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The first autumn leaves float over a 
gentle waterfall on Boykin Creek in the 
Angelina National Forest, East Texas.  
Photographer Laurence Parent

Seniors Go Back to School by Jennifer S. Cowley 
Some universities are partnering with developers to build seniors 
housing on or near campuses, to the benefit of all involved.  

Changing Spaces by Jennifer S. Cowley & Steve R. Spillette 
The increasing popularity of "flex" office space is one reason 
parking ratios for commercial properties are changing.  

Rural Land Outlook by Charles E. Gilliland 
The downside risk investors faced in the 1980s appears unlikely.

10 Public Art in Private Places by Jennifer S. Cowley 
Self-expression is the name of the game in Amarillo, where 
"yard art" achieves a whole new level.  

12 Highways and Buy-ways byHaroldD. Hunt 
Texas' highway system is desperately in need of an infusion of 
cold, hard cash. A constitutional amendment on the November 
ballot proposes new sources of funding.  

14 Alliance byHaroldD. Hunt 
This business park attracts tenants by offering a combination of 
modern infrastructure, economic incentives and an array of service
oriented business "partners" to help large firms compete globally.  

17 Cost of Doing Business by Jennifer S. Cowley & Barrett 0. Kirk 
When price tags are compared, four Texas border cities prove 
more economical than their counterparts across the state line.  

19 The Long View of Longview by Jennifer S. Cowley 
Dollar for dollar, Longview is a bargain for businesses. At the 
heart of the Texas lake country, this East Texas town is a 
growing manufacturing and distribution center.  

20 Texas' Franchise Tax by Jerrold J. Stern 
Here's everything you should know about the franchise tax but 
didn't know how to ask.  

21 Winter Texans by Jennifer S. Cowley 
If you've noticed southbound streams of silver-haired drivers 
pulling Airstream trailers and wondered why they're here and 
where they come from, here's the scoop.  

22 New Law Reduces Taxes by Jerrold J. Stern 
The Economic Growth and Tax Relief Reconciliation Act of 
2001 lowers income tax rates, phases out the estate tax and 
raises IRA contribution limits.  

23 Black Mold and Mildew and Spores, Oh My! by judon Fambrough 
Black mold is big news these days. Beyond the media hype, 
here's what homeowners should know.  

24 Letter of the Law by Judon Fambrough 
Ordinary Wear and Tear . . . The Perils of Deer-Proof Fencing . . .  
Drilling for Minerals
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Amanda Barton, Granbury 
Granbury Rodeo 

Shawn Lively, Austin 
Grandpa's Hat 

Ruth Davis, Palestine 
Kids and Trains 

Acres

Great Texas Photo
Winners

2nd Place, At Work and Play 1 

Hats off to the winners of the Great 2"' 

Texas Photo Shoot-Out! First-place win- 3rd 

ners will receive an assortment of the 
center's best-selling publications and Green 
videos. Several winning shots are shown Gt 
here. Many others will appear in the 
Center's 2002 Great Texas Photo Shoot
Out Calendar, which will be available in 2" 
December. We'd like to use them all, but 3 cc 
there aren't enough months in the year! 

Architectural Oddities (more
1 Vicki Gadberry, Fort Davis 

Movie Set for Streets of Laredo 
2 nd Amanda Barton, Granbury 

Glen Rose Gas Station 
3 rd Vicki Gadberry, Fort Davis 

Presbyterian Church 

Signs of the Times 
1 Bobby Rose, Rowlett 

No Signs Sign 
2 "d Amanda Barton, Granbury 

Drive-in 
3d Barbara Folks, San Antonio 

San Antonio Stock Yards 

Texas Bloomers 
1" Frank Randolph, Junction 

Old Spanish Trail 
2" Janis Keene, Austin 

Wildseed Farm, Johnson City 

Don't Fence Me In 
1' Scott Blair, Navasota 

Foggy Morning 
2" Carlton Wade, Austin 

Afternoon Rainbow 

Older Than Dirt 
1 S Vicki Gadberry, Fort Davis 

Along the Mission

The Texas Real Estate Confidence 
Index (TRECI) is now ten quarters old.  
The quarterly survey of real estate in
dustry segments provides the real estate 
community with guidance about what 
might be expected in the coming quarter.  

Expert panelists from different areas 
of the industry complete a survey made 
up of six questions. Responses are used 
to calculate the overall TRECI, and sepa
rate TRECI numbers are compiled for 
each segment. A TRECI of .50 is consid
ered neutral; less than .50 is negative, 
and more than .50 is positive. The closer 
the index is to zero, the more negative 
the outlook; the closer it is to one, the 
more positive the outlook.

Shoo4 t, 1-Ou~t 

r'

Carmela Garcia, Premont F 
Brothers Fishing 

Amanda Barton, Granbury o' 
Cute Pigs in Glen Rose 

David Davies, Montgomeryt 
Rancho Fino 

photos on p. 27) 1 st Place, Weather or Not

The graph shows the history of the 
overall TRECI and of four panel seg
ments - commercial and residential 
Realtors, home builders and mortgage 
lenders. A fifth panel made up of com
mercial lenders has been added and will 
be included when several quarters of 
results have been accumulated.  

The overall TRECI for the third quar
ter remained positive at .62. Although 
the overall TRECI was down .04 from 
the second quarter, it was up .03 from 
the same period last year. In light of the 
numerous negative reports about the 
national economy published last sum
mer, TRECI was expected to drop pre
cipitously in the third quarter. With few

(Benchmarks continued on p. 27)

Texas Real Estate Markets 
Elected to 

Remain Strong 
By James H. Leigh
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Some affluent baby 

boomers are returning 

to their alma maters, 
and not just because 

they are nice places to 
visit. These retirees 

want to live there.  
2

n iversities and colleges are increasingly attracting 
retirement communities because of the cultural and 
educational opportunities they offer. Many such uni

versities are located in smaller towns and cities that appeal to 
seniors looking for a slower-paced lifestyle. What's in it for the 
universities? Having seniors living close to or even on campus 
and joining in campus activities increases the chance they will 
donate to the university.  

Universities have become involved in the development of 
seniors housing in a number of ways. Some alumni associations 
or foundations ask developers to build a seniors housing 
project. Alumni associations may offer their alumni lists for 
marketing seniors' developments. Other universities allow 
projects to be built on university property. Others donate 
land, provide a lease or sell land to developers.  

Once a project is completed, universities generally inte
grate residents into campus life by allowing them to take 
classes, use university facilities, do volunteer work or partici
pate in geriatric programs. Ithaca College built a Gerontology 
Institute inside a seniors housing facility.  

A 1994 book, University-Linked Retirement Communi
ties: Student Visions of Eldercare by Leon Pastalan and 
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Alabama 
Arizona 
California 
Connecticut 
Indiana 
Iowa 
Louisiana 
Massachusetts 

Michigan 
New Hampshire 
New Jersey 
New York 

North Carolina 

Ohio 

Pennsylvania 

Virginia 

Washington 
Canada

University of Alabama 
University of Arizona 
Stanford University 
University of Connecticut 
Indiana University 
Iowa State University 
Louisiana State University 
Babson College 
Lasell College 
University of Michigan 
Dartmouth University 
Princeton University 
Cornell University 
Ithaca College 
Appalachian State University 
Duke University 
Oberlin College 
Ohio Wesleyan 
Lehigh University 
Pennsylvania State University 
Swarthmore College 
University of Virginia 
Washington and Lee 
University of Washington 
University of Guelph

Sources: University-Linked Retirement Communities 
and Real Estate Center at Texas A&M University.  

Benjamin Schwarz, lists almost 100 university-affili
ated seniors housing communities throughout the 
United States. Texas is notably absent from the list, 
signaling an opportunity for Texas developers and 
universities alike.  

These facilities are developed by various groups 
including private developers, corporations and 
nonprofits. The nonprofit Kendal Corporation has 
developed four continuing care facilities close to 
university campuses. Marriott Senior Living Ser
vices division has been building seniors housing 
projects for years and has projects throughout the 
United States.

Representative Universities 
With Affiliated Seniors Housing

Kendal at Oberlin Pricing 

Apartment Entrance Fee Entrance Fee Monthly Rent Monthly Rent 
Style One Resident Two Residents One Resident Two Residents 

Studio $66,950 N/A $1,630 N/A 
One-bedroom $115,875-$1 84,400 $136,000-$205,000 $1,860-$2,320 $2,865-$3,320 
Two-bedroom $184,400-$ 229,700 $205,000-$250,000 $2,600-$3,020 $3,600-$4,025 

Source: Kendal at Oberlin

The Quadrangle near Pennsylvania 
State and The Colonnades at the Univer
sity of Virginia are two Marriott develop
ments. The Kendal at Lexington in Lex
ington, Virginia, University Commons at 
the University of Michigan and Univer
sity of Arizona-affiliated Academy Vil
lage at Rocking K Ranch in Tucson, Ari
zona, all opened in 2000.  

Most university-affiliated seniors hous
ing developments lease units, an arrange
ment in which residents pay a one-time 
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MOST UNIVERSITY-AFFILIATED 
housing developments give 
residents an opportunity to 
participate in campus life by taking 
classes, teaching or attending 
sporting and cultural events.

The Colonnades Pricing - Monthly Rates 

Monthly Fee* Monthly Fee** Monthly Fee*** 
Style No Endowment Modified Endowment Standard Endowment 

One-bedroom Apt. $2,237-$2,979 $1,802-$2,438 $1,484-$2,01 4 
Two-bedroom Apt. 3,466-4,070 2,650-3,286 2,120-2,544 
Two-bedroom Cottage 4,017-4,335 3,180-3,498 2,438-2,650 

*For a second person add $710 for an apartment and $647 for a cottage 
*For a second person add $636 for an apartment and $578 for a cottage 

*** For a second person add $562 for an apartment and $509 for a cottage 
Source: The Colonnades 

3

entrance fee or endowment as well as monthly rent. The 
entrance fee or endowment is generally partially refundable if 
the resident leaves the facility. At The Colonnades, residents can 
choose to pay the standard endowment or a modified endow
ment that allows them to pay less money up front in return for 
higher monthly fees. Facilities offering units for sale usually 
require residents to pay the purchase price and then a monthly 
fee.  

Ohio's Oberlin College provided its former student market
ing list to the Kendal at Oberlin, which is less than a mile from 
the campus. Opened in 1993, it has 192 independent living units, 
42 nursing units and 24 assisted-living units. A not-for-profit 
organization owns and operates the facility. About 40 percent of 
residents are alumni or retired staff from the university. Oberlin 
College and its Conservatory of Music offer Kendal residents 
concerts, lectures and classes for free.  

At the University of Virginia, The Colonnades, which opened 
in 1991, includes 180 independent apartments, 40 independent 
cottages, 44 assisted-living units and 54 skilled care nursing beds.  
The university contributed the land through a ground lease, put 
its name on the project, provided alumni lists for marketing



Academy Village Pricing 

Purchase Monthly 
Unit Style Price Fee* 

One-bedroom Townhome $148,425 $535 
Two-bedroom Townhouse $171,095-$191,775 $535 
Two-bedroom Home $205,810-$241,840 $535 
Three-bedroom Home $279,195-$318,335 $535 

* Add $75 for a second person 
Source: Academy Village 

purposes and offers classes at The Colonnades for residents.  
Sixty percent of residents are alumni or retired staff.  

he University of Arizona provided its alumni list to 
recruit retirees for Academy Village at Rocking K Ranch, 
and gives residents privileges similar to those of retired 

university faculty. Some residents teach at the university. The 
university does not have an investment or ownership interest 
in the academy, but village residents have access to the 

University Commons Pricing 

Unit Style Purchase Price Monthly Fee 

Condominium $266,770-$511,760 $398-$625 
Townhome 325,380-501,950 507-604 
Villa 549,000-609,000 685 

Source: University Commons 

university library, computers and discounts on books and uni
versity events.  

The Village is part of a 3,000-acre, master-planned residential 
and resort community bordering 67,000 acres of the Saguaro 
National Park. The retirement community is 40 minutes from 
campus.  

Townhomes at the Village range from 934 to 1,443 square feet; 
homes contain 1,314 to 2,233 square feet. Fifty-nine lots were 
included in the first phase. The facility does not provide medical 
facilities like many other seniors facilities, although an assisted
living facility is planned.  

University Commons, affiliated with the University of Michi
gan, has 92 condominiums owned by residents. The university 

The Colonnades Pricing - Entrance Fees 

Entrance Fee* Entrance Fee** 
Unit Style Modified Standard 

Endowment Endowment 

One-bedroom Apt. $65,561-$89,952 $131,111-$179,935 
Two-bedroom Apt. $106,011-$128,324 211,989-256,647 
Two-bedroom Cottage $139,326-$149,767 278,621-299,545 

*For a second person add $5,586 
** For a second person add $8,374 
Source: The Colonnades 

provided off-campus land across from the university for the 
facility. The community was designed for current or former 
University of Michigan faculty, staff and alumni age 55 or older.  

Many universities have strong ties with their alumni and are 
able to attract retirees back to the area by developing university
affiliated seniors housing. As baby boomers age, the demand for 
this type of facility is expected to increase. No such facility 
currently exists in Texas, but that is likely to change in the not
so-distant future. 

Dr. Cowley (cowley.1 1@osu.edu) is a former assistant research scientist with 
the Real Estate Center at Texas A&M University.  

4

Chang9ing9 
Spaces: 

NeW T rends 

in Parking 
By Jermiter S. Cowley arid Stove R. Sqi oI en

TIERRA GRANDE



Ever since the automobile became the dominant form of 
personal transportation, parking has been among the most 
scrutinized features of commercial real estate properties.  

Plentiful on-site parking attracts new tenants and keeps existing 
tenants happy. Conversely, the lack of adequate, convenient 
parking can spell doom for a business. While this fundamental 
truth still holds, trends in commercial parking have been chang
ing since the mid-1990s for a number of reasons.  

The standard ratio for suburban office properties built in the 
1970s and 1980s was three to 3.3 spaces per 1,000 square feet of 
leasable area. Central business district property was too expen
sive to justify providing such generous ratios, so landlord
provided parking often had ratios of less than two spaces per 
1,000 square feet.  

Today interior office layouts have been changing to accom
modate increasing numbers of employees in limited space. This, 
along with changes in municipal codes and new transportation 
alternatives, is affecting the quantity, type and cost of parking 
provided at individual office properties. In spite of increased 
costs for parking, many building owners and developers are 
finding it necessary :o purchase, add on or build more parking 
spaces to stay competitive.  

Flex Space and Rising Worker Densities 
Most office markets report a growing demand for flex space, 

which is characterized by rectangular, low-rise buildings, usu
ally no more than three stories, with 20,OOC to 25,000 square feet 
of space. Interior construction makes them suitable for a variety 
of uses (hence the "flexible" label), including research and devel
opment, warehouse, showroom, call center and office. Most flex 
properties are in recently developed suburban areas.  
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Flex office layouts generally feature few ceiling-to-floor walls 
and offices. Instead, most space is used for modular arrangements 
of partitions and cubicles. This type of layout is favored by high
tech and creative services firms and accommodates a higher 
density of workers than traditional office buildings. Conse
quently, more on-site parking is needed.  

Flex Office Parking Ratios 
The north Dallas area, particularly Richardson and Plano, has 

had considerable low- to mid-rise flex office development re
lated to growth in the telecommunications industry since the 
mid-1990s. Cisco Systems' new corporate campus at Highway 
190 and Jupiter Road in Richardson will have surface lots for as 
many as 5,000 workers.  

Randy Garrett with NAI Stoneleigh Huff Brous McDowell in 
Dallas and Susan Arledge with Arledge-Power Real Estate Group 
in Dallas say such flex buildings are developed with parking 
ratios of at least five spaces per 1,000 square feet of leased area, 
although some tenants require six. Chris Perry of Trammell 
Crow in Austin reports similar parking ratios for Austin flex 
office developments.  

Municipal codes usually do not address flex office properties.  
The exception is Plano, where research-technology center zon
ing requires flex buildings to provide parking that represents 75 
percent of the regular office ratio applied to the entire square 
footage of the building, whether or not the entire building is in 
use.  

New High-rise Office Properties 
High-rise developers are responding to tenant demands and 

building parking structures with parking ratios higher than the 
traditional three spaces per 1,000 square feet. One such project, 
the Chase International Plaza (pictured at left) on the Dallas 
North Tollway at Spring Valley Road, will consist of 1.1 million 
square feet of Class A space, sharing a garage with a parking ratio 
of 4.5 spaces per 1,000 square feet.  

Even in downtown areas, high-rises usually offer new or 
improved parking structures. For example, TPMC is planning a 
550-space garage in downtown Dallas to serve two properties, 
Main Tower and Center City Plaza. In downtown Houston, 
Wedge Commercial Properties Corp. purchased an 1,100-space 
garage in anticipation of constructing a 30-story office tower 
across the street. The purchase allowed Wedge to change its 
development plans for the office tower from ten levels of parking 
to just four or five.  

Also in downtown Houston, Hines is building a 32-story office 
tower with seven levels of parking totaling 900 spaces. Based on 
the 26 floors of office space in the tower with about 26,500 feet 
per floor, the parking ratio is estimated to be 1.4 spaces per 1,000 
square feet.  

Older Office Properties 
The trend toward higher parking ratios is having a negative 

effect on the competitiveness of older office properties. Tenants 
who will accept lower parking ratios tend to be limited to small, 
high-end, service firms such as legal and accounting firms plus 
certain high-profile corporate headquarters. Arledge reports 
that she is no longer seeing "three per 1,000" tenants.  

Edwin Murphy of Century Development in Houston states 
that properties without adequate parking cannot compete and 
consequently suffer lower rental rates and higher chronic va
cancy, unless alternative off-site parking services can be ac
quired to meet tenant demand. Class A properties in suburban 
locations built in the 1970s and 1980s are perhaps at greatest 
risk. These buildings were usually constructed with surface 
parking ratios of three spaces per 1,000 square feet. Tens of 
millions of square feet of such space was built in the Houston and 
Dallas metropolitan areas alone.  

Garrett and Arledge both believe that parking is the primary 
reason numerous suburban office properties have become 
uncompetitive in the last five years. Arledge reports that many 
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1970s and 1980s properties have become obsolete. Empirical 
evidence appears to agree: office properties along 1-635 (LBJ 
Freeway) in North Dallas, most of which were built in the 1970s 
and 1980s, have lost tenants since 1999, despite the area's 
booming economy. In 2000, multitenant office properties in the 
LBJ Freeway area showed negative absorption of 24,372 square 
feet, according to Kennedy-Wilson Property Services.  

Downtown Dallas, which suffers competitively because of 
parking issues in spite of available transit service, saw negative 
absorption of 41,436 square feet. Real estate professionals report 
that tenants are leaving these older buildings and moving to 
newer buildings with higher parking ratios in nearby areas such 
as Richardson and Plano.  

Parking-poor office properties have limited options for re
gaining competitiveness. Surface parking can be provided if 
adjacent vacant or underdeveloped land is available at a reason
able price. Most garages have excess structural capacity, accord
ing to Murphy, and can add one or two levels. Existing spaces can 
be restriped for smaller cars, although trends show that car sizes 
have increased in recent years. The final determination is usually 
based on financial viability - whether the additional invest
ment in parking will provide an adequate return because of 
better marketability.  

Financial Considerations 
Most businesses want to minimize real estate expenses, and 

the cost of building or leasing structured parking in addition to 
base rent can be prohibitive. According to Garrett, high-rise 
districts such as downtown Dallas and Las Colinas are leasing 
space for $22 to $26 per square foot without parking. By compari
son, flex space in newer suburbs is leasing for $19 to $21, parking 
included.  

The additional cost of parking in high-density areas is signifi
cant. Both Garrett and Arledge report that structured parking 
costs from $40 to $220 per month per space in downtown, 
uptown and other high-density commercial areas of Dallas.  
According to Perry, offsite parking in Austin's central business 
district runs $110 to $125 per unreserved space per month and

Properties without 
adequate parking are less 

. .$ 
competitive, suffering 
lower rental rates and 

higher chronic vacancy.

$150 to $175 per reserved space. In downtown Houston, office 
occupancies have increased dramatically since the mid-1990s, 
and parking charges have followed suit.  

According to a February 2, 2000, article in the Houston 
Chronicle, the average cost for a reserved space in that city is 
$190 per month, with spaces in well-located, highly amenitized 
garages fetching $400 or more per month. Unreserved spaces 
averaged $124 per month, with low-end spaces available for $50 
to $100 per month.  

Companies that cannot afford garage parking sometimes offer 
covered parking. This sought-after amenity is still pricey, run
ning an extra $15 to $45 per space per month.  

Municipal Codes and Public Transit Most major Texas cities have fairly restrictive munici
pal parking codes requiring a minimum of 2.5 to four 
spaces per 1,000 square feet of on-site parking for office 

uses (see table).  
Most large cities have special codes for downtown areas that 

allow much lower ratios, or in some cases, none at all. Pleasing 
new tenants, many of whom require ratios exceeding four spaces 
per 1,000 square feet, proves more difficult for many developers 
than meeting municipal parking codes.  

Another influence on parking demand is public transit service.  
Real estate professionals report that large-scale commuter tran
sit service, such as Dallas' light rail and Houston's park-and-ride 
service, helps reduce pressure for higher ratios, although the 
extent of the impact is debatable. Such transit service generally 
focuses on downtown areas, however, and the limited service 
available in suburban areas is generally thought to have no effect 
on parking ratios required by tenants.  

For more information on parking standards, see Center tech
nicalreport No. 1516, The Role of Parking in Texas' Commercial 
Real Estate. 4 

Dr. Cowley (cowley. 11 @osu.edu) is aformer assistant research scientist with 
the Real Estate Center at Texas A&M University. Spillette is former graduate 
research assistant with the Center.

Amarillo 25 
Arlington 4.0 
Austin 3.3 
Dallas 3.0 
El Paso 2.5 
Fort Worth 2.5-3.3 
Galveston 2.0 
Houston 2.5-2.8 
Plano 2.5-3.3 
San Antonio 3.3 

Sources: City planning departments
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By Charles E. Gilliland and M.A. Anari

Buoyed by strong demand from recreational and residential 
users, Texas rural land markets marked the seventh straight 
year of recovery in 2000. Propelled by rising income levels, 

land price trends acceler
ated upward to levels last Graph 1. T 
seen in the first half of the Weighted Me 1980s (see Graph 1).  

After adjusting for infla
tion, the real price of an 850 
acre of Texas land exceeded 
the 1987 price level, and 750 
nothing short of prolonged 
recession in the general 650 
economy threatens to de
rail this progress. In fact, 550
the latest inflation-adjusted 5 
price falls well short of the 4 Mai 
1984 peak, suggesting that 450 
markets may support con
tinuing price increases as 350 
willing buyers scramble to 
purchase increasingly 250
scarce rural properties.  

The market seems poised 1 50 
to welcome back invest
ment buyers who aban
doned land after the 1986- 50 
87 price collapse. With the \o e 
exception of some devel- Nc N \ N 
opment tracts near grow- Source: Real Estate Center At Texas A&M Ur 
ing cities, investors have
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generally focused on nonland investments since that time. The 
continuing price recovery may lead investors to view land as an 
attractive option once more, which would further strengthen 

land prices.  

as Rural Land Asnominallandprices 

n Price Per Acre approach heady 1980s 
levels, however, some 
observers worry that the 
market cannot sustain 
further improvement. In
vestors should consider 
the economic elements 
driving current land 
markets. These include 
an expanding popula
tion, job growth and 
higher incomes. Adjust
ing for changes in pur
chasing power reveals 
that the 2000 real price 
of $193 per acre falls 
short of the 35-year av
erage of $200 per acre 
ending in 2000. An in
creasing appetite for 
land driven by higher 
personal incomes, com

(9 o o~ o bined with historically 
low real prices creates 

sity the potential for higher 
prices.  
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MANY RANCH 
OWNERS are 

splitting their large 
properties into 

smaller parcels to 
maximize return.

Investment Returns on Texas Land 
Graph 2 shows the investment yields for short-term (three

year), middle-term (five-year) and long-term (ten-year) holding 
periods in Texas rural land as measured by the weighted median 
price per acre. The gains shown reflect the annual compound rate 
of growth in land prices after deducting for inflation using the 
implicit price deflator for gross domestic product.  

The yields do not include returns from agricultural or recre
ational activities nor do they reflect sales expenses or taxes. A 
positive return indicates that the rate of increase in land value 
exceeded the rate of inflation. The year on the graph is the year 
of acquisition.  

Because of the long period of negative returns during the 1980s 
and early 1990s, the short-term (average 0.6 percent) and middle
term (average 0.3 percent) investment strategies produced 

Graph 2. Net of Inflation Capital Gain 
Texas Rural Land 

12 - 3-Year Investmen 
-5-Year Investmen 

-1 0-Year Investme 
7 - Zero 

2 

--3 

-8

-13 

-18 III 1 1 1 1 
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Year Acquired 
Source: Real Estate Center at Texas A&M University 
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average yields barely ex
ceeding inflation. The 
long-term strategy (aver
age -0.6 percent) failed to 
outpace inflation. The land 
market offered opportuni
ties for substantial real 
gains, depending on timing 
of purchase and sale.  

The largest gains antici
pated the rapid growth in 
land prices in the mid
1970s, early 1980s and 
1990s. Land prices in each 
of these periods reflected 
times of prosperity driven 
by increasing incomes and 
a growing population. In 
the mid-1970s, land prices 
were fueled by the energy 
boom and strong agricul
tural profits.  

During the early 1980s, 
energy prices poured pur

chasing power into the economy. In the 1990s, land prices 
became less dependent on the fortunes of agriculture and energy, 
as general prosperity sparked an influx of nontraditional buyers 
to the Texas land market. The record-setting economic expan
sion of the 1990s may be drawing to a close or may simply be in 
a lull.  

Market Projections 
n recent years, land market observers noted numerous pur
chases supported by stock market profits and made by benefi
ciaries of the booming high-tech sector. Now that the 

frenzied high-tech run-up has cooled, these observers anticipate 
a slackening in demand. Recent purchasers who depend on stock 
market profits for payments may be forced to liquidate land 
assets.  

Small business owners also have con
tributed to demand in recent years, financ

Returns ing their purchases with 1990s profits.  
These business-owner purchasers continue 
to drive land markets in many locations, 
but they are much more careful in negoti
ating than buyers in the recent past. Avail

t able evidence does not indicate a rush to 
t sell. In fact, purchasers still must search to 
nt find good quality land. In addition, the 

terrorist attacks on the United States have 
created a climate of fear and uncertainty.  

These factors paint a complex picture 
for short-term land price prospects. Re
moved from any urban influences, agricul
tural cropland likely faces several difficult 
years ahead. Experts predict farm profit
ability will languish for several more years.  

Contrarians may see that as a signal to 
purchase cropland in anticipation of higher 
prices ahead for the middle-term or long
term investor. However, any short-term 
investment will likely fail to post the 
returns investors seek. The short-term 
prospects for rangeland, the kind favored 
by recreational buyers, are clouded by the 

F F F i uncertainty of the nonagricultural 
os ~ economy. However, short- and middle

term land investing has been profitable in 
recent years.  

The prevalence of nonagricultural buy
ers illustrates the nature of current Texas 
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rural land markets. As the state has 
become more urbanized, factors driv
ing land markets have shifted to aes
thetic appeal, recreational potential, C continue 
development potential and water 
rights. The current market depends ard pa 
greatly on nonfarm economic prosper
ity, and future markets likely will con
tinue that trend.  

The resolution of these stock mar
ket, high-tech industry and terrorist
assault-driven influences on land mar- resort 
kets depends on the direction of the 
general economy. If prosperity returns 
in 2002, land markets should continue increase 
to prosper.  

Population growth typically brings 
increasing incomes and a desire for land causing 
that leads to growing numbers of non
traditional landowners, altering the 
cultural makeup of the countryside. These trends have increas
ingly translated into efforts to control perceived threats to 
wildlife habitat and the environment. Such efforts inevitably 
impact landowners and land-use decisions.  

Fragmentation and Regulation 
ecause more people can afford to bid on smaller tracts, 
market pressures favor land ownership fragmentation.  
Owners, seeking to maximize their return, frequently 

split larger ranches into smaller properties to appeal to a broader 
market. New buyers often favor highly improved tracts. There
fore, although they buy unimproved land, they frequently erect 
large homes and surround their properties with deer-proof 
fences (see related article, p. 25).  

Fragmentation of ownership creates a number of undesired 
effects. It often interferes with wildlife migration patterns, and 
it brings traffic and other urban prob
lems to the countryside. Continued 
building and paving can strain water 
resources and increase rainfall run
off, causing flooding where it had 
not previously occurred. In addi
tion, urban buyers frequently have 
no experience with the special chal
lenges of country living, including 
managing wildlife, maintaining 
healthy septic systems and dispos
ing of household trash. Some of these 
problems have prompted legal or 
legislative action.  

In some areas over the Edwards 
Aquifer, regulations designed to pro
tect aquifer recharge prohibit resi
dential construction on sites smaller 
than five acres. The 1999 Texas Leg
islature gave counties the authority 
to require a developer to obtain a 
certificate stating that the property 
can generate sufficient supplies of groundwater when the devel
opment is completely built out.  

These kinds of regulations address problems emerging as 
increasing numbers of people buy land in the countryside. The 
expanding rural population may lead county officials to seek 
ordinance-making authority. Additionally, Texans may press 
the legislature to enact statewide solutions to these problems.  
Regulatory measures tend to inhibit development and could 
affect investment return on land ownership.  

Conservation Influences 
Conservation easements, which preserve habitat and the rural 

landscape, prohibit conversion of land from its current agricul
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runoff, 

flooding.  
Long-term investors

tural use to other uses. A landowner 
may grant an easement to a qualified 
entity, such as a land trust, and receive 
tax credits in exchange. The trust as
sumes a duty to ensure that manage
ment decisions do not alter the charac
ter of the land. Building is frequently 
controlled or prohibited.  

The long-term effect of an easement 
remains enigmatic. Prohibiting devel
opment means the property will never 
move to a more intensive use. This 
leads many to expect a decline in value.  
As time passes and fewer large proper
ties survive development pressures, 
however, the development ban may 
enhance value as more people vie to 
own attractive landscape.  

In the long run, population growth is 
expected to push up Texas land prices.  

may find it profitable to include land in
their portfolios. However, they should anticipate increasing 
governmental oversight and conflicts arising from population 
pressures. Investors would do well to seek properties in locations 
where conflicts are well on their way to resolution or where there 
are limited chances of future confrontations.  

Texas has embarked on an ambitious water planning program 
designed to secure adequate supplies through 2050. The first 
stages of the program have resulted in some sales of water and 
water rights. Not surprisingly, water rights have now acquired 
an economic importance of their own. Investors should carefully 
consider the water rights associated with land. As policy evolves, 
water rights could become more valuable than the land itself.  

For the foreseeable future, the type of downside risk investors 
encountered in the 1980s appears to be unlikely. Short-term and 
middle-term investors are likely to see a slowing from the 

URBAN 
DWELLERS 

continue to seek 
picturesque, 
peaceful rural 
properties for 
weekend 
getaways.  

frenzied activity of the past few years with the potential for some 
weakening if the terrorist attacks inflict continuing uncertainty 
and economic erosion in the year ahead.  

If the slowdown in the general economy turns the corner next 
year, markets should resume their upward march. Barring a 
prolonged recession, long-term land investments appear to be 
headed into the profitable range for some time to come. Some 
investors with long-term planning horizons may find that con
ditions are ripe for a return to the land market. 4 

Dr. Gilliland (c-gilliland@tamu.edu) and Dr. Anari (m-anari@cgsb.tamu.  
edu) are research economists with the Real Estate Center at Texas A&M 
University.  
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ard art has long been a popular form of 
expression. From the now-classic pink 7 flamingos to stone figurines to a high 

school football player sign in the neighbor's yard, yard 
art personalizes properties. For the past decade, Ama
rillo has been home to a unique style of yard art.  

Stanley Marsh 3 (he's the third Stanley Marsh but 
deems "III" pretentious), creator of Cadillac Ranch (see 
photo, top right) has placed more than 5,000 yard signs 

throughout the Amarillo area. The signs, which 
resemble road signs, are on private property and 

vary from simple messages to replicas of fa
mous paintings. Marsh's ranch was the site of 

the first sign - "Road Does Not End." 
Another early sign was a picture of 
Marilyn Monroe; it is on Monroe Street.  

Signs can be found at homes in all 
price ranges as well as in store parking lots 

and on vacant land. When property owners 
with signs were asked why they wanted the 

signs, most responded that they thought they 
were fun and helped personalize their properties.  

An art teacher has a sign in her yard that says "ART's 
exhalted character clears my brain." A former 

marine feels his sign says it all for him - "No 
Dishonor Before Death Semper Fi." 

To request a sign, property owners sim
ply had to call Marsh's office. He then 

arranged for one to be placed on the 
v 'property for free. If a person decides 

they no longer want a sign in their 
yard, they can remove it or have Marsh 

x ~remove the sign at no cost.  
When asked how the sign idea got started, 

Marsh responded, "I'm an artist; I like to make 
things . .. it was just fun to make them." 
Marsh promotes noncommercial, nonadvertising 
art. He created the Dynamite Museum, a group of 

artists who came up with the sign content.  
I These artists pulled ideas from books, televi

sion and their own imaginations.  
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Reaction 
to the signs has 

been varied. One resi
dent who has a sign com

mented, Ours is a conservative 
Republican city that tends toward be

ing overly conventional, consumption-ori
ented and alas, lacking in local color. Stanley's signs contribute 
just the right touch of amusing eccentricity to the place." 

Another resident said, "the money that has been spent should 
have gone for something to benefit the community, like an 
activity center for underprivileged children." 

While some residents say the signs are fun and entertaining to 
read, others call them an eyesore.  

Wes Ninemire of Courtesy Sign Company printed about half 
the signs. He says 
that about half of the 
comments he re
ceives are positive 
and half negative. He 
thinks the signs "are 
unique and are a con
versation starter.' 

The Real Estate 
Center at Texas 
A&M University 
surveyed 210 local 
real estate licensees 
to determine their 
opinions about the 
signs. Responses 
numbered 108. Two 
survey respondents 
said that they have 
signs in their yards; 
one said his 13-year
old son called Marsh 
to request the sign.  

Fifty-seven per
cent of responding 

- .' 

OO 2 
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licenses believe the signs 
decrease the value of -
property. One ap
praiser said he had 5* 
not seen any 
change in the am U- N 
value of prop- LW %I MUM 
erty as a result 
of a sign. DPM 

The sales price ~u X ALMP of homes with signs ELM=vrmw 
may be unaffected be
cause the owner can re
move them. However, signs 
can impact the sales of nearby 
homes, according to one lic
ensee. If buyers do not like a sign on 
adjacent property, there is little they 
can do. One licensee found the sign next doDr to her home so 
distasteful that she purchased the house to get rid of the sign.  

Eighteen percent of respondents said they had sold a property 
with a sign on it in the past year. Twenty-four percent said it can 
be more difficult to sell a property with a sign on it. However, 
only two licensees reported having lowered the price of a 
property because of a sign. Overall, licensees said clients from 
out of town considered the signs a curiosity.  

A second survey was sent to 350 Amarillo residents who have 
signs in their yards or who live adjacent to property with a sign.  
One hundred fifty responded. Seventy perce-nt of respondents 
who have a sign believe the signs have no effect on property 
values in their neighborhood. Of those respondents who live 
next door to or across the street from a sign, 42 percent believe 
the signs have a negative impact on property values in their 
neighborhood.  

Marsh has stopped putting up signs. He explains that as an 
artist he intuitively knew when this work of art was finished.  
When people inquire about getting signs, he refers them to a 
company that manufactures custom signs. One survey respon
dent reported he had one made for $70.  

Marsh's signs have begun to migrate. As people move, some 
have taken the signs with them. Signs have been sighted in 

Lubbock, Austin and in Despair, Texas, near the New 
Mexico border.  

Public art frequently draws a mixed response. In the case 
of Amarillo, the art has been brought a little closer to home 
than usual. 4 

Dr. Cowley (cowley. 1 @osu.edu) is former assis -ant research scientist 
with the Real Estate Center at Texas A&M University.
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By Harold D. Hunt 

HUGI IWAYSAN DSUY-WAY 
Texans to Vote on Funding 

A superior highway system is critical to economic 
development. Good roadways attract and retain 

world-class companies while declining highway 
infrastructure, especially along the interstate 

highway system, stifles growth.

hese realities loom large for Texas, 
which has not been able to gener
ate sufficient funds to build and 

maintain the roadways needed to support 
the state's sharply increasing population.  
A constitutional amendment on the No
vember ballot will address the challenge 
of increasing highway funding.  

By some estimates, Texas' population 
will grow 60 percent faster than the 
nation's in the next 25 years. During that 
time, vehicular traffic is expected to in
crease 40 to 60 percent. Texas' transpor
tation spending, by contrast, has de
creased 34 percent since 1980. The state 
now receives about 87 cents out of every 

12

$1 of federal fuel tax sent from Texas to 
Washington.  

In the last eight years, truck traffic 
alone has increased by more than 40 per
cent on the state's highways. Eighty per
cent of trucks crossing the U.S.-Mexico 
border with NAFTA-related goods cross 
in Texas.  

The Texas Department of Trans
portation's (TxDOT) annual budget for 
highway construction is nearly $3 bil
lion, which limits new construction to 
about 36 percent of identified, needed 
projects. Of this, more than $700 million 
is earmarked for interstate highway ex
pansion through fiscal year 2004. While

the amount may sound significant, $700 
million only builds about 86 miles (see 
Tables 1 and 2), according to TxDOT's 
2001 Unified Transportation Plan (UTP) 
(w w w. dot. state. t x. us / rev e xp /ut p / 
utp.htm). This represents roughly 2.7 
percent of Texas' 3,200-mile interstate 
highway system.  

TxDOT officials forecast that based on 
current funding levels it will take more 
than 65 years for the 3,900 miles of two
lane roads in the 10,500-mile Texas high
way trunk system to be upgraded to four
lane, divided highway. The Texas trunk 
system was created in 1988 to improve 
rural highway mobility by identifying 
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and upgrading the state's important sec
ondary highway corridors.  

Funding Solutions 
wo pieces of legislation were 
passed during the 2001 session of 
the state legislature in an attempt 

to provide more funding for highways in 
Texas. These bills will be on the Novem
ber ballot as a proposed constitutional 
amendment, Proposition 15.  

Senate Bill Four creates the Texas 
Mobility Fund, a supplementary account 
for transportation construction and im
provements. Money deposited in the ac
count would be used as leverage to issue 
bonds, dramatically increasing the im
pact of dollars put in the fund. According 
to State Sen. Florence Shapiro, sponsor of 
both bills, for every $100 million depos
ited in the fund, about $1 billion in bond
ing authority is created. If voters approve 
Proposition 15, the Texas legislature will 
have to decide how much money to de
posit in the Mobility Fund and where that 
money will come from.  

Senate Bill 342, known as the Toll 
Equity Bill, would allow TxDOT to con
tribute tax money to toll road projects 
wi:hout requiring repayment, thus al
lowing roads to be built with a mixture 
of state tax money and toll proceeds.  
The measure will allow more projects 
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to be built with less tax money, acceler
ating the overall level of highway 
construction.  

The legislation abolishes the Texas 
Turnpike Authority and allows the Texas 
Transportation Commission to establish 
regional toll authorities. Regional au
thorities would allow local leaders and 
transportation planners to have more 
control over the development of local 
toll projects. Regional toll collections 
would then be used to expand the toll

road that produced the funds, pay for 
other road projects within the region or 
add to the Texas Mobility Fund to be 
bonded and spent on other major state 
transportation projects.  

Whatever happens, the road to adequate 
highway funding in Texas looks to be long 
and winding. 4 
Dr. Hunt (hhunt@tamu.edu) is an assistant re
search scientist with the Real Estate Center at Texas 
A&M University.
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By Harold D. Hunt
N

rom its beginning as the western hemisphere's first 
completely industrial airport, AllianceTexas has 
evolved into one of the largest and most successful 

master-planned communities in the country. Hillwood's 
15,000-acre development spans two counties (Tarrant and 
Denton), and includes parts of four cities (Fort Worth, 
Roanoke, Haslet and Westlake) and two school districts 
(Northwest and Keller ISDs).  

The success story within this success 
story is the development's 9,600-acre busi
ness park, referred to simply as "Alliance." 
Since its 1989 inception, more than 20,000 
jobs have been created by businesses lo
cated in the park.  

Alliance's success can be attributed to 
three factors. First, the park's strategic 
location and modern infrastructure pro
vide companies with a basic framework to 
improve the speed and efficiency of their 
operations. Second, economic incentives 
such as triple freeport tax exemptions, a 
foreign trade zone (FTZ) and an enterprise 
zone offer substantially reduced business 
costs. Third, Alliance partners with an ar
ray of service-oriented businesses to pro
vide world-class transportation, education 
and communication services to tenants, .  
helping them compete successfully in a 
global economic environment.

Location and Infrastructure 
Alliance's infrastructure facilitates al

most seamless access to three methods of 
transportation - rail, air and truck 
allowing companies to move products quickly and efficiently.  

On the western border of the park, Burlington Northern Santa 
Fe (BNSF) Railroad operates a 735-acre "intermodal" rail yard 
where shipping containers can be loaded and unloaded or switched 
between rail and truck without repacking the goods. The con
tainers can be transported by ship as well.  

BNSF handles about 40,000 containers per month at Alliance 
for companies such as Daimler-Chrysler, JCPenney, Michael's, 
Hyundai and Kia. Alliance has designated 1,500 acres immedi
ately east of the intermodal yard for rail clients to locate 
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FORT WORTH 
ALLIANCE 
AIRPORT is near 
the center of the 
9,600-acre 
Business park.

distribution centers. For example, JCPenney distributes goods 
to all of its 1,200 retail stores from a distribution facility near 
BNSF.  

Tracks belonging to a second railroad company, Union Pa
cific, run along Alliance's far eastern edge near Roanoke. Spurs 
serving companies such as DSC Logistics and Nestl6 run along 
U.S. Highway 377. However, most of Union Pacific's Alliance 
traffic is routed through the BNSF intermodal yard.  

Fort Worth Alliance Airport is near the center of the park. The 
airport has two runways that are currently 8,200 and 9,600 feet

TIERRA GRANDE

Mow 

MAR 

'.T



RANCH 
rradition.I1 

13t t 

-~AA

HERITAGE 
'nit ra tt of aLif eie

in length. The longer runway eventually will be extended to 
13,000 feet to accommodate the world's largest, fully loaded 
aircraft. On-site U.S. Customs offices reduce clearing times for 
international flights.  

American Airlines' maintenance and engineering center was 
Alliance's first aviation-related tenant. The airport's facilities 
are used by a variety of firms. Gulfstream Aerospace finishes out 
and delivers model G200 corporate jets. Bell/Augusta Aerospace 
Co. will deliver and train pilots for the civilian version of the new 
BA609 tilt-rotor aircraft at Alliance. International Aviation 
Composites conducts helicopter maintenance and repair ser
vices, while Jet City, Inc., provides fixed-wing maintenance, 
sales and charter services. Recaro Aircraft Seating supplies 
airline seats to American Airlines. The U.S. Drug Enforcement 
Administration has administrative support offices and aircraft 
maintenance facilities at Alliance.  

FedEx delivery service has its southwest regional hub at 
Alliance. The facility is the company's only completely auto-
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The Future is Here.  

mated hub, handling about 175,000 packages per day. The 
proximity of FedEx offers a speed and efficiency advantage to 
Alliance tenants that rely on rapid air delivery of incoming and 
outgoing goods.  

DFW International Airport generally complements Alliance's 
other transportation services. Along the eastern border of the 
park, 2,400 acres have been set aside for a distribution, manufac
turing and office-flex sector. Lower land costs within Alliance as 
compared with other land near DFW International are an incen
tive to locate there.  

Alliance's east side is home to several regional, national or 
global warehouse-distribution centers. Tenants include General 
Motors, Georgia Pacific, Hewlett-Packard, Honeywell, Nestl6, 
Nokia, Randall's Foods and Zenith. More than ten million square 
feet has been occupied in this sector of Alliance alone.  
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ALLIANCE'S INFRASTRUCTURE OFFERS tenants easy access to air, 
transportation, making it a natural choice for businesses like FedEx 

southwest regional hub at the park. Other tenants that rely c 
use FedEx's delivery services to benefit their owr

Major ground transportation routes through Alliance in
clude I-35W and State Highways 170 and 114. 1-35W runs north
south and bisects Alliance, offering access to all major interstate 
highways radiating from the Metroplex. Highway 170 origi
nates at 1-35W, traveling northeast to connect to Highway 114 
in the City of Roanoke. From its origin at 1-35W in north 
Alliance, Highway 114 is a direct, 15-mile thoroughfare to DFW 
International Airport. Construction has begun on Highway 114 
to expand it to 14 lanes. Travel time between Alliance and the 
DFW airport should remain at 20 minutes or less in the foresee
able future.  

Economic Incentives 
A freeport tax exemption allows businesses to pay no prop

erty tax on inventory that leaves the state within 175 days.  
Manufacturing and distribution companies that transport large 
amounts of inventory out of state find this exemption attractive 
because it directly lowers their property tax liabil
ity and indirectly lowers their overall shipping 
costs.  

Alliance offers a triple freeport tax exemption, 
meaning that all three primary taxing jurisdictions 
- school, city and county - honor the inventory 
exemption. This freeport exemption is the highest 
level of inventory tax exemption available.  

Foreign trade zones (FTZs), located in or near 
U.S. Customs ports of entry, are federally desig
nated areas into which firms can import raw 
materials or components, store them, assemble 
them or use them to manufacture new products.  
Companies can bring in products "in bond" (before 
U.S. Customs inspection) and pay no duty until the 
product leaves the FTZ. This moves the duty pay
ment closer to the date when the product is actually 
sold, allowing importers to retain the use of their 
money for longer periods of time.  

In some cases, importers assemble foreign com
ponents in the U.S. and effectively create a U.S.  
product, thereby lowering or completely eliminat
ing import duty. Some foreign firms combine the 
benefits of a foreign trade zone with the triple MANY O 
freeport exemption by shipping their products out goods ar 
of state within the 175-day limit.  
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A federal program enacted in June 2000 
made FTZs even more attractive. The Weekly 
Entry Program allows importers to consoli
date inventory entering an FTZ, paying only 
one $485 "merchandise processing fee" per 
week. In the past, a fee was assessed per entry.  

FTZs have been operating at Alliance for 
about ten years. Alliance is proposing that 
time-critical truck traffic be allowed to drive 
straight through U.S.-Mexico border crossings 
in-bond, receiving their initial inspections at 
Alliance. Such a program could reduce truck 
congestion and waiting periods at Texas bor
der crossings while improving the efficiency 
and speed of deliveries.  

Enterprise zones are a third economic incen
1 Fpl ,) tive offered at Alliance. The Texas Enterprise 

Zone Program, administered by the Texas De
partment of Economic Development, encour
ages job creation and capital investment in 
areas of economic distress. Enterprise zones 
are designated for a period of seven years.  

A portion of Alliance lies within the North 
rail and truck Fort Worth Enterprise Zone, which was desig
which has its nated in 1997 and expires September 1, 2004.  

n air shipping State incentives include one-time refunds of 
bottom lines. state sales and use taxes and franchise taxes 

for firms locating within the zone. Local 
incentives include reduced development fees, permit fee waiv
ers and reduced investment requirements for tax abatement 
consideration.  

Partnering with Service-Oriented Businesses 
any ancillary companies supplying compo
nents or services to larger firms have found 
it efficient to locate facilities at Alliance. Some are 

third-party logistics (3PL) providers, which perform operational 
tasks companies want to outsource. Common tasks conducted by 
3PL firms include transportation, warehousing, distribution, 
packing or assembly.  

Alliance operates its own 3PL firm, Alliance Operating Ser
vices (AOS), providing such services as foreign trade zone assis
tance, overseas container processing and third-party warehous
ing. Tenants relocating to Alliance can let AOS receive, inventory 
and store their furniture, fixtures and equipment ahead of time
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F ALLIANCE'S anchor tenants, including Nokia, purchase a variety of 
d services from smaller firms within the park, increasing efficiency on 

both ends of the business spectrum.
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to minimize any down time or disruptions during 
move-in.  

Outside 3PL companies operating at Alliance in
clude DSC Logistics, Ryder System, Inc., Trans-Trade, 
Inc., UPS Logistics and Value and Service Logistics. The 
types of services offered by 3PL firms operating at 
Alliance generally complement each other, producing 
a wide range of possibilities for tenants seeking to 
outsource parts of their operations.  

Other ancillary firms provide services or compo
nents to Alliance's largest businesses. At least five 
provide goods or services to Nokia. InteSys Technolo
gies produces plastic and metal-engineered assemblies; 
Perlos provides exterior parts; Savcor Coatings applies 
metal coatings to plastic parts; Triple S Plastics pro
vides injection molding; and Norampac provides the 
final packaging for Nokia's cellular phone operation.  

A variety of educational and technical training pro
grams also are provided at Alliance. The Alliance 
Opportunity Center (AOC) offers technical training for 
employees of companies located in the park. The AOC 
operates in conjunction with Tarrant County College, 

More than 60 miles 
of fiber optic cable 

ensures tenants optimum 
telecommunications 

connections.  

providing instructors and facilities for training em
ployees in skills such as operating a forklift.  

Texas Christian University's TCUglobalcenter at 
Alliance offers advanced degrees and provides 
conferencing facilities. The center has two executive 
conference rooms and three classrooms. TCU con
ducts an executive MBA program, one-day corporate 
training seminars and provides advanced teleconfer
encing capabilities at Alliance.  

Alliance offers the services of a new Hillwood divi
sion, TeraSpace Networks, to build and market data 
centers in metropolitan areas across the United States.  
TeraSpace has just completed the first phase of a 1.1
million-square-foot Internet data center on Alliance's 
east side. The company also provides power and fiber 
optic connectivity to more than a dozen web-hosting 
and carrier-hotel companies such as AT&T, Worldcom 
and Qwest, that offer their services to Alliance tenants.  
More than 60 miles of fiber optic cable has been laid in 
and around Alliance, providing tenants with optimum 
telecommunications connectivity.  

Alliance has attracted a host of world-class employ
ers by combining easy access to transportation, com
munication and education facilities with a set of eco
nomic incentives designed to lower business costs.  
This formula maximizes businesses' competitiveness 
in the global economy, and makes Alliance one of the 
most modern, innovative commercial developments 
in the world. # 

Dr. Hunt (hhunt@tamu.edu) is an assistant research scientist with 
the Real Estate Center at Texas A&M University.
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conomic development. It's the lifeblood of the real 
estate industry, producing the jobs and popula
tion growth that fuel a hot market. In today's 

global marketplace, economic developers face the daunt
ing task of wooing new business away from other cities, 
states and countries equally intent on boosting their 
local economies. The costs of doing business in a par
ticular community may make companies say "I do" or 
send them running into the arms of another suitor.  

The Real Estate Center created a fictitious medium
sized manufacturing company, Hypothetical, Inc., for 
purposes of comparing the costs of doing business in 
four Texas border communities - El Paso, Sherman, 
Longview and Texarkana - with those in cities across 
the state line in Las Cruces, New Mexico; Ardmore, 
Oklahoma; Shreveport, Louisiana; and Texarkana, 
Arkansas.  

Cities were compared on basic business costs - utility 
expenses (water and electricity) and taxes (unemployment 
insurance, property, corporate income, franchise and per
sonal income). Costs for land and labor were assumed to be 
equal for purposes of this comparison, though they would 
in fact vary from location to location.  

Water prices are the least expensive in El Paso and the 
most expensive across the border in Las Cruces, New 
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Mexico. Electricity costs varied widely, with Hypo
thetical paying the least ($25,782) in Texarkana, Arkan
sas, and the most ($98,758.80) in Las Cruces, New 
Mexico.  

Each of the states in the comparison sets its own 
unemployment insurance tax rates. Only Arkansas has 
a higher unemployment insurance tax rate than Texas.  

Texas has the highest property taxes. Hypothetical 
would pay $70,327 in property tax in El Paso compared 
with only $5,654 in Texarkana, Arkansas. Texas also 
has the highest franchise tax (see Texas' Franchise Tax, 
p. 20). However, Texas does not have a corporate or 
personal income tax while surrounding states do.  

The Center's comparison shows that Hypothetical, 
Inc., earns greater profits by locating in the Texas cities 
rather than in their counterparts across the border.  
Longview is the best Texas city to locate this manufac
turing business (see Longview market profile, p. 19).  
Texarkana, Arkansas, is the best non-Texas city. Las 
Cruces is the most expensive city for Hypothetical.  

There is a 16 percent difference between the most 
profitable city, Longview, and the least profitable, Las 
Cruces. That extra 16 percent means an additional 
$140,000 in Hypothetical's plus column.  

Portrait of Hypothetical, Inc.
Assets 

Liabilities 

Annual revenue 

Ownership 

Employees 

Wage scale 

Water use 

Electricity use 

Unemployment 
insurance tax 

Property taxes 

Corporate income tax 

Personal income tax 

Franchise tax

$10 million 
$5 million 

$3 million 

Sole proprietorship 

40 

$12 per hour 

4.8 million gallons per year or 400,000 gallons 
per month using a two-inch water meter.  

90,000 kilowatts per month with a maximum 
15-minute demand of 300 kilowatts.  

Maximum tax rate used.  

Value of real property = $2 million; personal 
property = $500,000. Inventory is eligible for 
a freeport exemption (exported out of state 
within 175 days). Taxable value is a percent 
age of the total in most states but are full 
value in Texas.  

Not applicable to Texas.  

Not applicable to Texas.  

(See Texas' Franchise Tax, p. 20) 
In Texas, it was assumed Hypothetical, Inc., 
paid 0.25 percent of taxable capital. Flat fees 
or graduated taxes apply in other states.

Total Annual Owner Profit Comparison 

$873,500 $877,200 

$847,300 

$817,900 

$797,500 - $797,400 

$776,0 

$733,200 

Source: Real Estate Center at Texas A&M University

Economic development incentives, including tax abate
ments, infrastructure support, land availability and em
ployee training, also influence a decision to locate a business.  
These are negotiated on a case-by-case basis at the city level 
and depend largely on the company's long-term commit
ment to the community. They were not considered in the 
comparison.  

Texas cities have an advantage because state-enabling 
legislation allows local communities to adopt as much as a 

percent sales tax for economic development. Of the four 
Texas cities studied, only Texarkana did not have an eco
nomic development sales tax. Among the out-of-state cities, 
only Ardmore had such a sales tax.  

Factors such as workers compensation insurance, em
ployee pay raises, health care and sales taxes, which also 
would affect profit, were not considered in the study. Results 
also would vary depending on the business type, ownership 
structure, profit, number of employees, wages and amount of 
real estate and inventory owned.  

The bottom line is that Texas has a competitive advantage 
when it comes to enticing businesses to make the state their 
home. Operating a business here can cost less than in other 
states. That can prove to be the foundation of a beautiful 
relationship. * 

Dr. Cowley (cowley.1 1@osu.edu) is a former assistant research scientist 
with the Real Estate Center at Texas A&M University. Kirk is a Center 
graduate research assistant.

Comparison of Business Expenses 

Unemployment Property Corporate Franchise Personal 
City Water Electric Insurance Tax Tax Income Tax Tax Income Tax Total 

El Paso $5,270.64 $92,031.60 $22,572.00 $70,327.93 $0.00 $12,500.00 $0.00 $202,702.17 
Las Cruces $14,858.88 $98,758.80 $19,404.00 $25,692.50 $45,944.69 $50.00 $63,693.07 $268,401.94 
Sherman $11,466.96 $41,216.64 $22,572.00 $66,547.50 $0.00 $12,500.00 $0.00 $154,303.10 
Ardmore $7,998.00 $62,442.00 $21,168.00 $22,981.40 $53,220.64 $1,108.76 $55,875.48 $224,794.28 
Texarkana, TX $8,245.56 $27,324.00 $22,572.00 $57,425.00 $0.00 $12,500.00 $0.00 $128,066.56 
Texarkana, AR $8,245.56 $25,782.00 $23,040.00 $5,654.00 $59,967.10 $109.00 $60,854.15 $183,651.81 
Longview $6,515.40 $27,324.00 $22,572.00 $55,441.00 $0.00 $12,500.00 $0.00 $124,352.40 
Shreveport $7,294.80 $31,500.00 $21,046.00 $19,361.25 $70,041.84 $2,317.19 $49,622.34 $201,183.42 

Source: Real Estate Center at Texas A&M University
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By Jennifer S. CowIey r

Nineteenth-century railroad surveyors gave the City 
of Longview its name, noting the impressive dis
tance that could be seen from the area. Situated on 

1-20 and within the U.S. Highway 80 corridor, this vibrant 
community was chosen one of "America's 50 Hottest 
Cities" in the January 2000 issue of Expansion Manage
ment magazine. Dallas is 125 miles to the west; Shreveport 
lies 60 miles east.  

The Longview-Marshall metropolitan area's population 
grew 7.7 percent between 1990 and 2000 to reach 208,780.  
The 2000 Census reports that Longview's population is 
73,344, while Marshall is home to 23,935.  

Longview is a manufacturing employment hub, with 20 
percent of workers (more than 10,000 people) employed in 
the manufacturing sector. The industrial market is domi
nated by light manufacturing, with some distribution. The 

Longview-Marshall Home Sales
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WORK IS UNDER WAY on Dana Corp.'s automotive 
component manufacturing plant (top) in the Longview 
Business Park. A Neiman Marcus distribution center 
(above) anchors the park.  

area's major employers include nearly 40 manufacturing 
companies. The largest, Texas Eastman Company, has 
2,770 employees. Others include LeTourneau, Inc., Trin
ity Industries, Stemco, Lebus Manufacturing, Anvil Prod
ucts and Dresser Industries.  

The Longview area has seen significant job growth in the 
last year. According to the Longview Economic Develop
ment Corporation, about 530 new jobs were added and 
$13.5 million in new investment was made in the retail 
sector between November 1999 and March 2001. AAON, 
Inc., added 50 jobs in 2001, bringing their employee total 
to 300. Fleetwood Industries hired 200 people to produce 
recreational vehicles. Longview Asphalt added 50 new jobs 
and expanded its facility in 2000.  

Dana Corp. plans to build a new automotive component 
manufacturing plant in the Longview Business Park that 
will employ 450 when completed. A new Home Depot 
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store, representing a $5 million invest
ment, will create about 130 jobs. Lone 
Star Steel is expected to hire an addi
tional 100 employees, bringing its total 
employees to 1,600.  

In Marshall, Black and Decker added 25 
new employees and BICC General, a cable 
company, will add 15. An electricity gen
erating plant planned for Harrison County 
will employ 25 to 30.  

Employment activity is occurring in 
other cities in the Longview-Marshall 
MSA as well. In Kilgore, Orangex
Intercast, an iron casting unit, will employ 
43 people. Construction of the Constel
lation Power Plant in Gilmer will create 
350 construction jobs. The plant will have 
25 permanent jobs when completed.  

rank Chancy of Coldwell Banker 
Commercial estimates industrial 
property rental rates range from 

$1.20 to $3 per square foot. Warehouse 
and distribution companies are attracted 
to the area because of its 1-20 location.  

The 483-acre Longview Business Park 
at 1-20 and U.S. Highway 259 underwent 
road and infrastructure improvements in 
1999. The Longview Economic Develop
ment Corporation (LEDCO) plans a specu
lative 100,000-square-foot shell building 
to encourage companies to relocate to the 
park, which is anchored by a Neiman 
Marcus distribution center.  

The 512-acre Kilgore Business Park is 
under construction on FM 349, east of the 
Texas Highway 31 and U.S. Highway 359 
intersection and adjacent to the Union 
Pacific Railroad tracks. Distribution fa
cilities will be targeted in an effort to 
diversify the area beyond oil-related in
dustries. The Kilgore Economic Develop
ment Corporation sold $2.9 million in 
bonds to fund the park's infrastructure 
and another $2 million to construct a 
building shell to encourage development.  
The infrastructure is completed and con
struction of the building began in 2001.  

Employment growth in the area has 
fueled new home construction. During 
2000, 201 single-family permits were is
sued in the MSA. Seventy-two new homes 
were permitted in the first half of 2001.  

The average sales price of houses re
ported sold through the Longview
Marshall MLS continues to increase, as 
does the number of homes sold. During 
2000, 1,622 homes were reported sold, up 
2.4 percent from 1,584 in 1999.  

The Longview-Marshall MSA is ex
pected to continue to grow with the area's 
strong manufacturing segment leading the 
way.  

For more information on the Longview
Marshall area, see the 2001 Longview
Marshall Real Estate Market Overview, 
available on the Real Estate Center 
website at http://recenter.tamu.edu.-V 

Dr. Cowley (cowley.)1@osu.edu) is a former 
assistant research scientist with the Real Estate 
Center at Texas A&M University.

orporations and limited liability 
companies (LLCs) doing business 
in Texas are subject to the state 

franchise tax regardless of whether the 
business is officially chartered (organized) 
in Texas or some other state. Partnerships 
and sole proprietorships are not subject 
to the tax. One type of partnership, the 
limited liability partnership, provides 
business owners with the benefits of lim
ited liability and allows them to avoid the 
franchise tax.  

Corporations and LLCs pay the greater 
of a tax on net taxable capital (computed 
at a .25 percent tax rate on net capital) or 
net taxable earned surplus (computed at 
a 4.5 percent tax rate on adjusted federal 
taxable income). Companies earning a 
rate of return on business capital in excess 
of 5.556 percent (rounded) pay their fran
chise tax based on income rather than on 
capital. This would be the case for most 
service-oriented companies, including 
real estate sales companies.  

For example, assume a company has 
land and a building with a total cost of $1 
million and no debt. The franchise tax 
based on assets is $2,500 ($1 million x 
.0025) and would be the tax liability as 
long as taxable income were less than 
5.556 percent of $1 million, or $55,560, as 
4.5 percent of $55,560 is $2,500. If tax
able income for this company exceeds 
$55,560, the franchise tax would be 4.5 
percent of taxable income. These com
putations and relationships apply re
gardless of whether the income is from 
rents or from commissions on real es
tate sales.  

For real estate businesses, net taxable 
earned surplus is equal to federal taxable 
income plus compensation paid to offic
ers and directors of the corporation. S 
corporations and corporations with fewer 
than 36 shareholders are generally ex
empt from the compensation add-back. A 
corporation may rebut the presumption 
that a person is an officer if it conclusively 
shows, through the person's job descrip
tion or other documentation, that the 
person does not participate or have au
thority to participate in significant 
policy-making aspects of corporate op
erations.  

Amounts computed for federal income 
tax purposes cannot be recomputed using
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a different method for franchise tax pur
poses. For example, if a corporation re
duces the deduction for wages and sala
ries to claim a federal jobs credit in 
determining its federal taxable income, 
the corporation must use the same wages 
and salaries deduction in determining tax
able income for franchise tax purposes.  

Some other specific rules are as 
follows: 

Net taxable capital is contributed capi
tal plus surplus (also called "retained earn
ings"). Generally, net taxable capital is 
equal to the book value of assets less debt.  
In the absence of debt, the book value of 
assets is net taxable capital, as in the 
example above.  

Operating losses from prior years can 
be "carried over" and used in the current 
tax year to reduce net taxable earned 
surplus. Such losses can be carried for
ward for up to five years. At the end of five 
years, they expire.  

Consolidated tax returns are not per
mitted for franchise tax purposes. Two or 
more corporations that file a federal con
solidated return must recompute their 
taxable income and related amounts (such 
as compensation) for franchise tax pur
poses as though they were separate corpo
rations. If the Texas Comptroller's office 
determines that transactions among or 
between affiliated corporations were not 
at "arm's-length," the corporation's in
come can be reallocated to prevent fran
chise tax avoidance.  

-corporation taxable income for fran
chise tax purposes is computed the 
same as taxable income for regular 

corporations. Thus, segregated income 
and deduction items (such as capital 
gains, capital losses and charitable con
tributions) that normally flow through 
and are taxed to shareholders for federal 
tax purposes are included in the S 
corporation's taxable income for the 
franchise tax calculation.  

The Texas franchise tax rules and com
putations can be complex. Consultation 
with an accountant, attorney or real es
tate professional is recommended. 4 

Dr. Stern is a research fellow with the Real Estate 
Center at Texas A&M University and a professor 
of accounting in the Kelley School of Business at 
Indiana University 

TIERRA GRANDE



s a rule, Texans don't 
have to worry about bliz
zards, galoshes and tire 

chains. And that's precisely 
why so many people from 
northern states migrate 
south to winter in Texas.  

Flocks of Winter Texans start arriving in 
October, intent on spending the state's 
mild winters golfing, birdwatching and 
day tripping across the U.S.-Mexico bor
der to shop.  

Winter Texans are defined as those 
who visit the state for at least seven days 
but no more than five months. According 
to a study by the Texas Department of 
Economic Development, more than 1.3 
million Winter Texans visited during 
1997, spending $992 million across the 
state. Texas captures 12 percent of the 
winter visitor market in the United States, 
following Florida (48 percent) and Cali
fornia (20 percent).  

One of the most popular destinations 
in the state is the Lower Rio Grande 
Valley. Visitors tend to stay the longest 
amount of time in that area. During Feb
ruary 1999, an estimated 124,000 Winter 
Texans were visiting the Valley, up from 
71,000 in 1986. Not surprisingly, a study 
by the Center for Tourism Research at the 
University of Texas Pan American found 
that Winter Texans have a significant 
impact on the border economy.

The typical Winter Texan visiting the 
Rio Grande Valley is on average 68 years 
old and has an annual median income of 
$41,500. These visitors have made an 
average of eight trips to the area and 
intend to return the following year.  

Most Winter Texans come from the 
Midwest. Eighteen percent of those visit
ing the Valley come from Iowa, 11 per
cent from Illinois and 10 percent from 
Missouri, according to the Texas Depart
ment of Economic Development. Inter
estingly, Winter Texans tend to cluster 
with people from their own hometowns.  
For example, 15 percent of surveyed Win
ter Texans visiting San Antonio came 
from Minneapolis-St. Paul, while 25 per
cent of those in El Paso came from Chicago.  

The Texas Department of Economic 
Development study found that 18 per
cent of Winter Texans over the age of 45 
stayed in condominiums or timeshares.  
Fifteen percent stayed in hotels, and 50 
percent stayed in private homes, includ
ing RVs and manufactured homes.  

The UTPA study found that 74 percent 
of Winter Texans who stay in the Valley 
live in RVs or manufactured homes. The 
remaining 26 percent stay in hotels, apart
ments, condominiums or homes.  

Nineteen percent of all visitors to the 
Rio Grande Valley were interested in

purchasing a vacation home in the area, 
according to the UTPA study. Fifty per
cent indicated they would be willing to 
pay up to $50,000 for a vacation home; an 
additional 26 percent would be willing to 
pay between $50,000 and $75,000.  

Many Winter Texans choose to pur
chase mobile home lots. Demand from 
this group has fueled an increase in con
struction of RV parks. The UTPA study 
found that 1,500 new RV and manufac
tured home sites were added in the Valley 
between 1997 and 1999. Because Winter 
Texans stay for an extended period of 
time, they tend to expect RV parks with 
better than average amenities.  

Texas attracts a different group of win
ter travelers than states such as Florida 
and Arizona, which cater to visitors with 
high incomes. Clearly, the demographics 
of the typical Winter Texan do not sup
port large-scale development of luxury 
condominiums. But the economic oppor
tunity these visitors represent is none
theless significant.4 

Dr. Cowley (cowley. 1@osu.edu) is a former 
assistant research scientist with the Real Estate 
Center at Texas A&M University.
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he Economic Growth and Tax Re
lief Reconciliation Act of 2001 be
came law in June. During the next 

ten years it lowers income tax rates, phases 
out the estate tax and raises IRA contribu
tion limits. Virtually all taxpayers will 
benefit, including real estate profession
als and investors.  

Tax rates decline. The table shows in
come tax rate reductions. For 2001, all 
tax rates higher than 15 percent are re
duced by one-half of a percentage point.  
Also during 2001, the federal government 
is sending special "advance payment" 
refund checks to taxpayers in lieu of re
ducing the 15 percent tax bracket rate.  
Single taxpayers received as much as a 
$300 refund, and married taxpayers filing 
joint tax returns received as much as $600.  

Starting in 2002, a new 10 percent tax 
bracket will replace part of the 15 percent 
tax bracket. By 2006, the top tax rate will 
fall from 39.6 percent to 35 percent. The 
other three tax rates that are more than 15 
percent will each decline 3 percentage 
points by 2006.  

Many taxpayers will benefit from an 
increase in the child tax credit, which will 
be $600 per dependent child from 2001
2004, a $100 increase. After 2004, the 
credit will rise until it reaches $1,000 per 
dependent child in 2010. Dependent chil
dren must be age 17 or younger for the 
credit to apply. The credit phases out for 
high-income taxpayers starting at $75,000 
adjusted gross income for singles and 
$110,000 for married taxpayers filing 
jointly.  

Other tax reductions are scheduled to 
begin in later years. The "marriage tax," 
a hidden tax affecting married couples, 
will gradually be reduced starting in 2005.  
The law in effect now limits itemized 
deductions and personal exemptions as 
taxpayers reach higher income levels.  
Starting in 2006, the new law will gradu
ally reduce these limits, allowing more in 
deductions. By 2010, high-income tax
payers will be able to use all of their 
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deductions and exemptions.  
Estate tax phases out. The act provides 

for a reduction followed by an elimina
tion of the estate tax, a relevant issue for 
the real estate industry, as properties 
would no longer be taxed as they pass 
from one generation to the next. The heirs 
would instead assume the basis of the 
deceased taxpayer.  

The phaseout begins in 2002. Top es
tate and gift tax rates slowly drop from 55 
percent to 45 percent by 2007. The mini
mum size of an estate subject to the estate 
tax rises from $675,000 to $1 million in 
2002. The gift tax is not phased out en
tirely, as the estate tax is in 2010.

The new law contains an unusual "sun
set provision." If Congress takes no fur
ther action, the estate, gift, and genera
tion-skipping transfer rules in effect prior 
to the act will become law once again on 
January 1, 2011. Specific features of the 
estate tax phaseout will be discussed in an 
upcoming Tierra Grande.  

IRA limits rise. The $2,000 limit for 
contributions to Roth and deductible 
IRAs will rise to $3,000 from 2002 to 
2004. After 2004, the limit will continue 
to increase, reaching $5,000 by 2008. Start-

ing in 2009, it will rise annually based on 
inflation. Individuals age 50 and older are 
permitted to make additional annual IRA 
contributions of $500 from 2002 to 2005 
and $1,000 in 2006 and thereafter.  

Educational IRA limits are raised to 
$2,000 per child per year starting in 2002, 
up from $500. Contributions will no 
longer be deductible, but earnings will 
accumulate tax-free. The adjusted gross 
income phaseout range for joint filers 
increases from $150,000-$160,000 to 
$190,000-$220,000. The range for single 
filers is one-half that of joint filers. Other 
educational benefits provided by the new 
law include a deduction for qualified

higher education expenses and an expan
sion of qualified tuition programs that 
can be offered by states.  

The Economic Growth and Tax Relief 
Reconciliation Act of 2001 contains a 
number of complexities. Consultation 
with an accountant, attorney or real es
tate professional is recommended. 4 

Dr. Stern (stern@indiana.edu) is a research fellow 
with the Real Estate Center at Texas A&M Uni
versity and a professor of accounting in the Kelley 
School of Business at Indiana University.
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Black Mold and Mildew

By Judon Fambrough

H omeownership has its risks. In 
the "Wizard of Oz," a house is 
sucked away by a tornado. While 

Dorothy's disaster was only a dream, for 
many others, nature's real nightmares 
include hail, hurricanes and floods.  

But not all natural disasters announce 
their presence with roars and rumblings.  
Recently, Houstonans suffered unprec
edented losses from Tropical Storm 
Allison. When the cleanup began, 
homeowners, insurance companies and 
real estate professionals were confronted 
with a silent but Insidious menace 
mold contamination.  

Most people are continuously exposed 
to mold without being aware of it, but 
only 24 of the 1,000 U.S. mold species are 
toxic. While some molds can be a serious 
problem, others, like the ones responsible 
for creating cheese and penicillin and 
those that digest decaying matter, are 
beneficial.  

Molds reproduce by sending off spores, 
and the spores of certain species contain 
poisons that affect health when inhaled or 
ingested. The chief culprit is black mold 
(Stachybotrys charrarum).  

Researchers estimate that about 10 
percent of the population is severely al
lergic to mold. Depending on sensitivity, 
people may experience headaches, runny 
nose, skin rashes, memory loss, coughing 
and long periods of listlessness. Those 
who are most sensitive may experience 
severe asthma or feel they have a per
petual case of the flu. Newborns, the eld
erly and those with compromised im
mune systems can be severely and even 
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fatally affected. Susceptibility varies with 
genetic predisposition, age, state of health 
and level of exposure.  

Buildings make perfect meals for molds.  
The cellulose in insulation and the paper 
backing of drywall and wallpaper attract 
some molds. Others prefer the glues used 
to bond carpet to its backing and Formica 
to counter tops. Mold can grow undetec
ted behind walls. One square foot of dry
wall can harbor more than 300 million 
spores.  

In addition to food, molds need a con
ducive climate. Excessive moisture, re
duced lighting, insufficient air circula
tion and warm temperatures produce ideal 
conditions. Leaky water pipes and roofs, 
cracked foundations, overflowing wash
ing machines and plumbing backups en
courage the spread of mold.  

A visual inspection or a musty odor 
may reveal its presence. Particular atten
tion should be given to areas subject to 
water damage (behind cabinets, around 
plumbing fixtures, under carpet, inside 
wall cavities, attics and other areas con
taining porous material). Cracked or 
stained plasterboard, condensation on 
windows, loose drywall tape and warped 
wood are visual indicators. Water dam
age not addressed within 72 hours may 
result in the growth and spread of mold.  

Assessing Infestation 
A reputable environmental engineer, 

microbiologist or other investigator can 
inspect, measure and collect samples for
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laboratory testing to determine the type 
of mold or fungus present. Other profes
sionals may be needed in the assessment 
and remediation process including plumb
ers to investigate and repair plumbing 
leaks; engineers to find the cause of molds, 
such as structural damages, and to formu
late a remediation plan; toxicologists to 
evaluate health risks; and a general con
tractor to determine the scope and costs 
of repairs.  

Testing by an indoor air quality con
sultant can determine the presence of 
toxic mold in the air. The Texas Depart
ment of Health (TDH) website, 
www.tdh.state.tx.us/beh/iaq/, has a list 
of certified indoor air consultants. The 
department does not recommend testing 
if only a small area of mold exists.  

Mold's current high-profile status has 
created a market for "mold-removal spe
cialists." According to TDH, no stan
dards or certifications exist for mold re
moval companies. TDH recommends 
getting at least three estimates before 
entering a contract. Each estimate should 
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detail the exact steps the company will 
take in removing the mold so the esti
mates can be compared.  

Speedy Removal Essential 
Once mold-damaged or contaminated 

material is found, speed is of the essence.  
Any source of moisture must be elimi
nated and the damaged material cleaned, 
removed, dried or discarded. Humidity 
inside the building should be kept to less 
than 60 percent - 40 percent if possible.  

Sheetrock damaged by standing water 
must be removed at least a foot above the 
high water mark, more if need be, to allow 
the wall cavities to drain and dry prop
erly. All wet or damp insulation should be 
extracted.  

Porous materials must be removed and 
discarded. Nonporous material should be 
scrubbed with a mild detergent then rinsed 
using a solution of to cup of bleach per 
gallon of water. Guidelines for cleaning 
up water damage are on the web at http:// 
www.dehs.umn.edu/iaq/flood.html.  

Insurance Coverage 
and Litigation 

If mold infestation is attributable to a 
covered loss under an insurance policy, 
the insurance carrier should be contacted 
to determine whether the policy will 
cover the cost of cleanup. Generally, if an 
adjuster inspects the loss within 48 hours 
of the initial damage, a determination can 
be made as to whether the mold is the 
result of a pre-existing leak or a new one.  

As Texans have become aware of the 
health problems associated with expo
sure to mold, the incidence of lawsuits 
filed against insurance carriers has grown.  
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The standard Texas Home
owner's Insurance Form B 

Policy excludes "loss 
caused by rust, rot, mold 

or other fungi, damp
ness of atmosphere 
and contamina
tion." However, 
the policy covers 
"ensuing loss" 
caused by col
lapse of build
ing, water dam
age or breakage 
of glass, if the 
loss would oth
erwise be cov
ered under the 
policy. In the un

published case 
Home Insurance 

Company v. Den
nis and Claudia 

McClain, the appel
late court ruled that the 

ensuing loss caused by 
mold and mildew from a 

leaky roof was covered by the 
homeowner's insurance policy.  

In June 2001, a Travis County Dis
trict Court jury awarded a Dripping 
Springs family a $32 million verdict 
against Farmers Insurance Group for 
mishandling a black mold damage claim.  
The couple alleged the company com
mitted fraud by failing to adequately 
and swiftly cover repairs for a water leak, 
allowing toxic black mold to overrun 
their 22-room mansion and cause health 
problems.  

The insurance company agreed that 
the home was contaminated but asserted 
it could be cleaned up for $1.8 million.  
The plaintiffs said the company's offer to 
fix the problem came months past the

time when a cleanup could have cured the 
problem.  

In addition to the "ensuing loss" provi
sion, homeowners may look to the "leaky 
plumbing" provision of an insurance 
policy if the moisture that caused the 
mold can be traced to plumbing. This 
provision permits coverage for a cracked 
foundation otherwise excluded by the 
policy.  

If moisture stems from an improperly 
designed or constructed building, owners 
may seek recovery from the contractor, 
architect, building designer or repair per
son. However, in Texas, architects are no 
longer liable for a faulty building design 
ten years after construction.  

If moisture is caused by something not 
included on the seller's disclosure form, 
such as a cracked foundation, a leaky roof 
or the property's susceptibility to flood
ing, a possible cause of action may lie 
against the seller for an ensuing mold 
infestation. The Texas Association of 
Realtors' seller's disclosure form was re
vised to include an item addressing mold.  

The Texas Department of Insurance 
opened hearings in June 2001 to address 
whether mold and mildew damage cover
age should be included in homeowners' 
policies. Insurers want to exclude cover
age because of the high costs involved.  
Investigating a mold claim and covering 
the additional living expenses for the 
homeowner runs an average of $10,000. If 
mold removal is required, cleanup costs 
can rise to $30,000 per claim.  

Currently, Texans pay an average of 
$879 annually for homeowner's insur
ance, nearly double the national average 
of $481. If mold coverage is included, 
premiums may rise by as much as 30 to 40 
percent according to some estimates. On 
the other hand, no coverage could spell 
financial disaster for homeowners. A mold
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infestation could cost people their homes, 
their savings or both.  

Hysteria Leads to Claims 
A Houston attorney who publishes the 

weekly Texas Insurance Law Newsbrief 
says that mold publicity in the past 18 
months has led to hysteria. CBS recently 
aired a feature about mold with Erin 
Brockovich on "48 Hours." Newspaper 
accounts from across the state report that 
mold in schools, churches and courthouses 
is causing closures and lawsuits because 
of health-related problems.  

Homeowners have been induced by the 
mass media to turn in claims against their 
insurance carriers without knowing the 
facts. State Farm Insurance reports the 
number of mold-related claims has in
creased 65 percent since January 2001.  
Some homeowners have used the hype to 
their advantage to secure new roofs for 
their homes.  

What's to Come? 
According to the TDH, Texans spend 

about 90 percent of their time indoors.  
This increases their exposure to indoor 
pollutants. Whether stories of mold-re
lated health problems will continue to 
saturate the media over the long term or 
fade away like those on radon gas remains 
to be seen.  

It's too bad that homeowners can't just 
click their ruby slippers and make mold 
disappear. Obviously, they should be 
aware of potential mold problems and 
take steps to deter its growth. But if mold 
is discovered in your home, don't panic 
it might not be as bad as you think. -V 

Judon Fambrough (judon@recenter.tamu.edu) is 
a member of the State Bar of Texas and an attorney 
with the Real Estate Center at Texas A&M 
University.
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Deer-Proo01f Fencin 
outh Texas is noted for its trophy are not the personal property of the 
deer. Habitat management, genetic landowner. They are viewed as free in 
enhancement and deer-proof fenc- nature under the common law. Deer

ing contribute to the development of su- proof fences interfere with the animal's 
perior animals. Ranchers garner $7,000 common-law right to roam freely about 
to $10,000 for allowing hunters to har- the land.  
vest a trophy animal. Consequently, deer- The only right property owners pos
proof fencing raises legal as well as finan- sess with regard to indigenous animals is 
cial issues. the right to harvest or hunt them in accor

First, indigenous species of wildlife such dance with the state game laws. This right 
as white-tailed deer, turkeys and bob is transferred to others via the hunting 
white belong to the state of Texas. They lease. Property owners provide (or sell)

he following scenario is based on a 
real transaction. Use your knowl
edge as a real estate practitioner, 

especially your knowledge of the Real 
Estate Commission's promulgated con
tract forms, to predict the outcome.  

The buyer contracts for the purchase of 
a home using the standard promulgated 
form. The buyer has the house inspected 
30 days before closing. All required re
pairs are completed within two weeks of 
the inspection. Before closing, the buyer 
conducts a final walk-through and dis
covers the air conditioner no longer 
works. It broke after the inspection but 
before the final repairs were made.  

The buyer demands the seller fix it as 
a condition for closing. The seller counters 
that all contractual obligations have been 
met. Who is correct? 

Without knowing more, the seller is 
right. Paragraph 10 of the promulgated 
contracts provides, "Seller shall deliver 
possession of the Property to Buyer on

(date) in its present or required repaired 
condition, ordinary wear and tear ex
cepted." The wording appears to place 
the buyer in an "either-or" position. Does 
the buyer want the property in its present 
condition or in its repaired condition? 
The wording does not allow the buyer to 
accept the property in ks present condi
tion with any required repairs.  

By having the property inspected and 
requesting repairs, the buyer elects to 
take the property in its repaired condi
tion, not its condition at the time of the 
contract.  

A different result occurs if the air con
ditioner fails after the repairs were made 
and before closing. The contract states 
that the seller will deliver the property in 
its repaired condition. In this scenario, the 
air conditioner was working in its re
paired condition, so it should still be func
tioning when the buyer closes on the house.  

A final resolution of the question is not 
possible without knowing what caused

the air conditioner to fail. The contract 
provides that the buyer assumes the risk 
of any malfunctions caused by ordinary 
wear and tear. After the repairs have been 
made, the seller assumes the risk of any 
failures not caused by wear and tear.  

But exactly what is ordinary wear and 
tear? 

Section 92.100(4) of the Texas Prop
erty Code contains the only statutory 
definition of the phrase as it relates to real 
(in this case rental) property. The phrase 
means " ... deterioration that results from 
the intended use of a dwelling, including 
breakage or malfunction due to age or 
deteriorated condition, but the term does 
not include deterioration that results from 
negligence, carelessness, accident, or abuse 
of the premises, equipment, or chattels by 
the tenant, by a member of the tenant's 
household, or by a guest or invitee of the 
tenant." 4 

By [udon Fambrough
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DEER-PROOF 
FENCES INTERFERE 

with an animal's 
common-law right 

to roam freely.  

the opportunity or space to pursue state
owned animals.  

Arguably, deer-proof fencing is illegal 
because it impedes an animal's right to 
roam freely. So far, no Texas appellate 
cases have addressed the issue.  

econd, ranchers commit a trespass 
when they herd deer off neighboring 
land. In South Texas, helicopters are 

often used to herd the deer off neighbor
ing property before completing a deer
proof fence. Running a $10,000 animal off 
one property and onto another that is 
being fenced breeds contempt. But is the 
practice illegal? If the landowner suffers 
an economic loss because of the trespass, 
it is.  

Certainly, losing the right to receive 
$10,000 for a harvested trophy deer rep
resents an economic loss. The loss is not 
of the animal but of the opportunity to 
pursue it.  

But can a trespass occur via a helicopter 
that never touches the ground? The an
swer is yes. Any invasion of a property 
right is a trespass. With real property, a 
trespass occurs when a person enters 
another's land without consent. A tres
pass may be committed on, beneath or 
above the surface of the earth (City of 
Arlington v. City of Fort Worth, 873 S. W.  
2d 765).  

The case of Schronk v. Gilliam, 380 
S. W.2d 743, decided by the Waco Court of 
Appeals in 1964, addressed aerial tres
pass. It involved crop dusting, not deer 
herding. The pilot unintentionally and 
nonnegligently destroyed the plaintiff's 
crops and pastures while spraying. The 
plaintiff successfully sued for trespass 
and damages.  

The appellate court held a landowner's 
property rights extend a minimum height 
above the ground. The height, absent con
trary legislation, extends to the 
landowner's present use or to what can be 
reasonably used by the landowner. In the 
crop-dusting case, the trespass occurred 
when the plane entered the airspace im
mediately above the plaintiff's land and 
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interfered with the use and enjoyment of 
the property.  

The same argument can be made con
cerning herding or scaring deer off neigh
boring property. If the helicopter pilot

flies low enough to scare the deer, it must 
be low enough to interfere with the 
landowner's reasonable use of the property.  

Damages for the trespass can be severe.  
In addition to the lost revenue from har
vesting or attempting to harvest the ani
mals, the landowner may recover puni
tive or exemplary damages when the 
trespass was committed maliciously or in 
wanton disregard for the plaintiff's rights 
(Williams v. Garnett, 608 SW2d 794.) A 
jury could easily find herding trophy ani
mals off a neighbor's property to be a 
malicious and wanton disregard of 
another's property rights.  

Third, by building a deer-proof fence, 
ranchers face a possible significant in
crease in property taxes. The chief ap
praiser could view the fence as an im
provement and increase the rancher's 
property tax assessment even though the 
rancher qualifies for open-space or agri
cultural-use appraisal. The discretion lies 
with the chief appraiser. 4 

By Judon Fambrough
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exas' legal interpretation of the 
term minerals is noteworthy.  
A Fort Worth developer, 

Dyegard Land Partnership, prohibited 
"drilling for minerals of any kind" in the 
subdivision's deed restrictions. The land
owners in the subdivision wanted to drill 
water wells on their lots. Dyegard claimed 
the wells violated the deed restrictions.  

Eventually, the controversy reached 
the U.S. Court of Appeals in Fort Worth 
(Dyegard Land Partnership v. Hooper, 
No. 02-99-361-CV, 1/11/2001).  

The appellate court upheld the sum
mary judgment granted the lot owners 
by the trial court, citing Fleming Foun
dation v. Texas Inc., 337 S.W.2d 846, in

7i4ineL 
which the appellate court in Amarillo 
held that the term minerals does not 
include water.  

The Texas Supreme Court in Moser v.  
U.S. Steel Corp., 676 S.W.2d 99 (1984) 
also cited Fleming when it decided what 
substances are and are not considered 
minerals. According to the court, oil, 
gas and uranium are minerals. But lime
stone, sand, surface shale, caliche, build
ing stone, gravel and water are not. Like
wise, coal, lignite and iron ore are not 
considered minerals if they lie on or 
within 200 feet of the surface and pro
duction of the substance will destroy or 
deplete the surface. * 

By Judon Fambrough
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(continued from page 1)

2nd Place, Still Lile 

Still Life 
1 Gerry Batte, McKinney 

Gravestone for a Young Girl 
2"' Neil Williams, Houston 

Old House 
3 rd Terry Tex Toler, Austin 

Horseshoes and Cattle Pen 

Home Sweet Home 
1 Nell Anne Hunt, Irving 

Secret Garden 

Fauna Deerest 
1' Joe Inderman, Fairfield 

Buckeye Butterfly 
2"' Bobby Rose, Rowlett 

Prairie Dogs 
3 rd Joe Inderman, Fairfield 

Wood Stork

4/lu rldLe, LJUH L relie Vme mI 

Water World 
1" Raymond Stegall, Leander 

Swamp Crinum and Lilly Pads 
2" Jerry Johnson, Plano 

Lake Travis at Oasis 
3d Dustin Sparks, Dallas 

Reflection in Turtle Creek 

Transportation Whoas 
1I Carlton Wade, Austin 

West Texas Travel Hazard 
2"' Mark Donoho, Dallas 

Waiting on the Tow Truck 
3" Janis Keene, Austin 

Jezabelle in the Wildflowers 

Tropical Punch 
1" Barbara Murdock, Galveston 

East Beach Sunrise 
2"d Gerry Batte, McKinney 

My Footprints 
3' Carlton Wade, Austin 

Afternoon Stroll

3rd Place, Green Acres 

Weather or Not 
1" Carlton Wade, Austin 

Storm Over Ghost Town Church 
2 n~d Scott Blair, Navasota 

Storm on Horizon 
3 rd Ray Hanna, Euless 

Texas Panhandle Ranch 

Industrious Texans 
1 Terry Tex Toler, Austin 

Selling Antiques

(Benchmarks continued from page 1)

exceptions, most real estate sectors and 
metro areas surveyed remained reason
ably strong and pointed to continued 
prosperity.

The 
tors v 
numb 
gage 1

TRECI for each of the four see
as lower than the respective 

ers for the second quarter. Mort
ender panelists were the most 

positive at .74, down .05 
from the prior quarter but 
up .28 from the same time 
last year. Residential Real
tor panelists also were posi
tive with a TRECI of .61, 
down .04 from the second 
quarter and the same time 
last year. The commercial 
Realtor panel TRECI was 
.56, a drop of .03 from the 
previous quarter and a de
cline of .06 from the same 
quarter of 2000. Builder pan
elists were neutral at .50, 
down .06 from the second 
quarter but .07 higher than 
third quarter last year.  

Results for the different 
sectors indicate that some 
softening and tightening was 
expected across all areas of 
the industry. No one sector 
seemed to be out of step with 
the others.  

Although not displayed in 
the chart, TRECI numbers 
also are calculated quarterly

for different metro areas. The results of 
the latest quarterly survey are on the 
Real Estate Center website, http:// 
recenter.tamu. edu. Individuals inter
ested in participating on an expert panel 
can sign up at http://recenter.tamu.edu/ 
panels/.  

Expert panelists for the Center's quar
terly survey are recruited from cospon
soring professional organizations. The 
Society of Industrial and Office Real
tors and the Certified Commercial In
vestment Member designates of the 
National Association of Realtors (NAR) 
cosponsor the commercial Realtor 
panel.  

NAR's Lone Star chapter of Certified 
Residential Specialists cosponsors the 
residential Realtor panel. The TRECI 
builder panel is cosponsored by the 
Texas Association of Builders. The Texas 
Mortgage Bankers Association, the 
Texas Association of Mortgage Brokers 
and the Texas Bankers Association (TBA) 
jointly sponsor the mortgage lender 
panel. The commercial lender panel is 
cosponsored by the TBA.-4 

Dr. Leigh is an associate professor of marketing 
and associate research scientist for the Real Estate 
Center in the Lowry Mays College and Graduate 
School of Business at Texas A&M University.
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Voice: 979-845-2031 
FAX: 979-845-0460 
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Role of Parking in Texas' 
Commercial Real Estate-NEW 

D Texas Water Law: The Next Century 

- Exurban Residential Development 
in Texas 

Real Estate Market Overview: 
Austin-San Marcos 2001 

Real Estate Market Overview: 
Dallas 2001 

Real Estate Center: Celebrating 
Thirty Years CD-NEW 

- English-Spanish Real Estate 
Glossary 

D The Texas Deer Lease

No. Price

TG-1516 

TG- 1469 

TG-1470 

TG- 1483 

TG-1471

$5 

$3 

$3 

$5 

$5

Total 

Next 
century 

0S

TG-1518 Free

TG-864 

TG-570

$5 

$4

Texas licensees deduct 20% 

Total

Give us your e-mail address, and we will send you free real estate news weekly:

WRONG ADDRESS? Please correct your mailing

Affix corrected address label here.

label and send it to Circulation Manager, Real Estate 
Center, Texas A&M University, 2115 TAMU, College 
Station, TX 77843-2115. Or, fax it to 979-845-0460.  
Attention licensees. Remember to notify the Texas Real 
Estate Commission of any address changes.
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