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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 fair 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 geone.

2. The simple division of income between the mortgage and
the equity component-is smothered in participating mort-
gages, 1imited partnerships, convertible mortgages and
saller financing.

3. As the govermment had removed general subsndses to real
aestate finance such as raqulation @, it has made greater
use of specific interest subsidies to selected special
groups.

4. 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.

8. Volatile money market condlitions and the widespread use of creative
financing leave the appraiser in consliderable 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.

C. 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 financing 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
establ ishment on the site, with the ownership position, or
with fee simple title).

3. Which definition of value is appropriate?

L, 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 &

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 anytfiing but objective
{not to mention adjustments for non-market financing discussed
in Section 11).

8. 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).



Exhibit {

Critical Issues Which Define Appraisal Process

Function of the
Appralsal

Property Rights

Retevant Definition
of Value

Allocation of
Productivity

Buyer Motlvation
Presumed

Tax assessment

Fee simple private rights
unencumbered

Falr market value

Income attributable to
land and structures only

Purchase of economic
productivity

Mortgage loan
{non-participating)

Encunbered fee simple
private rights plus
additlonal rights
pledged

-

Regulations - falr
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 capital

Mortgage loan
(participatory)

Encumbered title plus
non-vested Interest In
selected future revenues

Present value of all
future cash flows

Variable income pledged
plus share of reversionary
interest

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

Sale of an Investment

Encumbered title plus
vested entitiements plus
goling concern profit
center opportunities

Most probable price
above minimum acceptable
alternative opportunity

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

increase in spendable cash
Increase in Tiquidity
value of estate
Positioning to maximlze
probabitity of survival of
beneflits desplte changing
conditions

Purchase of
investments

Encumbered title plus
poslitioning for access
to entltlements

Most probable price
within percelved peri!
point limit

Goling concern
purchase of a
bus iness

Encumbered title plus
positioning for access to
entitiements plus
reduction In. risk for
business start-up plus
wonopol Istlic market
controls

Most probable price
within perceived costs
of alternative

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

Land, structure,
personalty, and intangible
assets and good will plus
profit centers for

management

Incresse in spendable cash
fncrease In fiquidity
value of estate
Positloning to maximize
probability of survival

of beneflts desplte
changing conditions

Increase in spendable cash
Increase In liquidity
value of estate
Positloning to maximlze
probabitity of survival

of benefits despite
chanqing 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:

buyer and seller are typically motivated.

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

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

payment is made in cash or its equivalent.

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

N-—‘

.
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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.




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

FEE SIMPLE —An absolute fee; a fee without limitations to any partic-
ular class of heirs or restrictions, but subject to the limitations of
eminent domain, escheat, police power, and taxation. An inherit-
able estate.

From: Byrl N. Boyce, Real Estate Appraisal Terminology, Revised Edition,
Ballinger Publishing Company, Cambridge, 1381, p. 102.

Fee simple.

Absolute. A fee simpie absolute is an estate limited
absoiutely to a man and his heirs and assigns forever
without limitation or condition. An absolute or fee-
simple estate {s one in which the owner is entitied to
the entire property, with unconditicnal power of dis-
position during his life, and descending to his heirs
and legal representatives upon his death intestate,
Such estate is uniimited as to duration, disposition,
and descendibility. Slayden v. Hardin, 257 Ky. 885,
79 S.w.2d 11, 12,

The estate which a man has where lands are given
to him and to his heirs absoiutely without any end or
limit put to his estate. 2 Bl.Comm. 108. 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-wil o
from any variety of conditional estates, Fee-simpie
signifies a pure fee: an absolute estate of inheritance
ciear of any condition or restriction to particular
heirs. being descendible to the heirs general, whether
maie or female, lineal or coilateral. 1t is the larges:
estate and most extensive interest that can be en.
joyed in jand.

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 conditionai
was a2 fee limited or restrained to some particular
heirs. exclusive of others. But the statute “De donis”
converted ail such estates into estates tail. 2 Bl
Comm. [10.

Defeasibie. 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 defeasibie”.
Newbern v. Barnes, 3 N.C.App. 521, 185 S.E.2d 526,
$30.

Determinabie. A “fee simpie determinable” is creat-
ed by conveyance which contains words effective o
create 3 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 simpie title. See Fee simple.

from: Henry Campbell Black, Black's Law Qictionary, Fifth Edition,
West Publishing Co., St. Paul, 1973, p. 554,




D.

3. There Is the problem of selecting a conversion process which
reduces income cash flows and reversionary cash flows te 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, vacancles, expenses, and financing 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

I. 1is income attributable to entitiements 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?

Is permit to build or maintaln a dam assignable? Does
right to management fee and brokerage fee go with general
partnership or property?

2. s 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 ticket, condominium conversion fee
versus apartment project investment.

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

3. 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
(personaity) or Section 38 (tangible) or Section (intangible).

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

Problem of defining or forecasting a reversion

1. BPricing real estate for utllitarfan purpose, toc buy accass to
service sales, or speculate in long term demand/suppiy commodity
relationships of long term commodity/money ratlos.

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
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3. When is appreciation speculative, non-vested and excluded from
fair market value?

4., 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?

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.

Al

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.

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.

Rasale 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/R, Cap
Rate Tables for Today's Financing, p. 15.)

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

LUNCH BREAK



V.

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 cash equivalency adjustments for both comparable sales
and the subject property. Many of the issues on how to appraise
properties with economic development locans, 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 selter (Exhibit 3)
but then provides an exception where market practice may be different.
The Institute textbook says,

"Wnusual 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 financing

(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 assigmments the appraiser
first identifies 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 lock 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 assigmnment of the general partnership
position which can be exercised by the Housing Authority in the
event of default on the mortgage termms or the related property
management agreement. Control of the property can pass through
subsequent assigmment 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.
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WEIGHTED MATRIX FOR COMPARABLE PROPERTIES

Ratlng/Velghted Ratlng

FEATURE/ n
E 16HT 30 W WEflla

n

50 €. MIE€)In

H
16 M. Caproll 123 W. Mashington

"n

15

102 N. Hamlilton

16
212 €. Mashington

Sub ject
110 E. Haln

Parking
5% 5/1.25

Locatlon
208 $/1.00

Flest Floor

Retall Lease

in Place s/.15
15%

Heed for
Renavatlion
153 5/.15

Visual Quality

of 0fflca

Entrance 5/.50
10}

Vacancles In

Exlsting

0fflce Space 5/.15
153

3/.75

$/1.00

5/.15

t7.15

3/.30

a/0

0/0

5/1.00

0/0

3/ .\5

3/.30

5/.15

o/o

3/.60

3/ .45

5/.15

5/.50

5/.18

3/.75

1/.20

3/ .A§

1/.15

3.3

o/a

3/.75

/.60

a/0

17.15

3/.30

o/o

3.15

3/.60

1.5

3/.45

V.10

1/.15

Total Valghted
Scare 5.00

2.95

2.50

3.05

1.85

1.8

2.20

Salling Price $2,555,500

Total et 65,000
Rentable Area aq, f¢.
{unA)

Pelce Per
Squars Foot $39.30
(4RA)

Price Per

Square Foal

of HKA 7.86
Tol;T“UZIERtoa

Scora

$850,000

18,500
sq. fo.

$22.10

7.9

$615,270

35,725
sq. ft.

§17.20

$2,896 000
138,000
sq. ft.

$24.00

6.89

$130,000

28,000
sq. ft.

$11.80

$h72,000
38,000
3q. ft.

$12.40

6.89

74,000
sq. ft.

T L19IHX3



EXHIBIT 23

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

Comparable Selling Price/ Point Prics per NRA per
Property per NRA Score Total Weightad Score (x)
] $39.30 5.00 7.86
2 22.10 3.45 7.49
3 17.20 2.50 6.88
4 21.00 3.05 6.89
5 11.80 1.85 6.38
6 12.40 1.80 _6.89
TOTAL 42.39

Mean Value (X) = 42.39 + 6 = 7,07

J‘Z"_r G=%)

a A |

Standard Deviation = = 214 where
J n
X x (x=%) £(x-i)2 noon-i
7.36 - 7.07 = ~.79 .62 & 5
7.49 - 7.07 = .42 .18
6.88 - 7.07 = .19 .04
6.89 - 7.07 = .18 .03
6.38 - 7.7 = .69 .48
6.89 - 7.07 = .18 .03
138
Value Range: 7.07 £ .21
High Estimats: 7.28 = (X/7#,0001sq. fr.) + 2.2% JoX o= 1,185,184 or $1,200,000
Cantral Tendency: 7.07 = (X/74,000 sq. ft.) # 2.2, .’ X = 1,150,996 or $1,150,000
Low Estimata: 6.86 = (X/74,000 sq. ft.) % 2.2, .: X = 1,116,808 or $1,120,000

;75,000 sg. ft. = NRA of subject property
2.2 = Weighted point score for subject property

-~



Schedule of Rental Revenue:sI far the Perlod of April 30, 1980 Through April 29, 1985

Annual Annual i zed Gross Rental Ravenues
Occupancy as of Spacg Rant per Leass Terms 3 k/30/80- §/30/81- h/30/82- h/30/83- k/30/8% -
Apri) 30, 19680 $q. Ft. Sq. Ft.? as of 4/30/80 h/29/81 h/29/82 4/29/83 k/29/84 h/29/85
lowar Level & Raof
D Tavel Vault-Vacant 700 3.00 . $ 2,100 $ 2,100 $ 2,270 $ 2,270 $ 2,450
8 lavel-Showrcom & Office kooo 3.00 ~- 12,000 12,000 12,960 12,960 (h,000
A Lavel-§tarage koo h.00 6/30/80 1,600 2,h00 2,600 2,800 3,000
Honaywe |1 Phone Box -- -- “- 600 600 600 650 650
Total-Lowar Level 5100 $16,300 $17,100 $18,530 $18,880 $20, 100
Flrs laor
thez Vous~112 hsh .80 10/1/76 - 9/30/81 $ 2,180 $ 2,290 $ 2,360 $ 2,360 $ 2,360
Chaz Vous~1th 1000 4.80 10/4/26 - 9/30/81 h,810 5,030 5,200 5,200 5,200
North Entry \ 2000 9.00 - 18,000 19,500 21,000 22,500 24,000
South Entry-Leaf & Ladla 3500 9.00 1/1/80 - 12/30/84 1,500 33,130 33,950 36,670 39,600
Total-First Floar EH 456,490 $59,950 $62,510 $66,730° $71,100
Sacond Floor
201 Vacant 150 6.50 - $ 970 $ 970 $ 1,05 $ 1,050 $ 1,150
202 S(amss €00 £.70 7/4/79 -~ 6/30/80 4,020 4,320 4,320 4,670 4,670
203-4 Vacant 15 6.20 9/1/78 - 8731719 3.370 3,640 3,640 3,640 3,930
205-6 State 506 7.00 3/1/78 -~ 5/31/80 3,5k0 3,820 3,820 h,120 ,120
207-8 Hoawcrafis 386 7.20 171778 ~ 12/31/81 2,780 2,850 3,000 3,000 3,080
209-10 Scated k51 6.25 1/v/79 - 5/31/80 2,820 3,040 3,040 3,280 3,280
211 Dr. Regez 219 7.00 - 1,600 1,730 },230 1,870 1,870
212-14 Or. Mierwill 700 6.50 4/1/78 - 3/31/81} 4,570 4,500 4,900 4,900 5,210
U5 Vacant his 6.75 72/1778 - 6730779 2,800 3,020 3,020 3,270 3,270
U6 upi 500 7.50 5/1/80 - k/30/81 3,750 4,050 h,050 h,370 h,370
208-19 Rape Crisis Canter 816 7.00 1/1/80 - 12/31/8) 5,8h0 . 6,120 6,260 6,530 6,6%
220-21 Stated 1400 6.25 12/1/79 - 5/31/6a Hg_o_ 450 3,4% 10,200 10,200
Total -Second Floor s4h 810 $47,910 $h8,2 $50,900 $51,830

"2 ligiHX3



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

Annual Annuallzed Gross Rental Revenues
Occupancy as of Space Rent peg Lease Terms K730/80- &K/30/81- §/30/82- h/30/83- h/30/8%-
Apri) 30, 1980 sq. Ft. Sq. Ft. as of 4/30/80 h/29/81 4/29/82 4/29/83 h/29/84 4/29/85

hird Floor
1] Vacan 150 5.75 - $ Béo $ 860 $ 930 $ 930 $ 1,000
02-3 State 179 5.75 - 6,760 7,320 7,320 7,900 7,900
ok sm.g 230 .70 -- 1.5k0 1,660 1,660 1,800 1,800
05-8 State 942 é.70 -~ 6,300 6,800 6,800 7,360 7,360
03 The Journal Co. 232 7.20 9/1/719 - 8/31/80 1,810 1,880 1,970 2,030 2,120
10-11 Statad 456 8.70 - 3,050 3,300 3,300 3,560 3,560
12 Vacant 234 5.75 -- 1,3h0 1,h50 1,450 1,570 1,570
13-1h Or. R. Meng 82 7.20 6/1/19 - 5/31/80 3,490 3,730 3,750 4,000 4,030
15 Vacant V1] 6.70 10/1/79 - 9/30/80 5,000 5,080 5,310 5,k80 5,630
16-12 Wisc. Buildars Assoc. lozl 7.00 1/1/80 ~ 12/31/80 7.810 8,180 8,360 8,730 8,940
20-2k Vacaat i 7.00 -- 9,540 10,300 10,300 11,130 11,130

Yotal-Third Fleor 7o§g $47,520 $50,560 $51,150 $54 490 $55,040
ourth Floor
01 Vacant 150 6.40 - § 960 $ 960 $ 1,040 $ 1,040 $ 1,120
02  Furst, Carlson Inc. 648 6.40 5/4/79 - k/30/80 h,350 4,370 k,700 4,730 5,090
0311 State 2147 6.75 1/1/80 - 12/34/81 1h,500 14,880 15,670 16,100 16,9%0
12 Vacant 202 6.40 .- 1,290 1,290 1,400 1,400 1,500
13-14 Misconsin Alllance of Cltles 679 6.80 -- 4,980 5,020 5,420 5,420 5,850
15 Stnlas 259 7.00 3/3/79 - 2/28/81 1,830 1,940 1,970 2,100 2,130
16-19 Slltes 1370 6.00 vacated 6/30/80 8,220 8,880 8,880 9,590 9,5%
20-200 State 560 §.70 vacated 6/30/80 3,750 3,750 h,050 k,050 k,370
21-22 State 300 6.70 vacated 6/30/80 2,010 2,010 2,170 2,170 2,340
23~2h Ed Konkol 340 6.60

. 9/1/79 - 8/31/80 2,240 2,240 2,h20 2,420 2,620
Total-Fourth Floor 5855 $hh 130 $h5, 340 $h7,720 49,020 51,570

PSnUIIUOY —a £Z LIGIHX3



Schedule of Rental Revenuesl

Occupancy as of

April 30, 1280
ighth Floor

01 Wisconsin Radia Hews
02-5 State
06-7 Dr. Hannis
08-22 State
23-24 br. Boyle
Total -Eighth Floar

Inth Floor

q] HiTiman & Robertson

02  Wisc. Ins. Alllance

E)-ﬁ Hulcaby & Wharry

7  Robert Uehling

$-10 Larry Hall

1 Br. Schailtz2

12-19 Davine Insurance

) State

2-23 Judictal Cormission
h-25 br. Aundell
Tatal-Ninth Floor

nth Floor
POI Victor Lind

for the Perlod of April 30, 1980 Through April 29, 1985

2 Misc. Assoc. of indap. Colleges 86k

13-4 Misc. Canners & Freazars

5-8 Boslter Ca.
9-10 Vacant
i11-13 br. Dol

1} Vacant
15-18 State

19-24 Vacant

22 tkarb Walsh

23-24 Pane Ca. Advocate for

Batleracd Women
Total-Tenth Floor

nual Totals far

Annual
Space Rent per Leass Terms 3
Sq. Ft. 8q. Ft as of h/30/80
150 7.00 to 6/30/80

1536 7.55 to 10/31/83
h70 1.50 9/1/73 - 8/31/80

k580 6.00 /17719 - 6/30/80

7%3? 7.60 9/1/79 - 8/31/80
150 8.00 1/1/80 - 12/31/80
864 7.00 6/1/79 - 5/31/80
980 8.00 171779 - 12/31/81
225 8.00 h/1780 - 3/31/8)
700 6.00 6/1/19 - 5/31/80
248 1.75 171779 - 12/31/80

2580 7.00 h/1/80 - 3/31/83
575 7.00 vacated 7/1/80
355 6.50 5/1/79 - k/30/81
319 7.20 6/1/19 - 5/31/80

701
150 6.80 1/1/719 - 10/31/80

6.50 1/1/80 - 12/31/80
756 8.00 §/4/19 - k/30/80
91 6.80 12/1/79 - 11/30/80
111 6.50 --
127 6.65 6/1/79 - 5/31/80
229 6.25 --

1616 7.50 11/1/79 - 10/31/83
680 6.70 vacated 2/29/80
12 8.00 12/4/79 - 11/30/80
331 7.20 8/4/79 - 1/31/680

t890

7“.05“ £q. fe.

Annuallzed Gross Rental Revenues

§/30/80-  k/30/8i- §/30/82- h/30/83- h/30/8%-
4/29/81 h/29/82 4/29/83 h/29/84 h/29/85
$ 1,050 $ 1,050 $ 1,130 $ 1,130 $ 1,220
11,600 11,600 11,600 12,060 12,520
3,840 k,000 &,000 4,210 &,320
27.&30 36,320 37.'1)20 37,100 39,580
2,780 2,880 3,040 3,120 3,120
$h6,750 $58,150 $56,870 $57.620 $60,760 £2
R e o
$1,20  § 1,300 § 1,340 $ 1,500 $ 1,400 @
6,400 6,h80 6,910 7,000 7,000 o
8,070 8,530 8,750 9,210 5,210 ,
1,810 1,960 1,980 2,110 2,110 &+
~D520 *.550 h|870 ".”0 “.%0 ]
1,920 1,970 2,060 2,1k0 2,230
18,060 18,060 18,180 19,350 19,350 o
h,020 h,350 4,350 k,700 h,700 §
e I N
2,650 2 2,860 2 2,880 5’
$50, $52,3 $53,800 $56,390 $56,580 5
[» W
$ 1,050 $ 1,200 $ 1,250 $ 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,hk50 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,h9% 1,540 1,600
2,610 2,680 2,840 2,900 3,0;0
§50,370 $51,570 $53,560 $55,120 $57.7
$493,960  $522,120 $537,260 $565,460 $586,210




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

Dccupancy as of

April 30, lQQQ
Fifth Floor
€. C. Barton
502 Yacant
503-8 Vacant
504-19 State

520 State-8d. af Aging

521-22 br. Coryeil

$23-2h Green Bay Press Gazette
Tatal-Fifth Floar

Sixth Floor
[i}] Vacan
602-k Siate

605 Vacant

606-10 State
é1t The Evjus Foundatlon
612-1h State
615 Teaney Bldg.
616 John Barsness
617 Bilt Mard
618-19 Siate
620-24 Vacant
Total-Sixth Floor

Seventh floog

701 Lawton § Cates

702-19 Lawton & Cales

720-2h vacant
Total-Seventh floor

Annual
Space Rent pa;
$§q. Ft. Sq. Ft.
150 7.60
842 7.50
810 7.50
31922 6.25
555 §.70
339 7.20
31; 7.60
95
150 .70
sh73 6.00
204 6.40
1000 6.70
286 7.00
6h7 7.50
Ik 7.00
850 §.00
250 é.70
Agh 8.00
1262 6.70
£%0
150 5.75
s&i7 5.15
1106 7.00
[13})

fease Terms 3

as of 4/30/80

1/1/79 - 10/31/83
7V/79 - 6/30/81
/1779 - 6/30/80
8/1/19 - 8/31/82

-

vacated 6/30/80
ta 6/30/80

than mo. ~ mo.
vacated 11/30/80
11/4/719 ~ 10/31/83
3/1/719 ~ 2/28/81
vacated 5/31/80
vacated 5/31/79

6/1/79 - 5/31/83
6/1/19 - 5/31/83

Annual lzed Gross Rental Revenues

4730/80- §730781- k/30/82- §736/83- 573078k~
4/29/81 4/29/82 b/29/83 4729/84 4/29/85
$ 1,240 $ 1,270 $ 1,270 § t,380 $ 1,380
6,310 6,820 6,820 7,360 7.360
6,070 6,070 6,4h0 6,800 6,800
24,500 24,500 2h,500 30,590 31,770
3,950 4,000 h,270 h,330 4,940
2,&20 2.290 2,720 2,920 2,920
2,560 2 2,760 2,760 2,760
G738 si'ok sﬁ.‘gﬁ AL 57460
$ 1,000 $ 1,000 $ 1,080 $ 1,080 $ 1,170
8,840 9,540 9,540 10,300 10,300
4,300 1,300 1,h10 1,410 1,520
7,370 7,500 7,500 8,100 8,100
2,000 i,ooo 2,160 2,160 2,330
k,850 ,850 4,850 5,080 5,2h0
2,400 2,400 2,600 2,600 2,800
5,170 5,520 5,590 5.950 6,020
1,940 2,120 2,120 2,300 2,300
3,950 3,950 4,270 k,270 ,610
8.450 3,130 9,130 9,860 860
$47,270 $49,310 $50,250 $53,110 $54,250
$ 930 $ 970 $ 1,100 $ 1,050 $ 1,09
33.620 35.|2o 36,450 3;.850 39,160
ho 740 8,360 360 030
$i2,270  $K3,810 $45,910 $47.260 $¥3'780
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Notes to Schedule of Rental Revenues for the
Period of April 30, 198G Thraugh April 29, 1985

1Thc annual fzed gross rental revenus for the period from April 30, 1980 through April 29, 1981 Is consistent with the
actual lease terms, If at market rents, as of April 30, 1980, Increases In rents are assumed to take place accarding
ta laase terms and conditlons; an Increase of B percent Is used at leasa renewal dates. Thls factor was taken from a
survey of office rent Increases in Class 8 buildings onand near the Capitol Square in Madison and Is the current rate

used by the Tenney Butlding manager.

2Thaf annual rental market rate Is glven as of April 30, 1980. Only one tenant In Rooms 909-10 is considered ta be below

market rent at $4.73/square foot; therefore the rent for this space Is calculated at a market
Market rents are also Imputed (o spaces used by the building owner.

30f the 87 renta) space units In the Tenney Builiding as of
terminate batween 1980 and 1982, Only elght have leases that extend beyond April 30, 13982.

500 sq. ft. of the first floor retall space on January 1, 1980. The

restaurant had closed lts door by October I, 1980, and the remadeled space s 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 lnvestor might consider an escalator basdd upon a percentage of gross sales to encourage rental of this
space {f restaurant use Is most likely; the projected revenues probably would not lIncrease as rapldly as forecast.

“Tha teaf and Ladle Restaurant began lts lease of 3

5The state has glven notlce that it will vacate these spaces by June 30, 1980.

rate of $6.00/square foot.

Aprll 30, 1980, there are 62 leases In place, but 54 of those.
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Schedule of Vacancies by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1985

Mnual t of Projection Perod
Space Rental Rata Honths k730780~ k/30/81- §/30/82- k/30/83- %/30/8%-
sq. Fi.2 $ Vacant  Par. $q. Ft.  Vacant 4/29/8} 4/29/82 4/29/83 4/29/84 4/29/85
er Leval ¢ Imfl
evel - Vault 700 100 3.00 12 $ 2,100 ‘
) 100 3.00 12 $ 2,100
7200 100 3.2% 12 $ 2,270
700 50 3.2% é § 1,140
700 50 3.50 [ $ 1,140
evel
wroom and Offlice h,000 100 3.00 12 12,000
A,000 100 3.00 é 6,000
4,000 50 3.25 6 3,250
§,000 50 3.25 é 3,250
4,000 50 3.50 3 1,750
Level - Starage 0o 100 71.00 é 1,h00
400 100 7.50 9 2,250
tal -~ Lover Level $14,100 $ 8,100 $ 5,520 $ 5,790 $ 5,140
rst Floor
2 East Matn 454 100 5.20 8 $ 1,570
454 100 5.20 12 $ 2,360
k5h 100 5.20 A $ 780
4 East Haln 1,000 100 5.20 8 3,480
1,000 50 5.20 12 2,600
1,000 50 5.20 & 860
iaf & Ladle 3,500 160 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
!
with Entry 2,000 104 9.00 9 13,500

otal - First Floor $31,870 $13,360 § 4,960 $10,830 $ 9,890
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Ninth Floor
209-10

922-23

Total - Ninth Floor

Tanth Floor
1609-10

1014

1019-20

Total - Tenth Floor

TENNEY BUILDING TOTAL S‘|

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

Annual 4 of Prajectlion Perlod
Space , Rantal Rate Months k/30/80- k/30/81- h/30/82- 4/30/83- h/30/8h-
$q. Fi. % Vacant Par Sq. Ft. Vacant h/29/81 h/29/82 4/29/83 h/29/84 4/29/85
700 100 6.50 é $ 2,280
700 100 7.00 é $ 2,hko
355 100 7.00 12 2,500
355 100 7.60 6 $ 1,350
0 $ 2,280 $ h,940 § 1,350 0
A55 100 6.50 12 $ 2,950
455 100 7.00 12 $ 3,19
455 100 7.00 9 § 2,390
229 100 6.2% 12 1,h30
229 100 6.25 12 1,430
229 100 é6.70 6 710
680 160 6.70 | 380
$ h, 760 $ 4 620 $ 2,3% $§ 110 0
120 485,330 $66 ,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.

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

3110 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 4% 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 Bullding to make it competitive In the Class B offlce market that already has a

large supply of space avallable on and near the Square.

“Vacancles are assumed to gradually decrease between 1981 and 1983; a most probable buyer will Institute a vigorous
market ing program which will involve research of space needs in the area and remodeling which will be targeted to

those needs.
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$ixth Floor
g1

602-4

605

17
620-24

Total - Sixth Floar

Ssventh Flooy
Ho Vacancles Projectaed

Eighth Floor
1

fotal - Elghth Floor

Schedule of Vacancles by Floor and by Lease Terms for

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

Annual # of frojection Period
Space Rental Rate Manths §/30780- K/30/81- §/30782- h/30/83- 8/30/B%~
$q. Ft.2 = 3 Vacant Per Sg. Ft. Vacant 4/29/81 4/29/82 4/29/83 h/29/64 4/29/85
150 100 6.70 12 $ 1,000
150 100 6.70 12 $ 1,000
150 100 7.20 9 $ 810
1,h73 100 6.00 3 & ,h20
1,473 50 6.50 12 h,770
LA 50 .50 12 5,770
1,473 50 7.00 9 $ 3,870
1,473 50 7.00 6 $ 2,580
204 100 6.40 12 1,300
204 100 6.40 12 1,300
204 100 6.9 12 1,h10
204 100 6.9 9 1,060
250 100 7.75 [ 640
1,262 100 6.70 12 8,450
1,262 100 7.20 3 &,5h0 ,
1,262 100 7.20 é &,5k0
1,262 50 7.80 9 3,690
$15,810 $11,610 $11,530 $ 8,620 $ 2,580
150 100 7.00 10 § 880
150 100 7.00 12 $ 1,050
150 100 7.50 6 $ 560
$ 880 $ 1,050 $ 560 o 0
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Schedule of Vacancles by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1985

Annua} ¥ of Projectlion Perlad
Space Rental Rate Honths §/30/80- k/30/81-~ k/30/82- k/30/83- k/30/8h-
sq. Fe.2 % Vacant Per Sq. Ft. Vacant 4/29/8) 4/29/82 4/29/83 h/29/84 4/29/85
Fourth Floor
7Y} 150 100 6.40 12 $ 960
150 100 6.40 12 $ 960
150 100 6.90 12 $ 1,040
150 100 6.9 12 $ 1,040 o
150 100 7.45 12 1,120 %
a2 202 100 6.40 12 1,290 =
202 100 6.40 12 1,29 -
202 100 6.9 12 1,400 n
202 100 6.90 12 1,400
202 100 7.ho 12 1,500 |
K16-19 1,370 100 6.00 6 k,110 §
1,370 50 6.50 12 4,450 3
1,370 50 7.00 12 k,800 2
1,370 50 7.00 é 2,400 &
420-20a 560 100 6.70 6 1,880
560 50 6.70 12 1,870
560 50 7.20 9 1,520
Total - Fourth Floor $ 8,240 $ 8,570 $ 8,410 $ 7,240 $ 5,020
Fifth fFloor
502 8h2 100 7.50 12 $ 6,310
842 50 8.00 12 $ 3,410
842 50 8.00 12 $ 3,410
842 50 8.75 6 $ 3,410
520 555 100 7.70 6 2,130
555 50 7.80 12 2,160
555 50 8.90 9 $ 1,850

Total - Fifeh Floor $ 6,310 $ 3,40 $ 5,540 $ 5,570 $ 1,850



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

Aanual 4 of Projection Perilad
Space flental Rate Months §/730/80- &/30/81- §/30/82- k730783~ - h/30/8k-
sq. Ft.2 % Vacant Par Sq. Ft. Vacant 4/29/81 4/29/82 §/29/83 §/29/8k h/29/85
rd Floord
BLE Poor 150 100 5.75 12 $ 860
150 100 5.75 12 $ 860
150 100 6.20 12 $ 930
150 100 6.20 12 $§ 930
150 100 é.170 12 $ 1,000
-3 1,179 100 5.75 é 3,390
1,179 50 6.20 12 3,650
1,179 50 6.20 12 3,650
1,179 50 6.70 9 3,950
[ 1] 230 100 6.70 6 770
230 100 7.20 12 1,660
230 100 7.80 6 900
p5-8 942 100 6.720 6 3,150
942 50 7.20 12 3.390
942 50 7.20 12 3.3%
942 50 7.80 3 1,830
10-11 ksé 100 6.70 6 1,530
456 50 7.20 12 1,640
A5é 50 7.20 12 1,640
pI2 234 100 5.75 12 1,340
234 100 6.20 12 1,450
234 100 6.20 12 1,450
234 100 6.70 12 ‘ 1,570
234 100 6.70 12 1,570
316 731 100 6.70 & 1,610 '
320-24 1,363 100 7.00 12 9,540
' 1,363 100 7.60 é 5,150

Tota} - Third Floor $22,190 $17.,600 . §11,060 $ 6,450 $ 5,300
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Schedule of Vacancles by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1985

Annual 1 of Projection Period
Space Rental Rate Months §/30780- k/30/81- k/30/82- §/30/83- 4/30/84-
sq. Fe.? % Vacant Par Sq. Ft. Vacant k/29/81 4/29/82 h/29/83 4/29/84 4/29/85
Sacond l"loor3
301 150 100 6.50 12 $ 900
150 100 6.50 12 $ 900
150 160 7.00 12 $ 1,050
150 100 7.00 12 $ 1,050
150 100 7.60 12 $ 1,140
202 600 100 6.70 6 2,010
600 50 7.20 12 2,160 0
600 50 7.20 12 2,160 x
600 4 50 7.80 6 1,170 =
600 50 7.80 3 580 -
203-4 5k3 100 6.20 12 3,370 ~N
543 50 6.70 12 1,820 Al
643 50 6.70 12 1,820 !
543 50 6.70 9 1,360 o
205-6 506 100 7.00 6 1,770 S
506 50 7.50 12 1,900 *
506 50 1.50 12 1,900 2
506 50 8.15 9 1,550 6
506 50 8.15 3 1,030 &
209-10 51 100 6.25 6 1,410
451 50 6.75 12 1,520
4514 50 6.7% 12 1,520
K51 50 7.30 9 1,230
215 15 100 6.75 12 2,800
his 100 7.30 3 1,510
13T 100 7.30 3 760
218-19 816 100 8.00 8 4,370
Bi16 100 8.20 12 6,690
220-21 1,h00 100 6.25 6 h,370
1,400 50 €.75 12 4,720
1,400 50 6.75 é 2,360

fotal - Second floar 316,630 830 §ih 530 311,590 $13.3% IR



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

LT 1181HX3

k/30/80- h/30/81- k/30/82- §/30/83~ h/30/84~
Revenues: h/29/81 h/29/82 h/29/83 h/29/84 h/29/85
Grass Income $493,960 $522,120 $537,260 $565 k60 $586,210
less: Vacanclas glzo,zgg)(zh.sz) 85,1330) (16.3%) 66,480) (12.4%) (59,910) (10.62) 9.220) (6.7%)
Effective Gross 373,170 , 790 70,7 505,550 546,990
Parking Rentals 12,960 12,90 12,960 1h,000 1h,000
Total Revenues $386,130 $hk9,750 ~ $k83,740 $519,550 $560,990
Exagnseu:'
Accounting & lagll 4,200 k,640 5,120 5,650 6,240
Bullding Security 21,8k0 24,100 26,620 29,390 32,440
Insurance 4 7,000 7,730 8,530 9,420 10,400
Malntenance 28,850 31,850 35,160 38,820 42,860
Wage & Salaries 60,000 66 ,2k0 73,130 80,730 89,130
Payroll Taxes 11,500 12,700 ih,020 15,470 17,080
Repairs 14,880 16,430 18,130 20,020 22,100
Telaphone, 1,600 1,770 1,950 2,150 2,380
utilitles 5 90,600 101,470 107,560 114,380 122,020
0fflce Expgnses 7,040 7,520 8,250 8,840 9,690
Management 22,3190 26,320 27,5k0 30,280 32,570
Concourse Spacial Assessment 2,360 2,kh10 2,630 2,550 2,480
Total Operating Exgenses
Before R.E. Taxes (3272!260) ($303|l30) ($328,640) (3357!700) "(5389,1390)
Net Operating Income
Bafure R.E. Taxes $113,870 $146,570 $155,100 $161,850 $171,600
Real Estate Taxeso (26 ,680) (28,000) (29,400) (30,860) (32,420)

Net Operating Income $ 87,19 $118,570 $125,700 $130,970 $139,180



Notes to Schedule of Projected Revenues and Expenses
From April 30, 1980 Through April 23, 1985

Xpensias

in general, expenses are projected to Increase according to the average annual change of 10.4% In the Al) liem Conswmner
'rice Index over the past flve years. (See amended Exhibit 27).

luilding Securlty

iecurity personnel Is hired from 10 P.M. to 6 A.M. on weekdays with 24 hour coverage on the weekends. The bullding is apen
lo the public from 6 A.M. to 6 P.H. each weekday. The continulng problems created by the presence of bars and adult
sntertalnment places across the street wake this secur ity protection mandatory.

jalatenance

This account Includes an elevator malntenance contract at $9,060 a year.

Ueilities

At present the Tenney Bullding consumes approx imately 55,000 to 70,000 galloas of Na. 2 fuel oll per year depending upon the
weather. The cost of fuel has Increased as follows:
January 12, 1979 - .h3/gallon

October |, 1979 .77/gallon
February |, 1980 .95/gallon

in thirteen months the cost has rlsen 1213. Though the Tenney Bullding is converting to natural gas on its primary bol ler,
the cost of patural gas is also volatlile. Over the past flve years natural gas has had an average annual increase of 17.6%

for the commercial time-of-use consumer, according to Milton Spiras, Madison Gas & Electric Co.

ding should help to conserve fuel costs. To stabllize utility
In renewed leases; therefore In the pro forma income statement
Increase passed through to the tenant after year 2.

The Installation of combination storm windows throughout the bull
costs It Is assumed management will place energy cost escalators
utllity costs are escalated at 12 percent annually with 50 percent of the

5

0ffice expenses Include rental of space in the Tenney Bullding for management operations.

6Hanagement costs are computed as 6% of effective gross of fice revenue with 42 allowed for management and 2% for leasing

commissions for space turnover.
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Notes to Schadule of Projected Revenues and Expenses
From April 30, 1980 Through April 29, 1985

7T0tal operating expenses are calculated before Including real estate taxes for ease In using the MRCAP discounted cash
flow program.

ﬂﬂeal astate taxes are calculated as 5.4% of gross revenues In tha flrst year and Increased at 5% per annum thereafter.
These calculations are based an the followlng fact and assumptlions:

1. The assessed value as of 171780 is $1,200,000.
2. The mill rate is assumed to increase slightly (approximately 1%) after several years of decrease.
3. Taxes will continue ta Increase due to Inflated clty budgets and decreasing state alds.
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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 periocd.

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 intc MRCAP Program

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

c. Project holding periocd = 5 years



EXHIBIT 28

REVENUE JUSTIFIED CAPITAL BUDGET
DEBT COVER RATIO APPROACH

GROSS AENT POTENTIAL

VACANCY LOSS

A

NET OPFERATING INCOME AVAILABLE

QR QEBT SAYMENT, INCOME TAX, CASHK OIVIDENDS

DEST SEAVICS

]

SABH AVAILASLE sUN

INCOME TAX AND INVERTOMS

OEST COVER RATIO

RAEQAUINED Sy LANDERS

ARTUIAED PRE-TAX CABM

DIV TRIBUTICON

GUSTIMMBO CASK

HABUITY INMVESTMENT

CASKM AVAILABLE EOR

OERT sERvICE

EXISTING CLAIMSES QM BLANNED

IMPROVEMENT SuOcsT

k= aaw
atvesty - 4
3

SWOCEEDE AVAILASLE =QR

SWMOPERTY SLURCHASE AS IS

JUSTISIED MORTSAGE

LOAN




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 f£low

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 wvalue of $73,000

0. 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



2. Real Estate Tax Agsumptions

Real estate taxes are a function of assessed value (or fair
market value when assessed value i; 100 percgnt of market value)
and the net mill rate; therefore, reai estaté taxes are estimated
as a functiocn of gross rental incomé. Duriﬁé the past two years,
real estate taxes have been betweén S‘percent and 6 percent of
the . Building's potential gross rental income. As a result
of tests of several values betwees‘s‘éetcent 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 p:bgrammed 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 Tast Results

Four runs of the MRCAP program were dornte using different
assumptions about the amount of real astate 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 Estata Taxes $33,118.75 $29,951.95 $25,340.393
Net Mill Rate .026493 .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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. Parcentage ofiFirst Real Estate Taxes
ar'sg 0SS 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 §29,408 $30,878 32,422
5.8 $28,650 $30,082 $31,586 $33,166 $34,824
6.0 $29,638 $31,119 832,675 $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
cf 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 wvalue of $1,150,000 estimated

by the market comparison approach toc value.
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EXHIBIT 29

MRCAP INPUT AND OUTPUT--

JUSTIFIED CAPITAL BUDGET WITH

REAL ESTATE TAXES AT 5.4% OF
FIRST YEAR'S GROSS RENT

#RCAP 093:49CS7 12/20/8Q

ENTER INPUT FILE NAME?TENNEY

THE PROGRA® MRCAP 15 THE PROPERTY QF
MICHAEL L. ROBBINS

S0 REAL ESTATE DYNAMICS INC.

4701 UINNEQUAR RD.

MONONA. UWISC.

USER n0. &8

(408)-221-112¢

NO REPRESENTATION IS NADE THAT THE ASSUMPTIONS OR
COMNPUTATIONAL FORMAT USED IN THIS PROJECTION WILL
BE ACCEPTABLE TO TAXING AUTHORITIES.

#410.00 LIB CHG APPLIED

REPAORT SECTIQON NUMABER 1 PRGE 1

AN ERZIIEAIIEEESINTAIRIICABTITIREISIIIIAIIII I NIZIZIZRRS

# BROSS RENT $ 554378. + RATE OF GROWTH OF G6ROSS RE#T v9.9421

* EXPENSES $ 330234. * RATE GF GROUTH OF EAPENSES 0.0%3a

&« R E TAXES 3 29478. % RATE OF GROWTH OF R E TaxE5S  0.9309
INCOME TAX RATE  0.3000 PROJECT VALUE GROUTH OF 2.4000

& UVACANCY RATE 0.137% UORKING CaAPITAL LuUad RATE J3.1409
EQUITY DISCOUNT  0.1300 EXTRAORDINARY EXPEMSES § Q.
RESALE COST 0.0400 REINVESTMENT RAVE ‘ 2.0609
UKG CHPITAL RS § 30090, CAPITAL RESER I[ATERESM RATE 9.

INITIAL COST & 1991302, INITIAL EQUITY REQUIRED 3 4360072,

ALL “+’ YALUES ARE AVERAGE A@QUNTS FOR HULDIAG PERICOD. OF 35 YRS,

INITIAL COST DERIVED THROUGH 3ACKIULR THPE 3 USIHG 2 MORTGAGES



EXHIBIT 29 -- Continued

PRG FORNA

INVESTHENT ANALYSIS OF

" BUILDING
! FOR

REPIRT SECTIg4 4843 ER
IZICZRITTITITSITTTTIITIITISTTIISIZITTISITIIIITTIZI=ID
ConeguzdrT SUHKMART
TITLE PCT. BEGIN USEFUL DEPR
QEPR UsE LIFE HETHOD
TLAND G 1 23. 3 3
ayILyInG 3.89 i 292, 2 3
HYAC 3.78 1 . 2 3
cLEVATORS 3.79 1 4, 2 H
EHERGY CONSERVATION Q.79 1 S. 2 H
TE4ANT [MPROQVENENTS 9,79 { 19, 3 i
INVESTHEAT CRERIT 0 1.0 i 1, 2 3

tIRTGAGE SUMMARY

TITLE IMTR BEGIN END TERHM
RATE TR. TR,
FIRAST MORTGAGE Q.1200 1 29 0 H
SZCOND AGRTSAGE 9.1300 1 3 3 H

FAGE
CasT SCH
349000, ¢
338221, 0
225431, 9
73099, 9
54000, 9
59g0%. 9
10809, 9
NRIG FCT
BALC  MALUE

331493, 0.337
194000, 0.093



EXHIBIT 29 == Continued

PRO FORMA
INVESTMENT ANALYSIS OF
BUILDING

FOR

REPORT SECTIION

RIS E IR R I E IR ZS IS TIAEIITRRATEI T IITIIRZII I I

CASH FLOU adal7SIS

TSSITITITAZTTRITEZT

O3 4 O A e Ll o~ ot

—— ad av b b e b b b

BROSS IACOAE

LESS YACANCY

LESS REAL ESTATE TAXES

LE8S EXPENSES
NET INCOME

LESS DEPRECIATION

LESS INTEREST
TRXABLE I4COME

PLUS DEPRECIATION

LESS PRINCIPAL PAYMENTS
CASH THROU-OFF

LESS TAXES

LESS RESERVES
CASH FROM QPERATIONS
WORKING CAPITAL LOAN
DISTRIBUTABLE CASH AFR TAX
TAX SAVING ON OTHER INCOME
SPENDABLE CASH AFTER TaX

NUnBER

1980 1981
S069220. 535080.
120799,  35330.

23674, 28008,
272249, 3u3is0.
871%6. 118342,
74323, 44398,
74472, 74519,
-433579. -2035t,
76323, 44398,
14730, 14487,
-40046. 27341,
0. 0.

0. 0.

0. 27341,

0. 0.

9. 273a1.
32799. 1017S.
32799. 37334.

-

3

PAGE 1
1982 1943
530220. 57%4a0.
38480,  5¥714.
29408.  33873.
328440, 337706.
125692, 130972,
83442,  82429.
72298. &%78S.
-10048.  -1443.
63442,  452429.
18904, 21417,
34490. 39770.
0. Q.

0. 0.
J4490. 39770,

‘ 0. 0.
38496,  39770.
5024. 721.
39514, 40491,

1284
389210,
392739,
32422,
339399,
13%178.
45513.
§4938.
24724,
433513.
24243.
47976,
13343.
0.
J4513.
0.
34413,
g.
34413,



EXHIBIT 29 -- Continued

ARRKET UALUE I REVERSIGH

ISR R R SIS RTISIRTITRNIS=I=RES

Casd FLOW AeALYSIS

SRS ISI2S=S====2=

i?  E#0 0OF 7ZAR AARKET UALUE

ke LE3S RESALE £0ST
21 LESS LOAN BALANCES

BEFORE TAX RATIO ANALYSIS

CASH FLOU ANALYSIS

30 RETURN ON NET UORTH 3/4
31 CHANBE IN NET WORTH B/4
32 ORIB EQUITY CASH RTNB/4
33 ORIG EQULITY PAYBACK B/4
34 B/4 TAX PRESENT VALUE

AFTER TAX RATID ANALYSIS

CASH FLOU ANALYSIS

35 RETURMN OM NET UORTH AFR
356 CHANGE IM WET UOGRTH AFR
37 ORIG EQUITY CASH RTMAFR
38 ORIG EQULITY PAYBACK AFR
37 AFTER TAX PRESENT VALUE

CASH FLOU AHALYSIS

40 NET INCOME-#ARKET UYALUE

22 PLUS CuM, CASH RESERVES

23 BEFGRE TAX HET UORTH

23 CAPITAL GAId (IF SOLD

29 CAPITAL GAINS TAX

23 AIMINUM PREF. Tax

27 INCOME TAX OM EXCESS DEP.
28 TOTAL TaxX ON SALE

22 AFTER TAX NET UWORTH

TaX
TAX
TaX
Tax

TaX
TAX
TAX
TAX

RTO

41 LENDER BONUS INTEREST RATE

42 DEFARULT RATIQ

1289

871932,
34679,
020754,
23994,
242314,
-18109s.
=34219.
Q.
1300.
~14419,
238924,

1980

~3.5014
-24346%54.
-0,.0082
9.0009
846384,

1980

-0.3%974
=-227084.
0.0673
0.0673
893633.

1980
0.1009

8.0009
9.78%s

1931 1ean 1933 1984

11834623, 1258921, 1309717, 1321773,
47425, 30277, 32389. 33871,
504077, 583173, 3Sa375e. 3394935,
25994, 25994, 25794, 150994,
549117, 647484, 71%5e0. 822008,
132544, 313311, 423717, 9513%s,
34509, a2r702. 33344, 119319,
J. U 9. J.
2438. 2897, 2939. 2657 .
38944, 83399, 88294, 112977,
S2t1171, 381867, 4631273. 709432.

1981 1982 1983 1984

1.4245 0.2175  0.1728  9.209¢9
317903, 87349, 72100. 103042,
0.0343 0.071¢  0.0818 0.0987
94.0343 0.1273 9.2 9.2803
1092030. 1128006, 1142993, 1174189,

1981 1982 1983 1284

1.1378 0.1923 00,1343  0.17%9
262248, 89474, 42405. 7333°%.
3.0772 0.0813 9.4833 3.9712
.1447  0.2250 0.3993 }.3800
110206%, 1124544, 1133397, 1155932,
C——

1931 1932 1233 1234

Y. 1999 V,10909 B 1Y DIREIL L]
340099 0.00409 DT Y UL
¢.7394 0.3135 D.3239 3.3%47



110
120
130
140
130
140
170
180
199
200
219
220
239
249
23¢9
240
279
280
290
300
310
320
330
340
330
340
379
380
390
490
410
420
430
440
430
4490
470
480
490
300
319
320
539
340

EXHIBIT 29 -- Continued
INPUT FILE

09:43C3T 12/20/80

1, * BUILBING, BAVIS
10,1980.0,1,1.0.5.73000
20,3,2,1.3,.06.2,2
40,493%9460,322120.337260,563460.3586210
50,12940,12930,12940,14009,14400
60.120790.83330.45480,39910,39220
70,.034,.035,%
30,272240,303180.328440.357790,3393%0
100,.13..50,.06

191.9.19,2

102,.14.1,.04,0

103.0.3040400.9,0

200.1,1LAND

201,1,340000.0,9

202,1,1.25,0

209,2,BUILDING

201,2,.69..80,2

202.2.1.29.9

200.3,RUAC

201,3,.40,.90,2

202,3,1,%2.0

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

202.4,1,4,0

200,3,ENERGY CONSERVATION
201,5,540090..90.2

202,5,1,3.0

200,56, TENANT INPROVENENTS
201,53.50000,.90,4

202,4.1,10,0

200,.7,INVESTMENT CREDIT DuaMY
201.,7,10800,1.9,2

202,7,1.1.0

300.1,FIRST MORTGRGE
301,1,1.0..12,0.20
302,1,12.1.20,0

303.1,0.0,0,9

300.2,SECOND MORTGAGE
301,2.104000..13,0,8
302,2,12,1.8,0

303,2,0.0,0,0

309 .9

403.99.1,2.3,4,3

?99.99



D.

3. 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 physlical 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 ounership as collateral permits transfer
and sale of the going concern to better management

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

c. It could loéck to additIOnaI Forms of subsndy,‘such as applled
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 Fac11:ty to be
appraised which provades a market price superior to fee
simple title where it is not d!rectly encumbered by long-term
public prioritles and commitments.

If the appralsal is for loan security, then the issue is whether
similar nonmarket credit terms would be avallable to the next buyer.

VA loans are assignable; eco development Ioans 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 lnterests.

1. The appraiser does not discount a purchase price of a home
purchased with a shared appreciation mortgage. That Is contingent
intetest for the tender.

2. 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.

3. Appraisers have generally over!ooked cash equivalency arguments
relative to the seller paying the points to buy down the loan
for the buyer in VA loans. Similarty, it should be disregarded
on financing through prior bullders' commitments. Do you discount
project unit values because he bought a FNMA commi tment 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 is apoint really worth? Refer to Exhibit 30.
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EXHIBH‘ 30

POINT REALLY
WORTH?

Damniel J. O’Conneil

any real estate professionals
compie lists of personal ruies
of thumb. Ideaily these rules of
thumb serve to reduce effort and raise
ivity i daly " °
p‘m:l icy I 5 min ‘mmm

One ruje-of<thumb that seems (o have
nuiea.lasmgmﬁsnnlstmttm
payment of one lcan point' shouid
equate 10 an Y percent reduction in the
banummnc.i:oremmk.abw-

choice.> According to the rule-of-thumb,
the two-point charge supposedly equates
o the ‘/.patau(%petmperm)
difference in interest rates. However,
that may not be a vaiid rule. as can be
seen when compering the pomts and no-
potnts alternatives.

A purchaser buvs a house to be fi-
manced with a $100.000, 30-vear loan.
Fmancing is available from ABC Mort-
ggge at 12-Y% percent plus 2 pomnts
(R.&O)andsalsoava&bhﬁmnm

il
1!
H
i

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

2-vex paymens

@ 13% $26,548.90
2vyeqr payments

@ 129% 20800
Paymernt savwngs with

12-3.% loan § 46800

The difference in remaining bafances
upon the loan pay-off must aiso be taken
imo account. Because the 12-¥ percent
foan will amortize faster, it will have a
remaining balance that is $34.71 lower
than the 13 percent loan at the end of the
wo years. Adding this balance to the
$468.00 in reduced payments results 1 a
savings of S502.71 over the two-year life
of the loan:

Paymeant sawngs with

12-¥% loan $468.00
Adaitonal loan

recuchon + 3AN
Towat savwngs wih

12~¥%:% ican $502.71

The borrower, i choosing the 12-%
percent loan, saves S52.71 in paymemts
and additional amortization over the 13
percent loan. but has paid $2.000 to do
0. Obviously, the two-point fee does not
always equate  the corresponding Vs

O AR

ABC XYZ
Mortgage Co. Mortgage Co.
$100.000 $100.000
12-¥:% 13%
$1.086.70 $1.106.20
$13.040.40 $13.274 40
2 0
$2.000 0

As used bere. 2 poixt is detined as an adkiitional.
borrower. that cnabies a ioan to be made at a lower
werest rate. A pount is compused as [% of the loan
amount. More than one poix may be charged. with

uo-front charge made by a lender and paid by @

each powit creating A corresponding decrease i the
awerest rate.

> Assucning the borrower has the avaiabie funds w0
pay the pous.
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1 2 3 4 5
Armual
After-Tax Coiunon 3 Cumuliative

Payment Tax Savings Payment Discounted Payment

Year Difference On 13% Loan Savings @ 8% Savings
1 $234.00 52.74 $141.26 $130.80 $ 13080
2 23400 3326 140.74 120.68 25146
3 2340 382 140.18 11128 3BL74
4 23400 g4.41 {3953 102.60 46534

S 23400 98.02 13898 g4.59 £59.93

8 23400 95.58 138.44 8724 847.17
7 234.00 98.31 13769 80.34 727 .51
8 234.00 96.95 13705 74.04 80155

g 23400 97862 136.38 8822 869.77
10 23400 9825 135.75 62.88 332.65
15 23400 100.49 133.51 5728 1,180.99
20 234.00 97.34 136.66 5427 135033
] 23400 77.38 156.62 287 1,475.26
0 234.00 1291 ‘ 221 09 2197 1,584.75

Colnnlahmﬂd&mnwmmﬂwmmmmmmgemmﬁﬁ%m
m25mmmnmmwm1ummnmmm
CatnnSsmcmnmdeﬂeasdmmstmmma:Cokrm?mCoUmz-Cdma
Cournn 4 is Cotumn 3 discounted 10 the present at 8% per annum.

Courmn 518 the cumuiative ol of Column 4.

Tabie 4
Discounted, after-tax pay-off and combined savings with 12%,% loan
1 2 3 4
Cmnulative ‘ ‘

Pay-OX Column 1 Payment Savings Combined

Year Dilference Discounted @ 3% (Tabie 3, Col. 5) Sevings
1 $ 1665 $ 1542 $ 1080 $ 14622
2 3471 276 251.46 2812
3 5429 43.10 B274 40884
4 7544 5545 465.34 2079
5 9826 66.87 55093 626.20
6 12280 7738 647.17 455
7 14908 86.99 727 51 81450
8 177.13 %.70 90155 . ar>s
9 20896 10358 262.77 973.20
10 238.51 110.48 32.85 1.043.13
11 rrako B 11653 92061 1.107.14
12 X638 12167 1,044.06 1.165.73
13 34237 125.89 1.083.37 1219.28
14 379.38 129.16 1,138.90 1.268.06
15 41638 131.45 1.180.99 1.312.44
20 589.40 126.45 135033 a7
32 &8 graa 1.475.26 1,863.10

2 0 0 158475 158475




Presont va of savings atlibuable
0 nlensst jale doiease

'; .w‘?"ll ‘ B
SR R
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-+

$1000 STt i Sl L

8

Present vahe of savings atiibutable
10 Dlrest 1ale ducioass

Loan Hoiging Penod

Fqure B
Present vaine of borrower’s after-tax savings with point charge added (o basis

2000 22y, e, :—-“':‘mgl:.‘-."‘_r.-’r'.mn
U T g -
Rain o St g

$1.500

$1.000

8




Example Problem:

EXHIBIT 31

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 Finmancing

What is the equity investment?

$1,000,000

Balance $682,052

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

Remaining Term 19 years

$200,000 @ 10%
Amortization over 20
years, balloon in 10 years

fk,SZ, 20 year

‘amortization with

10 year ballocon

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
What is the cash equivalent price of the transaction?

Suggested Solution = 1l
Existing Mortgage plus PMM

A.

$117,948
$hs54,731°

$ 1,330
$146,049

Equity

Assumed Existing Mortgage
PW $6,039.20, 120 mos.
@ 14.5%
PW $454,781, EQY 10
@ 14.5%
Purchase Money Mortgage
PW 51,930, 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

$ 3,558
$763,581



EXHIBIT 32

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

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%, pavable
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 3-3/4% interest for 25 years
on a 75% loan-to-value ratio. It is estimated that equity required
a 12-15% return.

Questions:

What are the monthly interest costs in years | 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%7

wWhat is the adjusted sales price pef square foot under each of the
conditions set forth above?



EXHIBIT 32 (continued)

Suggested Solution =~ IX
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. fe.
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,L464.83%

*$186,343.17 less than face value of note
$992,464.83 7 12,000 = $82.71/sq. ft.

F. Discount Rates given Y = 12%, Y = 15%, m = 75% { = 3.75%

Y = 12% Y = 15%
Mortgage .75 x .0975 = .073125 .75 x .0975 = .073125
Equity .25 x .12 = .03 .25 x .15 = 0375
Discount Rate (r) = .103125 Discount rate {r) = .110625
PWCF @ 10.3125% PWCF @ 11.0625%

Year 1 $ 50,198.33 $ 49,999.88

Yeal" 2 ‘ 50’399-1*2 59’7]5.07
Years 3-25 835,796.73 780,188.86

$946,394 ., 48%* $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



A.

EXHIBIT 33

CASH EQUIVALENCY EXAMPLE

NAKOMA HEI!GHTS
168 APARTMENT UNITS
SOLD NQVEMBER 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 Offica percaption
of the transaction:
Income  S.P.
Date Price Gross Net GiM Expanse Unit 0AR

7/73 $3,450,000 $449,249 $196,548 7.68 56.3 $20,536 5.7
Cash Egquivalency - ﬁonthiy 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 paymant $294,335

1979 - 4/80 Conv. Mortgage $294,335
L.C. (9.25) 272,875
S 21,EZO/12 = $1,788 (A)

4/30 - 4/81
$2,950,000 Conv. Mortgage $294,335
250,000 L.C. = 249,750
- §2,700,000 X .0925 S 44,585/12 = 33,715 (8)
4/81
$2,700,000 $294,335

6,625

250,000 22
52,450,000 X .0125 S 67,710/12 = $5,643 (C)



NET PRESENT VALUE UNDER
L.C. FINANCING AND BALLOON PAYOUT
ACGCORDING TO CONTRACT ON 12/31/85

1979 1980 1981 1982 - 84
S years
Down $500,000 (28) 5250,002 (38) $250,000 ( :
Payment 3,576 (2A 5,364 (3A 11,145 (38) $ 67,710 (12C)
$503,5

53,425 (98) 50,787 (sc)
» 799 $311,932

Balance 2,450,000

32,517,710
NET PRESENT VALUE CONVENTIONAL LOAN
1979
Down $862,000 “
Paymant , - Balance 2,404,022
Cash year 1 $503,576 $288,799 $311,932
.884666 . 796455
Cash year 2 255,491 $255,491
Cash year 3 248,440 248,440
Cash year &4 48,551 $67,710
Cash year 5 43,710 67,710
Cash vear 6 39,361 67,710
Cash year 7 5113171532 $2,517.710
52, ,451 Total Cash Equivalency
(Versus $3,450,000 nominal selling prica)
INCOME PREPORTED GROSS INCOME $499,249
(Contract) NET INCOME 196,548

MARKET RENT LEVELS

At least gross $450,000
‘Lass 40% expense 180,000

Not §270,000

CAR = 270,000 = .109915‘
2,458,451

Se/Unit =2,468,451 = 14,622
1

..l_—a.a.—



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 lcan? 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 saem
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; govermment 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 prevalling 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 agencias
and GNMA tandem plans which provide virtually all of the financing.
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T. GENCRAL, INFORMATION

1. Development Name: Woodview Park 4. (x) Feasibilicy
Reai () Firm
2. Development Sponsor: Munz Investment Extate, Iires
5. Type of Martgagor:
3. fevelopwent Location: Tyrell Ave. & Geneva St. (X3 L.D. .
(Street) () wx.p.
Delavan, Walworth
(City) (County)
6. (X New Construction | 7. Permanent Mtg. [ntercst 8. Construction X3 WHFA
{ ) Rehabilitarion Rate 7.5% ' Financing: ( ) Conventional
9. Type of NDevelopmant. . . . . . . No. of Units. . . . e« + « « + « « . .No. of Stories
i E - 3 Story
(X Low Rise (1-3 stories)} 44 Apt. Units & T.l. Unicts P ~ 2 Story

|
{
{ ) Mid Risc (4-§ stories) |

i
Duplex Unitcs S.F. Units l
{

No. aof {aits i

( ) High Rise (7 stories | No. of Units !
and over) L t

10. Accessory Buildings: (Na. and type} None

11. Total Number of Buildings: Three ‘

12, Total Number of Units: 9Q (Family _22 ; Elderiy 68 : Handicap ____ )
13. Total Number of Units: 30 Revenuc; Non-Revenue

14. Densizy: 20 Units Per Acre

15. Building Information: Structural System Wood frame w/extarior & intsrior masonry

Exterior PFinish NasonzTy ~/Cearing walls
Floar System Waood

16. Gross Floor Arex (Including Basement and Comman Areas) 85,800 Sq. Fe.
17. Net Rentable Floor Area: 53,396 . Sqg. Fe.
18. Number of Parking Snaces: 19. QParking Raria:
34 Elderly 1 /- a7
44 Tamily .
T1. AMENIT(ES T, SLRVIC
X Range (Hewemme.Elcctric) ) Included in Rent
X Refrigerator Yes No
b 4 Air Conditioning (Sliecve Oniy) {leat
Air Conditioning (Slocve Unit) Cas/ilot Water.........u... (@ 9] ()
Central Alr Conditicaing Gas/Forced Air............ (X 38dr. ()
X Ritchen Exhaust Fan CEBlectric. ool () (1
b.d Contral laundry Facilities
X tlnit Laundry Pacilitics . ilot Nater
pe Dispasal [T N X ()
Dishwasher Clectric..cevvriiiannnn, () ()}
X Carmet
X firapes Unit Electric............. ([ ()
X Shades (Lights, Cooking, cte.)
2 Rods
X Common Arca Furnishings WO . e vvneencanenananeans x ()
y e Tot Lat
Qther (Spocify) Other Fuel ({Specify).....
...... () )
...... () (1]
...... () ]

Jnemas Wison Blaza, Suite 30Q © T3T Wesk Wikeow Sireet o Madison. Wisconsin 53703 « Telsohome SU8/2868- 7884
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1V, RENT SCHEDULE

Ne. or ] S1z8 by Sq. Ft. Contract Utslity
Units Type | Bdrms Jet %ress FAR Rent Allowance
67 E ~-L.R 1 500 546 $271 $258.10 $14G, S4E
1 E -L.R{ 2 300 860 $343 $278.34 $20G, S8E
18 W~ L.R 2 820 I 87% $293 $278.84 §20G, S8E
8 T.H. 3 996 1080 $381 $372.21 $§35G,$12E
Gross ANMMUIL CONTYRCE RENE = = =~ = = = = = = = = = = @ 2= o= = = = = = = « « = = § 291,194
Gross Annual CONTract Rent § UTility ALLOWANGE = « = = = = = = = = = « = = = = .5 314,762
V. EQUITY GALCULATIGON VI. INCOME COMPUTATION
1. Total Replacement Cost - - - § 2,212,267 1. Gross Annual [ncome
(Contract Rent) - - - - - « $ 314,762
2. Mortgsge Amount- - - - - - - s 1,991,040 2. Vacancy (54) = « = = = = - s 15,738
5. BSPRA - - - - - ‘e e - e e $ 132,737 5. Effoctive Gross Income - - § 299,024
i. BSPRA & Mtg. Amount - - - - § 2,183,777 4. Debt Scrvice (7% %) - -.- § 157,229
S. Equity Cash (Line | = = - = § 23,490 5. MWIFA Sorvice Fee ( % %)- - § 9,955
minus Line 4)
6. Total Opcrating 118,568
Expenses § Taxes - - - - - S
7. Return on Equity- - - - - - s 13,274
V1. SETTLEMENT REQUIREMENTS - INITIAL CLOSING

Cash 2. Letter of Credict
Equity Cash « = = « = = - - s Construction Adjustments- - §

Construction Adjustments- - § Off-Site- - - - - - - - . . 5

Qff-Sitg= = = « = = = - - - $ Complction Assurance- - - - §

Total Letter of Credit
Requirement - - - - - « < .« S

Compietion Assurancse. - - - §

3. Total Cash & Letter of
Crcait Requirement - - - - $

Total Cash Requirement - - §

4. Bonds
Completion Assurance- - - - §

0ff-Sito= = = = = = = = - & S

VIiI. RECONCILIATION

! ACC Authorization <« « - « = - « « - N
2. Tenant Payments -« = = =« « « « « - - §
3. Expected HUD Contributions- - - - . <
1. Total Revenuc - « « -« - o = e o oS
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TX. WLPLACEMENT GOSt AND MORITGAGE

9.
20.

=1.

hied
- o

A. CONSTRUCTION com'rw:r

Ter Unit Total

1a. ADSTTMENTS = =~ = « = = = = = = = = = = . 15,162 $ 1,273,600

Ib. Townhouses - - = = = = = = = = - - = - -§ 23,000 s 138,000

lc.Duplcxu----------;--.--; 5

1d. Single Pamily - - - - - e e 5 s

le. Qther Buildings - ~ - = = = - - - - - 8 $

1£. TOTAL STRUCTURES - - - - = - - - -~ - - -3 15,684 § 1,411,600 _ $1,411,600
LAND [MPROVEMENTS: '

2a. Usual (landscaping paving, etc) - - - -§__1.433 s 129,000

Zb. Unususle = = = = = = = = - = = = - PR $

TOTAL LAND IMPROVEMENTS =« - = - = = = « s 1,433 s . 129,000 100

GENERAL REQUIREMENTS (___w----.-----_-,____‘,_,_;‘___S
GENERAL OVERHEAD ( ¥) .- m - S L. s 28,935
BOND PREMIUM/LETTER OF CREDIT FEB= = = = = = = = = = = = = = = = = = = = « = = g 16,123
omiEAYTeLL Ava. Iapravements-fng. et -’:’95.75."9".*’:2? D.3.w=S6L T oo g

TOTAL CONSTRUCTION CONTRACT = = = = = = = = = = @ & = = @ @« = @ == == = - 51,676,468
7s. Per Unit Construction Contract- - - ~$ 18,527

ARCHITECTURAL FEES ~

82. Design (___ %) = = = = = =« =2 = o oececeanan 3 46,000
$b. - Supervision (_____ %) - -~ - - - - - o o o e e . $ 14,000
Sc. TOTAL ARCHITECTURAL FBES = = = = « = = = o = = = o = = = = = = = = = = b 60,000
3d. Per Unit Architecturil Fees - - - - - s 56.6.57
TOTAL CONSTRUCTION CONTRACT & ARCHITECTURAL FEES « o = = = = « = « = = = = « = ¢ 1,736,468

8§ mo. @ 8t for 3 Bdrms.
caas‘mucrmu INTEREST ( 10 ma.¢ 8 &) for.l.& 2 Bdras. . g 65,139

CONSTRUCTION TAXES = - =~ = = =~ = = = . s 13,875
CONSTRUCTION INSURANCE - = = = = = = = = = = e e e e e ¢ 3,020
TITLE & RECORDING= = = = = = = = = = = = = < @ = = 2= « = « = = 5 2,366
WHFA PROCESSING PEE (_2.5%) = = = = = = = - . e e e am s 49,776
LOAN L0SS RESERVE (2:58) - - - - = - === - - S s 49,776
LEGAL (§ 4950 ) ¢ COST CERTIFICATION (§ 2.000 . 6,950
TOTAL CARRYING CUARGES & FINANCING FEES= = = = = = = = = = = = = = = = = = = = s 190,902

l

17a. Per Unit Carrying Chgs. & Fin. Feces § 2,121

TOTAL (Lines 9 » 17) = = = « ~ = = = = = = = e e e e e e e e e $1,927,370
BSPRA= - = - = - - e [ s 192,737
T e s 92,160
TOTAL REPLACEMENT COST (Lincs 18 + 19 + 20) = =« = = = = = = = = = = =~ = - - ¢2,212,267

2la. Per Unit Replacement Coxt - - - - - § 24,3581

MORTGAGE (_9Q %) = = = = =~ = - - = - - e e e e eee e 51,991,040
22a. Ter Unit Mortgage - - - =~ - - = - ‘- s 22 123
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X. ODPCRATING CXPENSES

Est. assessed Mkt.

yalue

Per Unit

Sub-Tetal

REAL ESTATE TAXES: Z $17,000 x 68 ¢ 67% = $774,520
2 Br $19,000 x 16 x 67% = 3203,680

la. Est. Assesscd Val. _ 67 %3 Br $26,000 x 6 x 67% = 3104,520
1 33.37 per $1000 - - - = - - - . - . J X %l’.w ....... s 36,672
Ib. Per Unit R.E. Taxes - - - -« -~ - - S 408
SERVICE ACCOUNTS:
23. Fuel (Htg. § Oom. Hot Water) - - § 198.40 s 17,856
2b. EleCtTiC = = = = = = = = = = = -5 63.47 s 3,712
2c. WELCY - Sewer - - - - - - - « - o $ 45.07 § 4,086
2d. Garbage § Trash Removal - - - - - $§ 27.00 $ 2,430
2s. Other - - Mvertising = o 3 00 s 270 ‘
2f. TOTAL SERVICE ACCOUNTS - = = = = = = « = « = - - S, e e- § 30,324
Zé. Per Uanit Servica Accounts - - - - § 336.94
INSURANCE = = = = < = = = o m e e m .. e e e e e - -.§ 4,062
AUDIT = = = o o o o @ @ @ © @ @ 2 @ = @ = @ = @ = © © © © © = = = % = == 4. $ 1,080
LEGAL = = = = = © = = = = = = = e e e e e e m e ., $ 540
MANAGEMENT )
6a. Fees
6b. CeNTTAL = = = = = « = = = = « « et eeeaan $§ 6,756
6C. ON-Sit® = = = « = = = = c © o o = 2 o 2 2 2w o §_ 9,192
6d. AdministTative - - « - = = @ 4 0 - o . . oL L. $
se. muMm----- ------------------- - - --§ 15,948
6f. Per Unit Mansgement - - - - - - - § L177-20
MAINTENANCE:
7a. Carecaker SalaTy - - = = = = = = « « e e ea s 6,480
7b. Other Sslaries— - = =~ =« = = = = ¢ o - 0 4 - - - 4o .. $
Tc. CONLTICT SQTVICES = ~ =« = = « = = = = - 2 = = 2 = = = o s 4,998
Td. SUPPLiGE= = = = = = = & - e . e e e em e e $__ 2,700
7e. Other - - REPALX _Sexvices _ _ _ _ _ _ . _ . _ . _ . s 7,170
7¢. TOTAL mxm ............................ s 21,348
7g. Per Unit Maintenance- -~ - - - - -§ 237.20
REPLACEMENT RESERVE = = = = = = « = = 2 = = = « = * % % = e e e meae - S 8,594
TOTAL OQPERATING EXPENSES (Lines 13 » 2f + 3 « 4 +5 + 6@ + 7f ¢ 8) = = = = = = $_118,563
DEBT SERVICE- = = = = = = « =« = = = = = = = = < e e e c e e e e S_167,183
10a. Per Unit Debt Service - - - - - - s 1.887.59

RETURN ON 1HJUIITY

...............................

TOTAL CPERATING EXPENSES, DEBT SERVICE § RETURN ON GQUITY (Lines 9 « 10 - i1)-

S

13.274

299,028



i

*‘%Je‘

: %/#77

WISCONSING HOUSING, HINANCT

AUHLIORITY,

CONTRACTOR'S and-3r MORTGAGOR'S

COST BREAKDOWN
[SCHEBULES QF CALUES]

ﬁﬂi?z\ Farm No.:
it

. Page 1 of |

=224

™ujech Ne,

- "WW ws_ Har

T~ ferm represonts the Cantraciers and/ec Marigagers Im- <o|u cn‘ services

e savesied.

Leastion

. b.‘u l.' ‘i-hw-uu dollse ameunts when edvances

ov TRADE ITEM . COST TBADE DESCRIPTION
. 2] Excavating & Backfill J7432
;3 |Concrate 25437
I 4 jMasonry M2 125
. 5 iMacals 1032
-6 {Rough Carpencry el
3 6 {Rough Carpentrv Labor CORY2)
T 6iFinish Carpentcry 23137
i 8 {Finish Carpentrv Labor J o o
: 7 Matecproefing SY007
7 ilnsulacion _njdaed
: 7 lRoaf {np 20833
: T jSheetr Mecal 1178
~ 8 {boors {1520
toL §lwindows i3a¢3
| T Flciass j2282
. 9lLach & Plascer o
- 9 {Drywall 13050
2 9iTile Work ~72509
2 9i{Acoustical 5600
" 9iWoad Flooring ——
: 9iRasilient Flooring Y025
i 9iPainting & Dacoratinj; 1825
. 10i{Specialitias s3IV
._ll!Special Fquipment 6563
. lliCabinces 3157
T1l]appliances 42290
.;121{8linds & Shades, Artwork - 93LS
.12 iCarpecs Y5600
. 13{Special Construccion —
14 !Flevacors 2444}
O'Plumbine & Hoc Water 223090 1.
::15 {Heat & Vencilacion 35073
-i15iAir Conditioning { - {800
.. 16 1Elecrrical U 149777
2. \Accessory Structures Joog
: OTAL_STRUCTURE( (432623
. 2 {farcth Work HASe
. 21iSite Ucgilicies XN
2 IRoads & Walks 20720
* 2]S{te Improvementcs Yoo o :
:. 2 |Lawns & Plancing 24964
1t 2 lUnusual Sice Comdition 52698 —
4 lTotaL anomeavts. | JSD.600_] Ixrenion CAND WPROVEMENT QFFTE COSTS
- {TOT. STRUCT. & LaND 1&'""5 /jfm tynsts tarindad g trade sem herabdnwailizacis sot iaeluded 1n ade e brenkdan
T 1 JGENCRAL RCOUIREMENTS J550e | ~ a€scrirvion €37. cosv 2ESCAIPTION £37. COST
31 {SUNTOTAL (Lines 4} end 423 M laT-
+l___IBUNOER'S GVERHEAD S2I3S
3l BUILUER'S PROFIT | —
Al SURTOTAL (Linas 41 thes 45} /& t{gm_-
? b TOTAL § _
4 QTHER FEES DEMOLITION
1 3 WOND PRTMHM /6433 (ce2ts nat 1aciuded tn wade scom drealdny
3 GESCRIPTION £3T. Cast
R TOTAL FOR ALL uu-novzu(nu 4}7}:@1
2 th m o -t
3 mt“u’;";:t.‘x‘;’.(!;’"vu“" oTaAL b e TaTal $
L [~ Ty
STLEAROT By Oate
meraceor — BY Dxte
IFA Datce

3/6/7%




Fair market rent (FMR) has nothing to do with rents from the
marketplace for the specific units 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
commi tment. 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 years would mean rents below

the government level with interest rates higher than govermment
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 title. Rather a transfer would come with 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 Legistature 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.



Three groups of restrictlions are the 197k Act, compl imentary
administrative rules, and financing restrjctlons.

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 locatlions,
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 practtcal matter revenue could be subsidy payments plus
actual payments from the tenants. But the subsidy payment
Iincludes 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. s 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).



Exhi.

.35

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 I0,0gg 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 4,000 Lo/yr
Audit/Legal 900 9/yr -0~
Replacement
Reserve 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
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V1. Until now, cash equivalent prices have made ad justment 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 thg 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 etement of finance rather than the productive asset of
real estate.

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

2. The form of the varlable rate mortgage may cause cash throwoff
to vary or net reversion on sale to vary. Hence, the
necessity of doing a spread sheet {f the appraiser has reason
to belileve 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 appralser does
not have to specutate {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 alterpative finan-
cial outcomes, but ! doubt If appraisers are ready for that).

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

B. Various forms of equity participation represant 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
jevel 3o 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 (certaln expenses allowed
In full while other discretidnary expenses and vacancy
allowance may be deflined in amount or percentage of effective
gross). Sometimes found on land leases and reduces net
fncome available for debt service If land lease s unsubordinated.



Exhibit 36

Assessment Valuation of Section 8
Using Income Approach

Gross Receipts = $142,000
196,000

Net Revenue $332,000

Vacancy deduction - none

Management fee $ 15,800

Maintenance 20,300
Services/heat* 27,000
Insurance 6,850
Audit-legal 900

Replacement reserve 9,200

Net operating exp $80,050

Net operating income

Collected from tenants

:Codllected from ACC contract for

five years totalling $350,000

ACC pays up to 60 days of vacancy and
tenants pay only when occupying unit

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

Capitalization rate = .126384 (25 year 12% mortgage)

(.126384 x .85) + (15 x .05) + (.75 x .03 mill rate)

. 1074264 .0075

Cap rate .1374264

.02225 =

*Be sure gross receipts include utility allowance; in some cases
the tenant contribution is less than the utility bill.
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4. Percentage of cash throwoff, after debt service and with
defined priorities and allowabie debt 1imits. Other restrictions
may Include mandatory reserves to be set aside before partici-
pation.

5. One of the above plus part!cfpation In refinancing surplus,
net resale proceeds, or other capital transactions subject to

a floor permitting recapture of equity capital and a celling
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
thoome 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. In addition, the
developer-borrower becomes a general partner with two limited
partners, the land owner and the lender, each receiving 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, managementsand contracting
fees and marketing skills.



