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Real Estate 550/705

Preliminary Risk Analysis

Risk

Risk is the variance between the realizations and the expectations
about the execution of a program.

A. Test validity of assumptions concerning growth
#40 Net Income - Market Value Ratio
58114
Yr. 3 = 992750 = .0585

For the purpose of this course you will not be concerned with the
magnitude of the value, i.e. is .0585 too small??

The concern will be centered on the ratio's magnitude of change
and direction, i.e. is the ratio getting larger or smaller and how
much has it changed over the holding period?

The total acceptable change is + 1.0% over the holding period.

Analysis

Yr. 1 = .0541

Yr. 2 = .0563
Yr. 3 = .0585
Yr.1l0 = .0766

Note that the ratio is increasing over time. This indicates that
one of two conditions exists:

1. The Net Income is growing too fast.
2. The Market Value is growing too slowly.

Why is Net Income too big?
l. Income is growing too fast.
2, Expenses growing too slowly.
3. Real Estate Taxes growing too slowly.
4 Vacancy rate is under stated.

Why is Market Value too low?

Rate of Project Value Growth is too low.
This is controlled by the data packet.

The analyst must determine how to bring the ratio into proper scale.



B. Test cash breakeven point

#42 DEFAULT

R.E.Tax

RATIO

+ Expenses + Debt Pmt + quking Capital Loan

Yr. 3
.9329 =
Analysis of
.9329

+.0600
.9929

1.0000
-.9929
.0071

140,608
How Much Ri

998.31
988.31
998.31
998.31
998.31
998.31
998.31

C. Test Durati

Gross Income

10404 + 63654 + 47002 + 6998 + 3544
140608

Default Ratio

Default Ratio
Vacancy Rate
Effective Cash Drain

= Gross Income

Effective Cash Drain
B/4 Tax Income

* .0071 = 998.31

sk?

<+ 140,608 = .00709 Gross Inc. Down
=+ 8,436 = ,11834 Vvac. Up

<+ 10,404 = .09595 R.E. Tax Up

< 63.654 = .01568 Exp.Up

+ 47.002 = ,02124 Int. Up

+ 6,998 = .14266 Princ. Up

< 3,544 = ,28170 WCL Up

on of Equity Exposure

#33 B/4 Tax Orig. Equity Payback
#38 AFR Tax Orig. Equity Payback

Cumulative Cash Throw-Off

#33 = Original Equity
Cumulative Spendable Cash After Taxes
#38 = Original Equity
1 2 3
15400 12841 10238
Cum. 15400 28241 38479
38479
Yr. 3 = 350,000 = .1099
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page 3
CASH FLOW DEMO PROBLEM

Basic Assumptions

l. Gross Rent = 130,000 @ 4%/yr (5,200)
2. Expenses = 60,000 @ 3%/yr (1,800)
3. R.E. Taxes = 10,000 @ 2%/yr ( 200)
4, Vacancy = 6% of Gross Rent
5. Project Growth Rate = 1.5%/yr (14,250)
6. Working Capital Loan = 14%
7. Income Tax Rate = 50%
8. Equity Discount = 12%
9. Project Cost = $950,000

Land = $250,000

Improvements = $700,000 (Life = 40 yrs)

10. Depreciation
1l. Mortgage

200% Declining Balance

Amount = 600,000
Interest = 8%
Payment-Yearly = 54,000
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20. . . . . ) .
: Back=-Door v Back-0coc lLoans Inveatmant Default B/4 Tax Beginning Year ) End Yeax

= Back Door

0 = Do Not process through Back Door
1 = Derive value based on Default Ratio
2 = Derive value based on Loan-to-Value Mortgage
3 = Derive value based on Debt Coverage Ratio
”o . - . i ] e . .
Dafault Ratio Casa~On~Cash Year % Change Iquity B/4 Tax Reserve /4 Tax
103, . . )
Rassrves ¥Witheld Bquity Rssecrvas 3quity Resecve Rats Raserve Maximum

Pield #5 = Depreciation Method

no depreciation

gsum of the years digits
straight line

125% declining balance

150% declining balance
200% declining balance
reverse sum of years digits
equity modification

“.® = remove equity

*4+* = add equity

= Bonus Basis Type

fixed income - base amount

gross rent - base amount o
effective gross rent - base amount
fixed income - fixed expense - base amount
net income -~ base amount

cash throw - base amount * bonus interest rate
market value - base amocunt * bonus interest rate
B/4 net worth - base amount * bonus interest rate
after tax net worth - base amount * bonus interest
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rgte . ]
Report Field Tdentifiers
Pield # Report Title Fleld # Revort Title
1l. ' summary of Income & Expanse 6. After Tax Ratios
2. Component Summary 7. " Modified Internal Rate of Return
3. Cash Flow 8. ¥Mortgage Amortization
4. Market Value 9. Depreciation Schedules
S. Before Tax Ratios 10. Partnership Report

* « position #1l of Caxd 400
S mAuto 1, 2, 3, 4, 5, 6, 7, 10
9 = Auto All

3 = Select Specific Line #'s (10 maximum)
PRINT YEARS (Enter any year number 1-25, i{in any oxder)

403 . . . ] . . . . .

99 = first entry line 403 means 10 year wide carriage ocutput option.
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REFORT

DEFRECIATION SCHEDULE FOR

INITIAL COST

SEC

700000,
DEFRECIATION METHOD

USEFUL LIFE

ER

PERCENT DEFRECIARLE 1.000

TION NUMBE
IMPROVEMENTS
]
40. REGINNING YEAR

CUMULATIVE CUMULATIVE

i

FAGE 1

ANNUAL

YR DEF . STR. LINE ACCELERATEDI EXCESS

1 35000, 17500, 33000, 17500,

2 33250, 35000, 48250, 33250,

3 31588, 52300, ?9838. 47338,

4 30008, 70000, 129846, 59846,

g 28508, 87300, 158353, 70853,

& 27082, 1035000, 185436, 80436,

7 28728, 122500, 211164, 884664,

8 24442, 140000, 235606, P60,

9 23220, 157500, 258823, 101325,

10 220359. 173000, 280884, 103884,
REPORT SECTTION NUMBEER FAGE 1
MORTGAGE AMORTIZATION SCHEDULE FOR FERMINENT MORTGAGE
MORTGAGE AMOUNT 600000, TERM

INTEREST RATE 0.0800 MORTGAGE FACTOR 0.092000000
PERIOD FAYMENT 54000.00 FAYMENTS FER YEAR

BONUS INTEREST 0.0000 TYFE O GREATER THAN

ANNUAL  INTEREST FRINCIFAL BONUS INT

YR FAYMENT PFAYMENT PAYMEMNT RALANCE  FAYMENT

1 G4000. 48000, 6000, 394000, O

2 34000, 47320, 6480, 587320, 0.

3 34000, 47002, 699283, 380522, 0.

4 34000, 46442, 7338, G72963. .

a3 4000, 45837 . 8163, G64800Q. 0.

6 34000, 45184, 88146, G55985, 0.

7 54000, 44479, PE21. 35464563, 0.

8 34000, 43717, 10283, 3536180, 0.

g 34000, 42894, 11106, 3525073, 0.

10 34000 . 42006, 11994, 513081,

Q.



PRO FORMA
INVESTMENT ANALYSIS OF
550 DEMO PROBLEM
FOR

ORVIL F. ANDERSON

REPORT SECTION NUMEER 1 PAGE 1
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GROSS RENT $ 156079, % RATE OF GROWTH OF GROSS RENT 0.0400
EXPENSES $ 68783, % RATE OF GROWTH OF EXPENSES 0.0300
R E TAXES $ 10950, % RATE OF GROWTH OF R E TAXES 0.0200
INCOME TaAX RATE 0.3000 FROJECT VALUE GROWTH OF 33,0000
VACANCY RATE 0.0600 WORKING CaAFITAL LOAM RATE 0.1400
EQUITY RISCOUNT 0.1200 EXTRADRIINARY EXFPENSES % 0.
RESaLE COST 0.0000 REINVESTHMENT RATE 0.0600
WKG CAPITAL RS ¢ 0. CAFITAL RESER INTEREST RATE 0.0000
INITIAL COST 930000, INITIAL EQUITY REQUIRED $ 350000,

ALL %7 VALUES ARE AVERAGE AMOUNTS FOR HOLDING FERIOD,. OF 10 YRS.



P RO FORMA
INVESTMENT ANALYSIS OF
530 DEMO PROBLEM

FOR
ORVIL F. ANDERSON

REFORT SECTIAOQN NUMERER 2 PAGE
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COMPONENT SUMMARY

TITLE FCT. RBEGIN USEFUL IEFR
DEFR USE LIFE METHOD COST SCH
LAND 0.00 1 0. o % 250000, O
IMPROVEMENTS 1.00 1 40 . S $ 700000, O

MORTGAGE SUMMARY

TITLE INTR BEGIN ENIl'  TERM ORIG FCT
RATE YR+ YR, BALC Val.lUE

FERMINENT MORTGAGE 0.,0800 i 40 28 $ 4600000, 0632



REPFPORT SECTION NUMEER 3
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PRO FORMA
INVESTMENT ANALYSIS OF
550 DEMO PROBLEM
FOR

ORVIL P+ ANDERSON

CASH FLOW ANALYSIS

mamsmmoTamomET eI IR anaman 197% 1980
GROSS RENT 130000. 1335200,
LESS VACANCY 7800. giiz.
LESS REAL ESTATE TAXES 10000, 10200,
ILESES EXFENSES 60000, 61800,
NET INCOME 32200, 335088,
LESS DEFRECIATION 35000, 33250,
LESS INTEREST 48000, 473520,
TAXARLE INCOME ~-30800, =-25682.
FLUS DEPRECIATION 35000, 33250,
LESS FRINCIFAL PAYMENTS 6000. 6480C.
CASH THROW-OFF ~1800. 1088.
LESS TAXES 1125, 863.
LESS RESERVES AT 0.000 0. G
CASH FROM OFERATIONS -2925, 225,
WORKING CAFITAL LOANCCUM R) 2925, 3109.
DISTRIBUTARLE CASH AFR TAX Q. .
TAX SAVING ON OTHER INCOME 13400. 12841,
SFENDARLE CASH AFTER TAXES 13400, 12841,

1981
140608,
8436,
10404,
63654,
58114,
31588,
47002,
~20476.
31588,
6998,
4114,
613,
O,
3300,
44,
0.
10238.
10238.

PAGE 1

1988
185031 .
11102,
11981,
78284,
B8346F 1L,
22009,
42006
19627,
22059,
11994,
294691,
?813.
0.
19878.
0.
19878,
0.
19878,



P RO FORMA
INVESTMENT ANALYSIS OF
530 DEMO FROBLEM
FOR

ORVIL P, ANDERSON

REFORT SECTION NUMERBRER
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CASH FIL.OW ANALYSIS

ome o sy g e 2o a2 oE e I 3 S Tn S me I e 1979
MARKET VALUE

19  RY METHQOD - & - AT 0.0150 S&A4250,., 9
20 LESS RESALE COST 0.

21 LESS LOAN BALANCES 596925, 5
22 PLUS CUM. CASH RESERVES 0.

23 R/4 TAX NET WORTH 367325, 3
24 CAFITAL GAIN (IF SO0LI 31750,

23 CAFITAL GAINS TaAX 7%38.

26 TAX FREFERENCE TAaX 2381,

27 INCOME TAX ON EXCESS DER 8730,

28 TOTAL TAX ON SALE 190469

29 AFTER TAX NET WORTH 348256, 3

1980

78500,
0.
0629,
O

87871,

63G00.
158735,

4763
16625,

37263,

H0509 .

1981

PER750.

0.
3805466,
0.

412185,

25250,
23813,

7144,
23646F

545625,

G7360.

FAGE 1

1988

10692500,
0.
513081.
0.

579419,

338677
B4669.
245835,
42354,

151607

427812,



PRDO FORMA
INVESTMENT ANALYSIS OF
550 DEMO PRORLEM
FOR

ORVIL P. ANDERSON

REPORT SECTTION NUMEER S PAGE 1
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YEAR OF ANALYSIS
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30 RETURN ON NET WORTH EB/4 TaX 0.0495 0.0589 0.,0733 0.1011
31 CHANGE IN NET WORTH RB/4 TAX 17325, 20546 24314, 26244,
32 CASH RTN ON ORIG CASH EQUIY -0.00351 0.0031 0.0118 0.0848
33  FPERCENT ORIG EQUITY FAYBACK 0.0000 0.0000 0.,0000 02997
34 PRESENT VALUE OF FROJECT 926362, 908469, BPHLI73. 841992,



REFPORT SECTION
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YEAR OF ANALYSIS
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RETURN ON NEW WORTH AFT TfX
CHANGE IN NET WORTH AFT TAX
CASH RTN ON ORIG CASH EQUIY
PERCENT ORIG EGQUITY FAYBACK
FRESENT VaLUE OF FROJECT

NET TNCOME-MARKET VALUE RTO
LENDER EONUS INTEREST RATE
DEFAULT RATIO

NUMEER b
1979 1980
0.03%0 0.0436
638, 4734,
0.0440 0.0367
0.0440 0.0807
P24693. 9034%90.
0.0541 0.0563
0.0000 0.0000
0.9538 0.2536

i981

0.04%90
P332,
0.0293
0.1099
885778,

0.,0585
0.0000
0.9329

FAGE 1

1988

6.,0874
19293,
0.0568
0.4512
823147.

0.07646
0.0000
0.7795



FRO FORMA
INVESTMENT ANALYSIS OF
550 DEMO FROELEM
FOR

ORVIL P, ANDERSON

REPORT SECTTION NUMBER
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YEAR OF ANALYSIS
mommmanmES IR I ¢ 1979

MODIFIED INTERNAL RATE OF RETURN ANALYEIS
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41 CUM. AFT TAX SPENDARLE CASH 15400,
44 MODs I+.R.Rs ON ORIG EQUITY ~0.9560 -~
45 MOD. I.R.R. ON CUM. EQUITY ~0.9560 -

RETURN ANALYSIS WITH SALE

serm Sas o e a4y sums pems ares muT em e sert 048 Sace Svmt 0983 Wes weme Sear Svue s0as Mave Sews swve swes
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46 CUM. CABH LESS ORIG EQUITY 13656,
47 CUM. CASH LESS CUM. EQUITY 13656,
48 MOD' I.R.R. ON ORIG EQUITY 0.03%0

49  MODY I R.R. ON CUM. EQUITY 0.03%90

1980

29165,
0.7113
0.7113

29774,
29774,
0.0417
0.0417

1981

41153,
-0.5101
-0.5101

48712,
48712,
Q0.0444
0.0444

FAGE 1

1988

203356
=0, 0528
-0.,03528

281168,
281148,
0.04607
0.0607



