B Estudios
B Técnicos
Ine.

Market study for a residential
development in Barrio Quebrada
Grande, Mayagliez

Final Report

Submitted to:
Menar Hydrosystems Engineering, PSC

February 27, 2006

Ave. Domenech 113, Hato Rey, Puerto Rico, 00918-3501 Tel. (787) 751-1675 » Fax (T87) T67-2117
Apartado 12144, San Juan, Puerto Rico, 00914-0144 estudiostecnicos@estudios-tecnicos com




Menar Hydrosystems Engineering, PSC Final Report
Market study for a residential development in Barrio Quebrada Grande, Mayaglez.

TABLE OF CONTENTS

INTRODUCTION e ]
HIGHLIGHTS i

1. PUERTO RICO’'S PRIVATE CONSUMPTION PATTERNS AND
ITS CONTRIBUTION TO ECONOMIC GROWTH 5
1.1 L0 o R Y T I O o T S S 5
1.2 THE COMPOSITION OF COMSUMPTION ..o ooeieseriimsremiosrss sovssses stsnm st onteteessoes s boma pmmmsaseesebeen srebabanssme T
1.3 b B I B e T P ey s P o T o T Sy oy B S s e T 9
1.4 THE CONSUMER CONFIDENCE INDEX AND EXPECTED ECONOMIC GROWTH .. eeeeeeeameenens 11
Z. REGIONAL OVERVIEW ......... e Ry £, |
2.1 B L B e e 1 e e e N L E R 13
2 B I A L T T N N T o o e i R e e e 14
23 O L B i s 14
24 D R B e e 15
L I B N I T i A o B 15
3. MARKET OVERVIEW LR 17
4. HOUSING DEMAND ESTIMATES 21
5. FEASIBILITY ANALYSIS 34
5.1 PR T A S P T O o o s 34
52 PR B T o TS i e o L e 35
53 A P L AN A L Y B s e B o e G B 35
54 R ET RN T S T T e s 35
6. CONCLUSIONS ey 38

Estudios Técnicos, Inc. Page 1



Menar Hydrosystems Engineering, PSC Final Report
Market study for a residential development in Barrio Quebrada Grande, Mayagiiez,

INTRODUCTION

The objective of this report is to evaluate the residential market’s capacity to absorb
a residential development of 380 single-family detached units in individual lots of
350 m’, as well as the project’s financial viability given current and projected
market conditions. Although the project is to be developed at a site of 59.7 cuerdas
in Mayagiiez. Puerto Rico. granted this municipality’s cohesion to neighboring
towns in terms of geographic and socioeconomic trends, the primary market area is
here defined as Mayagiiez, Cabo Rojo. Afiasco and Rincon. The secondary market
area is comprised by the municipalities of Aguada, Aguadilla, Isabela, Guanica and
Lajas. Finally, the tertiary market area includes the municipalities of Quebradillas.
Moca, Maricao, San German, Hormigueros, Las Marias, San Sebastian and Sabana

Grande.

This report provides a description of Puerto Rico’s economic outlook as well as an
analysis of socio-demographic conditions in the market area. The analysis of
current and projected housing demand and supply is also presented as a foreword to
the determination of need. with a special focus on social interest housing price
brackets. In order to determine the potential absorption rate, the report compares

the proposed development to similar projects within the region.
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HIGHLIGHTS

e This analysis shows that historically privately developed social interest housing supply
has been limited both in Puerto Rico as in this region. This fact on itself constitutes a

great opportunity for the developer of the proposed project.

e The stock of housing within the less than $90,000 bracket that have entered the region’s
market in the last few years amounts to almost 700 units; however. this has not been

enough to meet existing demand, thus creating a need for this type of housing that

exceeds 15,000 units.

¢ In addition, social interest housing both in Puerto Rico and the region tends to exhibit
higher absorption rates than market-priced units. mainly due to pent-up demand, that is,
need that has gone unattended for a long period of time. Absorption for social interest
housing during the last year has varied from | to 17 units per month, with an average of
roughly 8.0 units per month. With this absorption rate the project should sell

completely in no more than 16 quarters.

o This project will cost approximately $27.3 million, of which $23.7 million cover land
and direct infrastructure and construction costs. In addition, the developer will incur in

an expense of $3.6 million in soft costs for the project.

e Projected annual cash flow for the project looks promising for the developer with
earnings before interests and taxes at the end of the 16-quarters period would be around
$6.3 million. The project also generates positive cash flows to the developer after the

first year on average of at least $1.5 million annually for the same period.

¢ The project also would generate total revenues of $33.6 million. The internal rate of
return (IRR) for the project is 12.7 percent and a return on investment (ROI) of 21.8
percent. All in all. the project will generate a profit margin of 13.6 percent of all

revenues derived from sales for a total profit of $4.3 million.
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* These results are highly dependent not only on selling price per square foot but also on
the expected absorption rate for this type of development. As a matter of fact, the
absorption rate could increase through agressive advertisement within and beyond the

market area as here defined.

e All-in-all. the proposed project seems financially feasible under the existing market

conditions and development trends.
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1. PUERTO RICO'S PRIVATE CONSUMPTION PATTERNS AND ITS CONTRIBUTION TO
ECONOMIC GROWTH

Contrary to what might have been expected, consumer spending sustained aggregate
demand in Puerto Rico in 2005. The vear began under the threat of a fiscal crisis
and the onslaught of high petroleum prices, all of which pointed to an adjustment
that seemed hikely to fall mostly on households. Indeed. the new index of consumer
confidence inaugurated early in 2005 reflected a gloomy economic outlook on the
part of consumers. In the event, however, indicators of private consumer spending

continued to be positive in the year.

Looking at the individual components of aggregate spending, it seems clear that
only private consumption showed strength. Government spending was weak, owing
to the Commonwealth’s tight fiscal situation, and is actually estimated to have
dropped moderately in real terms. Investment in machinery and equipment is
thought to have risen modestly, but construction, which accounts for about half of
total investment, did not have as strong a year as in the recent past. As for external
demand, merchandise exports showed little growth up to the third quarter of vear
2005 and most likely remained weak in the last quarter also. Adding it all up,
economic growth is estimated to have been close to 2.5%, supported mostly by

personal and household spending.
11 Consumption in the past ten years

Consumption’s leading role in aggregate demand is not a new development in
Puerto Rico. This component, which is about 85% of the Gross National Product
(GNP). has contributed consistently more than 4 percentage points each year to the
growth of total spending. What is somewhat surprising in the relatively strong
growth of consumption in 2005 is that conditions early in the vear suggested

otherwise,

The following table shows the average annual contribution to GNP growth of the

major components of aggregate spending during the past nine fiscal years. As may
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be seen on the table, private consumption contributed on average 4.7 percentage
points to the 2.6% average annual growth rate in aggregate demand. This
contribution is more than one half of a percentage point higher than that of the
second largest contributor, which are exports of goods and services. Gross total
investment and government spending have made relatively small contributions, 1.3
and 0.7 percentage points, respectively, while the negative contribution from
imports of goods and services has been quite strong. The latter fact underscores the
high degree of openness of the Puerto Rico economy and its heavy dependence on

imports of consumer goods, intermediate products and capital equipment.

Percent Contribution to GNP Growth
(Average FY1996-FY2004)

Private Consumption  4.71%

Exports 4.15%

Investment, total  1.29%

Government spending  0.68%
Imports  -8.20%

GNP 2.55%

Source: Puerto Rico Planning Board, Program of
Economic and Social Planning, Subprogram of
Economic Analysis.

The chart on the next page illustrates an interesting fact. That chart shows the
annual contribution to GNP growth from three sources: namely a) private
consumption, b) exports and c) the remaining components of aggregate demand—
investment, government spending and imports of goods and services. Note the
symmetry between the line representing the contribution of exports, imports and that
corresponding to the contribution of the other three sectors, which suggests that
these two sources of growth essentially cancel each other out. In other words, the
growth of GNP is very close to the growth of private consumption. Again, this
should not come as a surprise in a very open economy in which consumption is

almost as large as the GNP.
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Annual Contribution to GNP Growth from Private Consumption, Exports,
Imports, Government Spending and Investment: FY1996-FY2004
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Source: Puerto Rico Planning Board, Program of Economic and Social Planning, Subprogram of
Economic Analyvsis & Estudios Técnicos, Inc..

1.2 The Composition of Consumption

In the national income and product accounts, the Puerto Rico Planning Board breaks
private consumption down into fourteen major categories of spending. Data for
fiscal year 2004—the last for which official figures are available—are presented on

the following table.
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Major Consumption Categories in FY 2004
(Million current dollars)

Medical care and funeral expenses 7,335.3
Housing 6,525.1
Food 60439
Transportation 5,260.6
Household operations 4,776.1
Recreation 3,940.1
Business services 29724
Clothing and accessories 2,854.8
Alcoholic beverages and tobacco products 1,540.8
Foreign travel 1,450.1
Education 1,365.1
Personal care 780.5
Miscellaneous purchases 5821
Non-profit organizations 473.7

Source: Puerto Rico Planning Board, Program of Economic and Social
Planning, Subprogram of Economic Analysis.

It is of some interest that the largest category in spending volume is medical and
funeral home services. which is mostly health care expenditures (funeral services
has a relatively small share). Housing and food are second and third in importance,
and transportation comes in fourth place. These four categories make up more than
half of total consumer expenditures. Adding expenditures on education and
personal care, it turns out that almost two thirds of household spending goes to basic

needs.

Even so, consumer spending over and above basic needs is fairly impressive. For
example, it is noteworthy that expenditures on travel abroad in fiscal year 2004 were
greater than spending on education. Of course, a large share of total spending on
education is borne by the public sector, and thus is not counted as part of private
consumption, but it is still interesting that households use more of their own income

for travel than for education.

The large share of transportation expenses in the budgets of Puerto Rican
households is also noteworthy. This item tests the distinction between basic needs

and luxuries. The virtual lack of a mass transit system has led Puerto Ricans to rely

Estudios Técnicos, Inc. Page 8



Menar Hydrosystems Engineering, PSC Final Report
Market study for a residential development in Barric Quebrada Grande, Mayaglez,

almost exclusively on private automobiles for transportation. And while distances
on the Island are relatively short and gasoline is not as expensive as in other
countries—owing to relatively low taxes—the typical family spends a substantial
sum on transportation. In that sense. this category of consumption is doubtless a
basic need. On the other hand, it also has something of the character of spending on
luxuries, since very few families can carry-on their daily work- and family-related

responsibilities without a privately owned vehicle.

Another noteworthy fact is that the four larger spending categories have also been
high growth categories in the last nine fiscal years. The sum of these four spending
categories increased at an average annual rate of 6.3% in fiscal years 1996 through
2004, while total consumption grew at a 5,7% annual rate. This result may seem
contrary to the economic consensus, according to which people tend to spend a
declining share of income on basic needs as income grows over time. However,
most likely this result is due more to increases in the prices of medical care and

housing than to the growth in the real volume of consumption of these items.
1.3 Retail Sales

Retail sales increased substantially in fiscal year 2005, In fiscal year 2004, which
ended on June 30, sales increased 8% compared to the year-earlier figure, rising to a
total value of $18.6 billion. This is the strongest increase recorded since the start of
the decade. As may be seen on the following chart, sales have increased more than
6% per year in the past three years. In contrast, annual growth in sales in the three

previous years have been between 3% and slightly over 5%.

Preliminary data from industry sources suggests that the Christmas shopping season
was a good one. If so, it is likely that total sales in calendar year 2005 increased

more than 8%, which would set a record for the decade.
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Total Retail Sales: Puerto Rico FY2000-FY2005

Billions of Dollars

2000 2001 2002 2003 | 2004 2005 |
14.8 15.4 161 | 172 | 1886 |
FY

Source: Puerto Rico Planning Board, Program of Economic and Social Planning. Subprogram of
Economic Analysis.

As in 2004, sales of new motor vehicles were a particularly dynamic category in
total retail sales, increasing 4.5% in the year. A total of 140.401 new vehicles were

sold. an all-time record that broke the earlier mark set in 2004,

Total Sales: Cars vs. Trucks, 2004
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Source: Estudios Técnicos, Inc..

Estudios Técnicos, Inc. Page 10



Menar Hydrosystems Engineering, PSC Final Report
Market study for a residential development in Barrio Quebrada Grande, Mayaglez.

14 The Consumer Confidence Index and Expected Economic Growth

The Association of Food Importers and Distributors (MIDA, by its Spanish
acronym) and Estudios Técnicos, Inc. introduced Puerto Rico’s first ever Index of
Consumer Confidence in 2005. The Index dropped sharply in the second guarter of
the year and then fell again in the third quarter. As of September, it had lost more

than 23 points from its 100-point base in the first quarter.

However, the Index bounced back in the fourth quarter, rising to 84.3 points from
the 76.8 reading of the third quarter. While the average value of the Index for the
whole vear was well below 100, the turnaround in the last quarter suggests a
significant improvement in housechold's attitudes. Such an interpretation fits with

the observed behavior of retail sales.

Consumer Confidence Index

(Base 100=Q1-2005)

g5.7

ar.a a2 2

5

Consumer Current Situation Expectations Buying Intent
Confidence Index Sub-Index Sub-Index Sub-Index

I Apr-Jun 2005 D Jul-Sep 2005 l Oct-Dec 2005

Source: Estudios Técnicos, Inc.

It is worth noting that the sharpest increase was recorded in the expectations sub-
index, while the sub-index for current conditions and the sub-index for buying intent
posted smaller vet positive gains. The expectations sub-index rose to 95.6 in the
fourth quarter, indicating that consumers expect to see better economic conditions in

the coming months. It seems that the crisis psychology that was so widespread in

Estudios Técnicos, Inc. Page 11



Menar Hydrosystems Engineering, PSC Final Report
Market study for a residential development in Barrio Quebrada Grande, Mayaglez.

the early months of 2005 has gradually vielded to a more sober evaluation of the
government’s fiscal condition and its possible effects. Granted this more-optimistic
attitude of consumers, the short-term outlook for Puerto Rico is for moderate growth
(2.2%) in 2006 and a subsequent increase to 3.0% in 2007. Furthermore, projections

for 2008 and 2009 continue a similar trend.
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2. REGIONAL OVERVIEW

Mayagiiez is the main city on the western coast of Puerto Rico, approximately 93
miles (2 hours driving distance) from the San Juan Metropolitan Area. In order to
better understand the area where the Mayvagiiez site is located, it is necessary to
know the demographic. economic and social conditions of the area. For this reason,
this section provides an analysis of the main demographic and socio-economic

variables of the area and its surrounding region.

In order to define a market area for this study several factors were considered: the
socio-economic profile, travel time, closeness to employment centres, road access,
urban growth patterns, physical and psychological barriers. among other factors.
The market area as defined in this report is comprised of seventeen municipalities.
The primary market area is comprised of Mayvagiiez. Cabo Rojo, Afiasco and
Rincén. The secondary market area is comprised by the municipalities of Aguada.
Aguadilla. Isabela, Gudnica and Lajas. Finally, the tertiary market area includes the
municipalities of Quebradillas. Moca, Maricao, San German, Hormigueros, Las

Marias, San Sebastian and Sabana Grande. s
21 Demographics

Population in the market area was 594,295 in 2000, according to the Census. The
primary market area accounted for 31.7 percent of total population of the region, the
secondary area for 33.5 percent, and the tertiary market area accounted for the
remaining 34.8 percent of the total. The entire market area represented 15.6 percent

of the population of Puerto Rico.

Population in the market area has been forecast to increase to 635.912 by 2010, an
increase of 7.0 percent during the current decade. This increase will be slightly
larger than the forecast increase in population in Puerto Rico for the same period
(5.8%). However, population increase will differ in different sectors of the market

area. Population in the primary market area has been forecast to increase 4.5
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percent in the current decade, an increase much smaller than the one forecast for the

secondary (8.0%) and the tertiary (8.3%) market areas.

Population in the Market Area and Puerto Rico

2000 2010
Primary Market Area 188 460 196,916
Secondary Market Area 199,320 215,355
Tertiary Market Area 208,515 223,641
Total Market Area 594,295 635,912
Puerto Rico 3,808,610 4,030,152

Sources: Census of Population and Housing, 2000,
and forecast by Estudios Técnicos, Inc

2.2 Educational attainment

More than half of residents of the market area who are ages 25 and older (51.6%)
have a high school diploma or college education; this proportion, however is below
the value for this segment of the population in the totality of Puerto Rico (60.0%).
This proportion varies from 53.1 percent in the primary market area to 50.2 percent
in the tertiary market area, The proportion of persons in this age group with a
Bachelor’s or higher degree in the market area (14.7%) is also lower than in Puerto

Rico (18.3%).

Educational Attainment, Persons 25 years and older

Market Areas Total

Primary Secondary Tertiary Market Area Puerto Rico
No diploma 46.9% 48.7% 48.8% 48.4% 40.0%
High School 22.4% 23.7% 23.2% 23.1% 22.3%
Some College B8.8% 8.7% 8.2% B.6% 12.2%
Associate 4.8% 5.2% 5.8% 5.2% 7.2%
Bachelor 12.5% 10.8% 10.4% 11.3% 13.6%
Graduate or higher 4.7% 3.0% 2.6% 3.4% 4. 7%

Source: US Census of Population and Housing, 2000.

2.3 Housing units

There area 234,696 housing units in the market area. of which 86.2 percent are
occupied. The proportion of vacant units (13.8%) is slightly higher than the
proportion for the totality of Puerto Rico (11.1%). The proportion of vacant
housing units is higher in the primary market area (17.1%) than in other parts of the

market area.
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Occupancy of housing units

Primary Market Area  Secondary Market Area  Tertiary Markel Area Tolal Marke! Araa Puers Rico

Number  Percent MNumber Percent Number  Percant MNumber  Percent Mumber Percent
Oecupssd housing units 65 401 82 9% &6 B75 BE 4% 65 033 809.5% 202309 B8 2% 1,261.325 BA. 9%
acant hDLI-'SIHE_uHﬂs 13,6895 17 1% 10,559 13.6% B.133 10.5% 32,387 13.8% 187,151 11.1%
Tatal 80,086 100.0% 77,434 100.0% 77,166 100.0% 234896 100.0°% 1,418,476 100.0%

Source: US Census of Population and Housing, 2000,

2.4 Household income

More than two thirds of households in the entire market area have average annual
incomes below $20,000. The proportion of households in the market area is 69.4
percent, a proportion higher than the proportion of households in Puerto Rico in that
income bracket (61.6%). The proportion in the subareas within the market area
varies from 67.4 percent in the primary market area to 70.7 percent in the secondary

market area.

On the other hand. the proportion of households in the market area with incomes of
at least $50,000 6.2 percent, a proportion lower than that of Puerto Rico (10.1%).
The proportion of households in this income bracket within the entire market area
varies from 5.2 percent in the tertiary market area to 7.7 percent in the primary

market area.

Household Income in 1999

Market Areas Total

" Primary Secondary Tertiary Market Area Puerto Rico
Less than $10,000 41.7% 45.3% 42 2% 43.1% AT 1%
$10,000 to $19,999 25.7% 25.4% 27.7% 26.3% 24 5%
$20,000 to $34,999 18.1% 16.8% 18.1% 17.6% 19.4%
$35,000 to $49,999 6.9% 6.6% 6.9% 6.8% 8.9%
$50.000 to §74,989 4.2% 3.3% 3.1% 3.5% 5.7%
$75.000 or more 3.5% 2.7% 2.1% 2.7% 4.4%

Source: US Census of Population and Housing, 2000,

25 Employment

The three industry sectors which have the highest proportion of employment in the
market area and Puerto Rico are services, manufacturing and retail trade. mostly
concentrated in Mayagiiez. These three industry sectors represent approximately

two thirds of employment both in the market area (66.5%) and Puerto Rico (63.2%).
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The services industry accounts for more than one third of employment in both the
market area (34.6%) and Puerto Rico (38.0%). The proportion of service workers in
the market area varies from 36.4 percent in the primary market area to 33.5 percent

in the tertiary market area.

The manufacturing industry accounts for 20.2 percent of employment in the market
area, a proportion that is significantly higher than that proportion for Puerto Rico
(13.5%). This proportion varies within the market area from 19.6 percent in the

primary market area to 20.7 percent in the secondary market area.

Retail trade represents 12.2 percent of employment in the market area and 11.7
percent in Puerto Rico. This proportion varies within the market area from 13.5

percent in the primary market area to 11.3 percent in the secondary market area,

Employment by Industry

- Market areas Total

Primary Secondary Tertiary Market Area Puerto Rico
Agriculture, forestry, fishing and hunting, and mining 1.8% 2.1% 38% 27T% 1.7%
Construction & 4% 8. 7% 8. 7% 9.3% B.6%
Manufacturing 19.6% 20.7% 20.3% 202% 13.5%
Wholesale trade 30% 2.3% 2.2% 2.5% 4 4%
Retaill Trade 13.5% 11.3% 11.7% 12.2% 11.7%
Transportation and warehousing, and utilities 2.6% 3.8% 3.4% 3.3% 4 2%
Information 17% 1.0% 1.1% 1.3% 2.2%
Finance, insurance, real estate and renting and leasing 3.4% 2.9% 3.0% 31% 5.0%
Services 36.4% 33.7% 33.5% 34.6% 38.0%
Public administration 9.6% 12 3% 11.1% 11.0% 10.7%

Estudios Técnicos, Inc.
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3. MARKET OVERVIEW

The analysis uses data gathered in the field by ETI: the Puerto Rico Planning Board,
the Puerto Rico Ports Authority and the Construction and Sales Activity Report, an

ETI quarterly report that tracks sales of new housing projects in Puerto Rico.

Since the first quarter of 2003, housing sales in Puerto Rico have been accelerating,
From 1,229 housing units sold in that quarter, they increased to 3.117 in the 2005
third quarter. The highest quantity of units sold by quarter was in the third quarter of

2004, when 4,082 housing units were sold.

Total housing units sold in Puerio Rico by project type by quarter

2003-2005

2003 2003 Average
a1 Q2 Q3 Q4 #
Singhe housing 754 748 1.724 1,728 1.238
Walk-up 310 3na 588 500 527
Apartments 76 73 B& 58 74
Townhouses 68 &5 22 230 95
P 4 4 55 53 20 B
Villa 17 16 - 24 14
Total 1.229 1,215 2,875 2,592 1,878 100.0%
2004 2004 Average
Q1 Q2 Q3 Q4 L
Single housing 1,691 2143 2,642 2,080 2,142
Walk-up 691 TEB B3B8 T42 764
Apartrments an 263 s 130 256
Townhouses 14 21 ar 3 26
Mux T 186 121 =] 103
Villa 12 o8 138 17 B&
Total 2,736 3,498 4,082 3109 3,356
2005 2005 Average*
a1 Q2 Q3 Q4 # %
Single housing 2352 1,783 2,156 2114
Walk-up 595 560 518 558
Apartments 221 278 274 258
Townhousas 136 12 3 50 B
Mix 47 128 102 g2
Villa 33 42 23 33
Total 3,384 2,813 3117 3,108

*MNote: Data up to 2005 third quarter
Source: Construction and Sales Activity Report, Estudios Técnicos, Inc.
Single-family housing units were the most preferred type, followed by walk-ups and
apartments. The highest average sales by project type during 2003 and 2005 period

were single-family housing (68.1% in 2005). Walk-ups® average sales had been
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decreasing, from 26.6% in 2003 to 18.0% in 2005. Meanwhile. apartments’ average
sales rose from 3.7 percent in 2003 to 8.3 percent in 2005. Similarly, villas and
mixed projects (apartments and single housing/villas) had an increase in their

average sales during the last two years.

Total housing units sold in Puerto Rico by quarter

4.40RT

P
11-2000
1112000
TV-2000

=201 |
[0-2001
107001
IV.2001
12001

n-2eaz |
1H-2602

i

V2002 |
12002
[-2002
117007
V- 2002
12004
1-2004
1112004
TV-2004
2005
[-2005
1151008

Source: Construction and Sales Activity Report, Estudios Técnicos, Inc.

The region’s behavior is somewhat different from that of Puerto Rico. Although the
region contains housing developments of all types, villas, walk-ups and mixed
projects are not characteristic of these municipalities. Still single-family units are
the preferred type of housing for the region. followed by apartments. Sales for this
type of unit in the area have risen and continue to grow. Sale prices for units in the
area have been primarily in the $150,000-t0-$199.999 and the $70,000-t0o-$89.999

brackets, mainly in response to but lagging behind growth in need.

Historically privately developed social interest housing supply has been limited in
Puerto Rico. Social interest housing in this region is limited as well. The existing

inventory includes only apartments and single-family detached units, excluding all
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other types that are present throughout the Island. The stock of housing within the
less than $90.000 bracket that have entered the region’s market in the last few vears
amounts to almost 700 units. Many projects offering housing units at these prices

combine other housing types and/or price ranges with the already mentioned.

It is worth mentioning that social interest housing both in Puerto Rico and the region
tends to exhibit higher absorption rates than market-priced units, mainly due to
pent-up demand. that is need that has gone unattended for a long period of time.
Absorption for social interest housing during the last year has varied from 1 to 17
units per month, with an average of roughly 8.0 units per month. The following
chapter analyses historical trends as well as projections regarding not only the social
housing inventory (supply) but also with regards to demand. in order to determine

need for the proposed development.

Housing Stock Entering the Market by Type: Market Area 2003-2005

1600

1400 +

1200 +

1000 4

800 -

Housing Units (count)

under $69K
S70K-580K
SE0K-3104K
$105K-5124K
$125K-5149K
$150K-5198K
$200K-5299K
F300K-5400K
$500K plus ‘ ‘

Price Bracket

Source; Construction and Sales Activity Report, Estudios Técnicos, Inc.
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4. HOUSING DEMAND ESTIMATES

This estimate provides a general sense of how Puerto Rico’s housing market is
behaving, particularly with regards to the social interest segment in the area subject
of analysis. This section looks at Mayagiiez, Rincon, Afasco, and Cabo Rojo as a
primary arca of impact: Aguada, Aguadilla, Isabela, Guanica, and Lajas as a
secondary area: and Quebradillas, Moca. Maricao, San German, Hormigueros, Las

Marias, San Sebastian, and Sabana Grande as a tertiary area.

In addition. this section identifies those areas which present housing needs within
the price range corresponding to the proposed development. as potential marketing
targets. In the same way, this section provides an inventory of municipalities that
should be considered as competitors from the perspective of the developer of this

residential project in Mayagiiez.
Methodology

The analytical model applied to the Island’s housing market forecasts demand that is
generated from household creation as well as from inadequate housing and
transitional housing, which account for frictional demand. It also takes into
consideration the housing stock currently available and approved units that are on
the pipeline until 2010. The primary objective of this methodology is to determine
the absorption rate (as measured by units sold each month) that the development

could enjoy given specific traits. such as price range.
The absorption rate depends on three factors:

1. housing need,

b

. housing demand. and

Tud

. housing supply (competition).
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Housing need is determined with another set of three factors, mainly:

1. population growth,

fd

. household size shrinkage, and

3. economic migration (location and movement of employment and

economic activity across regions).
Housing demand is derived, in turn, from:
1. housing need.
2. internal mobility factors, mainly:

a. households seeking larger or smaller units due to changes in

household size or changes in household preferences or income.

b. households who are moving from one unit to the next. It is worth
mentioning that an average of 20% of all households in the
United States move each year. In Puerto Rico, households spend
an average of 14 years in their housing unit, according to the U.S.

Census,

c. households seeking adequate housing, that is, those who currently

occupy units that are in bad or suboptimal condition.
3. seasonal housing or second, third or fourth homes.

As a matter of fact, Puerto Rico exhibits 12% more housing units than households.
which should not be considered as excess supply, but as falling in the
abovementioned categories. This correction is already incorporated into the results

here reported.
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Demand Estimation

In order to appreciate projected population growth in each municipality included in
the analysis, this estimate utilizes the population reported by the 2000 U.S. Census
and 2010 population projections by the Puerto Rico Planning Board. A process of
interpolation was used to calculate population at each municipality in 2005, 2006,

2007, 2008 and 2009,

Population Forecast
2010 Plannimg Hoard population forecasts

Cirowth 2005

2005 2006 2007 2R 2009 2010 2000
Mg Les LI I G7-7210 BT 579 47 424 Q7 285 97 140 (i | &0
Foamcin | 5. 568 15,02 F5,837 15,973 16,100 16248 1 THE
Y| ER] 20 644 241 N AUNAIFS 262 Hi 471 UKL | L
L'ahis B {9 655 50,116 0,581 51,050 51.524 52 (H12 {).53%%
Apuada 44 686 45,135 45,589 46,047 46,510 46,977 1. 00%s
Apuadilia 67,147 57513 67 880 68,250 68621 68,095 (5%
Isabela 46474 46,815 47158 47,503 47.851 48,202 0.73%
Ciuanica 22,733 22 K66 23, 1) 23,135 23271 23,407 {1 34%
Liajins 27.29] 27454 27.618 27.784 27,950 28117 0.640%%
Cuehradallits 27007 27278 27553 27830 28,104 28392 [T
Mocn 42 451 42,925 CERIE] 43 5K% 4,378 14,873 1. 12%
Mancao B.026 635 fi.hEd B3 6742 6771 043%,
San Ciermam 37941 38074 i 187 4500 ELE AR IR.528 [ RE LR
Hormigueris 17133 17,201 17.264 17.33% 17,407 17476 {1 201
Las Marias I 18(H) 11,932 120k 12,200 12,337 12,475 | 12%
San Schastuan 46,074 46,174 6673 46,079 A7 284 47,592 01 85%,
Subana Cirende 27.0019 27183 27,358 E?.ﬁi-} ILTI2 27850 {1 ts4%5
Primary Aroa 182,732 193,386 194,046 194,714 195,389 186,071 0.34%
Secondary Area 208,331 209,783 211,245 212,719 214,203 215,698 0.70%
Tertiary Area 216,061 217,621 219,185 220,782 222,383 223,997 0.72%
Market Area B17,124 620,790 624,488 628,215 631,974 635,766 0.60%

Sowrce: 2000 US. Census of Population and Puerto Rico Planning Board

The headship rate or average household size was forecasted for the period 2005-
2010 according to this variable’s 1990-through-2000 trend. It is important to
consider this variable as housing demand is accounted for, at least partially, by
household generation. Population projections were divided by this rate to produce

an estimate of households present at each municipality each year.

HeadShip Rate

Household population per housing unit from [450-2000 trends.
| | 2003] 2006] 2007] 2008] 2009] 2010]
Puerto Rico 286 283 280 27 2.74 2.7

Source: 2000 U.S. Census of Population.
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Demand from New Households

Forecast population ! headship rare.

| | 2005] 2006] 2007] 2008] 2009] 2010}
Mus pziies 34,189 14,504 34,423 35,1458 13,469 15,797
Rirein 5439 5544 5,652 5,762 3,873 59R%
ks 10,356 1.3539 1. 726 10,596 s 11,3006
£ itho Rojo 17,347 17,696 18,0152 18,415 18,785 1Y, 163
Apuada 15.611 15,937 16,270 16,610 16,937 17.312
Agnadilla 23.457 23,838 24.226 24,619 25,019 25425
I sabela 16,235 16330 16,830 17135 17.446 17.763
Gudnica 7.942 074 B.209 8,345 BAR4 E.626
|ajas 9,534 0,604 9,857 141,022 10,194 10,361
Quehradillas 4,435 9,632 9,833 {11134 11,244 10463
Mocs I4,830 15,157 15,440 15,831 16,1810 16,336
Marfean 2315 2,350 2,383 2431 2458 2495
Sin German 13,261 13,444 13,628 13816 |4, UM 14,1958
Hormigueros 3 9R5 fr, 074 6. 163 6,254 6,346 i A4
Las Murias 4,122 4213 1306 440 4,494 4,397
San Sehastian 16,005 16,374 16638 16,4946 [7.240 [7.5348
Subana Grande 2435 9398 9,764 9931 10. 104 10.278

Primary Area 67,330 68,284 69,253 70,237 71,238 72,254

Secondary Area 72,779 74,074 75,391 76,732 78,087 79,487

Tertiary Area 75,480 76,841 78,228 79,641 81,080 82,545

Market Area 215,588 219,199 222,872 226,610 230,415 234,286

Sowurce: 2000 U.S. Census of Population and Puerto Rico Planning Board,

Notwithstanding. it is important to highlight that housing demand exceeds the

number of households at each municipality every year, as evidenced in U.S. Census

data. A proportion of all housing units is usually unoccupied at any given time.

These units could be for seasonal use as second homes; in ownership transition due

to sale or other real estate transaction: or not in use for other reasons. This analysis

assumes that this proportion varies from one municipality to another but remains on

average constant over time. Applying this proportion to household growth provides

an estimate of housing demand that is not generated directly from households’

primary residence needs. It is worth noting that the market area exhibits one of the

highest proportions of unoccupied housing accounted for by second homes and

other seasonal housing units.

Estudios Técnicos, Inc,
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Hnusing units excess over households

| | 2000
Mavagiies 13.3%
Rincon 32.6%
\asco 14.1%
Clibay Robjay I5.5%
Aguada 15.3%
Aguadilla 12.7%
Isabela 14. 7%
Ciudnica 21 4%
Lajas 21.5%
Quebradillas 9.8%
Mogca 12.1%
hWaricao 12.9%
San Liermin 11.9%
Hormiguerios 10.4%
Las Murins 15.7%
San Sehastian 11.4%
Sabann Grande 12.6%

Source: 2000 ULS. Census af Population.

Demand from New Households plus Intentionally Unoccupied Units

I I EI.H.JSI Im&l Iﬂﬂ?l Eﬂﬂﬂl Zﬂﬁ‘?‘l 201 UI
Mavaglces iR 7T TS 9456 5 R0 114K 10,559
Rincon 7214 7.354 TA9T 7.642 7.7491 FALE
Liaseo 11816 X025 12,238 12455 12,676 12,900
Cabay R 23497 2395 24,4513 245944 25446 23938
Aguada 18,001 18,377 18,761 19,153 19,553 19.962
Aguadilla 26,426 26,855 27,291 27,735 28185 28.643
Isahela 18,617 | 8,955 19,299 |4, 649 20,0046 20,3609
Gudnica 9,639 97949 9.963 10,129 10,297 [0, 4659
Litjus 1,587 [1.782 1,980 i2. 181 12,385 12,593
Quehradillas 1303 [L5R0 1,801 11.027 1L.257 11,493
Moca .28 16,994 17.368 17,730 18.141 8,541
Muricao 2613 2.652 2.692 2733 2774 2HIG
San Cierman 4.8 I 5,045 15.252 15462 15.674 | 5. 884
Hormigueros fy.Gl)3 6, T3 802 1,902 T.AHM T.107
Las Marias 1770 4,873 4.983 50u2 3,205 5320
san Sebastian 17.936 I8.247 18,563 |8 884 19,211 19,544
Subana Grande 10,624 1), B8 10,9494 [ 1. 184 11.277 B )

Primary Area 81,264 82444 B3,643 84,862 86,101 87,360

Secondary Area 84,270 85,768 87,294 88,846 90,427 92,035

Tertiary Area B4.382 85,904 87,455 89,034 50.643 92,282

Market Area 249916 254 117 258,392 262,743 2671M 271,677

Sowrce: 2000 U.S. Census of Population,
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Similarly, this estimate recognizes that a group of households, although occupving a
housing unit, may still be in the market for housing because the unit where they
reside at the time is not considered adequate for their current needs. Among these
households are those of empty nesters, whose children have left the home, and now
search for a smaller house; those of growing households who look for a larger unit;
and those units that due to a bad physical condition are no longer livable. The
product of that proportion of households and the number of households projected
provides an estimate of demand generated by households currently occupying

housing.

Proportion of Inadequate Housing

[Municipality | Y |
Muovagiies 4. 0%
Rincon 1.6%
Nasen 5.00%
(abho i{l.l_]ll 6, | %
Aguada 4.5%
Aguadilla 4:2%
Isabela 4.6%
Crudnica 4. 7%
lajas 4.4%
Quehradillas 32N
Moca 4.8%
Marican bt 3
San German [ R
Hormigueros 4.4%
las Marias 9 4%
San Schastian 6. %
Sabana Grande 4,095

Sowrce: 2000 ULS. Census of Populatian.
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Demand from Housing Improvement Needs

| | 2005] 2006] 2007] 2008] 2009] 201 m
Mavaglics | 6t 1580 |.5495 [ |.h2d |.634
Rincon 145 1 23 207 21 215
Aascen 517 526 53 45 535 565
Cabo Rojo 1059 |, 1181 k102 f12d L1 1164
Aguada 705 720 715 T50 T 782
Aguadilla 089 1,005 1,021 038 1.054 1.072
Izahela Tdh Tl T4 TER B2 #lh
Chuinica 70 76 383 kY 395 402
|ajas 421 428 415 442 450 457
uchradillas il a7 34 X0 127 i34
Moca 07 i3 739 755 771 THR
Maricao 135 137 1349 141 |44 146
San Germin 11 g2 wid 845 857 KOR
Hormiguenos Y R 273 i} 82 I8
Las Marias 402 411 420 430 434 Ho
San Scehastian |80 R 1.118 1.137 L15T | i
Sahana Grande 374 380 __47 _393 30047

Primary Area 3,337 3,385 3,435 3,485 3,536 3,588

Secondary Area 323 3,288 3,347 3,407 3,467 3,529

Tertiary Area 4,076 4,149 4,224 4,299 4,376 4,455

Market Area 10,644 10,823 11,005 11,191 11,380 11,572

Source: 2000 U.S. Census of Population,

The sum resulting from demand generated by household creation, units that are
intentionally unoccupied. and inadequate housing provides an aggregated estimate

of housing demand for the market area.
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Total Demand for Housing

Girowth 2000

2005 206 2007 2008 2009 2000 2000
Yo aviies i 303 Wi /TA 11 051 11,4300 1l 813 12 |94 21e35
[ e 7405 T.541 T &) T R0 Ml 2157 (RE
LLLHCIRT 12333 12552 12374 [T 13.23] 13465 2,74
i ubiv K 24 550 25 050 25,354 2ty 1A 2, 592 37127 1445
Aguaidi 18,706 14,0007 (LT 19,9403 1319 20,744 5054
Aguadilia 27415 27860 a2 28,772 29,240 2714 4,432
[sabela 19,363 19715 20072 20,437 20,807 21,185 10019
Guamca 143, (0 11,176 [0.3435 10517 14,643 10871 2022
Lajas | 2,008 12,210 (2415 12,623 12,835 13,050 2103
i uehradillas 164 | (K87 LIS 11347 11584 11,826 273
Moca 173338 17,717 1E.107 18.505 18.913 19329 3076
8 T ERETE 2,748 2789 2432 2474 2018 2062 hen
Sin Lerndn | 5,652 15 868 [GREL L 16307 16,531 16,758 2423
Hormigueros Rl | h972 7075 781 7286 7.393 b0
Lis Marias 5 e 5286 2403 5522 RS 5768 L6t
San Sehastim [@nl7 19,346 19681 20,022 20,368 20721 1039
“Sabani Girande GEL 11,158 11,381 11,577 11,777 11.9%i) 14y
Primary Area 84,601 85,829 87,078 88,347 89,637 80,948 10,852
Secondary Area 87,501 89,057 80,641 82,253 93,894 95,565 18,131
Tertiary Area 68,458 80,053 91,678 93,334 95,020 96,737 18,571
Market Area 260,560 264,940 269,287 273,934 278,551 283,250 48,554
Sowrce: 2000 ULS. Census of Population.

Supply Estimation

An estimate of housing supply for the market area starts with those housing units
accounted for by the 2000 U.S. Census of Housing data. Permits granted to housing
developments by the Regulating and Permitting Agency (ARPE, for its acronym in
Spanish) between 2000 and the present are added to that base. Notwithstanding, the
Home Builders Association and Estudios Técnicos, Inc. have found that a sizable
portion of all housing units developed or produced in Puerto Rico escape the
permitting process mandated by law. The majority of these are developed as simple
lot segregations (“lotificacion simple™ in Spanish) and/or redeveloped as
multifamily units from what previously were single family, detached homes. To
guarantee the inclusion of those units in the supply estimate, the U.S. Census of
Population and Housing housing-unit count was compared to the number of
development permits granted by ARPE. On average, existing housing units exceed

the number of units accounted for in housing development permits by roughly 83%.
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This estimate calculated the specific proportion of housing units not accounted for
by permits by dividing the housing units reported in the 2000 U.5. Census by the
number of permits granted at each municipality by that time; then. applied that
proportion to the number of permits granted for units to be built between the present

time and year 2010.

Total Housing Supply
Existing
Housing units Permits |Housing Units Total Housing
in 2000 Giranted ! Permils New Units Supply
Minagbes 349, 30 2313 1.7 INTE 3342
Rmcan 0.827 Lo 3 1.543 11.370
AT 10,723 1340 i e (1T 1129
Cahin Rjo 23,182 L3868 2 8508 32,051
Apuada 15.590 1.428 14 6,293 21.883
Aguadilla 24 882 3176 1.7 £.324 30206
Isabela 17.166 2.346 25 5982 23,148
Guamica B89 704 3 1,850 12,699
Lujas 10,947 744 2 1,543 12,4490
Quebradillis 9,095 B |4 1.240 10,335
Winea 14.253 HEY 38 393 18,246
Wlarican 2272 05 ([.3) (27 2235
San Ciermdn 14,333 "9 (S 1,345 | 568100
Hlormigueros 6,423 [.052 1 146t T.RE0
s Marfas 4,124 53 4 232 4350
San Schastiin 16,682 1,238 i 34849 20,671
Subana Grande 9,982 gi8 2 1.R37 LB
Primary Area 80,096 10,140 8.9 20,796 100,892
Secondary Area T7T.434 8,387 16.2 22,991 100,425
Tertiary Area 77,166 5471 20 14,075 91,241
Market Area 234,696 24,008 2.4 57,863 292,559

Source: 2000 U.S. Census of Population.

Getting to Housing Need

The difference between housing supply and demand constitutes actual need for
housing at each municipality and the market area. This need. in turn, can be broken
down by price range. In addition, absorption rates can be computed for each

municipality according to current market trends in every price bracket.
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Aggregated Housing Need: Excess Demand - Supply

Projected
Demand 2010 Supply Need
Mavapibes 42,1949 431,342 (1144
Hanegn 8157 11370 13.214)
LY LB 13,463 14129 (LR
Clabo Riojo 2ETET F2 A0 {4,923}
Aguada 20,744 21LRR3 {1,139)
Aguadilla 29.714 30,20 (492)
Isabeln 21,185 23148 {1,963)
Crudnaca 10,871 12,692 {1,828}
Lajas 13.050 12,440 6l
Caebradiflos 11826 3335 1491
Muoca 19,329 18246 1.0%3
Maricin 2962 2245 T
San Cermin 16758 15.6%(0 LTS
Hermlgueros 23093 T.RR9 {4496)
|as Marias A5.ThR 4,356 1.412
il Sehastiin 2721 20671 S0
Sabana Grande I {H] 11819 I61
Primary Area 90,948 100,892 (9,944)
Secondary Area 95,565 100,425 {4,860)
Tertiary Area 96,737 91,241 5,496
Market Area 283,250 292,559 (9,309)

Sowrce: Estudios Técnicos, Inc.

General Market Evaluation

According to this analysis, by 2010, Puerto Rico will have a total demand of
1.606.381 units and a housing stock (supply) of 1,601.218. This area clearly will be
in the presence of a deficit in supply of roughly 5.000, the social interest segment

being. however, the only price range not exhibiting total saturation.
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2000-2010 Projected Housing Supply by Price Range
[ Price Rangs]  <S4UK | ST0ROK | SWEI04K | SI05-124K | SIZ5- 140K | SIS0-190k | SI00-200K | =5300K |  Towml |
[T, 351 T FET 147 | i iR
Wingiwn i i i i oy i 7
o | 1 T 1 264 - 1
3 Feisji |73 % {17 =i LT |, 132 I I11& |
Ayl L a o 2120 2186 1,55} | 54 19 B23
Apzadifln 1,157 BlG 95 1,630 370 3G L] L1] 5324
Isahels I.azy | 438 q0% g 18 422 L] LR 5947
Cluanaca ] ] [¥] [¥] FASD i 1] i 1.E50
Lajas i BT4 1] 4 iT4 T i 1] 1,547
bt ps } 1340 o o 7] I m - | =an
Moca i A JHO 434 X BT 57 Tan LGS
14 £l ia) 8] (5] 151 R1] i) 2%
y Bl M R 17 1 ™ [ETLY
B42 i il i ] Il ]
b 1} 3 I& 2% K] & i 32
Sam Sebasun 2| 125 a ELE} n [ i 15A%
Sabinn Ceande TR7 il 1] 5] A i il | %37
Primary Area 1,188 2,404 1,781 2843 T4y B4 1,708 1,731 20,796
Secondary Area 3,085 3,138 1,980 4,043 T.034 2478 1,087 381 12,591
Tertiary Ares 5,182 1,340 1,134 1,683 830 1,049 494 364 14,078
Market Aroa 9,483 8882 4 BaE 8,568 11,604 8,748 3,287 TATE 5T, 883
Source: Estudios Técnicos, Inc,
2000-2010 Housing Demand by Price Range
[ Price Mange] <369k | S70-B9R | S9ILIIMK | SI05-134k | SIZS049K | SIS195k | S200299R | ~S30k | Total |
) 1,444 ity 13 |62 1/} 84 i R EL
il (%7, 5 I 10l i}
LTYILTS |, M0 b . |-4% | %K | il y 1l B P |
by Mo | K3 11+ a3 253 293 & 14% Ei 1k
AgiEnia 2.6l 131 251 125 44y En2 13 ] LiH
Aguadilla 2523 45 1% 4] Rl B3 R 137 4 832
|ty 24 427 (E4] 234 L T 1 53 4,004
Craneca |l 14t 81 | 14 128 231 35 5 F0z2
Laas 1. 1IH 114 pin] 121 112 32 38 42 1103
Cuebmdilias | %30 11z &l 157 0% R 1 2l
Mo Lak 11 Mp 114 kR PR 128 57 i
Saren 211 5 a 15 i K5 | 14 [E]
=an Cerman | 145 st [ a8 I#3 [t2 113 i L1 R k]
B SR T THATTL RES ] I 44 hil TH M7 11 i 7
Lag Mirias bl 5% | ai g 5 19 ] 1,144
Yam Selastian pa N [ | 5 o | L) Tl 4 hdd 113 £% 3
Sabima CGruude R 20K )2 §2 13 ATy L . | 1
Primiary Area 5,266 1,055 520 BA2 T80 1,005 2 232 10,852
Secondary Area 8,438 1,815 785 1,036 1,453 2,547 560 17 18,131
Tertiary Area 8913 20z7 S50 1,238 1,308 3,245 572 7 19,571
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Source: Estudios Técnicos, Inc.

When discerning between patterns in diverse regions across the Island, the picture
looks encouraging. The primary market area is in need of roughly 4,000 units
within the less than $70.000 category. The secondary market area also shows a net
need of housing of over 6,000 units. In addition. the tertiary market area does
exhibit a net need for nearly 5,000 units. Within each portion of the market area all
individual municipalities show a gross need for social interest housing ranging from

33 to 2,661, with the exception of Hormigueros and Sdbana Grande. showing an
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excess of approximately 500 and 800 units, respectively. The total demand for

social interest housing in the aggregated market area is 15,224,
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Projected Absorption

The financial feasibility of a development in the selected site in Mayagiiez is
determined by the abovementioned need for housing in the social interest housing
market within the total market area and the pent-up demand that the project could
capture from competitor regions. as well as by all related land and development

costs. The total demand estimate for this type of project is 15,224, of which the
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proposed development reasonably could capture at least 2% (the proposed 380
detached units).

The total absorption rate for this type of project in the primary area is 85 units per
month, in the secondary area is 134 units per month, and in the tertiary area is 99
units per month. These add to a total potential absorption rate (that is. all the
housing units that on average are sold at this price range in each area) of up to 317
units per month. The absorption rate at each municipality ranges from 0.7 to 55.4
units per month. The specific absorption rate at Mayagiiez is 20.7 units per month.
Given these patterns the proposed development should easily absorb 8 units per
month and sell-out completely in 16 quarters after construction. The following
chapter discusses in detail the return on investment of the project, given forecasted

market conditions.
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Final Report

5. FEASIBILITY ANALYSIS

The financial feasibility of a development in the selected site in Mayagiiez 1s

influenced by the need for housing within the region, as well as by all related land

and development costs.

51 Project Assumptions

In order to determine financial feasibility certain project characteristics had to be

assumed. For this analysis was considered a standard detached, single-family

development. If a price of $89.300 per unit is assumed, the project’s 380 units could

be sold at an average absorption rate of 8 units per month or 16 quarters. The unit

type considered for the analysis has an area of 950 square feet. In addition. the

financial costs assumed for the analysis are also typical for this type of project.

Project Highlights
Mumber of Residential Units 380
First Year of Construction 2007
Land Cost $325,000
Infrastructure Cost £1,140.000
Total Construction Space (sq. ft.) 361,000

Financial and Cost Assumptions

[Fixed Cost Paramelers (% of Hard Cosls)

Planning, engineering and design 5.0%
Legal and Appraisal Expenses 1.0%
Marketing 6.0%
Project Management 4.0%
Soft Cost {as % of hard costs).
Insurance, Prop Tax, Accounting, Miscellaneous| 2.0%
Permits and construction sales 3.6%
Indirect costs 2.0%
Contingency 7.0%
Loan assumptions
Percent of Land to be Financed B5%
Annual Interest on Construction Loan 8.0%
Annual Interast of Land Loan 8.0%
Other
Inflation in Residential Construction 4.45%
Sales Commissions (% of sales price) 2%
Income Tax Rate 3450
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5.2 Project costs

The project will cost approximately $27.3 million. of which $23.7 million cover
land and direct infrastructure and construction costs. In addition, the developer will

incur in an expense of $3.6 million in sofi costs for the project.

Project Costs
Land § 325000
Infraestructure $ 1,140,000
Unit Construction Costs
Detached Single Family % 18,992 400
Total Unit Cost (+ land) $ 20,457,400
Planning, engineering and design $ 1,006,620
Legal and Appraisal Expenses § 201,324
Marketing $ 1,207,944
Project Management $ 80529
Total Hard Costs $ 23,678,584
Soft Costs:
Insurance, Prop. Tax, Accounting, Miscellaneous §  467.072
Permits and construction sales § B40,729
Indirect costs £ 685824
Contingency $ 1634751
TOTAL $ 27,306,960

53 Cash Flow Analysis

Projected annual cash flow for the project looks promising for the developer with
earnings before interests and taxes at the end of the 16-quarters period would be
around $6.3 million (see table in the next page). The project also generates positive
cash flows to the developer after the first year on average of at least $1.5 million

annually for the same period.
5.4 Return to Investment

The project as conceptualized in this analysis would generate total revenues of
$33.6 million. The internal rate of return (IRR) for the project is 12.7 percent and a
return on investment (ROI) of 21.8 percent. All in all, the project will generate a
profit margin of 13.6 percent of all revenues derived from sales for a total profit of
$4.3 million.
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Projected Cash Flow

?___m:mq.xﬁ_dm__ﬁma Eng. Inc.

Parameters 2007 2008 2009 2010 2011 Total
'REVENUES Per Unit
Sales

Detached Single Family 589,300 $ - $ B572800|%5 8572800|% B572800| % B8572800|%5 34,291,200
Gross Revenues - 8,572 800 8.572,800 8,572 B0OO 8,572,800 34,291,200
less: sale commissions 2.0% 171,456 171,456 171,456 171,456 685 824
Total Revenues $ - $ 8401344 | § 8,401,344 | $ B401,344 | $ B 401,344 | $ 33,605376
[PROJECT COST
Land {Acquisition) Per Unit $ (325000 5 - 5 - 5 - $ - 5 (325,000)
Infrastructure $3,000 (760,000) (380,000) - - (1,140,000)
Unit Construction ($ per sq. ft) per sq. .

Detached Single Family 552 (2,374,050)| (4.748100) (47481000 (4,748,100} (2.374,050) (18,992 400)
Unit subtotal (2,374,050) (4,748,100) {4,748,100) (4,748,100) (2,374,050)] 5§ (18.992.400)
Unit Constr, & Infrastructure Costs $ (3,134.050)| $ (5.128.100)| § (4.748,100)| $ (4,748.100)| $ (2.374,050)[ 5 (20,132 400)

% Hard Costs
Planning and design 2.0% (156,703) {256,405) (237 ,405) (237 .405) (118,703) (1,006,620)
Legal expenses and appraisal 1.0% (201,324) - - - - (201.324)
Marketing 6.0% (188,043) (307,686) (284, 886) (284 ,886) (142.443) (1,207 944)
Project management 4.0% (125,362) (205,124) (189,924) (189,924) (24,962) (805,296)
Total hard cost $ (3,805,482)| $ (5897,315)| § (5460,315)| $ (5460,315)| $ (2,730,158)| $ (23,353,584)
Soft Costs: % of Hard Cos{

Insurance, Prop. Tax, Accounting,

Miscellaneous 2.0% (467 ,072) - B - - (467,072)

Permits and construction sales 3.6% (840,729) - - - - (840,729)

Indirect costs 2.0% . (171,456) (171,456) (171,456) (171,456) (685,824)

Contingency 7.0% (266,384) (412,812) {382,222) (382,222) (191,111 (1,634,751)
Total Construction Cost $ (5,704,666)| $ (6,481,583) $ (6,013,993)| § (6,013,993)| § (3,092,725)| § (27,306,960)
EARNINGS BEFORE INTEREST AND TAXES $ (5704666)| $ 1919761 | $§ 2,387,351 | § 2,387,351 | $ 5308619 |5 6,298,416
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CASH FLOW TO THE DEVELOPER

EARNINGS BEFORE INTEREST AND TAXES $ (5,704,666)| S 1,919,761 | $ 2387351 | $ 2387351 | $ 5308619 % 6,298416
Loan for land development
Land Loan Proceeds $§ 2m250| 8§ - 5 - § - 5 . $ 276,250
Interests Due and paid (21,053) {15,819) (10,236) (4,653) (116) -51.877
Principal Payments (34 895) {69,789) (69,789) {69,789) (34,895) 279,158
Net cash flow from Land Loan 3 220302 § {85,608)] § {80.025)| § (74.442)] (35011)| § (54, 785)
INTERIM CONSTRUCTION LOAN
Bank Commission -$233,536 S0 50 0 20 {233,538)
Construction Loan Proceeds 3,805 482 5,897,315 5,460 315 5,460,315 2,730,158 23,353,584
Loan Repayment -| (6.263,136)| (6.263,138)| (5.263,136)| (6.263,136)| (25.052.544)
Net cash from (to) intenim loan § 3571.946| § (365821)| § (802,821)] § (802821)) § (3532979} § (1,932 496)
NET CASH TO THE DEVELOPER $ (1,912418)| § 1468332 | § 1,504505| $ 1,510,088 | $§ 1,740,630 [$ 4,311,136
INTERNAL RATE OF RETURN [IRR) 12.56%
[COAN SCHEDULE
'LAND LOAN SCHEDULE
Beginning Balance $ 811303|$ 860737|5 581579|% 3024215 40711 |s .
Plus: Loan Proceeds 278,250 - - - - 276,250
Less: Principal Paymenis 5727 (34,895) (69,789) (69, 789) (69, 788) (34,8895) (279,158)
Final Balance Land Loan 1,052 858 790,947 511,789 232 632 5816 2,583 842
Quarterly Interest Rate 2.00% 5 (21,053)| § {15819)| § (10,238)] & (4653) § {118) (51,877)
CONSTRUCTION LOAN SCHEDULE
Initial Balance $ 4024491 | $16868693 | 515,641,378 | $§13,621.817 | $10,070,700 | 3 -
Plus: Loan Proceeds 3,805,482 5,897,315 5,460,315 5,460,315 2,730,158 23,353 584
Plus: Interest 314,026 337,374 312,828 272 436 201414 1,438,077
Less: Loan Repayment -| (6.263.136)| (6.263.136) (6.263.136)| (6.263.136)]  (25.052.544
Ending Balance § B,143998 | 516840246 | $15151.384 | 813091432 | § B,739136 | § 2

Forecasted Revenues

Sales:

Detached Single Family 34,291,200
Gross Revenues 34,291,200
Less: Sales Commissions 585,824
Total Revenues $33,605,376

Financial Assesment

Profit per Unit
Profit as % Revenue
Internal Rate of Return

Return on Investment (ROI)

$§ 11345
13.3%
12.68%
21.7%
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6. CONCLUSIONS

This analysis shows that historically privately developed social interest housing
supply has been limited both in Puerto Rico as in this region. This fact on itself
constitutes a great opportunity for the developer of the proposed project. The stock
of housing within the less than $90.000 bracket that have entered the region’s
market in the last few years amounts to almost 700 units; however, this has not been
enough to meet existing demand, thus creating a need for this type of housing that

exceeds 15.000 units.

In addition, social interest housing both in Puerto Rico and the region tends to
exhibit higher absorption rates than market-priced units, mainly due to pent-up
demand, that is need that has gone unattended for a long period of time. Absorption
for social interest housing during the last vear has varied from 1 to 17 units per
month, with an average of roughly 8.0 units per month. With this absorption rate

the project should sell completely in no more than 16 quarters.

This project assessed the feasibility of a project of 380 single-family detached units
of 950 s.f. in lots of 350 s.m. in Barrio Quebrada Grande. Mayagiiez. This project
will cost approximately $27.3 million, of which $23.7 million cover land and direct
infrastructure and construction costs. In addition. the developer will incur in an

expense of $3.6 million in soft costs for the project.

Projected annual cash flow for the project looks promising for the developer with
garnings before interests and taxes at the end of the 16-quarters period would be
around $6.3 million. The project also generates positive cash flows to the developer

after the first year on average of at least $1.5 million annually for the same period.

The project also would generate total revenues of $33.6 million. The internal rate of
return (IRR) for the project 15 12.7 percent and a return on investment (ROI) of 21.8
percent. All in all, the project will generate a profit margin of 13.6 percent of all

revenues derived from sales for a total profit of $4.3 million.
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It is important to realize that these results are highly dependent not only on selling
price per square foot but also on the expected absorption rate for this type of
development. As a matter of fact, the absorption rate could increase through
agressive advertisement within and beyond the market area as here defined.
Notwithstanding, the proposed project seems financially feasible under the existing

market conditions and development trends.
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