Highest and Best Use Problem

You are considering two alternative uses for an 8 acre site: a shopping center and an apartment complex. Land costs for the site are $4.50 per square foot. The zoning and other land development regulations of the local government allows both uses. Further, shopping centers can be built to a maximum density corresponding to a floor area ratio (FAR) of 0.25. The FAR is a ratio between square feet of built space to land area. Apartments may be built to a maximum density of 20 dwelling units per acre (DUPA). Development costs for the shopping center are $50 per square foot. Development costs for the apartments are $25,000 per unit. In the local market, income capitalization rates for shopping centers are 8% and for apartments are 12%. The shopping center is projected to generate $500,000 per year in net operating income and the apartments will generate $650,000 per year. 

Which use represents the highest and best use of the site? Address all four highest and best use criteria.

