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Introduction

It is generally recognized that the. real estate market is dependent
on substantial amounts of credit to support effective demand so that
real estate prices and perhaps values vary with the terms and supply
of credit generally available in the marketplace. Indeed the old
timers have seen the definition of falr market value gradually move
away from the firm premise of cash to the séller to a somewhat more
subjective condition of terms generally available in the market.

A. The pressure of double digit inflation is eroding many of the
appraisers' favorite simplifications of the market model:

1. The long term fixed Interest mortgage, amortized from
property productivity is gone.

2. The simple division of income between the mortgage and
the equity component is smothered in participating mort-
gages, limited partnerships, convertible mortgages and
seller financing. -

3. As the government had removed general subsidies to real
estate finance such as regulation Q, it has made greater
use of specific interest subsidies to selected special
groups.

L. Real estate markets must be defined not only in terms of use,
age, Income, but also access to capital.

5. Moreover, most properties exist In a 3~tier market, utility
to house an activity, commodity and money speculation, and
as part of a going concern.

6. The 3-tier market can be further subdivided by the nature
of permits or other entitlements that are site specific
and define risk of a vested or non-vested opportunity.

B. Volatile money market conditions and the widespread use of creative
financing leave the appraiser in considerable difficulty in defining
typical market terms, cash equivalent prices or the relationship of



fair market value to transaction price. Does the client want fair
market price, most probable price, going concern value, contributory
value, investment value, or liquidating value in event of delinquency
and foreclosure.

€. The impact of these elements is significantly different for problems
involving:

1. Income investment properties

2. Economic development properties

3. Multi-family residential properties
L, Single family residential properties

D. The impact of flnancing in each situation requires that we go back
to basics. The appraiser or his clinet must define:

1. What is the function of the appraisal?

2. Which rights are to be appraised? (Those that run with the
establishment on the site, with the ownership position, or
with fee simple title).

3. Which definition of value is appropriate?

4, How is productivity allocated to the agents of production?

E. Reference to Exhibit |
F. Reference to definition of fee simple title in Exhibit 2

G. Reference to definition of fair market value in Exhibit 3 and
compare to most probable price in Exhibit &4

The Games People Play With income Investment Property makes it very
difficult to apply any one of the three appraoches to value.

A. Sales prices-are engineered by accountants to some degree to shift
asset values among various classifications for land, structure,
personalty, intangibles, capital gains and losses and ordinary
gains and losses, making market comparison anytfitng but objective
(not to mention adjustments for non-market financing discussed
in Section 111).

B. Similarly, the income approach has great difficulty in applying
the truism that income value is the present value of income plus
the present value of reversion.

1. There is the problem of defining net operating income in terms
of what is attributable to the real estate (aside from financing
effect on cash throwoff).

2. There is the problem of defining the net reversion to equity
in an uncertain future (aside from financing effect on mortgage
balance).



Reprinted from Black's Law Dictionary, Fifth Edition with permission.

Fee simple.

Absolute. A fee simple absolute is an estate limited
absolutely to a man and his heirs and assigns forever
without limitation or condition. An absolute or fee-
simple estate is one in which the owner is entitled to
the entire property, with unconditional power of dis-
position during his life, and descending to his heirs
and legal representatives upon his death intestate.
Such estate is unlimited as to duration, disposition,
and descendibility. Slayden v. Hardin, 257 Ky. 685,
79 S.w.ad 11, 12.

The estate which a man has where lands are given
to him and to his heirs absolutely without any end or
limit put to his estate. 2 Bl.Comm. 106. The word
“fee,” used alone, is a sufficient designation of this
species of estate, and hence_ “simple” is not a neces-

sary part of the title, but it is added as a means of
clearly distinguishing this estate from a fee-tail of
from any variety of conditional estates. Fee-simpje
signifies a pure fee; an absolute estate of inheritance
clear of any condition or restriction to particular
heirs, being descendible to the heirs general, whether
male or female, lineal or collateral. It is the largesgt
estate and most extensive interest that can be ep.
joyed in land.

Conditional. Type of transfer in which grantor con-
veys fee simply on condition that something be done
or not done. A defeasible fee which leaves grantor
with right of entry for condition broken, which right
may be exercised by some action on part of grantor
when condition is breached.

At common law an estate in fee simple conditiona}
was a fee limited or restrained to some particular
heirs, exclusive of others. But the statute “De donis”
converted all such estates into estates tail. 2 Bi,
Comm. 110.

Defeasible. Type of fee grant which may be defeated
on the happening of an event. An estate which may
last forever, but which may end upon the happening
of a specified event, is a ‘“‘fee simple defeasible”.
Newbern v. Barnes, 3 N.C.App. 521, 165 S.E.2d 5286,
530.

Determinable. A “fee simple determinable” is creat-
ed by conveyance which contains words effective to
create a fee simple and, in addition, a provision for
automatic expiration of estate on occurrence of stat-
ed event. Selectmen of Town of Nahant v. U. S,
D.C.Mass,, 293 F.Supp. 1076, 1978.

Fee simple title. See Fee simple.

From: Henry Campbell Black, Black's Law Dictionary, Fifth Edition,
West Publishing Co., St. Paul, 1979, p. 554.




Exhibit 1§

Critical issues Which Define Appralsal Process

Function of the
Appraisal

Property Rights

Relevent Definttion
of Value

Allocation of
Productivity

Buyer Motivation
Presumed

Tax assessment

Fee simple private rights
unencumb er ed

Falr market value

Income attributable to
Iand and structures only

Purchase of economic
productivity

Mortgage loan
(ron-participating)

Encumbered fee simple
private rights plus
additional rights
pledged

T

Regulations - fair
market value
Underwriting - solvency
price or liquidating
value

Fixed Income pledged
from all sources less
costs of creative
management

Share of economic
productivity contributed
by cspital

Mortgage loan
{participatory)

Encumbered title plus
ron-vested Interest in
selected fFuture revenues

Present value of all
future cash flows

Variablte Income pledged
plus share of reversionary
interest

Share of economic produc-
tivity contrlbuted by
capital plus share In
selected management returns
plus positioning against
devaluation due to
changing conditions

Sale of an investment

Encuombered title plus
vested entitlements plus
going concern profit
center opportunities

Most probable price
sbove minimm acceptable
alternative opportunity

Returns from land, struc-
tures, personalty, and
selected entitliements

Increase In spendable cash
Increase In liquidity
value of estate
Positlioning to maximize
probablility of survival of
benellts desplte changing
cond i tions

Purchase of
Investments

Encumbered title plus
positioning for access
to entitlements

Most probable price
within perceived peril
point limit

Goling concern
purchase of a
bus iness

Encumbered title plus
posltioning for access to
entitiements plus
reduction In risk for
business start-up plus
monopolistic market
controls

Most probable price
within percelved costs
of alternative

Land, structure,
personalty, and intangible
assets less profit centers
for management

Land, structure,
personalty, and Intangible
assets and good w!ll plus
profit centers for

ntanagement

Increase In spendable cash
Increase In liquidity
value of estate
Positioning to maximize
probabitity of survival

of beneflts desplte
changing conditions

fncrease In spendable cash
fncrease In liquidity

value of estate
Positioning to maximize

probabtiity of survival
of benefits despite

changing conditions ‘



EXHIBIT 3

FAIR MARKET VALUE - The highest price in terms of money which a property
will bring in a competitive and open market under all conditions requisite
to a fair sale, the buyer and seller, each acting prudently, knowledgeably
and assuming the price is not affected by undue stimulus.

Implicit in this definition is the consummation of a sale as of a specified
date and the passing of title from seller to buyer under conditions whereby:

l. buyer and seller are typically motivated.

2. both parties are well informed or well advised, and each acting in
what he considers his own best interest.

3. a reasonable time is allowed for exposure in the open market.

L. payment is made in cash or its equivalent.

5. financing, if any, is on terms generally available in the community
at the specified date and typical for the property type in its locale.

6. the price represents a normal consideration for the property sold

unaffected by special financing amounts and/or terms, services, fees,
costs, or credits incurred in the transaction.

Source: P. 137, Real Estate Appraisal Terminology, Editor Byrl Boyce.

EXHIBIT 4

The most probable price is that selling price which is most likely to emerge
from a transaction involving the subject property if it were to be exposed
for sale in the current market for a reasonable time at terms of sale

which are currently predominant for properties of the subject type.

Source: P. 8, The Appraisal of 25 N. Pinckney, Editor James A. Graaskamp.
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Exhibit 2
CONTEMPORARY REAL ESTATE APPRAISAL REPORT

of Transmiczal

8rief statsment of appraisal! issue

Dafinition of value applied

Valua conclusion (qualified by financing, terms of sale, and range
of prchable ctransaction zcne as appropriate)

Sensitivity of conclusion 20 critical assumpticns

Proper:y cbservations or racommendaticns

Inesrperation by rsfarence of limiting assumpctions and conditicns

Table of Contants

List - of Exhibits

Digest of Facts, Assumptions, and Canclusiqns

T.

1.
2.
3.
&,
5.
6..

13.

Property type

Property locatian

Property ownarship

Determinant physical atiribuctas

Controiling legal-poiitical attributes

Pivatal linkage atsribucas

Harkstasie dynamic actribuctas

Most probable use conclusicen

Most grchbable buvar pgrofile assumed )

Initial prchable grics grediction and cesncral tendency
Adjustnent of pgreliminary value estimats for external factors ar
markat position of parties ,
Teszing of correctad probable prics for consiscency with most prchadle
buyer objectives

Final value conclusion and ranga of arrsr estimata as appropriace

Appralsal Probliem Assignmant

A.
8.

c.
o

Statanmtent of issue or circumstancas for which appraisal s intendad
£o sarve as a3 decision bonch;urk and datcs of valuatiaon

Sceclal problems implicit In property type or Tssue that affect
appraisal methodalcegy and definition of value

Special assumptions ar [astructicns that are provided. by athers

DefTnition of valua,which Is the objective of apgraisal analysis
and disciplines appraisal procass

I.. Selected definition and scurcs
2. Implicit-caonditions of the definition
3. Assumptions regquirad by relevant legal rulings

_Dafinition of Tegal interests %o be appraised

T. Legal dascription and source

2. Permics, palitical approvals,and other public usa entitlements

3. Fixtures or personalty to be included with sale .

k. Specific assets or liabilities exciuded as Tnconsistent with
{ssue or premise of appraisal



11. Property Analysis to Determine Altarnative Uses

A. Sita Analysis

1. Physical (static) size atzributes (size, shape, gaslogy, slace,
sail hydroiogy, ets.)
2. Special sits improvemencs (wells, bulxhesads, irrigaticn systamus,
parking surfacas with unique salvage or re-use charactaristics, etz.)
3. Llegal-poiitical atsribuces {acpliicacle faderal, szates and local
20ning, convenants, easamants, special assessmeants, or clher
land use cades and ordinancas, etc.)
&, Linkages of site (key relaticnshiss to networks, populaticns,
or activity cantars tha: might generate nesd for subisct procerty)
5. Dvnamig ate-ituces of sizz (-erzantual responses 3f zeosle 22
site in terms of anxiezy, visikilisy, srastiga, asesthecics, ecz=.)
6. Envirormental at:ributas of site as rslated o off-size systams
or impacs: arsas.

8. Improvemen: Analysis.

1. Physical (static) aczributas of improvement:s, cataioged Sy tyrce,
constructian, laveut, conditian, struccural flaws, atc.

2. Mechanical attribuces (brief statament of heating, ventilating,
air conditioning, alectrical, slumbing, and flre ar safacy
systems in tarms of limitatisns on use or efficiency)

3. Special structural linkages to off-site elameats (tunnels,
Sridges, adjcining structuras, ate.)

k. Legal-zalicical consirainss on use of existing Improvemsnts
{federal, state and lgcal Suilding cmdes, fire codes, conditional
uss procadures, neighborhoed assaciations, and inmspection
liens of recsrz far viclatiens).

5. Dynamic at:ributas of existing imgrovements (imprassions created
by type, Sulk, texture, previcus usas, jast history, or
funczicnal ef¥iciency)

6. Current uses and tenancias of improvements, if any

7. Eavicronmencal impact attributes of improvemsnts on anvirsns

E. ldentification of Altarnative Usa Scanarios for Subject Propercy

1. Marksating axisting uses of propsrty as s

2. Renovation of axisting property and marketing improved spacs

3. Redirsction of existing. property to altarnative tsnancies
and usas

h. Replacament of exlisting improvements aor program with new usas

11i. Selection af “ost Probable Use
A. Comparative Analysis of Altarmative Usas

1. Testing and ranking altarnative-use stratagies for legal-
palicicasl compacibilicy '

Z. Testing altarnative-usas scenarias for fit o shysical properzy
aceribuctes within reascnable cost to cure

3. Selectian of scanarios that justify markat rasaarch



Exhibit 2 {(cont.)

B. Analysis of Effectiva Qemand far Selected Uses

Il

2.
3.

L

Search for rents and income potentials of sgenarle spaca-time
products

Scraan and rank markast fargets

Apply lacome=justified rasidual [avestment approach o rank
econemic power of 3ltarnative market scenarios

Evaluate marginal rasvenue, marginal investment risk trade-cifs

C. Summary Matrix for Selecticn of Host Probable Usa Scanario

I.
2.
3.
4.
5.

Physical fit

Legal-palitical risk

Strangth of market demand
Adegquacy of availaple financing
Revenue and cost assumptions risk

Pradicticn of Prica for Subjsct Propercy

A. Specificaticn of Mos: Probablae Buyer Type Implied by Most Probable Use

"
r

i

Criteria mativations of altsrnative buyer typas

Salection of most protable buyer type as basis for pradicticn
of 3 sales transaction with logic far ranking of altarnatives
Specification of essantial sita, Improvement, financial, or kay
decisiom criteria of principzal altarnative buyer typas

8. Explanation of Agpraisal Msthodalcgy for Praediczian aof Praobabls.

Purchase Prica

T.

Z
3.

Prafarred mathod: to infar huyer behavior from actual markst
rransaccion and markat data availabls from sales by comparable
buyers af accaptable altarnatcive properties

{in the sbsenca of adaquate markat sales data, the alzernative
methad selectad for simulation af probable buyer decision procass
| markeat [n¥luenca of simulaciaon is impossible, salect normacive
medel such as (nvestment value, ar cost to reglace

€. Search for Comparable Markat Sales Transactions

. “.
y
3.
t
5.
6.
7.

Unit of comparisom

Method of comparisan

Explanacion of search parametars

Investigaticn of sale transaction clircumstances
Evaluation forr comparabillsy

fefinition of prademinanc tarms of sale

Source of comparative adjustments

[+ 2 ﬁ‘t-mlm?m'df‘ SultaBiilicy of Exlscing Market Data far Inferenca
of Yalud for Subject Property

1.

2

3.

_Whars data ['s adequate, salectiom of market mptrrscn method
to sstimate value

Where data s lacking er misleading, scl«::!cn of alternative
vaiuation method and reasaning

Canclusicm leads o E or F



E. Simulatien of Probable Buyar Decision Procass If Markst Comparisan
Approach Is Inconclusive ar impossible ‘

1. Scurca and explanacion of simulatica model
2. Schedules of simulation assumptions
3. Range of aitarnative simuiation value predictions (sensicivity analysis)

(OR) F. Selection of Normative Model of Juyer Behavior

1., lnvestmant model
2. Cost-to-renlace model
3. Nenquantitative dacision modals

G. Camputacion of Mas: Prcbable Price and Standard Errar of Prediction
K. Corragtion of Preliminary Value Sstimata for Zx:iszrnal Factsrs

1. identification of condicicns ralative to dats of aporaisal
not prasant in market csmpariscn assumptions

2. Spezification of psalitical cantingancias that might upset
normal aporaisal assumgticns of sumsstituticn

3. Identificatian of any vicliation of conditicas in the definition
of valus 9y the appraisal mathodology

h. Indication of adjusmment necassary to praliminary probable prica
astimate or

§. Explicit statzment that nc adjustment s necassary

1. Test of Mast Prohable Price or Value Conclusion iy Means of:

1. Compariscn to valuas derived from selectad alzarmative appraisal O

- methodology

2. Demonstration of achievement of objectives of most probable
buyer minimum selection critaria

3. Massurement af #it of financial cash requirsments to market
rents, Jender ratias, or athsr relevant conscraincs

k., Comparison to decision criteria appropriate ts issue (#inancial
ratics required by mortgage lender, comparative assassments cf
similar property for the tax appeal board, rates of return in
sltarnative investnents, constructien pricas for similar property,
or whataver demcnstratss consistency with statement of che issue)

¥. Apgraisal Canclusion and Limiting Conditions

A. Defimiciom of Value and Value Conclusion of the Rapart
5. Cartification of Indapendent Appraisal Judgment
C. Statement of Limiting Conditions That Sstablish:

1. Contridutions of cther prsfassionzis on which regort relies
2. Facts and forscasting under conditions of uncartainty

3. GCritical assumpticns pravided by the appraiser

&, Assumptions provided by the client

5. Controls en use of appraisal impcsed by the appraissr

Appendicas
. Maps, data secs, only If referred ta In the text. These data collections

would 3low down tha reader If Included as an exhikit and are secondary N
ta the argument In the bady of tha regart.



3. There is the problem of selecting a conversion process which
reduces income cash flows and reversionary cash flows to a
single present value.

Neither revenue, nor expenses nor debt service are constant over
timeranymore so that NOI/OAR is no longer a useful valuation model.
Instead rents, vacancies, expenses, and flnancing must be staged
using a spread sheet for both income and the reversion. Lenders
may share in appreciation and owner and lender may share the risk
of variable interest and the first principal payment.

The definition of economic rent attributable to the real estate

1. Is income attributable to entitlements that go with fee simple
title to the land and are point specific or to transportable
permits?

a. For example - does liquor license go with the building?

-}s permit to build or maintain a dam assignable? Does
right to management fee and brokerage fee go with general
partnership or property?

2. Is the real estate income from retailing of space or from
wholesaling space?

a. Parking ramp lease versus parking space by the hour, obser-
vation deck versus tlicket, condominium conversion fee
versus apartment project investment.

3. |Is the income for extraordinary services or intangible assets
rather than customary?

a. Maid service versus Janitorial, shopping center premium
for proximity or for joint merchandising and risk management.

L. Ancillary to rather than integral with the project.

a. Can services be acquired off premises such as janitorial or
utilities?

5. IRS classification as 1250 property (real) or 1231 property
(personalty) or Section 38 (tangible) or Section (intangible).

6. Is Income attributable to governmental agencies in exchange for
contractual entitlements of control or use to the public interest
for the term of the contract?

Problem of defining or forecasting a reversion

1. Pricing real estate for utllitarian purpose, to buy access to
service sales, or speculate in long term demand/supply commodity
relationships of long term commodity/money ratios.

2. Can the appraiser prove presence of necessary conditions for
appreciation and amount of depreciation?

a. Rising net income
b. Falling interest rates
c. Falling investor expectations



3. When is appreclation speculative, non-vested and excluded from
fair market value? .
L. Can the appraiser simulate alternative speculative gains for most
probable price?
5. When a premium is paid anticipating syndication of condominium
conversion, should there be an adjustment for purchase of a business
opportunity? Does fair market value include management fees for
conversion?

I11. Case Study of an appraisal of a 50-year old high rise office building in
the CBD with vacancy problems, utility problems and management problems.

A. Revenues reflected loss of a major tenant (State of Wisconsin), lack
of demand for retail space on the first floor, a soft market for
B-class space, and a reluctance of management and tenants to use
pass-throughs for operating costs.

B. It was necessary to do a spread sheet indicating a gradual reduction
of vacancy loss, a gradual updating of existing leases with pass-
through clauses, and investment in critical energy conservation.

C. Resale price is tied to projected net income and gross with a debt
cover ratio and a cash-on-cash yiéld. Loan-to-value ratio is
irrelevant. (See The Appraisal Journal, January 1981, DCR/Rg Cap
Rate Tables for Today's Financing, p. 15.)

D. Our firm makes heavy use of-the backdoor approach on MRCAP for .
valuation. -

LUNCH BREAK
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WEIGHTED MATRIX FOR COMPARABLE PROPERTIES

FEATURE/
WEIGHT

Rating/Meighted Rating
n n” n I
30 W. MIffiln 50 E. MIFFiin 16 N. Carroll

15

123 Y. Mashington 102 N. Hamiiton

16
212 E. Washington

Sub ject
110 E. Hain

Parking
25%

Locatlon
20%

Flest Floor
Retall Lease

in Place
15%

Need for
Renovat fon
152

Visual Quality
of Offlce
Entrance

10%

Vacancles in

Exlsting

Offlce Space
152

5/1.25 3/.75 0/0 6/0 3/.75

5/1.00 5/1.00 5/1.00 3/.60 1/.20

5/.75 5/.15 0/0 3/.48 3/.45

5/.75 1715 3/.45 5/.75 1/.15

5/.50 3/.30 3/.30 5/.50 3/.30

5/.15 0/0 5/.75 5/.75 o/o0

3/.75

3/.60

/0

1/.15

3/.30

0/0

3.75

3/.60

/.15

3/.45

V.10

1/.15

Total Welghted
Score

5.00 2.95 2.50 3.05 ).85

1.80

Selling Price

Yotal Net
Rentable Area
(NRA)

Price Per
Square Foot
(NRA)

Price Per
Square Foot
of HRA

Fotal Welghted

Score

$2,555,500 $850,000 $615,270 $2,896,000 $330,000

65,000 38,500 35,725
sq, ft. sq. fr. sq. ft.

138,000 28,000
sq. ft. 1q. ft.

$39.30 $22.10 $17.20 $21.00 $11.80

7.86 7.49 6.88 6.89 6.38

$472,000
38,000
sq. ft.

$12.h0

6.89

ZZ L18IHX3



EXHIBIT 23

CALCULATION OF MOST PROBABLE PRICE USING
MEAN PRICE PER PQINT EQUATION METHOD

Comparable Selling Price/ Point Price per NRA per
Property per NRA Score Total Weighted Score (x)
1 $29.30 5.00 7.86
2 22.10 3.45 7.49
3 17.20 2.50 6.88
h 21.00 3.05 6.89
5 11.80 1.85 6.38
é 12.40 1.80 6.89
TOTAL 42.39
Mean Value (X) = 42.39 + 6 = 7.07
2(x-x)*
Standard Deviation = n-l = 214 where:
n
x 2 (x=8) £x=0% a a-1
7.86 - 7.07 = .79 .62 13 5
7.49 = 7.07 = 42 .18
6.88 - 7.07 = .19 .04
6.89 - 7.07 = .18 .Q3
6.38 - 7.07 = .69 .48
6.89 - 7.07 = .18 .03
1738
Value Range: 7.07 £ .21
High Estimate: 7.28 = (X/74,000'sq. ft.) # 2.2% .. X = 1,185,184 or $1,200,000
Central Tendency: 7.07 = (X/74,000 sq. ft.) $# 2.2, .. X = 1,150,996 or $1,150,000
Low Estimate: 6.86 = (X/74,000 sq. ft.) + 2.2, ..X= 1,116,808 or $1,120,000

;74,000 sq. ft. = NRA of subject property
2.2 = Weighted point score for subject property

57
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Schedule of Rental Revenuesl for the Period of April 30, 1980 Through April 29, 1985

Annual Annualized Gross Rental Revenues
Occupancy as of Space Rent per Lease Terms 3 %/30/80- §/30/81- 4/30/82- §/30/83-~ §/730/85-
April 30, 1980 $q. Ft. 5q. Ft.2 as of 4/30/80 4/29/81 hs29/82 h/29/83 h/29/84 h/29/85

Lower Level & Roof
B Level Vault-vacant 700 3.00 -- $ 2,100 $ 2,100 $ 2,270 $ 2,270 $ 2,450
8 Lavel-Shawrcom & Office k000 3.00 - 12,000 12,000 12,960 12,960 14,000
A Level-Starage 400 §.00 6/30/80 1,600 2,400 2,600 2,800 3,000
Honeywell Phone Box - - .- 600 600 600 650 650

Total-Lower Level 5100 $16,300 $17,100 $18,530 $18,680 $20,100
fFirst Floor
Chez Vous-112 45k 4,80 10/1/76 - 9/30/81 $ 2,180 $ 2,29 $ 2,360 $ 2,360 $ 2,360
Chez Vous-11h 1000 4.80 10/1/76 - 9/30/81 4 810 5,030 5,200 5,200 5,200
North Entry 5 2000 9.00 o - " 18,000 19,500 21,000 2:,500 2k,2oo
South Entry-Leaf & Ladle 3500 9.00 1/1/80 - 12/30/ 31,500 33,130 33,950 36,670 39,600

Total-First Floor €95% ' $56,h90 $59,950 $62,510 $66,730 $71,160
Second Floor
201 Vacant 150 6.50 -- $ 970 $ 970 $ 1,050 $ 1,050 $ 1,140
202 State55 600 6.70 7/1/79 - 6/30/80 4,020 4,320 4,320 4,670 4,670
203-4 Vacant 543 6.20 9/1/78 - 8/31/79 3,370 3,640 3,640 3,640 3,930
205-6 State 506 7.00 3/1/78 - §/31/80 3,540 3,820 3,820 4,120 4,120
207-8 Homecrafts 386 7.20 1/1/79 - 12/31/81 2,780 2,850 3,000 3,000 3,080
209-10 Stateb 451 6.25 1/1/79 - §/31/80 2,820 3,040 3,040 3,280 3,280
211 Dr. Regez 219 7.00 - 1,600 1,730 1,730 1,870 1,870
212-14 Dr. Wierwill 700 6.50 /1778 - 3/31/81 4,570 4,900 4,900 4,900 5,210
215 Vacant his 6.75 7/1/78 - 6/30/719 2,800 3,020 3,020 3,270 3,270
216 uP| 500 7.50 5/1/80 - 4/30/81 3,750 k,050 k,050 4,370 4,370
218-19 Rape Crisis Center B16 7.00 1/1/80 - 12/31/81 5,850 6,120 6,260 6,530 6,690
220-21 Stateb 1400 6.25

. ' 12/1/79 - 5/31/80 8 9,450 9,450 10,200 10,200
Total -Second Floor ({173 SAE,éIO $47,910 s48.280 $50,900 $51,830
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Schedule of Rental Revenues] for the Period of April 30, 1980 Through April 29, 1985

Annual Annualized Gross Rental Revenues
Occupancy as of Space Rent per Lease Terms 3 k/730/80- L/30/81- k/30/82- h/30/83- h/30/84-
April 30, 1980 Sq. Ft. 5q. Ft.2 as of 4/30/80 k/29/81 h/29/82 4/29/83 4/29/84 4/29/85
Third Floor
301 Vacant 150 5.75 -- $ 860 $ 860 $ 930 $ 930 $ 1,000
302-3 State? 1179 5.75 -- 6,780 7,320 7,320 7,900 7,900
304 Stateg 230 6.70 - 1,540 1,660 1,660 1,800 1,800
305-8 State 942 6.70 -- 6,300 6,800 6,800 7,360 7,360
309 The Journal Co. 232 7.20 9/1/79 - 8/31/80 1,810 1,880 1,970 2,030 2,120
310-11 Stated hs6 6.70 - 3,050 3,300 3,300 3,560 3,560
312 Vacant 234 5.75 -- 1,340 1,450 1,450 1,570 - 1,570
313-14 Dr. R. Meng 482 7.20 6/1/79 - 5/31/80 3,490 3,730 3,750 4,000 4,030
o 315 Vacant 731 6.70 10/1/79 - 9/30/80 5,000 5,080 5,310 5,480 5,630
W 316-19 Wisc. Builders Assoc. 1091 7.00 1/1/80 - 12/31/80 7.810 8,180 8,360 8,730 8,940
320-24 vacant 1363 7.00 -- 9,540 10,300 10,300 11,130 11,130
Total-Third Floor 7090 $47,520 $50,560 $51,150 $5h,590 $55,0540
Fourth Floor
501 Vacant 150 6.40 -~ $ 960 $ 960 $ 1,040 $ 1,040 $ 1,120
402 Furst, Carlson Inc. 648 6.40 5/1/79 - 4/30/80 4,350 4,370 4,700 4,730 5,090
403-11 State 2147 6.75 1/1/80 - 12/31/81 14,500 14,880 15,670 16,100 16,960
412 Vacant 202 6.40 -- 1,290 1,290 1,400 1,400 1,500
413-14 Wisconsin Alliance of Cities 679 6.80 -- 4,980 5,020 5,420 5,420 5,850
his States 259 7.00 3/1/79 - 2/28/81 1,830 1,940 1,970 2,100 2,130
516-19 States 1370 6.00 vacated 6/30/80 8,220 8,880 8,880 9,590 9,590
420-20a State 560 6.70 vacated 6/30/80 3,750 3,750 4,050 4,050 4,370
421-22 State 300 6.70 vacated 6/30/80 2,010 2,010 2,170 2,170 2,340
423-24 Ed Koakol 340 6.60 9/1/79 - 8/31/80 2,240 2,240 2,420 2,420 2,620
Total-Fourth Floor 8655 $hh,130 $h5, 340 $h7,720 $49,020 $51,570
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Schedule of Rental Revenuesl for the Period of April 30, 1980 Thfough April 29, 1985

Occupancy as of

égril 30, 1980

501
502
503-5

Fifth Floar

E. C. Barton
Vacant
Vacant

506-19 State

520
q21-22
523-24

State-Bd. of Aging
Dr. Coryell
Green Bay Press Gazette

Total-Fifth Floor

ot
602-4
605

606-10
611
612-14
615
616
617

_Sixth Floor

Vacant
State
Vacant

State

The Evjue Foundation
State

Tenney Bldg.

John Barsness

Bil) Ward

618-19 State

620-2h

Vacant

Total-Sixth Floor

Seventh Floor

701

Lawton & Cates

702-19 Lawton & Cates

720-2h

Vacant

Total-Seventh Floor

Annual

Space Rent per
Sq. Ft. Sq. Ft
150 7.60
842 7.50
810 7.50
3922 6.25
555 6.70
339 7.20
337 7.60

955
150 6.70
1h73 6.00
204 6.40
1000 6.70
286 7.00
647 7.50
34k 7.00
850 6.00
250 6.70
494 8.00
1262 6.70
890

150 5.75
5417 5.75
1106 7.00

8673

Lease Terms 3

as of 4/30/80

14/1/79 ~ 10/31/83
7/1/79 - 6/30/81
7/1/79 - 6/30/80
9/1/79 - 8/31/82

vacated 6/30/80
to 6/30/80
then mo. ~ mo.
vacated 11/30/80
11/1/79 - 10/31/83
371779 - 2/28/81
vacated 5/31/80
vacated 5/31/79

6/1/79 - 5/31/83
6/1/79 - 5/31/83

Annual ized Gross Rental Revenues

h/730/80- §730/81- 5730782~ L/730/83- 5730784
5/29/81 h/29/82 4/29/83 §/29/84 L/29/85
$ 1,240 $ 1,270 $ 1,270 $ 1,380 $ 1,380
6,310 6,820 6,820 7,360 7,360
6,070 6,070 6 ,hb0 6,800 6,800
24,500 24,500 24,500 30,590 31,770
3,950 4,000 h,270 4,330 4,940
z,hgo 2.290 2.720 2,920 2,920
2,560 2 2,760 2,760 2,760
$7,070  $4B,040 $48,800 §56,140 $57,960
$ 1,000 $ 1,000 $ 1,080 $ 1,080 $ 1,170
8,840 9,540 9,540 10,300 10,300
1,300 1,300 1,hk10 1,410 1,520
7,370 7,500 7,500 8,100 8,100
2,000 2,000 2,160 2,160 2,330
h,850 4,850 h,850 5,080 5,2h0
2,400 2,400 2,600 2,600 2,800
5,170 5,520 5,5% 5,950 6,020
1,940 2,120 2,120 2,300 2,300
3,950 3,950 §,270 4,270 4,610
8.450 9,130 9,130 9,860 9,860
$47,270 $49,310 $50,250 $53,110 $54,250
$ 930 $ 910 $ 1,100 $ 1,050 $ 1,090
33,600 35,100 3g.hso 37,850 39,160
740 7,740 360 8,360 9,030
$h42,270 $43,810 $45,910 $h7,260 $h9,280
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Schedule of Rental Revenues]

Annual
Occupancy as of Space Rent per
April 30, 1980 Sq. Ft. sq. Ft.2
Eighth Floor
861 Wisconsin Radio News 150 7.00
802-5 State 1536 7.55
806-7 Or. Mannis 570 7.50
808-22 State 4580 6.00
823-24 Dr. Boyle 339 7.60
Total-Eighth Floor 7075
Ninth Floor
901 Millman & Robertson 150 8.00
902 Wisc. Ins. Alliance 864 7.00
9%3-6 Mulcahy & Wherry 980 8.00
907 Robert Uehling 225 8.00
909-10 Larry Hall 700 6.00
911 Dr. Schmitz 248 7.7%
912-19 Devine Insurance 2580 7.00
921 State 575 7.00
922-23 Judicial Commission 355 6.50
924-25 Dr. Rundell 339 7.20
Total~Ninth Floor 7016
Tenth Floor
1001 Victor Lind 150 6.80
1002 Wisc. Assoc. of Indep. Colleges 864 6.50
1003-h Wisc. Canners & Freezers 756 8.00
1005-8 Boelter Co. 911 6.80
1009~10 Vacant kss 6.50
1011-13 Dr. Doll 727 6.65
1014 Vacant 229 6.25
1015-18 State 1616 7.50
1019-21 Vacant 680 6.70
1022 Herb Walsh 17t 8.00
1023-24 Dane Co. Advocate for
Battered Women 331 7.20
Total -Tenth Floor %890

Annual Totals for

74,054 sq. fr.

for the Period of April

Lease Terms 3
as of 4/30/80

to 6/30/80

to 10/31/83
9/1/79 - 8/31/80
7/V/79 - 6/30/80
9/1/79 - 8/31/80

1/1/80 - 12/31/80
6/1/79 - 5/31/80
1/1/79 - 12/31/81
h/1/780 - 3/31/81
6/1/79 - 5/31/80
1/1/79 - 12/31/80
k/1/80 - 3/31/83
vacated 7/1/80
5/1/79 - &/30/81
6/1/79 - 5/31/80

11/1/79 - 10/31/80
1/1/80 - 12/31/80
5/1/79 - 4/30/80

12/1/79 - 11/30/80

6/1/79 - 5/31/80

11/1/79 - 10/31/83
vacated 2/29/80
12/1/79 - 11/30/80

8/1/79 - 1/31/80

30, 1980 Through April 29, 1985

Annual ized Gross Rental Revenues

§/730/80- k/30/81- h/30/82- L/30/83- h/30/8%-
4/29/8) 4/29/82 4/29/83 4/29/84 4/29/85
$ 1,050 $ 1,050 $ 1,130 $ 1,130 $ 1,220
11,600 11,600 11,600 12,060 12,520
3,840 4,000 4,000 4,210 4,320
27,480 36,620 37,100 37,100 39,580
2,780 2,880 3,040 3,120 3,120
$46,750 $56,150 $56,870 $57,620 $60,760 2
X
$ 1,230 $ 1,300 $ 1,340 $ 1,400 $ 1,400 @
6,400 6,480 6,910 7,000 7,000 5
8,070 8,530 8,750 9,210 9,210 |,
1,810 1,960 1,980 2,110 2,110 &
4,520 4,550 &,870 4,900 4,900 ,
1,920 1,970 2,060 2,140 2,230 !
18,060 18,060 18,180 19,350 19,350 o
4,020 4,350 4,350 4,700 b,700 §
2,300 2,520 z,ggo 2,;33 2,;30 ot
2,650 2,680 2,860 2 2,880 5
$50,980 $52,380 $53,800 $56,390 $56,480 &
(o
$ 1,050 $ 1,200 $ 1,25 $ 1,300 $ 1,350
5,760 6,050 6,190 6,480 6,650
6,050 6,050 6,530 6,530 7,050
6,370 6,650 6,880 7,200 7,400
2,950 3,190 3,190 3,450 3,450
5,230 5,270 5,640 5,670 6,100
1,430 1,430 1,540 1,540 1,670
12,120 12,120 12,120 12,600 13,09
5,380 5,440 5,870 5,910 6,350
1,420 1,490 1,490 1,540 1,600
2,610 2,680 2,840 2,900 3,070
$50,370 $51,570 $53,540 $55,120 $57,7
$493,960 $522,120 $537,260 $565,460 $586,210




Notes to Schedule of Rental Revenues for the
Period of April 30, 1980 Through April 29, 1985

lThe annualized gross rental revenue for the period from April 30, 1980 through April 29, 1981 is consistent with the
Increases in rents are assumed to take place according

actual lease terms, if at market rents, as of April 30, 1980.
to lease terms and conditions; an increase of B percent is used at lease renewal dates. This factor was taken from a
survey of office rent increases in Class B buildings onand near the Capitol Square in Madison and Is the current rate

used by the Tenney Building manager.

& 2The annual rental market rate is given as of April 30, 1980. Only one tenant in Rooms 909-10 is considered to be below
market rent at $4.73/square foot; therefore the rent for this space is calculated at a market rate of $6.00/square foot.

Market rents are also Imputed to spaces used by the building owner.

30f the 87 rental space units in the Tenney Building as of April 30, 1980, there are 62 leases in place, but 54 of those
terminate between 1980 and 1982. Only eight have leases that extend beyond April 30, 1982.

hThe Leaf and Ladle Restaurant began its lease of 3500 sq. ft. of the first floor retail space on January 1, 1980. The
restaurant had closed its door by October 1, 1980, and the remodeled space is once again on the market. The rental rate
of $9.00 with an annual escalator of 8% per year commencing in the second year is considered comparable for the area.
A most probable investor might consider an escalator baséd upon a percentage of gross sales to encourage rental of this
space if restaurant use is most likely; the projected revenues probably would not increase as rapidly as forecast.

SThe state has given notice that it will vacate these spaces by June 30, 1980.
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Schedule of Vacancies by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1985

Annual ¥ of Projection Period
Space Rental Rate Months k730780~ §/30/81- k/30/82- 4/30/83- k/30/8%-
5q. Ft.2 % Vacant Per. Sq. ft. Vacant 4/29/81 k/29/82 4/29/83 L/29/84 4/29/85
Lower Level § Roof'
B Level - Vault 700 100 3.00 12 $ 2,100 '
700 100 3.00 12 $ 2,100
700 100 3.25 12 $ 2,270
700 50 3.25 6 $ 1,140
700 50 3.50 6 $ 1,140
B Level
Showroom and Office 4,000 100 3.00 12 12,000
4,000 100 3.00 6 6,000
4,000 50 3.25 6 3,250
4,000 50 3.25 6 3,250
83 k,000 50 3.50 3 1,750
A Level -~ Storage hoo 100 7.00 6 1,400
400 100 7.50 9 2,250
Total - Lower Level $14,100 $ 8,100 $ 5,520 $ 5,79 $ 5,140
First Floor
112 East Main 454 100 5.20 8 $ 1,570
45k 100 5.20 12 $ 2,360
45y 100 5.20 ) $ 780
114 East Main 1,000 100 5.20 8 3,480
1,000 50 5.20 12 2,600
1,000 50 5.20 ] 860
Leaf & Ladle 3,500 100 9.00 7 18,370
3,500 100 9.50 3 8,310
3,500 100 10.50 3 9,190
3,500 100 11.30 3 $ 9,890
l
North Entry 2,000 100 9.00 9 13,500
Total - First Floor $31,870 $13,360 $ 4,960 $10,830 $ 9,89
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Second Floor
201

202

203-4

69

205-6

209-10

215

218-19

220-21

Total - Second Floor

Annual

Schedule of Vacancies by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1985

# of

Projection Period

Space Rental Rate Months §730/80- §730/81- §736782- 5730783~ 4730/8h-
sq. Ft.2 % Vacant Per Sq. Ft. Vacant 4/29/81 4/29/82 k/29/83 h/29/84 4/29/85
150 100 6.50 12 $ 900
150 100 6.50 12 $ 900
150 100 7.00 12 $ 1,050
150 100 7.00 12 $ 1,050
150 100 7.60 12 $ 1,140
600 100 6.70 6 2,010
600 50 7.20 12 2,160 Y]
600 50 7.20 12 2,160 3
600 50 7.80 6 1,170 S
600 50 7.80 3 580 —
~‘
543 100 6.20 12 3,370 )
543 50 6.70 12 1,820 wn
543 50 6.70 12 1,820 !
543 50 6.70 9 1,360
: S
506 100 7.00 6 1,770 3
506 50 7.50 12 1,900 *,
506 50 7.50 12 1,900 g
506 50 8.15 9 1,550 ®
506 50 8.15 6 1,030 &
451 100 6.25 6 1,410
453 50 6.75 12 1,520
451 50 6.75 12 1,520
451 50 7.30 9 1,230
his 100 6.75 12 2,800
hs 100 7.30 6 1,510
his 100 7.30 3 760
816 100 8.00 8 4,370
816 100 8.20 12 6,690
1,400 100 6.25 6 4,370
1,400 50 6.75 12 4,720
1,400 50 6.75 6 2,360
1,400 50 7.30 6 2,560
$16,630 $15,530 §11,570 $13,290 9,540



074

Space

sq. Ft.2

Third Floor3

301

302-3

304

305-8

310-11

312

315
320-24

150
150
150
150
150

';‘79
1,179
1,179
1,179

230
230
230

942
942
942
942

556
456
234
234
234
234
234
73

1,363
1,363

Total - Third Floor

Schedule of Vacancies by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1985

Annual I of Projection Period
Rental Rate Months 4/30/80- h/30/81- h/30/82- k/30/83- h/30/8% -
% Vacant Per Sq. Ft. Vacant L/29/81 4/29/82 4/29/83 4/29/84 k/29/85
100 5.75 12 $ 860
100 5.75 12 $ 860
100 6.20 12 $ 930
100 6.20 12 $ 930
100 6.70 12 $ 1,000
100 5.7% 6 3,3%
50 6.20 12 3,650
50 6.20 12 3,650
50 6.70 6 3,950
100 6.70 6 770
100 7.20 12 1,660
100 7.80 6 900
100 6.70 6 3,150
50 7.20 12 3,390
50 7.20 12 3,3%
50 7.80 3 1,830
100 6.70 6 1,530
50 7.20 12 1,640
50 7.20 12 1,640
1060 5.75 12 1,340
100 6.20 12 1,450
100 6.20 12 1,450
100 6.70 12 1,570
100 6.70 12 1,570
100 6.70 4 1,610
100 7.00 12 9,540
100 7.60 6 5,150
$22,190 $17,800 $11,060 $ 6,450 $ 5,300
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Fourth Floor
01

k2

bi6-19

420-20a

Total - Fourth Floor

Fifth Floar

502

520

Total - Fifth Floor

Schedule of Vacancies by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1985

Annual t of Projection Period

Space Rantal Rate Months k/30/80- - §/30/81- L/730/82- §/30/83- L/30/8h-
sq. Ft.2 % Vacant Per Sq. Ft. Vacant 5/29/81 4/29/82 4/29/83 4/29/84 4/29/85

150 100 6.40 12 $ 960

150 100 6.40 12 $ 960

150 100 6.9 12 $ 1,050

150 100 6.9 12 $ 1,040 m

150 100 7.45 12 $ 1,120

202 100 6.4 12 1,290 =

202 100 6.40 12 1,290 -

202 100 6.9 12 1,400 [~

202 100 6.9 12 1,400

202 100 7.40 12 1,500 |
1,370 100 6.00 6 k,110 s
1,370 50 6.50 12 4,450 a
1,370 50 6.50 12 4,450 =
1,370 50 7.00 12 4,800 P
1,370 50 7.00 6 2,h00 &

560 100 6.70 6 1,880

560 50 6.70 12 1,870

560 50 7.20 9 1,520

$ 8,240 $ 8,570 $ 8,410 $ 7,2k0 $ 5,020

842 100 7.50 12 $ 6,310

842 50 8.00 12 $ 3,410

842 50 8.00 12 $ 3,410

BYy2 50 8.75 6 $ 3,410

555 100 7.70 6 2,130

555 50 7.80 12 2,160

555 50 8.90 9 $ 1,850

$ 6,310 $ 3,410 $ 5,540 $ 5,570 $ 1,850
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Schedule of Vacancies by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1985

Annual # of Projection Period
Space Rental Rate Months §730/80- h/30/81- h/30/82- §/30/83- h/30/8h-
Sq. Ft.2 % Vacant Per Sq. Ft. Vacant 4/29/81 4/29/82 4/29/83 4/29/84 4/29/85
Sixth Floor
601 150 100 6.70 12 $ 1,000
150 100 6.70 12 $ 1,000
150 100 7.20 9 $ 810
602-4 1,473 100 6.00 6 4,420
1,473 50 6.50 12 4,770
1,473 50 6.50 12 4,770
1,473 50 7.00 9 $ 3,870
1,473 50 7.00 6 $ 2,580
605 204 100 6.40 12 1,300
204 100 6.40 12 1,300
204 100 6.9 12 1,410
204 100 6.90 9 1,060
617 250 100 7.75 4 640
620-24 1,262 100 6.70 12 8,450
1,262 100 7.20 6 4,540
1,262 100 7.20 6 4,540
1,262 50 7.80 9 3,69
Total - Sixth Floor $15,810 $11,610 $11,530 $ 8,620 $ 2,580
Seventh Floor
No Vacancies Projected
Eighth Floor
Bo1 150 100 7.00 10 $ 880
150 100 7.00 12 $ 1,050
150 100 7.50 6 $ 560
Total - Eighth Floor $ 880 $ 1,050 $ 560 0 0
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Minth Floor

909-10

922-23

Total - Ninth Floor

Tenth Floor

1009-10

1014

1015-20

Total - Tenth Floor

TENNEY BUILDING TOTAI.S‘l

Schedule of Vacancies by Floor and by Lease Terms for

the Period of April 30, 1980 Through April 29, 1985

Annual { of Projection Period
Space , Rental Rate Months §/306/80- §730/81- 4/30/82- §/30/83- L/730/8h-
5q. Ft. % Vacant Per Sq. Ft. Vacant h/29/81 k/29/82 4/29/83 h/29/84 L/29/85
700 100 6.50 6 $ 2,280
700 100 7.00 6 $ 2,h40
355 100 7.00 12 2,500
355 100 7.60 6 $ 1,350
0 $ 2,280 $ 4,940 $ 1,350 0
455 100 6.50 12 $ 2,950
455 100 7.00 12 $ 3,190
455 100 7.00 9 $ 2,39
229 100 6.25 12 1,430
229 100 6.25 12 1,430
229 100 6.70 6 770
680 100 6.70 (] 380
$ h,760 $ 4,620 $ 2,39 $ 1770 0
$120,790 $85,330 6,480 $59,910 $39,220
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Notes to Schedule of Vacancies by Floor and by Lease Terms
For the Period of April 30, 1980 Through April 29, 1985

lThe lower level space has a continued record of vacancy; It is assumed that until the space is made more marketable by
remodel ing, rents will not keep pace with the market. Uses other than a showroom for the 4000 sq. ft. will need to be
explored; subdividing the larger space for office space and/or storage space are possibilities.

2It is assumed that the smaller office spaces from 200-500 square feet will experience less overall vacancy than the
larger spaces. There appears to be a trend toward several small independent businessmen sharing a common secretarial
staff; some of the larger vacant suites could be remodeled for this type of use.

3The second and third floors have the greatest amount of vacancy due to the exodus of State tenants. By the end of

June, 1980, the State's move alone will cause 44% of the second floor vacancies; the third floor will experience a

vacancy rate of 39.5% due to loss of State tenants; the State related vacancy rates on the fourth and sixth floors

will be 29% and 21% respectively. A most probable buyer will have to anticipate a large capital investment in 1980
to remodel and refurbish the Building to make it competitive in the Class B office market that already has a
large supply of space avallable on and near the Square.

hVacancies are assumed to gradually decrease between 1981 and 1983; a most probable buyer will institute a vigorous
marketing program which will involve research of space needs in the area and remodeling which will be targeted to
those needs.
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Revenues:

Gross iIncome

less: Vacancies
Effective Gross
Parking Rentals

Total Revenues

: i
Expenses:

Accounting & Legai
Building Security
Insurance 3
Maintenance

Wage & Salaries

Payroll Taxes

Repairs

Telephone“

Utilities

office Expgnses

Management

Concourse Special Assessment

Total Operating Exgenses
Before R.E. Taxes

Net Operating income
Before R.E. Taxes

Real Estate Taxes8

Net Operating Income

Schedule of Projected Revenues and Expenses From

April 30, 1980 Through April 29, 1985

k/30/80-
4/29/81

$493,960
(120,790) (24.5%)
373,170

_12,9%0

$386,130

4,200
21,840
7,000
28,850
60,000
11,500
14,880
1,600
90,600
7,040
22,390
2,360

—t

($272,260)

$113,870
(26 ,680)

—p

$ 87,190

h/30/81-
h/29/82

$522,120
85,330) (16.3%)
, 790

__12,9%0

$449,750

4,640
24,100
7,730
31,850
66,240
12,700
16,430
1,770
101,470
7,520
26,320

2,410
(5303,180)

$146,570
28,000)

(28,

$118,570

4/30/82-~
4/29/83

$537,260
66 ,480) (12.4%)

70,750

_12,%0

$483,740

5,120
26,620

8,530
35,160
73,130
14,020
18,130

1,950
107,560

8,250
27,5h0

2,630
(§328,640)
$155, 100

_{23,400)

$125,700

4/30/83-
4/29/84

$565,460
(59,910) (10.6%)
505,550

14,000

$519,550

5,650
29,390
9,420
38,820
80,730
15,470
20,020
2,150
114,380
8,840
30,280
2,550

($357,700)

$161,850

(30,880)

$130,970

h/30/84-
4/29/85

$586,210

39,220) (6.7%)

»990

14,000

$560l990

6,240
32, k40
10,400
42,860
89,130
17,080
22,100

2,380
122,020

9,690
32,570

2,480

($389,390)

$171,600

(32,420)

$139,180

Lz 1i8iHX3



Notes to Schedule of Projected Revenues and Expenses
From April 30, 1980 Through April 29, 1985

lExgenses

In general, expenses are projected to increase according to the average annual change of 10.4% in the All Jtem Consumer
Price Index over the past five years. (See amended Exhibit 27).

2Building Security

Security personnel is hired from 10 P.M. to 6 A.M. on weekdays with 24 hour coverage on the weekends. The building is open
to the public from 6 A.M. to 6 P.M. each weekday. The continuing problems created by the presence of bars and adult
entertainment places across the street make this security protection mandatory.

3Haintenance

~J
@ This account includes an elevator maintenance contract at $9,060 a year.

MUtllities

At present the Tenney Building consumes approximately 55,000 to 70,000 gallons of No. 2 fuel oil per year depending upon the
weather. The cost of fuel has increased as follows:

January 12, 1979 .43/gallon
October 1, 1979 .77/gallon
February 1, 1980 .95/gallon

In thirteen months the cost has risen 121%. Though the Tenney Building is converting to natural gas on its primary boiler,
the cost of natural gas is also volatile. Over the past five years natural gas has had an average annual increase of 17.6%
for the commercial time-of-use consumer, according to Milton Spiros, Madison Gas & Electric Co.

The installation of combination storm windows throughout the building should help to conserve fuel costs. To stabilize utility
costs it Is assumed management will place energy cost escalators in renewed leases; therefore In the pro forma income statement
utility costs are escalated at 12 percent annually with 50 percent of the increase passed through to the tenant after year 2.

5Office expenses include rental of space in the Tenney Building for management operations.

6Management costs are computed as 6% of effective gross office revenue with 4% allowed for management and 2% for leasing
commissions for space turnover.
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Notes to Schedule of Projected Revenues and Expenses
From April 30, 1980 Through April 29, 1985

Total operating expenses are calculated before including real estate taxes for ease in using the MRCAP discounted cash
flow program.

Real estate taxes are calculated as 5.4% of gross revenues in the first year and Increased at 5% per annum thereafter.
These calculations are based on the following fact and assumptions:

1. The assessed value as of 1/1/80 is $1,200,000.
2. The mill rate is assumed to increase slightly (approximately 1%) after several years of decrease.
3. Taxes will continue to increase due to inflated city budgets and decreasing state aids.

penuijuc) ~- [z LigIHX3



end of the second year when the leases have been renegotiated.

4. Conversion of Net Income to Present Value

The MRCAP program from the National EDUCARE library of programs,
previously described, is used to convert net income to a present
value after taxes as of April 30, 1980, for the Tenney Building

at the end of a five-year holding period.

C. Assumptions Used in MRCAP

The MRCAP discounted cash flow program can solve for a justified
project value by specifying the ratio of net income to debt service
acceptable to an institutional mortgage lender. Given the interest
rate and term available as of April 30, 1980, the program will
solve for the justified amount of mortgage and for justified cash .
equity, assuming typical before-tax cash-on-cash investor requirements
for office buildings, with potential for inflation sensitive rents.
Exhibit 28 is a simplified flow chart depicting the steps in solving
for the justified project budget.

On April 30, 1980, prudent lenders will require a minimum
debt cover ratio of 1.3 and equity investors expect no less than
6 percent cash-on~-cash.

1. Inputs into MRCAP Program

a. Debt cover ratio = 1.3
b. Before tax cash-on-cash requirements = 6%

C. Project holding period = 5 years
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EXHIBIT 28

REVENUE JUSTIFIED CAPITAL BUDGET
DEBT COVER RATIO APPROACH

bQ
I GROSE6 AENT POTENTIAL

VACANCY LOSS

ECR DEST PA

NET OPERATING INCOME AVAILABLE

YMENT, INCOME TAX, CASH D

‘

IVIDENDS

DEST SERVICE

CASH AVAILASLE =08

INCOME TAX AND INVESTORS

S8BT COVER RATIO

AENGUIRED BY LEANDERS

T

MEQAUIRED PARAE-TAX CASHM

DISTMIBUTION RATE

CASH AVAILABLE FOR

ONEST SERVICE

JUSTIEIED CASHM

EQUITY INVESTMENT

JUSTISIED MORTSAGEH

LOAN

EXISTING CLAIMS OR BLANNED

IMPROVEMENT BUDGET

PROCERDS AVAILABLE =DR

PROPERTY PURCHASE AS IS
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d. Real estate taxes = historical pattern suggests
real estate taxes at 5.4 percent of first year's
gross with an annual inflation factor of 5% (see
assumptions discussed below)

e. Discount rate = 13% (present value factor used
to discount cash flow)

f. Reinvestment rate = 6% after tax rate applied
to after tax cash flow

g. Resale price = 10 times net operating income in
year of sale

h. Resale cost rate = 4%

i. Working capital reserves from equity to cover
one month's expenses = $30,000

j. Investor marginal income tax rate = 50%

k. Land = $340,000, as of most recent appraisal for
IRS

1. Buildings = 60% of total improvement value

m. Mechanicals and site improvements = 40% of total
improvement value

n. Elevators = remaining book value of $73,000

o. Improvements for Energy Conservation = a total
of $54,000 which includes $43,000 for storm windows
and $11,000 for natural gas conversion unit.

p. Tenant Improvements = $50,000 for carpeting and
partitions as needed to upgrade vacant office space

g. Investment Credit Dummy = to allow for tax benefit
of investment credit in first year for capital improvement
for energy conservation

r. Mortgage = principal amount determined by debt
cover ratio; interest rate a minimum of 12% with a
20-year term, paid monthly, on the first mortgage and
13% interest and an 8-year term for the second mortgage
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2. Real Estate Tax Assumptions

Real estate taxes are a function of assessed value (or fair
market value when assessed value is 100 percent of market value)
and the net mill rate; therefore, real estate taxes are estimated
as a function of gross rental income. During the past two years,
real estate taxes have been between 5 percent and 6 percent of
the - Building's potential gross rental income. As a result
of tests of several values between 5 percent and 6 percent, it
is determined that 5.4 percent of gross rental revenues best represents
the historical pattern of the Building's real estate taxes.
MRCAP is programmed to use 5.4 percent of the first year's gross
rental income to compute the first year's real estate taxes and
then provides for a growth factor of 5 percent to inCrease the

taxes each year thereafter.

D. Analysis of Test Results

Four runs of the MRCAP program were dome using different
assumptions about the amount of real estate taxes that would be
paid on the subject property. Taxes and net mill rates for the

past three years on the subject property have been:

Year 1977 1978 1979
Real Estate Taxes $33,118.75 $29,951.95 $25,340.93
Net Mill Rate .026495 .024153 .022036

Real estate taxes estimated at various percentages of the
first year's projected gross and inflated 5 percent a year gave

these results in the MRCAP runs:
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Percentage of First Real Estate Taxes
Year's Gross Rental
Revenue 1980 1981 1982 1983 1984
5.0 $24,698 $25,933 $27,230 $28,591 $30,021
5.4 $26,674 $28,008 529,408 $30,878 $32,422
5.8 $28,650 $30,082 $31,586 $33,166 $34,824
6.0 $29,638 $31,119 32,675 $34,309 $36,025

The real estate taxes estimated at 5.4 percent of the first
year's gross rent best approximates the shift from a decreasing
to an increasing net mill rate that can now be expected due to
an anticipated decrease in state aids to cities. Rising costs
of local government can be expected to be borne by the local taxpayer.

The input and output for the MRCAP program using real estate
taxes estimated at 5.4 percent of gross rental revenue are found
in Exhibit 29. .
If taxes are a conservative 5.4 percent of gross rental revenue,

MRCAP substantiates the fair market value of $1,150,000 estimated

by the market comparison approach to value.
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Reprinted with permission of Dr. Michael L. Robbins, CRE, President GRAASroot Real Estate Counseling, Inc.

EXHIBIT 29

MRCAP INPUT AND OUTPUT--
. JUSTIFIED CAPITAL BUDGET WITH
REAL ESTATE TAXES AT 5.4% OF
FIRST YEAR'S GROSS RENT

ARCwP 09:49CST 12/20/80

ENTER INPUT FILE HAME?TENNEY

THE PROGRA# MRCAP IS THE PROPERTY OF
MICHAEL L. ROBBINS

C./Q REAL ESTATE DYNANICS INL.

4701 UINNEQUAH RD.

NONONA, WISC.

USER nl. a6
(608)-221-112¢

. NO REPRESENTATION 1S HADE THAT THE ASSUMPTIONS OR
COMPUTATIONAL FORMAT USED IN THIS PROJECTION WILL
BE ACCEPTABLE TO TAXING AUTHORITIES.

*%$10.00 LIB CHG APPLIED

REPORT SEC I ON MUNXBER 1 FAGE 1
IS E S SR TS T R NSRRI RS2 S INTI TSI ZIZ SIS RE=S
# GROSS RENT § 554378. + RATE OF GRUOWTH OF GROSS RE#T 0.9432
* EXPENSES $ 330234, * RATE OF GROWTH OF EAPENSES 0.0930
* R E TAXES $ 29478. # RATE OF GROMTH OF R E TAXES  0.0300
INCOME TAX RATE  0.3000 PROJECT VALUE GROWTH OF 2.4009
* UVACANCY RATE 0.1375 UORKING CAPITAL LUAN RATE 0.1400
EQUITY DISCOUNT  0.1300 EXTRAQRDINARY EXPEMSES § J.
RESALE CGST 0.0400 REIMVESTHENT RATE 0.9600
UKG CAPITAL RS § 30090, CAPITal RESER IHATEREST RalE 4.

INITIAL COST 5 1091502, IHITIAL EQUITY REQUIRED 3 486007,

ALL 7% VALUES ARE AVERAGE AMQUNTS FOR HOLLDING PERIDD. OF 3 YRS,

. IHITIAL COST DFERIVED THROQUGH BaCKHDUUR TYPE 3 USIAG 2 MORTGAGES
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EXHIBIT 29 -- Continued

PRO FORMA

INVESTMENT ANALYSIS OF

" BUILDING
FOR

REPORT sef Lo+ #4988 ER 2 FRGE 1

gAarr s T SUHMART ‘II'

C £ 3

TITLE FCT. BESIN USEFUL  DEPR
BEPR Y52 LIFE HETHOD £asT SCH
TLAND 9. i 23. J § 0 340000, 0
SUILDIHE 0.3¢ 1 9. 2 338221, 0
HYAC 3.70 1 2. 2 £ 22%431. 0
tLEVATURS .79 1 1. 2 H] F3009. 9
ENERGY CONSERYAR{ION ¢.99 1 e 2 § 34009, 9
TE4AHT IMPRQVEAZATS  §.290 i 10. § H 30g09. O
INVESTHAEAT CRERIT U 1.09 i 1. 2 z 108309, 9
APORTGAGE SUMMARY
TIfLE INTR BEGIN END TERN ORIG PCT
RaTE ¥R. 1R, BALC  UALUE
FIRST MORTGAGE 9.1290 1 29 20 331493, 0,487
SECOND MORTGAGE 0.1300 1 3 3 E 194009, 0,093

87



EXHIBIT 29 -~ Continued

PROD FORMA

INVESTMENT ANALYSIS OF

REFORT SECTION

BRI R 2 2 -t -t - L F - £ 2 4+

CASH

TSN

-t
(- - B = < BN I« LY IRV 7Y B 2 TR 4

O N e N -

FLOU aMALYSIS
GRO3S IHCOHE

LESS YnCanCY

LESE REAL ESTATE TAXES

LESS EXPENSES
NET INCOME

LESS DEPHECIATION

LESS INTEREST
TRXABLE INCOHE

PLUS DEPRECIATION

LESS PRINCIPAL PAYMENTS
CASH THROW-OFF

LESS TAXES

LESS RESERVES
CASH FROM OPERATIONS
WORKING CAPITAL LoOAN
DISTRIBUTABLE CASH AFR TAX
TAX SAVING ON OTHER INCOME
SPENDABLE CASH AFTER TAX

* BUILDING

FOR

HUMNBE

1989
306220,
1207%9.

28874,
2722690,
87174,
76323,
76472,
~4653%97.
76323,
14730.
~4006.
0.

0.

Q.

0.

0.
32799.
32799,

88

1981
535080.
$5330.
28008.
393180,
118562.
44398.
74515,
-20351.,
64398,
14487,
27341,
o.

0.
27361,
0.
27351,
10175.
37534,

PAGE 1
1982 1983
350220. 57%400.
55480. 99914,
294908. 39878,
328440, 3EFF00.
125692, 130972,
63442, 628292,
72298.  &4%785.
-10048. -1443.
63442,  42429.
18904, 21417,
34490. 39770.
0. 0,
0. 0.
34490, 39770,
G. 0.
34490, 39770.
5024. 721.
39514, 40491,

1984
500210,
39220,
37422,
38%3%0.
139178,
45313.
64938.
26726.
43513,
24243.
47976.
13363.
0.
344613,
0.
34613,
g.
34413,



EXHIBIT 29 -- Continued

#ARKET YRLUE & REVERSIONM

=SS SEEEZ=ISE=SEs=

12 EHD OF YEAR MARKET YALUE
239 LESS RESALE COET

21 LESS LOAH BALANCES

22 PLUS CUM. CASH RESERVES
23 BEFORE TAX WET UWORTH

23 CAPITAL G&#IN (IF SOLD)

25 CAPITAL GAINS TaX

24 HININUN PREF. TaX

27 INCOME TAX OM EXCESS DEF.
28 TOTAL TAX ON SALE

22 AFTER TAX NET UORTH

BEFORE TAX RATIO AMALYSIS

CASH FLOU ANALYSIS

30 RETURN ON NET UORTH B/4 TAX
31 CHANGE IN NET UORTH B/4 TAX
32 ORIG EQUITY CASH RTNB/4 TAX
33 ORIG EQUITY PAYBACK B/4 TAX
34 B/4 TAX PRESENT VALUE

AFTER TAX RATIO ANALYSIS

CASH FLOU ANALYSIS

AW TRISTTSR2T==IX

35 RETURN ON NET WORTH AFR TAX
36 CHANGE IN NET WORTH AFR TAX
37 ORIG EQUITY CASH RTNAFR TAX
38 ORIG EQUITY PAYBACK AFR TAX
39 AFTER TAX PRESENT VALUE

CASH FLOW ANALYSIS

XTTIITTTITRIZIIRR

40 HET INCOME-MARKET YALUE RTO
41  LEWDER BONUS INTEREST RATE
42 DEFAULT RATIQ

1280

871952,
34878,
520764.
25994.
242314,
-1810%6.
-36219.
g.

1500.

" =16410.
258924,

1980

~0.3014
-2434%4,
=0.0082
0.0000
84453846.

1980

-0.3998
-2270846.
0.0675
0.04875
8%36535.

1980
0.1000

0.0000
0.76%5

89

1981 1eg2

1183425. 1254921,
47425. 302727,
504077, 5835173,
23994, 23994,
360117, 6474686,
182544, 313511,
36309. §2702.
d. 0.
2438. 2897.
38946.  65399.
521171, 581847,

1981 1982

1.4243 0.217%
317803. 87349.
0.0343 0.0710
0.0563 0.1273
1092030, 1125006,

1981 1982

1.1578 0.1923
262248. 506%6.
0.0772  0.0813
0.1447  0.2250
1102089, 1124564,

1981 1982

0.1000  9.1099
0.0000 0.00090
0.78%94 0.3163

1283

1309717,
52389,
563736,
259%4.
7193544,
425719,
83344.
g.
2930.
88294.
8§31273.

1983

0.1728
72100,
0.0818
0.2091
1142995.

1983

0.1543
49406,
0.0833
0.30%3
1133307,

12383

U.1000
0.0000
0.8220

1984

1391778,
35671,
539493,
25994,
822408,
3915%s.
119319,
0.
2637,
112977,
709432,

1984

0.2099
103042,
0.0987
0.2803
1174189,

1984

0.17%90
7835%.
0.0712
0.3806

11504082,
L

1334

0.1099
9.0049
9.3347




110
120
130
140
150
160
170
180
190
200
210
220
2390
249
250
240
279
280
290
300
310
320
330
340
350
3460
370
380
390
400
410
420
430
440
450
4460
470
480
430
500
310
520
330
340

EXHIBIT 29 -- Continued

INPUT FILE

09:48C87 12/20/80

i,. " BUILBING, DAVIS
10,1980,0,1,1.0.5.73000
20,3.,2,1.3,.06,2,2
40,493960,522120.537260,5585460,3862190
50,12960,12940,12950,14000,14000
60.120790.85330,465480,39910.3922¢
70,.054,.03,%
80.272260,303180,328540.357700,389390
100,.13..50,.06

101.9,10,2

102,.14.1,.04,9

103.0.30000.0,0

200,71, 1LAND

201,1,340000.0,0

202,1,1,25,0

2090,2,BUILDING

201,2,.60,.80,2

202,2.1,29,0

200,3,HuAC

201,3,.40,.90,2

202,3,1,9.0

200,4,ELEVATORS
201,4,73000,.90,2

202.,4,1,4,0

200,3,ENERGY CONSERVATION
201,3,54000..90,2

202,3,1,3,0

200,58, TENANT INPROVEMENTS
201,6,50000,.90,4

202,4.1,10,0

20Q0,7 ,INVESTHENT CREDIT DUMNY
201,7,10800,1.0,2

202,7,1.1,0

300.1,FIRST HORTGAGE
301,1,1.0..12,0,20
302,1,12,1,20,0

303.1,0,0,0,0

300,2,S5ECOND MORTGAGE
301,2,104000,.13,0,8
302,2,12,1.8,0

303,2,0.0,0,0

400,9

403.99,1,2,3,4,5

999.9¢
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Iv.

Aside from the problem of defining and allocating income and reversion
to the real estate interest, income property appraisal is at C. with
the problem of cabh equivalency adjustments for both comparable sales
and the subject property. Many of the issues on how to appraise
properties with economic development loans, state-subsidized housing
loans, or seller financed property relate to when and how cash equiva~
lency rules should be applied.

A. Fair market value seems to call for cash to the seller (Exhibit 3)
but then provides an exception where market practice may be different.
The Institute textbook says,

"Unusual financing or other factors that might result in a
price deviation from market value are also excluded. However,
if the availability of other than conventional flnancing
(such as FHA or VA loan terms) is sufficiently extensive to
constitute a market within which the property being appraised
is expected to sell, the typical purchaser may be expected to
take advantage of this avallable financing, and the market
value of the property reflects the probable sale price in
this market. In market valuation assignments the appraiser
first identifles the market in which the property being
appraised will be exposed and sold. The market value of the
property is then identified within parameters that reflect
conditions in this market.'" Source: The Appraisal of

Real Estate, Seventh Edition.

B. In addition to market characteristics, we need to know the purpose
of the appraisal before determining where their fair market value
based on fee simple title or most probable price or going concern
value is appropriate.

1. For example, the assessor is required by law to look at fee
simple title; he does not recognize contract rents when they
are below market rent nor can he look at premium rents and
going concern values over and above market or economic rents.
Cash equivalency is a must.

2. However, in a Section 8 loan from a state housing authority,
it Is typical to take an assignment of the general partnership
position which can be exercised by the Housing Authority in the
event of default on the mortgage terms or the related property
management agreement. Control of the property can pass through
subsequent assignment without disturbing the tax position or
the special non-market interest rate of the deal. Moreover,
the rights transfered include existing reserve funds. Therefore,
fair market value is not relevant relative to the security of
the loan. The investor purchases a fee simple title éncumbered
by transfers of owner prerogatives to the government in exchange
for tax privileges and minimum income guarantees for 20-40 years.
That is the question of most probable price or going concern
value.




C.

Going concern value may be more relevant to an economic development
loan. The publi¢ purpose of the loan subsidy is to create employ-
ment, Improved physical environment, and the seeds of an economic
base appropriate to redevelopment. In appraising the property for
loan purposes the cash equivalency of fee simple title is not
relevant if eventual delinquency on the loan gives the lender
several options other than foreclosure. For example:

a. assignment of business ownership as collateral permits transfer
and sale of the going concern to better management.

b. 1t could permit a change of use within constraints of the
economic development program as a workout.

c. 1t could look to additional forms of subsidy, such as applied
to Section 8 rehab money as a deep subsidy applied to rescue
of a delinquent moderate 236 subsidy program.

d. Public purposes may create a monopoly for the facility to be
appralsed which provides a market price superior to fee
simple title where it is not directly encumbered by long-term
public priorities and commitments.

If the appraisal is for loan security, then the issue is whether
similar nommarket credit terms would be available to the next buyer.

VA loans are assignable; economlic development loans may be transferable
with a change In management; subsidized rental housing loans may be
undisturbed by default because of the assignability of control via
transfer of partnership interests.

i.

The appraiser does not discount a purchase price of a home
purchased with a shared appreciation mortgage. That is contingent
intefest for the lénder.

If a builder of condominiums buys down the loan of his customer,
what are those points really worth? It depends on how long the
buyer owns the property and is really an oblique form of a
shared appreciation mortgage, is it not? Contingent interest
for the borrower as well as the lender.

Appraisers have generally overlooked cash equivalency arguments
relative to the seller paying the points to buy down the loan

for the buyer in VA loans. Similarly, it should be disregarded

on flnancing through prior builders' commitments. Do you discount
project unit values because he bought a FNMA commitment or hedged
in the GNMA certificates market? After all, these costs are

also included in the price and may be included in the resale price.

What isapoint really worth? Refer to Exhibit 30.



Reprinted with permission of Mortgage Bankers Association

LAftIU

AN

POINT REALLY
WORTH?

Daniel J. O’Connell

any real estate professionals

compile lists of personal rules

of thumb. Ideally these rules of
thumb serve to reduce effort and raise
productivity in dailly decision making-
—with minimal sacrifice in accuracy and
quality.

One rule-of-thumb that seems to have
made a lasting impression is that the
payment of ope loan point' should
equate to an Y3 percent reduction in the
loan interest rate. For exampie. a bor-
rower choosing between a 12-¥ percent
loan with 2 points from ABC Mortgage
Company and a 13 percent loan without
points from the XYZ Mortgage Com-
panywaﬂdbcmdxﬁ'a’entastome
chotce.> According to the rule-of-thumb,
the two-point charge supposedly equates
to the s percent (s percent per point)
difference in interest rates. However,
that may not be a valid rule, as can be
seen when comparing the points and no-
points alternatives.

A purchaser buys a house to be fi-
nanced with a $100.000, 30-year loan.
Financing is avaiiable from ABC Mort-
gage at 12-% percent plus 2 points
($2.000), and is also available from XYZ
Mortgage at 13 percent with no points.
This is dlustrated in Table 1.

Assume the bormower plans to hotd
the property for a period of only two
years at which point the balance of the

loan will be paid. The difference in pay-
ments between the two loans is $468.00
for the two-year period, favoring the
lower interest rate loan:

2-year payments

@ 13% $26.548.80
2-year

@ 12-¥% —-26.080.80
Payment savings with

12-¥:% loan $ 46800

The difference in remaining balances
upon the loan pay-off must also be taken
into account. Because the 12-% percent
loan will amortize faster, it will have a
remaining balance that is $34.71 lower
than the 13 percent loan at the end of the
two years. Adding this balance to the
$468.00 in reduced payments results in a
savings of $502.71 over the two-year life
of the loan:

Payment savings with

12-%% loan $468.00
Additional loan

reducton + 347
Total savings with

12-%% loan $502.71

The borrower, if choosing the 12-%
percent loan, saves $502.71 in payments
and additional amostization over the 13
percent loan, but has paid $2,000 to do
so. Obviously, the two-point fee does not
always equate to the corresponding Y4

ABC XYZ
Table 1 Mortgage Co.  Mortgage Co.
Loan $100.000 $100.000
Interest rate 12-¥%:% 13%
Monthly payments $1.086.70 $1.106.20
Anmnual payments $13.040.40 $13.274 40
Points 2 0
$ Point charge $2.000 0

'As used here. a point is defined as an additional,
up-front charge made by a lender and paid by a
borrower. that enabies a loan to be made at a lower
interest rate, A point is computed as 1% of the loan
amount. More than one point may be charged. with

each potrk creating a correspording decrease in the
interest rate.

*Assuming the borrower has the available funds to
pay the points.
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L I
Discounted, after-tax payment savings with 123%% loan
1 2 3 4 5
- Apnual
) Alter-Tax Cobzmn 3 Cumuiative
Payment Tax Savings Payment Discounted Payment
Year Difference On 13% Loan Savings @ 8% Savings
1 $234.00 $3274 $141.26 $130.80 $ 13080
2 23400 9326 140.74 12066 251.46
3 23400 93.82 140.18 111.28 ¥o274
4 23400 94.41 139.59 102.60 46534
5 23400 g95.02 138.98 9459 55093
6 23400 95.56 138.44 87.24 647.17
7 23400 96.31 13769 80.34 72751
8 23400 96.95 137.06 74.04 01.55
9 23400 9762 136.38 8822 869.77
10 234.00 9825 13575 8288 932.65
15 23400 100.49 13351 57.26 1,180.89
20 23400 97.34 136.66 5427 1,350.33
2% 23400 7738 156.62 2287 1,475.26
0 234.00 1291 221.09 2197 158475

Column 1 is the annual difference in payments between the wo lcans with the advantage o the 12%,% ioan.
Colunn 2 is the annual savings in taxes attributable to the 13% loan due to additional intarest payments.
Colunn 3 is the combined effects of the first two columns: Column 1 minus Coiurmn 2 = Column 3.
Column 4 is Column 3 discounted o the present at §% per annum.

Column 5 is the cumulative total of Colurmn 4.

Table 4
Discounted, after-tax pay-off and combined savings with 12%,% loan
1 2 3 4
Cumulative

Pay-OF Colormn 1 Payment Savings Combined

Yesr  Difference Discounted @ 8% (Thble 3, Col. 5) Savings
1 $ 1665 $ 1542 $ 13080 $ 14622
2 34.71 29.76 25146 28122
3 5429 4310 36274 40584
4 75.44 5545 46534 520.79
5 38.26 66.87 55993 626.80
6 122.80 77.38 647.17 72455
7 149.08 86.99 727 51 81450
8 17713 95.70 80155 89725
g 206.96 103.59 8689.77 97330
10 238.51 11048 33265 1,043.13
11 271.70 116.53 99061 1,107.14
12 306.38 121.67 1,044.06 1,165.73
13 34237 125.89 1,0883.37 1.219.26
14 379.38 129.16 1,138.90 1,268.06
15 41698 131.45 1.180,99 1,31244
20 589.40 126.45 1.350.33 1.476.78
25 601.55 g784 1,47526 1,563.10
30 0 0 1,584.75 1.584.75

MARCH 1981
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Fgure B
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EXHIBIT 31

Example Problem: Cash Equivalent Price - Existing Mortgage plus
Purchase Money Mortgage

Given the following information, determine the cash equivalent

price of the transaction:

Sale Price

Existing Mortgage (assumed)

Purchase Money Mortgage

Current Financing

A. What is the equity investment?
B

$1,000,000

Balance $682,052

Mo. Pmt. $6,039.20
Contract rate 8.5%
Expired Term 6 years
Remaining Term 13 years

$200,000 @ 10%

- Amortization over 20

years, balloon in 10 years

14,5%, 20 year
amortization with
10 year balloon

What is the balance outstanding on the existing (assumed)

mortgage in 10 years?

€. What is the payment on the PMM?

What is the balance outstanding EOY 107
D. What is the cash equivalent price of the transaction?

Suggested Solution - |1
Existing Mortgage plus PMM

A. $117,948

B. S$454,781°
c. § 1,930

$146,049
D. Equity

Assumed Existing Mortgage
PW $6,039.20, 120 mos.
@ 14.5%
PW S454,781, EOY 10
@ 14.5%
Purchase Money Mortgage
PW $1,930, 120 mos.
@ 14.5%
PW $146,049, EOY 10
@ 14.5%

Total {Cash Equivalent Price)

* Courtesy of Byrl Boyce

$117,948

$381,535

$121,931

$ 34,558

$763,581



EXHIBIT 32

PROBLEM (CASH EQUIVALENCY)*
*Courtesy of A. Robert Parente, SREA, MAl.

An income producing property (special purpose) was resold by the
Midland National Bank on a '‘workout.'' The terms of the sale were
as follows:

Sale Price: $1,178,808, no cash by purchaser,
i.e., 100% debt financing

Terms of Financing: First year - interest only at a
rate of 4-1/2% and payable
monthly

Second year -~ interest only at a
rate of 6% and payable monthly

For the next 23 years - principal
and interest at 8-1/2%, payable
monthly

The property (a 12,000 sq. ft., 3-year old restaurant building)

was purchased on November 10, 1977 for $1,178,808. Typical terms
of financing at that time (11/77) were 9-3/4% interest for 25 years
on a 75% loan-to-value ratio. It is estimated that equity required
a 12-15% return.

Questions:

A.

B.

What are the monthly interest costs in years 1 and 27
What is the constant on the amortized portion of the mortgage?
What is the monthly payment on the mortgage?

What is the unadjusted sales price per square foot for use in the
DSC approach?

What is the cash equivalent price assuming 100% financing were
typical in the market?

What is the cash equivalent price assuming an equity yield require-
ment of 12% 15%?

What is the adjusted sales price per square foot under each of the
conditions set forth above?



EXHIBIT 32 (continued)

Suggested Solution ~ 1X
Problem (Cash Equivalency)

A. Year 1: $4,420.53
Year 2: $5,894.04

B. f = .09913
C. $9,737.97
D. $1,178,808 ¢ 12,000 = $98.23/sq. ft.
E. PW i Costs Year 1 @ 9-3/4% = § 50,347.92
PW i Costs Year 2 @ 9-3/4% = 60,918.28
PW Amortization payments
Years 3-25 @ 9-3/4% = 881,198.63

Cash Equivalent Price

(100% Financing) = §992,464.83%
*$186,343.17 less than face value of note

$992,464.83 + 12,000 = $82.71/sq. ft.

F. Discount Rates given Y = 12%, Y = 15%, m = 75% | = 9,
Y = 12% Y = 15%
Mortgage .75 x .0975 = .073125 .75 x .0975
Equity .25 x .12 = _03 .25 x .15
Discount Rate (r) = ,103125 Discount rate (r)
PWCF & 10.3125% PWCF @ 11.0625%
Year 1 $ 50,198.33 $ 49,999.88
Year 2 60,399.42 59,715.07
Years 3-25 835,796.73 780,188.86
$946,394 8%« $889,903.81%%*

*%$232,413.52 below face  *%*%$288,904.19 below face

G. $946,394.48 = 12,000 = $78.87/sq. ft.
$889,903.81 = 12,000 = $74.16/sq. ft.

* Courtesy of Byrl Boyce

75%

.073125
.0375

.110625



A.

EXHIBIT 33

CASH EQUIVALENCY EXAMPLE

NAKOMA HEIGHTS
168 APARTMENT UNITS
SOLD NGVEMBER 1, 1979
NOMINAL SALES PRICE $3,450,000

One appraisal reviewed recently contained the following summary analysis.
It is used as it probably parallels the Madison Assessor's Office perception
of the transaction:
, Income S.P.
Date Price Gross Net GIM Expense unit OAR

7/73  $3,450,000 $449,249 $196,548 7.68 56.3 $20,536 5.7

Cash Equivalency - Monthly payment differential

If 25% down with 75% L/V at 10.55 for 25 years Down 862,000
Mortgage $2,588,000
$3,450,000
Monthly payment $24,528; Annual payment $294,335
1979 - 4/80 Conv. Mortgage $294,335 ‘ :
L.C. (9.25) 272,875
§ 21,460/12 = 1,788 (A)
4/80 - 4/81
$2,950,000 Conv. Mortgage $294,335
250,000 L.C. = 249,750
§2,700,000 X .0925 $ 44,585/12 = $3,715 (B)
L/81
$2,700,000 $292,235
250,000 22 25
§2,450,000 X .0125 $ 67,710/12 = $5,643 (C)



Down
Payment

Down
Payment

Cash

Cash
Cash
Cash
Cash
Cash
Cash

year

year
year
year
year
year
year

—y

N oUW N

NET PRESENT VALUE UNDER

L.C. FINANCING AND BALLOON PAYOUT
ACCORDING TO CONTRACT ON 12/31/85

1979 1980 1981
$500,000 $250,000 $250,000

3,576 (2A) S,zeh E3A§ 11,145 2333
503,57 33,435 (9B 50,787 (9c
311,932

5288,799

1982 - 84

years

$ 67,710 (12C)

Balance_2,450,000

NET PRESENT VALUE CONVENTIONAL LOAN

1373
$862,000

$503,576 $288,799 $311,932
.884666 . 796455
255,491 $255, 431
248,440 248,440
48,551
43,710
39,351

$1,317,332
$2, ,451 Total Cash Equivalency

(Versus $3,450,000 nominal selling price)

INCOME PREPORTED GROSS [NCOME
(Contract) NET [NCOME

MARKET RENT LEVELS

At least gross
‘Less 40% expense
NO!

0AR = 270,000 = .109915

2,556,451

SP/Unit =2,456,451 = 14,622
168

$2,517,710

Balance 2,404,022

$67,710
67,710
67,710

$499, 249
196,548

$450,000
180,000
$270,000

$2,517.710



3.

Most probable price always requires a statement as to the
financial terms which are a condition of effective demand

at that price. Fair market value definition is sufficiently
ambiguous to require a statement of financial terms as a
qualification on conclusion.

In practice you ignore points paid by the seller in a VA loan.

To predict the most probable price, why not ignore points paid

by the seller for a conventional loan? For loan security the
lender is interested in themost probable price at which it

will sell or whether the spread between probable price and fair
market value will be covered by private mortgage insurance. In
the latter case the appraiser could provide both numbers if asked.

Only the assessor is locked into cash equivalent fair market value!

The mechanics of cash equivalency values come into play where income
properties are sold subject to non-market financing or for purposes
other than income investment, such as syndication or condominium
conversion. Professors Byrl Boyce and William Kinnard have prepared
an excellent half-day presentation on cash equivalencies. The cases
in Exhibits 31 and 32 are from their seminar and are suggestive

of the mechanics of cash equivalency due to non-market financing.

The fair market value appraisal for tax assessment of subsidized, rental
housing is a very frustrating experience for both the assessor and the

ownership position. None of the components of value are what they seem
to be.

A.

It should be noted that 221 d3 and d4 and 236 projects involve
subsidy of the interest rate only, while Section 8 recognize
the damage done by inflati-n to cost to construct and operating
expenses, so that it subsidizes the total project.

1.

Section 8 was intended to subsidize conventionally financed
apartments within a larger project, thus avoiding a ghetto
of subsidized projects and permitting the depth of subsidy
to vary; government would pay the difference between fair
market rents and 25% of eligible tenants income.

The legislation included instructions that the subsidy would
cover full taxes and utilities, presuming taxes would be similar
to non-subsidized development pegged at prevailing market rents.
It was an operating subsidy program with no specific relationship
to financing.

The 1974 legislation did say that if the Section 8 contract
was used as collateral to obtain financing, HUD had the right
to approve financing and refinancing.

Three factors precluded the original concept - rising interest
rates in the conventional market, the evolution of HUD prerogatives
for auditing, management, and tenant selection or eviction, and
finally the operating procedures of state housing finance agencies
and GNMA tandem plans which provide virtually all of the financing.




Fair market rent {(FMR) has nothing to do with rents from the
marketplace for the specific unlts in question. Instead, they
are established by HUD at a level which is expected to justify
construction costs in a particular locale; if the FMR's don't
work, deviations as high as 10% upward are premitted, but they
are Indexed to HUD estimates of cost to construct rather than
community norms.

Using the FMR's for the unit mix of a proposed project, the
developer works through the 2013 form {See WHFA, Exhibit 34)
backwards to arrive at a capital budget available for hard
construction costs; he typically buys his land at a value not to
exceed 90% of the HUD acceptable unit cost of land. The 2013
budget is then a tentative maximum but actual project costs are
audited and any savings are used to adjust the maximum mortgage
commitment. The 2013 does not recognize points paid for the
permanent loan or overruns on cost, but the audit doesn't recognize
rents collected prior to the audit certification date. With adroit
phasing these costs may be offset with revenues during a period
when most operating costs are funded as indirect costs of construction.

The cost approach to value is distorted by HUD's specifications,
lengthy procedures, hidden profit centers in fixed allowances

for design, supervision, bonding, overhead, etc. Space allocations
within the project may reflect social purposes such as meeting
rooms, medical centers, craft shops, and infirmary. Moreover

most projects are multiple site, multiple buildings, mixed units
where perhaps the FMR on elderly will subsidize inadequate FMR's

on family units.

Comparative operating budgets for 100-unit one bedroom project
is provided in Exhibit 35.

The market comparison approach Is inoperative because of constraints
on resale inherent in the mortgage and management contracts, the
tax trap of accelerated depreciation, the loss of depreciation
benefits to the second owner, the emphasis on profit centers for
construction rather than management, the rent controls following
construction, and the fact that conversion to a conventional

market rent structure in the early vears would mean rents below

the government level with interest rates higher than government
level, thus forcing a resale price at a capital loss to the sellers.

In short, it will be almost impossible to find or simulate a

sale at fee simple titie. Rather a transfer would come wlth all
the liens and contractual obligations because the owners are not
the controlling powers; HUD and the finance authorities are.

Owners may change but the contractual pyramid will remain in place.

1. The Legislature recognized higher costs and higher risks could
not be funded up front by direct subsidy so what has emerged
is a series of mandatory management and operational reform
and a series of Initial and delayed profit centers, augmented '
by favorable tax rules, and automatically guaranteed.




Reprinted with permission by Wisconsin Housing & Economic Authority (WHEDA)
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Maject No.
5//3./77 CONTRACTOR'S snd-or MORTGAGOR'S
T P Wesdlicio COST BREAKDOWN Y
ok, Clg40cr ISCHLDULES OF VALUES)

wme of Project

s At 1™ Ddewon W

T«s ferm reprasants the Cantractars end/er Mertgagers firm costs end services es « basis for disbursing deilar emaunts when edvences
s ‘wquested.

av TRADE ITEM - COST TRADE DESCRIPTION
-2 i Excavating & Backfill 47439
. 3{Concrete 75¢s57
4 JMasonry 47 25
. S5 Metals 012
.6 |Rough Carpentry 3l
: 6 jRouph Carpentrv Labor QS 2 02
. _6}Finish Carpentry 23157
31 6]Finish Carpentrv Labor J o oY
 _TlWaterproofing JYool
" _7ilnsulation 2t Y00
* 7 |Roofing 20832
: 7{Sheet Metal 14125
8 iDboors 41500
! . _SlWindows 17063
b . 8lGlass 22,2
. 9jJLath & Plaster ———
-9 (Drywall {3050
T 9{Tile Work 7250
9 lAcoustical Y000
9iWood Flooring -
: 9|Resilient Flooring Ypls
: 9 Paintine & Dacorating 171625
. 10{Specialicies 59739
. 11|Special Fguipment 6563
- _1lliCabinets 38157
s'11ljAppliances £2900
-i12{Blinds & Shadas, Actwork - 33.5
..12iCarpets y5(,00
. 13|Special Conscruction —
~141¥jevacors 2491}
.5 'Plumbing & llot Water 1 22080
::15{Heat & Ventilation 125073
1S IALr Conditioniag o000
.. 16 IElectrical 149777
N Accessorv Structuras i Yoog
. (TOTAL STRUCTURE(S) 1428623
« 2Farth Work /i280C
. _21Site Utilicies (640
" 2 lRoads & Walks 36720
°__2)Site Improvements Yoo
i 2 llawns & Planting 3494 ¥
1 2 WUnusual S{ite Condition $5260
L Lrotatvanomenvrs. | JS2.600 ] (i sRion tano mrRovEnEnT OFFSITE COSTS
. iTUT. STRUCT. & LAND IMPRVTS, _Lﬂ“as_ censts ineluded tn trade stem heonidowniliensis nat iaciuded in trade ttem dreakdon
71 1 IGENERAL RCOUIRCMENTS 35500 |~ DdescairTion EST. cOST DESCRIPTION TEsT. cosT
1 0 SUBTOTAL (Linee 41 end 42} Y974 E]
4 - QUILDER'S OVERHEAD 29385
3l {BUILDER'S PROFIT L T—
i SUBTOTAL (Lines 41 theu 483 /6 Y5653
7 TOTAL § _
1 5 OTHER FEES i DENMOLITION
)l HONG) PR T i Jo /2 L feests natacluded 11 irade ctem breaidny
7 DESCRIP TiON €37, COST
. rovu_'wrow ALL IMEBROVEMENTS ZZZE;??I
2 e R L -
) TOTALLYEOs:LA‘LNLEI;;FROVEM(NYS . T0TAL ‘_- —— TOTAL $
A svd v
Jrtgagor Ry Date .5]’—//.)//]7
metractor ___ By Date ,5777-?//77
iFA Dace

/6175




"IFA FORM NO. #1000

Exhibit 34 wevised 1/19/77
% Pape 1 of 4
M Egﬂ Wisconsin Housing Finance Authority
I. GENERAL INFORMATION
1. Development Name: Woodview Park 4. (x) Feasibility
Real () Firm
2. Development Sponsor: Munz Investment Estate, Ipew
. S. Type of Mortgagor:
3. Development Location: Tyrell Ave. & Geneva St. (X3 L.D. .
(Street) () N.P.
Delavan, Walworth
(City) (County])
6. (X)) New Construction 7. Permanent Mtg. Interest 3 Construction XX WHFA
{ ) Rehabilitation Rate 7.5% Financing: ( ) Conventional
9. Type of Development. . . . . . . No. of Units. . . . . . . . . .. . . . . .No. of Stories

! E - 3 Story

i
(¥ Low Rise (1-3 stories} | 84 Apt. Units 6 T.l. Units | F - 2 Story
’ : Duplex Units S.F. Units
{
( ) Mid Rise (4-6 stories) | No. of Units |
( ) High Rise (7 stories | No. of Units i
and over) s i
10. Accessory Buildings: (No. and type) None
11. Total Number of Buildings: Three
12. Total Number of Units: 14 (Family 22 ; Elderly 68 ; Handicap )
13. Total Number of Units: 90 Revenuc; Non-Revenue
14. Density: 20 Units Per Acre
15. Building Information: Structural System Wood frame w/exterior & interior masonry
Exterior Finish = Masonry ‘ /bearing walls
Floor System Wood
16. Gross Floor Area (Including Basement and Common Areas) 85,600 Sq. Ft.
17. Net Rentable Floor Area: 53,396 . Sq. Fe.
18. Number of Parking Spaces: 19. Parking Ratio:
34 Elderly l/.87
44 Family \
II. AMENITIES T11. SCAVICLS
X Range (E=s=m=w Electric) ] Included in Rent
X Refrigerator Yes No
X Air Conditioning (Slecve Only) lleat \
Air Conditioning (Sleceve Unit) Gas/llot Mater.....oovueen.. [®.9] ()
Central Air Conditioning Gas/Forced AiT............ (% 3Bdr. ()
):4 Kitchen Exhaust Fan CElectric..ooiveiiiiiantn ) ()
X Central Laundry Facilities K
X tlnit Laundry Facilitics . flot Water
X Disposal GaS . vvverrececaccncaannnns (X (1
Dishwasher ClectricC..vcectvanecnnenns (@ ()
X Carnpet
X Drapes llnit Electric............. [(@:9] )
X Shades (Lights, Cooking, ctc.)
X Rads
e Common Arca Furnishings L5 = o (X ()
X Tot Lot
Other (Speccify) Qther Fuel (Spccify).....
...... () ()
...... (] D]
...... () ()

James Wiison Plaza, Suite 300 ® 131 West Wiison Street e Madison, Wisconsin SJ703 Teisphone 808/2686-7884



Page 2 " 4
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IV. RENT SCHEDULE

No. of Sizc by Sq. Ft. Contract Utility
Units Type Bdrms Net Gross FMR Rent Allowance
67 E -LuR 1 500 546 $271 $258.10 $14G, S4E
1 E -L.R 2 800 860 $348 | $278.84 $20G, $8E
le6 W- L.R 2 820 875 $293 $278.84 $20G, S8E
6 T.H. 3 396 1080 $381 $372.21 $35G,S12E
Gross Annual Contract Rent = = = = = = = = = = = = = = == = = = = = = = = = =« = § 291,194
Gross Annual Contract Rent § Utility Allowance = - = = = = = = = = = = = = = - - § 314,762
V. EQUITY CALCULATION VI. INCOME COMPUTATION
1. Total Replacement Cost - - - 5_2,212,267 1. Gross Annual Income
(Contract Rent) =~ - - - - - § 314,762
2. Mortgage Amount- - - - - - - s 1,991,040 2. Vacancy (5%) - - = = = = - $ 15,738
3. BSPRA - - - - - .. e - e - $ 192,737 3. CEffective Gross Income - - § 299,024
4. BSPRA § Mtg. Amount - - - - $ 2,183,777 4. Debt Scrvice (7% %) - -.- $§ 157,229
5. Equity Cash (Line 1 - - - - § 28,490 S. WIFA Service Fee ( % %)- - § 9,955
minus Line 4) ‘
6. Total Opcrating 118,568
Expenses & Taxes - - - - - S
7. Return on Equity- - - - - - § 13,274

INITIAL CLOSING

VII. SETTLEMENT REQUIREMENTS

1. Cash 2. Letter of Credit
Equity Cash = = = = « « -~ - $ Construction Adjustments- - §
Construction Adjustments- - § Off-SitC= ~ = = = = =« « -~ - s
Off-Site- - = = - - - -« - - $ Complction Assurance- - - - §
Completion Assurance- - - - § Total lLetter of Credit
Requirement - - - - « - « = s
Total Cash Requirement - - § 5. Total Cash § Letter of
Credit Requircment - - - - §

4. Bonds
Compiction Assurance- - - - §

Off-Site- « - - = = - - - - $

VIII. RECONCILIATION

1. ACC Authorization - - - = - - - - - %
2. Tcnant Payments = = = = = = - - - - <
3 Expected HUD Contributions- - - - - N
4 Total Rovenue - = « = « = = =« « - = <




cme -
Revisc

10/77
1X. REPLACEMENT COST AND MORTGAGE
A. CONSTRUCTION CONTRACT
Per Unit Total
1. STRUCTURES: .
la. Apartments -~ - -~ =~ = = = = = = = - - - - $ 15,162 § 1,273,600
1b. Townhouses - - - - = = = = - - - - - - - $§ 23,000 $ 138,000
lc. Duplexes - - - = = - - - = - = - = - - < s $
id. Single Family - = - = - = = = = - = = - $ $
le. Other Buildings - - - = = = = = = -« < = $ $
1f. TOTAL STRUCTURES - - = = = = = = = = = $ 15,684 §1.,41%,600 _ $1,411,600
2. LAND IMPROVEMENTS:
2a. Usual (landscaping paving, etc) - - - -§ 1,433 s . 129,000
2b. Unusual- = - = = = = = = = - = - - - - - s $
2c. TOTAL LAND IMPROVEMENTS - - - - - - - - s_1,433 $ . 129,000 ¢ 1.9 590
. 3. GENERAL REQUIREMENTS Q___})' ----------- e e e e en ... $__35,550
4.  GENERAL OVERHEAD ( L R i N $ 28,935
S. BOND PREMIUM/LETTER OF CREDIT FEE-= ~ = =~ =~ = = = = = o 4 0 0 o o o 6 o e = = = $ 16,123
6. omelYrell Ave. Improyements-Eng. Est. §70875000122 D.0.'s=s6l4 T o
- per D.U. X 90 =
7. TOTAL CONSTRUCTION CONTRACT =~ =~ = = = = o o o e e e e oo == 2mmmmomm o $ 1,676,468
78. Per Unit Construction Contract- - - -§ 18,627
8.  ARCHITECTURAL FEES ~
8a. Design Q____}) ..................... $ 46,000
8b. - Supervision ( ) I R $ 14,000
8c. TOTAL ARCHITECTURAL FEES = = = = = = = = = 2 = = = = = = = % = = 2 = S 60,000
8d. Per Unit Architectural Fees - - - - - S 66%.67
9.  TOTAL CONSTRUCTION CONTRACT § ARCHITECTURAL FEES = = = = = = = = = = = = = ~ - ¢ 1+736,468
8 mo. € 8% for 3 Bdrms.
10. consmum'mn INTEREST (_10 mo.¢__ 8 %) for.l.& 2 Bdrms. _ _g 65,139
t1. CONSTRUCTION TAXES = = = = = = = = = o o & 2 o e o eie = = = = = s 13,875
12. CONSTRUCTION INSURANCE = = = = = = = = o @ = ¢ 4 4 @ o = = = - = ¢ 3,020
13. TITLE & RECORDING= = = = = = = = = = = & = = o o o o = o = = = = s 2,366
t4. WHFA PROCESSING FEE (__3_-_5_’;) .................. s 49,776
5. LoAN Loss. RESERVE { 2-5%) = = = = = = = = = = = = - - - o - .. s 49,776
16. LEGAL (s 4950 } & COST CERTIFICATION (§ 2,000 ) ¢ 6,950
17. TOTAL CARRYING CHARGES & FINANCING FEES- = = = = = = = = = o 2 o o« « = = = « s 180,902
17a. Per Unit Carrying Chgs. & Fin. Fces § 2,121
18. TOTAL (Lines 9 + 17) = = = o o 4 o o o 0 & m e e e e e e e o e = ommomomm 1,927,370
19, BSPRA- = = = = = = = = = % % = & e e e m e d e h m e e e e e e e e e s 192,737
200 LAND = = = = @ = = = = m e e e m e m e e e e e e s 92,160
21, TOTAL REPLACEMENT COST (Linces 18 + 19 + 20) - - - = = o o = 4 & 2 2 4 o - o 52.212,257
2la. Per Unit Replacement Cost - - - - - $ 24,581 I —
33, MORTGAGE (_9Q %) = = = = = = = = = = = = = = @ % = & & 6 o e oeeeee e a §10991,040
22a. Per Unit Mortgage - - - - - - - - - $ 22,123 —_—
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X. OPERATING LXPENSES

Egst. assessed Mkt.
Per Unit Sub-Total

alue
1. REAL ESTATE TAXES: ¥3U$17,000 x 68 x 67% = $774,520
' 2 Br 319,000 x 16 x 67% = $203,680
la. Est. Assessed Val. 67 %3 Br $26,000 x 6 x 67% = $104,520

8§  33.37 per $1000 - - - = = = = = = - x_ 81,8376 . § 36,672
1b. Per Unit R.E. Taxes - - - - - - - § 408
2. SERVICE ACCOUNTS:
2a. Fuel (Htg. & Dom. Hot Water) - - § 198.40 $ 17,856
2b. EleCtric = = = = = = = = = = = = § 63.47 $ 5,712
2c. Water - SeweTr = = - = - - -« - - - s 45.07 s 4,056
2d. Garbage § Trash Removal - - - - - § 27.00 $ 2,430
2e. Other - - Mvertising s 3.00 s 270
2f. TOTAL SERVICE ACCOUNTS = = = = = = = c o o o e a e o e e emecoem s 30,324
Zg. Per Unit Service Accounts - - - - $§ 336.94
3. INSURANCE = = = = = = = = = = = = = = = = = = e mmm o e e e e e e s 4,062
4. AUDIT = = = = = = = = = = = = % % & = % e mmmm e e e o e eaa o s 1,080
S. LEGAL = = = = = = = = o & e 0 e o e e e e e e e e m e e e e e e aa e e e $ 540
6. MANAGEMENT
6a Fees
6b. Central =~ - - « = - - = - = - 2 - 4 - 4 Lo o oo § 6,756
6C. ON-Site =~ = = @ = = = o © 4 4o 2 4 o e e e e .- $ 9,192
6d. Administrative - - « - - - - - - & ¢ - 4 - o -4 o o . $
6e. TOTAL MA&AGENENT ---------------------------- $ 15,948
6f. Per Unit Management - - - -~ - ~ - $ 177.20
7. MAINTENANCE:
7a. Caretaker Salary - - - - = = = =« = « = & - - - - o - . ¢ 6.480
7b. Other Salaries~ - = - « = = = © = = = = 4 4 = & o o o . $
7c. Contract Services - « - - = = = = @ - - 4 - - . o oo $ 4,998
7d. Supplics=- - - - - - = - - - o o 4 e sl $ 2,700
7e. Other - - -R€PAir Services _ _ _ _ _ _ | | _ _ _ __ s 7.170
7€ TOTAL MAINTENANCE = = = = = = = = = = = = = & & & e o oo e e e e e o s 21,348
7g. Per Unit Maintenance- - - - - - - 5 237.20
8. REPLACEMENT RESERVE - - = = = = = = = & 0 4 e 4 ot ft 0 f et e e e e mmm o N 8,594
9. TOTAL OPERATING EXPENSES (Lines la « 2f + 3 « 4 +.5 + 6e + 7f + 8) - - - - - $ 118,568
10. DEBT SERVICE= = = = = = = = = = = = = = = = = = = & & 0t o s meeaemmn S 167,183
10a. Per Unit Debt Service - - « - - - $ 1,857.59 .
1. RETURN ON EQUITY = = = = = = o = o o a2 o o e a0t et e o e o e e e e $ 13,274

12, TOTAL OPURATING EXPENSES, DEBT SERVICE § RETURN ON CQUITY (Lines 9 + 10 + 11)- § 299,025



EXA'I.:BS

COMPARATIVE OPERATING BUDGETS FOR 100 ONE-BEDROOM UNITS

Conventional

Section 8 High Range Low Range
Rent 342,000 285/U 276,000 230/mo 240,000 200/mo
Management 15,800 158/yr 16,200 162/yr 12,000 120/yr
Maintenance 20,300 203/yr 18,083 180/yr l0,0gg 100/yr
Services/
Heat 27,000 270/yr 24,000 240/ yr 22,000 220/yr
Insurance 6,850 68/yr 6,000 60/yr L 000 Lo/yr
Audit/Legal 900 9/yr -0~
Replacement
Réserve 9,200 92/yr -0~
Equity Return 14,000 140/yr -0~ -0-
Taxes* 51,600 42,960 37,200
Mortgage 2,150,000 1,532,567 1,405,125
Debt Service 184,834 168,840 154,800
Total
Replacement
Cost 2,391,000 1,803,020 1,653,088
*Based Upon Unadjusted Total Costs




Three groups of restrictions are the 1974 Act, complimentary
administrative rules, and financing restrictions.

Section 8 developments are built to conform to the regulatory
mold rather than market or merchandising feasibility.

Size 10-15% less, finishes are utilitarian, secondary locations,
etc. for inferior products.

The inferior product may cost more because of mandatory union
wages, mandatory bonding and escrows, and non-competitive
bidding to the degree that FMR's permit capital cost inflation.
These costs can only be amortized by maintaining Section 8
agreements or conversion to tenant ownership. HUD is not
encouraging the latter and there is no financing available

that would place the tenants as owners at the same level of
occupancy costs.

As a practical matter revenue could be subsidy payments plus
actual payments from the tenants. But the subsidy payment
includes a payment for the right to set rents, tenant eligibility
standards and cash dividends to the investor - in short, a
defeasible partial transfer of the fee to the public. 1Is that
parallel to a lease or an easement in gross to the public?

1.

2.

As a practical matter the assessor can use the annual audited
financial statement of the Section 8 project.

Gross rent equals 1/5 the ACC contract amount plus actual
receipts from tenants.

Operating expenses should be used for the actual operations
because they are different for subsidized projects (See
Exhibit 36).



Exhibit 36

Assessment Valuation of Section 8
Using Income Approach

Gross Receipts = $142,000 Collected from tenants
190,000 :Collected from ACC contract for
five years totalling $950,000

Net Revenue $332,000

Vacancy deduction - none ACC pays up to 60 days of vacancy and
tenants pay only when occupying unit

Management fee $ 15,800

Mainteﬁance 20,300
Services/heét* 27,000
Insurance 6,850
Audit-legal 3900

Replacement reserve 9,200
Net operating exp $80,050

Net operating income
B/4 real estate taxes $251,950/.1374264 = $1,833,344

Capitalization rate = .126384 (25 year 12% mortgage)
(.12638%4 x .85) + (15 x .05) + (.75 x .03 mill rate)
. 1074264 .0075 .02225 =

Cap rate .1374264

*Be sure gross receipts include utility allowance; in some cases
the tenant contribution is less than the utility bill.
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V1. Until now, cash equivalent prices have made adjustment for differences
in fixed mortgage constants and predictable mortgage balances due at .
some future point in time. However, today we are faced with variable
rate mortgages and a subsector of those called mortgage participation
loans.

A. Variable rate mortgages should offer the appraiser little problem;
indeed, it should help in that tricky allocation problem in terms
of the source of value. Adjusting a sale price subject to an
existing favorable mortgage is simply attributing value to the
intangible element of finance rather than the productive asset of
real estate.

1. To the degree that the variable rate mortgage removes the
commodity speculation in money from the benefits of ownership,
the more likely the price represents the value of the real
estate rather than real estate plus an option on cheap money.

2. The form of the variable rate mortgage may cause cash throwoff
to vary or net reversion on sale to vary. Hence, the
necessity of doing a spread sheet if the appraiser has reason
to believe rates will be adjusted upward or downward within
the foreseeable future. In the absence of a rate notification
or in the presence of a maximum rate limit, the appraiser does
not have to speculate (capital budgeting theory would hold that
the cap rateshould be loaded for the third moment of the maxi-
mum interest variance to reflect the risk of alternative finan-
cial outcomes, but | doubt if appraisers are ready for that).

3. Lenders may modify debt cover ratios or mortgage investment
guides like default points or loan-per-unit.

B. Various forms of equity participation represent contingent interest
payments to the lender. The appraiser has no alternative but to do
a spread sheet forecast year by year for five or ten years of the
proforma income and resale possibilities of the property. Partici-
pation takes on a variety of forms:

1. Participation in gross rent, generally above a floor of
normalized gross. (May reduce value for mortgage loan-to-ratio
value purposes).

2. Participation in effective gross rent (set at a minimum
level so that excessive vacancy penalizes the borrower;
may exclude certain rental units or percentage rents or
rents for services not funded by mortgage, i.e., a defined
base effective rent).

3. Percentage of net operating income (certain expenses allowed
in full while other discretionary expenses and vacancy
allowance may be defined in amount or percentage of effective
gross). Sometimes found on land leases and reduces net .
income available for debt service if land lease is unsubordinated.
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4. Percentage of cash throwoff, after debt service and with
defined priorities and allowable debt 1imits. Other restrictions
may include mandatory reserves to be set aside before partici-
pation.

5. One of the above plus participation in refinancing surplus,
net resale proceeds, or other capital transactions subject to
a floor permitting recapture of equity capital and a ceiling
for good fortune.

C. Some forms of equity participation are more subtle, such as the
convertible mortgage which takes several forms:

1. A community shopping center costing $6 million to build
and with a million in runaway construction interests can
be sold for $7.3 million for $800-850,000 net operating
income in the first five years. Lender provides $7.3 million
for 11% interest only ten-year mortgage; in addition, he
receives 50% of cash throwoff and whatever percentage of
ownership is needed in the tenth year to provide overall
18% return.

2. An office building in San Francisco received 100% financing
for construction and eight year balloon. 1{n additlion, the
developer-borrower becomes a general partner with two limited
partners, the land owner and the lender, each recelving some
percentage of tax shelter, cash dividends, refinancing surplus
or resale value and perhaps retaining first right of refusal
as well.

3. In each case, the mortgage loan represents fee simple title
while the interests above that represent entitlements to tax
shelter, nonvested future interests, management:and contracting
fees and marketing skills.



