option 5
01/15/10 — 01/14/11 $350,000.00 $2,130,000.00
Amendment No. 9: Option 6
01/15/11 ~ 01/14/12 $350,000.00 $2,130,350.00
Amendment No. 9A: Revised to
| correct Amendment #9 $350,000.00 $2,480,000.00
Amendment No. 10: Opticn 7
01/15/12 — 01/14/13 $332,500.00 $2,812,500.00
Amendment No. 11: Option 8
011513 - 01114114 §33250000 | $3.145,000.00
Amendment No. 12: Option 9
04/15/14 — 01/14/15 $350,000.00 $3,495,000.00
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1,500,000 new residents /2.6 persons/housing unit
= 590,000 new housing units needed

590,000 housing units x $150,000 average each

= $88 billion of new housing



* $88 billion of new housing construction

e $58 billion of new commercial construction
 $17 billion for CAMPO 2035 Transportation

* billions more for constructing public
infrastructure like schools, water/wastewater
treatment plants, power plants, government
buildings

$200 billion in new real estate development



MASTER DEVELOPMENT AGREEMENT

THE CITY OF AUSTIN

AND

o CATELLUS AUSTIN, LLC

CONCERNING THE MUELLER PROPERTY

FORMERLY KNOWN As THE ROBERT MUELLER MUNICIPAL AIRPORT

Title Company means Heritage Title Company of Austin, Inc., its successors and
assigns, or any other title company approved by the City and Catellus. Catellus and the
City acknowledge and agree that an agreement has been reached between Heritage Title
Company of Austin, Inc. and Stewart Title Guaranty Company with respect to the title
insurance work and title insurance policy issuances under this Agreement,




Population
In-Migration = Big $$

Inflationary



The net re-
sult is more revenue that
can be used to reduce
the tax burden on Aus-
tin families.



Titans of Free Enterprise or Welfare Queens?
It’s not unusual if a real estate investor:

* Receives the benefit of $4 trillion in quantitative easing for low interest rates — crushing
the earnings of senior citizens who relied on earnings from savings accounts

* Pays no federal taxes because of the enormous deductions from rehab and
development

* Pays no social security taxes because it’s passive income

e Avoids capital gains through a 1031 exchange

e Pays a small fraction of the cost of public infrastructure and dumps the rest on residents
* Gets 100% reimbursement for utility extensions from city. W/WW(/Electrical

* Underpays property tax in general — commercial undervalued at TCAD

* Games the system with agricultural appraisals and wildlife exemptions

e Sells property to local governments at inflated prices

* Benefits greatly from city projects like Waller Creek flood control with city asking
nothing asked in return

* Gets favorable treatment in public/private partnerships

* Receives property tax abatements or sales tax rebates for doing what they would be
doing anyway

e Zoning changes given which create value with little to nothing in return to city.

e Variances from regulations or adopted plans add value with nothing asked in return.



"“You ever get the feeling that this economy
benefits some people more than others?"

Austin is a
collection of
very different
economies but
the real estate
economy
hijacks your
local
governments
for its own
purpose.



THE END



