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I.

REAL ESTATE FEASIBILITY
Presented by
Professor James A. Graaskamp, Ph.D, CRE, SREA

University of Wisconsin, School of Business

FIRST HOUR

Basic Concepts and Definitions

A

Real egstate is a tangible product - defined as
artificially delineated space with a fourth dimension of
time referenced to a fixed point on the face of the

earth.

1. Real estate is a space-time unit, room per night,
apartment per month, square foot per vyear, tennis
court hours, or a condominium for two weeks in
January at a ski slope.

2. To the space-time abstraction can be added gspecial
attributes to house some form of activity.

3. Improvements from survey market to city layouts to
structures define space.

4. Legal contracts and precedents define time.

5. Rights of use are defined by public wvalues, court
opinions.

6. Private rights to use are those which remain after
the public has exercised its rights to control, to
tax, or to condemn.

A real estate project is a cash cycle business enterprise
which combines a space~time product with certain types of
management services to meet the needs of a specific user.
It is the process of converting space-time needs to

money-time dimensions in a cash economy. ‘

i. A real estate business is any business which provides
expertise necessary to relate space-time need to
money-time requirements and includes architects,
brokers, city planners, mortgage bankers, and all
other special skills.

2. The true profit centers in real estate are in the

delivery of services and cash capital. Money 1is an
energy transfer systemn.
3. Equity ownership is the degree to which one

enterprise controls or diverts cash from another real
estate enterprise.



4. Public has direct ownership to the degree real estate
taxes take a percentage of tenant income in excess of
service cost.

5. Consumer must view space as a total consumption
system involving direct cost, surface cost,
transportation cost and negative income of risk.

6. The best real estate project is the one which has the
lowest net present value of cost as the sum of cost
to the consumer production sector and public sector.

The real estate process is the dynamic interaction of
three groups, space users (consumers), space producers,
and the various public agencies (infrastructures) which
provide services and capital to support the consumer

needs. (See Exhibit 1.)

1. Each of these three decision groups represent an
enterprise, an organized undertaking. All are cash
cycle enterprises constrained by a need for <cash
solvency, both short and long term.

2. A desirable real estate solution occurs when the
process permits maximum satisfaction to the consumer
at a price that he can afford within the
environmental limits of land while permitting the
consumer, producer, and the government cash cycle to
achieve solvency--cash breakeven at a minimum, after
full payment for services rendered.

3. Solvency of the total process, not value, is the
critical issue.

4. Land is an environmental constraint and not a profit
center.

5. Land provides access to a real estate business
opportunity and is not the opportunity itself. Real
estate business wants to control land to create a
captive market for services.

Land is the point where demand and supply forces find
cash solvency. Location is a manufactured attribute.
Site attributes are exploited to reduce outlays and to
increase receipts and include:

1. Physical attributes

2. Legal-political attributes
3. Linkage attributes

4. Dynamic attributes

5. Environmental attributes

Recognition of the fact that profit maximization must be
limited by concerns for physical environment, and
community priorities for land use has resulted in
redefinition of the most basic concept in appraisal;
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i.e., highest and best use, in the authorize
terminology handbook sponsored by the American Institut.
of Real Estate Appraisers and the Society of Real Estat.

Appraisers. Compare the 1971 definition with that fo
1975:

Highest and best use concept -

"A valuation concept that can be applied to either
the 1land or improvements. It normally is used to
mean that use of a parcel of land (without regard
to any improvements upon it) that will maximize
the owner's wealth by being the most profitable
use of the land. The concept of highest and best
use can also be applied to a property which has
some improvements upon it that have a remaining

economic life. In this context, highest and best
use can refer to that use of the existing
improvements which is most profitable to the
owner. It is possible to have two different
highest and best uses for the same property: one
for the land ignoring the improvements; and
another that recognizes the presence of the
improvements.

P. 57, Real Estate Appraisal Principles and
Terminology, Second Edition, Society of Real

Estate Appraisers 1971.

"Highest and Best Use: That reasonable and
probable use that will support the highest present
value, as defined, as of the effective date of the
appraisal. Alternatively, that use, from among
reasonably probable and legal alternative uses,
found to be physically possible, appropriately
supported, financially feasible, and which results
in highest land value. The definition immediately
above applies specifically to the highest and best
use of land. It is to be recognized that in cases
where a site has existing improvements on it, the
highest and best use may very well be determined
to be different from the existing wuse. The
existing use will continue, however, unless and
until land value in its highest and best wuse
exceeds the total value of the property in its
existing use. Implied within these definitions is

implied 18 that the determination of highest and
best use results from the appraiser's judgment and
analytical skill, i.e., that the use determined



from analysis represents an opinion, not a fact to
be found. In appraisal practice, the concept of
highest and best use represents the premise upon
which value is based. In the context of most
probable selling price (market value) another
appropriate term to reflect highest and best use
would be most probable use. In the context of
investment value an alternative term would be most
profitable use."

Real Estate Appraisal Terminology, Edited by Byrl

Boyce, Ph.D., SRPA, Ballinger Publishing Co.,
Cambridge, Mass., 1975. (Emphasis added.)

The purchase of a piece of real estate today involves the
acceptance of a great many assumptions about the future.
Those who take care to validate these assumptions in a
Period of transition as to public land use control tend to
have the most succesgsful investment.

1. Business decisions today make explicit recognition of
their assumptions and the need to act under conditions
of uncertainty.

2. Business risk is the difference between assumptions
about the future and realjizations, and the proforma
budget and the end of the year income statement.

3. Risk management is the control of variance between key
assumptions and realizations.

4. An appraisal is a set of assumptions about the future

productivity of a property under conditions of
uncertainty.

The concept of highest and best wuse of 1land was a
commodity concept which did not counsider externalities
adequately. It is being replaced by concepts of most

—— o — - —— ——— 1 ——

1. The most fitting use is that use which is the optimal
reconciliation of effective consumer demand, the cost
of production, and the fiscal and environmental
impact on third parties.

2. Reconciliation involves financial impact analysis on
"who pays" and "who benefits" - thus the rash of
debate on how to do impact studies.

3. The most probable use will be something less than the
most fitting use depending upon topical constraints
imposed by current political factors, the state of
real estate technology, and short-term solvency
pressures on consumer, producer, or public agency.

4. Most probable use means that an appraisal is first a

feasibility study of alternative uses for a site in
search of a user, an investor, and of public consent.



In seeking the most fitting and most probable  use, the
inner c¢ity planner and private property appraiser must
interact to determine how community objectives and

consumer production sector solvency can be achieved
simultaneously.

i. A real estate decision has only two Dbasic forms.
Either a gsite is in search of a use and consumer with
the ability to pay, or a congumer, need or use with a
defined ability to pay is seeking some combination of
space-time attributes he can afford.

2. The individual consumer with needs and budget 1is the
drive wheel.

3. The public sector represents the community owned
consumer service delivery system, seeking to minimize
marginal cost to the consumer and average cost to the
community at large.

4. The production sector responds to a derivative demand
for engineering and management expertise.

Critiquing the form and adequacy of a real estate solution
is analogous to the artistic concept of jfudging the
success of an art object by relating form of the solution
to the context to which it was created.

l. Context includes those elements which are fixed,
given, or objective, and to which any solution must
adapt.

2. Form~-giving elements are those variables within the
artists control, i.e., options or alternatives at a
particular time.

3. A solution is judged for its correctness or success in
terms of the degree of fit of the form proposed to the
content.

4. Feasibility analysis is concerned with the degree of
fit or the extent of misfit between a proposed course
of action and the context within which it must operate

or fit.
5. Success therefore depends on how appropriately the
problem 1is defined; testing feasibility depends

primarily upon accurate and comprehensive definition
of the context.



An

enterprise is any organized undertaking, and a real

estate problem or project always begins from the viewpoint
of some enterprise relative to its environment.

1.

The systems engineer sees the eventual form of an
enterprise, in terms of both its configuration and
behavior, as representing a negotiated consensus
between two general sources of power--the power of the
environment to dictate form and behavior of the
organization on the ocne hand, and the power of the
organization to decide for itself what its

characteristics and behavior will be on the other.

The systems engineer uses "power of the environment"
as a dynamic alternative to the static implications of
context and adds dynamic element of behavior to the
elective responses of the form-giver.



REAL ESTATE FEASIBILITY
Presented by
Professor James A. Graaskamp, Ph.D, CRE, SREA

University of Wisconsin, School of Business

SECOND HOUR

I. Feasibility Analysis

A.

The concept of feasibility is elusive and much abused.
Combining the systems concept of enterprise under
conditions of wuncertainty and the physical design
concept of fit leads to the following definition:

"A 1real estate project is 'feasible' when the
real estate analyst determines that there is a
reasonable 1likelihood of satisfying explicit
objectives when a selected course of action is
tested for fit to a context of specific
constraints and limited resources."”

The problem of defining objectives and measuring success
depends almost entirely on correctly defining the
problem and values of the client.

1. The nature of a decision process must be made
explicit.

2. Defining a problem in terms of inherent
characteristics must be addressed today.

3. The nature of risk and risk management must be made
explicit because the definition implies uncertainty
by means of a subjective probability, “"reasonable
likelihood of succeeding."

4. There is a need to identify and measure the weight
elements of success.

5. There is a need to identify and dimengion the
limited resources of the <client in terms of
personnel expertigse, cash, and time for commitment
and completion.

6. Definition of decision process and problem lead to
proper description of work project for the analyst.



The general theory of the management process for any
enterprise can be converted to real estate semantics for
feasibility:

Values, objectives, policy Strategic format
Search for opportunity

alternatives Market trend analysis
Selection of an opportunity Merchandising target with

monopoly character
Program to capture opportunity Legal-political constraints
Ethical-aesthetic constraints
Physical-technical constraints
Financial constraints

Construction of program Project development
Operation of program Property management
Monitoring and feedback Real estate research

These basic elements and definitions then lead to the
requirement of a correct report title. Most
feasibility reports go wrong on the title page because
the analyst did not clearly understand to which elements
of context and form his report was to be addressed.
Seldom does the analyst do a complete feasibility study
as a single report on his owne. Components may be
provided by others and the sequence of set may differ in
each case depending on how the consultant understands
the client. Therefore, & report should be entitled as
one of the following:

1. Strategy study: selection of objectives, tactics, and

decision criteria.
2. Market analysis: Economic base studies or other

;;I;Z;d aggregate data review.

3. Merchandising studies: consumer surveys, competitive
property analysis, wmarketability evaluation, etc.

4. Legal studies: opinion on potential legal
constraints, model contracts of forms of organization,
and politician briefs.

5. Architectural and engineering studies: alternative
building envelopes, structural solutions, and net
usable space and space relationships, together with
technical resolutions of problems in the physical
context adequate for budgeting and marketing work.

6. Compatibility studies: project impact on various
groups affected in terms of their attitudes,
expectations and vested interests in the status quo
and community goals.

7. Financial studies: cash flow budgets, potential risk
and sensitivity analysis, fiscal impact analysis, and
alternative sources of capital, tax implications,

etcCc.



E. Feasibility analysis is a sub-topic within the generally
expanding literature of problem solving. Any Counselor or
problem solver is urged to read the following:

1. The Art of Problem Solving, Russell L. Ackoff, John
Wiley & Sons, New York, 1978.

2. The Complere Problem Solver, John R. Hayes, The
Franklin Institute Press, Philadeiphia, 1981.

3. Strategic Planning in Emerging Companies, Steven C.

Brandt, Addison-Wesley Publishing Company, 1981.

Ackoff subdivides any problem into five types of
components:

l. The decision maker--the person or persons faced with
the problem as & group or individual.

2. The controllable variables--those aspects of the
problem situation the decision maker can control.

3. The uncontrolled variables--those aspects of the
problem situation the decision maker cannot control

but those which, together with the controlled
variables can effect the outcome of his choice. The
uncontrolled variables may be quantitative or

qualitative, but together they define the problem
environment, in the 1language of Ackoff, or the
context in the language of Christopher Alexander.

4. Constraints imposed from within or without on the
values of the controlled and uncontrolled variables.
For example, the consumer places a limit on how much
he is willing to pay for rent, although rent levels

themselves are often set by cost factors beyond his
control.

3. The possible outcomes produced jointly by the
decision makers choice and the uncontrolled variable.

Ackoff further refines problem solving:

A problem is said to be solved when the decision maker
selects those values of the controlled variables which
maximize the value of the outcome; that is, when he has
optimized. If he selects values of the controlled
variables that do not maximize the value of the outcome
but produce an outcome that is good enough, he has
resolved the problem by satisficing. There is a third

possibility: he may dissolve the problem. This is

accomplished by changing his values sco that the choices
available are no longer meaningful. For example, the
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problem of selecting a new car may be dissolved by
deciding that the use of public transportation is better
than driving oneself. It may also be dissolved by moving
to within walking distance from work so that driving is
no longer required. We use "solving" loosely to cover
all three alternatives.

responding to the immediate irritation which leads us "“to
walk into the future facing the past - we move away from,
rather than toward something. This often results in
unforeseen consequences that are more distasteful than
the deficiencies removed." Recall D.D.T. Problem should
be proactive by specifying the ideal outcome and looking
for ways to move in that direction. “"The chances of
overlooking relevant consequences are minimized when we
formulate a problem in terms of approaching ideals e
focusing on an ideal reveals the relationships between
things that can be done in the future and tends to make
us feel simultaneously with sets of interacting threats
and opportunities, to treat them as a whole, as a system
of problems.

From that it is important to learn that:

An appraisal is a ficticious feasibility study in which

human behavior is assumed to be normative

The Hayes text is a rich collection of problem solving
and decision making methods. Hayes believes that
problems should be represented with doodles, flow charts,
simple diagrams, or other graphics. He sees the problemn
solving process as correctly representing the goal,
correctly specifying the initial state of affairs,
correctly specifying the differences between the current
state of affairs and the goal, the restrictions in moving
toward the goal and operators available to advance
affairs to the goal. He defines decision technique for
conditions of certainty, uncertainty, or competitive
conflict. Hayes develops for strategic viewpoints:

1. The mini-max strategy which assumes that “nature is
against us" so that the object is to choose the
strategy that will minimize the disaster, although it
has the unfortunate property that may also eliminate

the best possible ocutcome.



which could provide the best of the best possible
outcomes, but it does not defend you against the
possibility of enjoying the worst possible outcome.

2. The maxi-max strategy chooses the course of action

3. The Hurwitz strategy allows a compromise between the
pessimistic and the very optimistic strategies above .
while allowing one to modify the probabilities with a
factor for the level of optimism or pessimism of the

decision maker.

4. Minimizing maximum regret strategy may be most
significant for real estate investors as in phasing
the project or buying standby credit ac an

exorbitant rate.

Hayes describes four general types of decisions which

require different decision procedures: decisions under
certainty, under risk, under uncertainty, and under
conflict. In the case of certainty the facts are known
and static, and it is only necessary to rank in terms of
desirability. Consider four student apartments as
described in Exhibit {1 Hayes demonstrates five
different methods which may be wuseful for making

decisions under certainty:

1. Dominance which determines that one alternative
dominates if it 48 at least as good as the other
properties and is better in one attribute on at least
one property. (See Exhibit 2.)

2. The lexicographic method which ranks like a
dictionary specifying the most important attributes
first and then resolving ties in ranking by going to

the second wmost important attribute second. The
weakness is that the selection process ignores alil
but the most important attributes - X3 that the

selection may have serious unattractive secondary
attributes.

3. Additive weighting takes all attributes into account
but gives them different weights depending on value

systems of observer. It does not recognize
interactions of attributes so it can lead to
inappropriate decisions by ignoring interactions

just as lexicographics ignore minor attributes.
(See Exhibit 3.)

4, Effectiveness indices take into account

interactions, such as the profitability index which

takes present value of premises relative to total
capital budget.



EXHIBIT 1

Student Apartments

brightness:

cleanliness:

kitchen:

noise level:

size of rooms:

general repair:

distance from

Al

always needs artificial
lighting

needs vacuuming

new stove, sink, and
refrigerator

frequently noisy
average

needs no repalrs

|

A2

size of rooms:

noise level:

general repairs:

brightness:

cleanliness:

landlord
attitude:

distance from

cramped
usually quiet
needs no repairs

very bright through-
out the day

needs vacuuming

cordial

place of place of
emp loyment: 15 minutes employment: 60 minutes
landlord kitchen: stove, sink, and
attitude: indifferent refrigerator in
good condition
A3 AL

distance from
place of
employment:
brightness:

landlord
attitude:

cleanliness:

kitchen

noise level:

general repair:

size of rooms:

20 minutes

fairly bright

very friendly
ready to move in

stove, sink, & refriger-
ator, old but useable

sometimes noisy

needs one week repair
work

comfortable

general repalr:
brightness:
noise level:
size of rooms:
distance from
place of
employment:
kitchen:
tandlord

attitude:

cleanliness:

needs no repairs
very bright
often quiet

small

L5 minutes

stove & refrigera-
tor in good condition
cordial

ready to move in




EXHIBIT 2

Alternatives

1 2 3 4
Distance in 15 Min 60 Min 20 Min 45 Min
Minutes
Size of Average Cramped Comfortable Small
Rooms
Kitchen New stove, Stove, etc. Stove, etc. Stove, etc. in
etc. in good con- old but good condi-
dition useable tion
General Needs no Needs no Needs one Needs no
Repair Repair Repair Week work Repair
Cleanliness Needs Needs Ready to Ready to
Vacuuming Vacuuming Move in Move in

Noise Frequently Often Quiet Somet imes Often Quiet
Level Noisy Noisy
Brightness Always needs Very Bright Fairly Very Bright
artificial Bright
light
Landlord Indifferent Cordial Very Cordial
Friendly

Only one alternative dominates another in this problem:
Alternative 2.
repair,' 'noise level," ‘‘brightness,' and '‘landlord,' and it is better in ‘''distance,"
Alternative 1 does not dominate Alternative 2 because,

“size,“

Alternative &4 dominates

Alternative 4 is as good as Alternative 2 in ''kitchen,' ''general

and ''cleanliness."

while it is better in some properties, such as ''distance,' it

is worse in others.



EXHIBIT 3

Alternative Apartments

1 2 3 4 Weight
Distance in 15 Min (4) 60 Min (1) 20 Min (3) L5 Min (2) 7
Minutes 5
28 7 21 14
Size of Average (3) Cramped (1) Comfortable(4) Small (2) 4
Rooms
12 L 16 8
Kitchen New stove, Stove, etc. Stove, etc. Stove,etc. in
etc. (5) in good con- old but good condi-
dition (4) useable (3) tion (&) 3
15 12 9 12
General Needs no Needs no Needs one Needs no
Repair Repair (5) Repair (5) Week work (2) Repair (5) 2
10 10 L 10
Cleanliness Needs Needs Ready to Ready to
Vacuuming (4#) Vacuuming (4) Move in (5) Move in (5) 1
L k4 5 5

Noise Frequently Often quiet (4) Sometimes Of ten quiet
Level Noisy (2) Noisy (3) (L) 1
2 A 3 4

Brightness Always needs Very bright Fairly Very Bright
artificial (5) Bright (3) (5) 1
light (1)
1 5 3 5
Landlord Indifferent(3) Cordial (5) Very Cordial (5)
Friendly (4) 1
3 5 b 5
Sum of
Value X 75 51 65 63

Weight




5. Satisficing approach requires the decision maker to
identify the minimum value he is willing to accept
for each of the attributes, rejecting alternatives
which fail the test, and accepting the first
alternative which meets a2ll1l the minimal values tests.
(For example, a building with a debt cover ratio no
less than 1.2, a cash on cash yield of 9%, leasable
area no less than 60,000 square feet in an office
building no more than five years old with one parking
stall per 300 square feet of G.L.A.) {See Exhibit 4.)

Summary of systems in Exhibit 5.

Success may be measured by any of the above systems with
lists of attributes selected by the analyst as relevant
tests of alternative courses of action, such as:

1. A check 1ist of physical attributes

2. A check 1ist of critical linkage attributes

3. A check list of dynamic behavioral attributes

4. A check list of attributes or services (given
weighted point scores)

5. Financial ratios measuring risk, such as cash
breakeven, rate of capital recapture, loan ratios or
sensitivity to specified contingencies

6. Probability distributions of alternative outcomes and
standard error

7. Psychological gratifications

8. Specified legal attributes

9. Measures of impact on environment

Data base management on personal computers will require
that you 1learn to use decision rules dealing with
certainty, conflict, and difference by understanding the
advantages and disadvantages of each rule.



Copyright Kepner-Tregoe. Reprinted with permission.

EXHIBIT 4

Worksheet Containing MUSTS and WANTS,

With Appropriate Weights Added, For a House-Purchase

MUST OBJECTIVES:

Down payment not to exceed $10,000

Monthly payment (principal, interest, taxes, and insurance)

not to exceed $300
Minimum of four bedrooms
Minimum of two bathrooms

Resource Limits and Requirments

Location outside of downtown area, within 45-minutes driving

time to office parking lot
Occupancy within 60 days

WANT OBJECTIVES: Best use of resources, maximum results and returns,

minimum disadvantage

Minimum down payment . . . . . . . . . . .
Lowest monthly payment . . . . . . . . . .
Location conveniently close to work . . .
Able to use present furnishings, drapes .
Shelter for twocars . . . . . . . . . . .
Public transportation nearby . . . . . .
Location convenient to elementary and hlgh

Workshop and storage space available . . .
Stable resale value . . . . . . . . . . .
Attractive; modern style and appearance .
Good landscaping; trees, shrubs . . . . .
Large play area for kids . . . . . . . .
Large, modern kitchen with a view . . .
Large, comfortable family room . . .

Location on quiet street, in good nelghborhood

Minimum maintenance cost to house . . . .

Minimum risk - tax increase or special assessments .

Source: Page 198, The Rational Manager by Charles H. Kepner and

Benjamin B. Tregoe.

schools .
Location convenient to shopping center, stores

Weight
6
10
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Decision Making Methods

EXHIBIT 5§

11

Method Type Use this Cost of com-  Number of

me thod putation alternatives

required examined

Domi- Optimizing for prelimi- Tow all
nance nary screen-

ing of alter-

natives
Lexicog- Optimizing when attri- very low all
raphy butes are very

different in

welght
Additive Optimizing when it is im- high all
Weighting portant to find

the best alter-

native
Effective- Optimizing when it is very high all
ness Index very impor-

tant to get

best alterna-

tive
Satisficing Non- when the cost very low some

optimizing of examining

the whole set
of alternatives
is very high
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THIRD HOUR

Problem Perceived by the Client

The

original problem as perceived by the client is generally

ill]-defined or misdirected as the problem becomes understood
by the analyst.

A.

There are several reasons for the shift in perception by
both parties, such as:

1. Implicit assumptions by the client as to the services
offered by a real estate appraiser

2. Implicit assumptions and poor sequencing in the
decision process

3. The bias of viewpoint, because everyone is an expert
on real estate

4. A bias introduced by training, previous experience,
or peer group controlling the client

The consultant must begin by attempting to discover the
sequence or protocol of decisions which have brought the
client to that point to discover what has been taken for

granted, what has been overlooked, and what will be
needed.

Education can't provide the tools for this critical
initial step in the relationship between counselor and
client. Ackoff pointed out that educators generally
produce only competence, communicativeness, and concern
while the characteristics that makes for outstanding
managers are courage and creativity. Hayes goes on to
define creativity as "A special kind of problem solving,
that is the act of solving an ill-defined problem. Ill-
defined problems are those which require problem solvers
to contribute to the definition of the problem from
their own resources."



The consultant must structure the initial interview and
subsequent intermediate report sessions to ask the client
explicitly about the following:

1. His concept as to the "essence" of his business

2. His preferred method of meeting entrepreneurial risk

3. His preferred method of dealing with governmental
regulation and news media

4. His preferred method of personnel compensation

5. His style of value decision trade-offs between
qualitative and quantitative issues

6. His perception of his risk position and his risk
utility "curve"

7. His personal non-business objective

8. His reasons for being involved with real estate (a
simple question revealing, in most cases, tremendous
naivete and lack of in-depth preparation by the
client)

In the process of developing the assignment with the
client, keep in mind the following questions:

1. What is the Problem at hand?

2. From what Viewpoint or Perspective should the problem

3. What Judgments seem to be appropriste?

4. What Assumptions should be adopted?

5. Is the resulting Premise realistic?

6. What Derivation Process should be applied?

7. What Conclusgsion resgsults?

8. What Alternative choices are available?

Since the problem perceived by the client may be poorly
defined, the analyst needs to convert the stated problem
into a sequence of issues which relate to the
enterprise decision process outlined earlier. (See Exhibit

1. That stated question, "“How much should I pay for the
land?" is a step in implementation of the program.
Go back to the statement of objectives, "Why do I

need to invest in l1land?" and the search for
opportunities, "How did we choose this piece of
land?"

2. In general, you must discover what has been done,
what explicit assumptions have been made, what
implicit assumptions seem to be operating, and who
made the decisions thus far. (See Exhibit 2.)

1.)



EXHIBIT 1

SCOPE OF SERVICES

RASIC BASIC COMPONENT
BUSINESS SERVICES ACTIVITIES INFORMATION TRACTS & CRITICAL DETAILS
rAmly.sis of Economic Context Re:
Development Planning & Programing Past Growth Trends
Coordination Economic Base & Volatility
Strengths & Weaknesses
Site & Use Analysis fecent Trends & Changes
Future Economic Outlook including
r - Growth Potential
Econanic Analysis of Region % - Growth Constraints
l - Investment Considerations
Construction Cost Anslysis iAnalysis of Specific Property Types Re:
Development R Past Directions of Growth
Feasibility— || Highest & Best Use Analysis Major Growth Factors
Analysis Future Growth Areas
Sub-Area Differentiation
Market Amalysis - Historic Supply/Demand Relationships
Future Demand Trends
Absorption Capacity
Marketability Analysis { Recent Trends & Projected Construction
Appraisal—|-§ Location Analysis Amalysis of Specific Property Types Re:
r Rent Levels & Trends
Rent & Vacancy Survey - Vacancy Levels & Trends
Quality Differences
Locational Differences
Market Price Analysis Lease Terms & Differences
lI,ncomet Value-Price Determinati 'Amlysis of a Specific Property Re:
roperty uve-Price mination
g“t:u ?;}:yais X fevenue Asaunptions E‘lst year & ert:h;
s - ential Expense Assumptions (1st year & Growth
Investment | or previous ~L!-‘:.mm:hl Return Aralysis — Reserves and Capital Replacement Req'ts
Analysis acquisitions Financing Assumptions
& problem Deprecistion Assumptions
properties) Transaction Structuring Resale Assumptions
| Return Camparisons
Acquisition, Hold/Sell/Refinance/Evaluation 'Fomulation of Investment Criteria Re:
Sale, Trade
Refinancing"‘ Economic expectations (mat'l & local)
Assistance Investment Strategy Formulation Realistic Return Levels for aitermate
markets and property types
Risk/return tradeoffs
Acquisition Negotiation Diversification (geographic & prop. type}
Maragement Strategies
| Alternate investment vehicles
Sale & Debt Packaging
Formulation of Search Methodology Re:
Property
Management —|< Property Search & Evaluation -4 Camparison/Selection of Markets
& Analysis Identification/Solicitation of
available properties
Buyer Identification Contact with Owners and/or Brokers
Management Determination of Market Preference Points
Assistance (Cap rates, cash-on cash returns,
~ (| Management Analysis & Planning expense ratios, and market trends)

Approximation of Value to Buyer
Determination of Upside Potential




Reprinted with permission of Feasibility Research Group, Ltd.

Name of Client:

Assignment Description:

EXHIBIT 2

FEASIBILITY ASSIGNMENT AND ACCOUNTABILITY WORKSHEET
XYZ APPRAISAL COMPANY
XXX STREET ANYWHERE, U.S.A.

Date:

FEASIBIITY INPUT

PROVIDED

BY

APPROVED
BY

SEQUENCE AND
DATE AVAILABLE

10,

1.

12.

13.
14,
15.
16,

17.
18.
19.
20,
a1,

22.

3.
24,

Accepted by Client

Definition of questions and
strategic objectives

Definition of success criterion
Ranking of criteria by priority
Definition of specific site
Definition of market opportunity
Space user profile

Space consumer preference survey
Space product definition

Aggregate and market forecast
and absorption rate

Merchandising capture rate by
product mix

Legal and political constraints
assumed for user and investor

Site constraints and site
development plan

Architectural constraints and plans
Envirormental impact assumptions
School district impact assumption

Municipal infrastructure and
revenue impact

Aesthetic and social impact
Land cost assumptions
Improvement cost assumptions
Indirect cost assumptions

Operational cash-flos budget
assumptions

Income tax liability assumptions

Financing and refinancing assumption

Other

(Date)

Worksheet suggested in part by John Rasmussen, Feasibility Research Group,
210 Michigan Theater Building, Ann Arbor, Michigan 48108,



3. A useful technique is always to reverse the question
or place it in some hierarchy of values.

a. For industrial real estate assume that working

capital is preferrable to fixed assets.
Therefore,
b. Own no real estate - shift real estate problems

by purchasing procedures.

C. If you can't shift space needs, lease short term

d. If you want the option of long term 1leases,
negotiate a long term lease for rental discount
and then give back part of the discount if you
cancel under a change of conditions clause.

e. Own or build only as last resort

4. One creative think system recommends conversion of

new problem by analogy to old format; retail
location 1is useful for any multi-tenant space just
as commodity terms made describe a mortgage.

Familiar problems may need a purge of conventional
answers by conversion to strange analogies.

Another way of understanding the problem is to relate it
to scope of services you can offer, as in Exhibit 1, or
the ideal way to approach a solution for the client.
For example:

1. It 18 preferred to identify locational need and use
requirements of a wuser before searching for a
specific site. (See Exhibit 3.)

2. If the site is already owned by a specific <client,
it is then necessary to adapt the wuse to the
specific limitations of the site. (See Exhibit 4})

3. In the absence of a site in search of a use or a use
in search of a site, the problem is to search for an
investment opportunity in real estate. (See Exhibit 5.)

4. Limitations of a =8site owned may require the
consultant to solve both a disposition and an
acquisition problem.

Definition of a report medium and viewpoint of an
intended audience is critical in the early stages of
defining the assignment.

In distinguishing between judgment and assumptions, the
analyst may need to be an expert on experts, helping to
select members of a team of specialists under the
control of a generalist.



"Analysis Process: In Search of a Use(s) For a Site

EXHIBIT 3

Physicatl Attributes:
@ Physical

® Legal

® Linkage

e Environmenta!

Building Enveliope and Orienta- e
tion of Technical Alternatives

Y

Soivency Tests:
Justified private capital

— Required capital investment

+ Public capital subsidy
= Net private capital
exposure

Workable Alternative Uses p -

Y

Market Attributes:

@ Genera! market patterns

® Micro markets

@ Coliective consumer
expectations

o Future market potential

Possible Alternative Use I

Scenarios
Infrastructure Tests:
e Fisca! impact
e Public service capacity
® Environmental tolerance
® Public priorities and

subsidy

Financially Solvent Most -

Fitting Use
Investment Tests:

® [nvestor limitations
and objectives

& Acceptible risk sensi-
tivity parameters

Y

Most Probable Use of Site

Physical profile

Alternative revenue
justified capital
budgets and sources
and application
financing structure

Consumer profiles,
price range, and
product description

Preliminary environ-
mental, political,
and fiscal
constraints

After-tax cash flows,
financiai ratios,

and qualitative

test



Definition of site
search parameters

EXHIBIT 4

Analysis Process: The Search For a Site For a Use(s)

b

Acceptable physical Jm

sites

Financially viable
and workable sites

b

Profile Attributes:
e Linkages
1. To markets
2. To empioyees Use location
3. To supplies profile
4. To anciilary services
e Legal-political limitations
1. On use
2. Onsite
3. On investors
e Site functions and size
¢ Neighborhood and community requirements
o Improvement functions and size
o Environment impact of activities
Preliminary Screening of Alternatives
With Use Profile Criteria: Preliminary
e Qualitative criteria rejection of
& Quantitative criteria {(nonfinancial) majority of
® Subjective preferences alternatives
Financial Impact Forecasts:
‘Revenue Capita! investment
o Sales revenue © Net land investment Preliminary
e Operating costs o Net tenant improvements financial impact
o Labor costs @ Net building investment of acceptable
o Occupancy cost ® Relocation cost aiternatives
® Management cost o Less:
® Net income Government grant
® Less: Subsidized loan
Dabt service New debt
Taxes / New capital
Net cash return Net capitai exposure

!

User Trade-Off Values:

o Capital efficiency vs. employee security

® Marketing edge vs. raw materia! sources

& Community obligations vs. company efficiency

@ Location capital vs. future advertising expense

* Current business practice vs. iong-term changes in

technique

e Etc.

Decision matrix,
scoring systems, or
game plans applied
to final selection

Ranking of alternatives

for acquisition

b

Y

L

Selection of Most Probable Sites

Z




EXHIBIT 5

Process for Investor Selection of Real Estate

Profiie Attributes:

e Legal constraints on acceptabis investments
o Tax law consiraints on acceptable investments
e Estate planning objectives
o Diversilication requirements
e Passive active managemant
e Regular income capital appreciation
o Satety of principal/potenual yiela
on investiments

Investor profile

Limitations on search for
real estate opportunily

Property Type:
e Degree of pohtical nisk
» Degree of Dohiical exposure
1. zoning and buslding con-
trols
2. potential government sub-
mdized competition
3. cependence on subsidized
demand
o Channeled demand
. locked-in rent roll
. gegree of monopoly
. gegree of reciprocity
. edge from market re-
search
e Management intensiveness
1. types of management
2. dependency On unIque
tatents
o Financ:3! paramaeters
1. cost of acquisition
2. sources of capital
. revenue forecast
. expense forecast
resale pnce forecast
. income tax foracast
measures of nsk
measures of yield

LN =

LI R X

Property Productivity Phase:

® Raw land specuiauon to antig:-
pate future need

e Packaging of master plan. gov-
ernment approvals. and mar-
ke! research to create feas:-
bie development of raw land

» Subdvision and installation of
infrastructure cnitical to
master pian for sale of par-
cels

e Subdivision into ots and con-
struchon of buidings for rent
or sale

o Ownership and management of
established building sites and
rental structures by acquist
tion

o Purchase of secunty interests
in a portfolio ot ongaing
properties

Form of Ownership:

o Sole ownership in fee

e Joint venture interest

e Mortgage 'ender with contin-
gent participation

e Limitad partnership interest

® Subchapter S corporation

e Controlied corporate sheil

o Rea! estate trust interests

® Minonty position in commin-
gled fund

® Minonty interest in publicly
hela corporation

invesiment search and  Jpm
negotiation hmits

Solvency Test Comparisons of Site
Matched to Use

Acceplable nisk
investments

i

investment Test Comparisons of Site
Matched o Use

Best invesiments ranked Jon—
by probatle yield

i

Mos! Probabie Real Estate investment
Selection

Default ratio
Payback ratios

Tax crossover points
ang other risk tests

After tax cash How
and sppreciation with
vanous measures of yield




II.

REAL ESTATE FEASIBILITY
Presented By

Professor James A. Graaskamp, Ph.D., CRE, SREA
University of Wisconsin School of Business

FOURTH HOUR
ANALYSIS OF LAND AND IMPROVEMENTS

BASIC CONCEPTS

Site analysis begins with a specific site and structures
or stems from the market revenue approach as a set of
site specifications which will control the search for
alternatives, Today there is no such thing as raw land
or a vacant lot. A site suitability study recognizes
every site as having:

A. Static attributes--physical characteristics of size,
shape, topography, soils, etc.

B. Legal attributes--public controls, private
agreements, and potential legislation defining use.

C. Linkage attributes--relationships to other sites
which may tend to generate movements of goods and
people to the subject site.

D. Dynamic attributes--characteristics which affect
behavior such as visability, prestige, or feeling of
fear or anxiety.

E. Environmental impact attributes on physical, social,
or economic factors both on and off the site.

PHYSICAL ATTRIBUTES

Static site attributes which begin to narrow the
potential market alternative uses should include both
the facts and their implications for productive use in
such topic areas as:



Size, shape, and lot area

Topography, soils, geology, slope stability, bearing

capacity, septic suitability, potential for
subsidance, etc.

Water table, wells, streams, ponds, storm water
swales, shoreland edges, bulkhead lines, flood
plain designations, etc.

Flora and fauna which enhance marketability or which

might cause environmental impact litigation.
Concealed utility easements, old foundations, etc.
Existing on-site utility services and capacity.

Access points to public thoroughfares or private
right-of-ways.

Site improvements such as paving, retaining walls,
pedestrian paths, culverts, etc.

Landmark attributes or historical site features
Define physical system sub-systems

Foundation systenm
Structural system

Floor system

Ceiling system

Roof system

Exterior wall system
Interior wall system
Horizontal circulation system
Vertical circulation system
Life-safety system

HVAC system

Site circulation system
Social control system

WN 2 O0OWoOIAUN EWN) —
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III.

LEGAL ATTRIBUTES

Legal attributes should move from specific limitations
on the site imposed by rights of others to private
covenants, private controls, etc. It is important to
recognize not only the black letter law but the
composition of those authorities who have discretionary
responsibility for interpretation, enforcement, or
amendment of these controls relative to future uses of
the site.

A, Legal interests, vested or continued of other
persons in the site.

B. Legal description, its accuracy, and implied
transfers.

C. All local ordinances defining alternative setback
lines and height limitations in order to identify
alternative building envelopes permissable on the
site.

D. Private covenants limiting use, reuse, or
modification of the property (urban renewal
covenants, landmark building facade bequests, etc.)

E. Applicable zoning and building code limitations on
use and the critical constraints of each relative to
floor area ratio (FAR) bulk, parking requirements,
dwelling units (DU), etc.

F. Special zoning options which may be available at
owner's option such as rezoning, down-zoning, PUD
zoning, etc.

G. Special controls imposed by other communities
through extra-territorial zoning, tax conservancy
commitments, urban renewal districts, tax increment
districts, county regulation of subdivision, and
overlapping Jjurisdiction,

H. Special state constraints on uses affecting
shorelands, state highways, state airports, etec.,
including state industrial building codes.



Special federal constraints such as airport

approach zone districts, harbor and river
commissions, office of environmental protection,
Department of Housing and Development (HUD),
provisions for the handicapped (HEW), and many more.

Since the building process takes time, impending
legislation is important, and regulations require
interpretation or public hearings so that public
attitudes and expectations may modify black letter
law.

A hidden source of regulation are the rules which
control the lending institutions which lend the
money. For example, they cannot lend on any
properties located in a designated flood plain
except under certain conditions which include
community participation in flood prevention
programs.

Attitudes of sewer, water, and highway commissions.

Plannert!'s views of physical barriers to restrict
"sprawlh,

Following the legal attribute inventory, an analysis
of the static and legal attributes should be
summarized in terms of competitive advantages and
disadvantages for costs, pricing, and marketing.

1. Some attributes lead to higher cost which the
front door approach may reveal as leading to
excessive rents or prices.

2. Some static or legal attributes can provide
monopoly advantages because its suitability is
unique relative to lands all around it, because
of exemption from certain regulations, or
existing approvals of development plans,
including licenses for dredging, building code
variances, etc,

3. Static attributes will also help identify "best
use”" or the most probable buyer.

4, Lack of fit between static site attributes and
merchandising data is a basic cause of
unsuccessful projects,



Iv.

LINKAGES

Linkage attributes have to do with functional network
relationships or points of interaction with activity
centers which may generate users or provide the
infrastructure which support the site.

A. Streets, sidewalks, rail, and transit systems
serving the site.

B. Access points.
C. Utility services are linkages, too.

D. Capacity of existing systems to absorb unit volume
generated on site and implications for off-site
improvements budgets.

E. Relationship of subject site to generators of
potential needs and uses for the subject site.

F. Neighborhood demographics (population, age,
employment, income, etc.)

G. Relationship to competitive alternatives and
projects and exposure to interception of linkages.

DYNAMIC ATTRIBUTES

Dynamic attributes have to do with the mental or
emotional responses which a site or project stimulates
as it affects decision-making behavior. These decision
makers may be property buyer, regulators of site use,
customers of establishments located on the site, or peer
groups which set community attributes or make decisions
for others by proxy (Board of Elderly Care Organization).

A, Image conditioning of the approach zone.

B. Visual factors in terms of prominence of the site,
views from the site, potential for controlled sight
lines, etc.

C. Anxiety factors of access and security.



VI.

D. Noise as a function of traffic count or of nearby
land uses.

E. Prevailing air currents and airborne pollution
(phosphate plants or sulphite paper mills, for
example).

F. Political images established for a site by the
public positions of local politicians or vested
interest groups.

G. Historical community reputation and values attached
to the project site and structures.

1. Recycling of o0ld buildings within existing urban
areas is fashionable among architects and the
upper class.

2. Recycling may establish historical roots and
images. .

H. Perceived supply and demand factors.

OFF-SITE ENVIRONMENTAL IMPACTS

The real estate product today must respond not only to
the needs of the individual consumer in the market place
but to the cgollective community of consumers which
represent the community political environment. The
landscape builds like a reef, the cumulative bones of
thousands of individual decisions. This decade will
witness a final transition from relative laissez faire
attitudes of land as a commodity to highly democratic
regulation of land as_a_public resource and land use_as
a_privilege granted by the public. If the proposal
won't sell at City Hall, there will be no opportunity to
market the product to individuals. Therefore, the
project must consider in its feasibility procedures and
in constraints imposed by pre-architectural programs the
impact on the environment of:.

A, Physical factors of the environment.

1. Soil stability and water tables beyond the site
boundaries.

2. Eutrophication of lakes and streams.



3.

q.
5.
6.

Disruption of environmental edges, plant, and
wildlife areas.

Impact on energy resources.
Contribution to social disintegration.

Aesthetic and urban design.

Social factors of the environment.

1.

2.

3.
u'

Displacement of existing residents and
neighborhood units.

Contribution to social integration or mobility
barriers.

Contribution to land use heterogeneity.

Contribution to regional and community master
plans.

Economic factors of the environment.

1.
2.
3.
i,

5'

Direct impact on real estate tax revenues.
Direct impact on other governmental revenue.
Direct impact on incremental government.

Secondary contributions to local government
revenues,

Secondary cost burdens created for local
communities.

Real estate business ethic environment.

1.
2.

30
4.

Impact on supply equilibrium.
Impact on associated contractors.
Impact on families of project sponsor.

Ligitimacy of financing structure.



VII.

E. Silhouette of proposed project in terms of public
perception of impact.

F. Relationship of impact assessment to:

1. Scale of project.

2. Vulnerability of project sponsor to secondary
consequences of political discretion.

3. Stamina of project sponsor in the face of public
pressure.

MOST PROBABLE USE MATRIX

Definition of the site attributes permits the appraiser
or the planner to hypothesize some alternative uses for
the site. (Exhibit 1.) The appraiser should be able
to set up a series of back door, revenue to justified
budget parameters for these uses to suggest the
parameters within which cash flows might crunch.

This technique is not unlike the residual approach, it
has the same potential for misleading, but when combined
with a sensitivity approach, does identify the
conditions critical for financial solvency.



Fansibility Factor
Market Demand Risks

Legnl/Political
Areaptabflity

Technical
Construction
Problema and
Capital Cost Risks

Ralstive Investment
Power Based Upon
Revenue Generation
Potential

Special Income Tax

Advantages or Publie
Subridies Available

Renl Fatate Tax
Conaequencea to
City

Soepario 1

Raturn to Formar Use

Demand very elastiae
relative to price
unleass room rates
subsidized by
welfare agancies

Inconsistent with
long term City moals
for Olin Place

Failure to repair
within one year may
have jeopardired
grandfatherad non-
conforming building
conditions, Other-
wine this use has
lowest construction
risks of Scenarios 1
through $

$192,765

None

Modast increame in
annessed value

FEASIBILITY OF ALTERNATIVE USES

Sospardo 2

Purchass by Welfare
—Agenay

Welfare agencies
lack capital
resourors to
purchamse and remodel
facilities, given
the abaence of
govermment funding

Mixed acoeptadility
an interim use asn
housing for
transient sales by
some groups; favored
by welfare advooatea
and disfavored by
local residents

Capital costs of

renovation to state
standards excessive
for short term use

$120,380

None

Lonn of $19%,300 tax
_bhaxe with tax-exempt
AgAnNCY AN OWNer

Soavario 3

Conversion to
Clasa B/C Office

0ffice market
becoming more prioe
sensitive; would not
acoept neighborhood
and lack of parking
unless rents were
lower than necessary
to support remodeling

Neighborhood
resistance to
inoreased demand for
atreet parking

Yariance neaded for
parking requirement
of 1 atall per 300
SF to 1 stall per
2,500 3F of office
space

460,331 -

Rehabilitation tax
oredit of 20% for
older commeroial
building conversion
plus possible
{ndustrial bord
financing

Real estate tax base
would be multiplied
approximately 3
timams the present
annensment

Conversion to
Apartments with
Qffice on st Floor

Strong demand for
spacious two bedroom
units in CBD area

Prefarred use, given
need for downtown
housing and politi.
oal statements by
alderpersons for
raduotion of bar
businens in residen-
tial neighborhoods

Spacicus apartments
with views provide
favorable rent/cost
per SF ratio--
housing code creates
wore remodeling risk
than commercial code

$103,220

Possible historie
landmark status for
25% rehabilitation
tax credit plus tax
incresental
financing (TIF)
assistance

Real entate tax bame
would be multiplied
approximntely 3 1/2
timen the present
ansaasmnnt

Convernion to
Apartments with
~Existing Bar

Though there is a
strong demand for
affordable downtown
housing, consumer
survey shows tenant
reluctance to live
above noisy/poten-
tially saiodorous
bar-reataurant

Freferred use for
housing f{s compro-
nised by existing
bar sanagement
sgreement

Apartesent mix
cheapened by re-
taining exiating bar
operation—smaller
units require more
plumbing and bring
less favorable rent/
oost per SF ratio

($10,513)

Possible historio
landmark status for
25% rehabilitation
teax credit. TIF
lens likely because
increase in tax is
smaller

Res) entate tax beme
would be multiplied
approximately 2 1/2
timas tha present
assensment

Soanario 6

Demolition and
~Sale_of Site

Soft market for
vacant sites which
oannot be amnsembled
into larger plot-
tage; parking
revenuss from 20
spaces inadaquate
to ocarry clearance
ocosts

Inconsistent with
oonstituenoy
favoring landmark
designation

$13,778

None

Loss of
spproximately
$140,000 of tax bamw

ligtux3

1



REAL ESTATE FEASIBILITY
Presented By

Professor James A. Graaskamp, Ph.D., CRE, SREA
University of Wisconsin School of Business

FIFTH HOUR

FINANCIAL PARAMETERS AND ANALYSIS

The forecasting of future money returns to a present
investment is the ultimate business problem and the
dynamics of these problems explains the actions of
consumer, producer, and the society,

A. An investment in a bond can be defined as to when it
begins in time, when it is sold, when coupons are
collectible, and total costs and total receipts
under alternative outcomes. Thus, yield is easily
computed and risk depends on whether you can rely on
the promisor.

B. Real estate financial forecasting seldom enjoys
such a rigid set of financial specifications and
therefore seldom enjoys conservative conditions of
certainty. An investment in real estate really
means somebody "bought" a set of assumptions.

1. Risk is the potential variance between
assumptions and realizations between proforma
prospects and the historical balance sheet and
P & L. statements.

2. Degree of professionalism is measured,
ultimately, by the care with which assumptions
are made and supported by careful research.

C. Basic cash flow analysis depends on four essential
set of assumptions:

1. Schedule of cash outlays (capital costs and
expenses.)

2. Schedule of cash receipts (periodic and
reversions).

3. Net cash flows for each period (negative and
positive).

4, Devices for comparison of alternatives



However, it quickly becomes apparent when
accounting for the dollars "in and out" that not
all dollars are the same. Some are current
expenses while others represent acquisition of
assets and many are shared with local and
federal government through various tax
processes.

A single period proforma is the first test of
financial parameters.

1.

A given purchase price can be converted to a
necessary rent level in the market (Front Door
Approach, see Exhibit 1).

A given market rent level can be converted to a
Justified capital budget (Back Door Approach,
see Exhibit 2).

While lenders prefer debt cover ratios for back
door approach, equity investors should prefer
r%sk orienated Default Ratio Approach (Exhibit
3).

Basic elements of proforma can then be expanded over
time to include the following assumptions:

Definition of desired profit centers

Definition of time line over which events will
still take place

Assumptions on the capital budget and sequence
of source and application of funds.

a. Direct construction or purchase cost
b. Indirect and capitalized carrying cost

Financial plan
a. Credit amounts and terms

b. Equity amounts and terms
c. Holding power



EXHIBIT 1
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Loan to Cost Ratio Approach
{Frontdoor Approach)

tndirect Cost and
Development Fees: $180.000

80.000 3. ft. land
32,000 x $30/sq. ft

fees. interest, otc.

Required Pre-Tax Cash
Dustribution Rate: 6%

20yr. 11%%
monthily pay

Caszh Throw Off

—e  §141.824

Debt cover ratio:

Net Operating Income
Debt Service

$141.324 . 1.11 (too iow)
$126.944

Default ratio:

Op. Exp.+ RE Tax + Debt Serv.
Gross Rent

$80.000 + $32.176 + $126.944_ g9
$268.421

L—;—-._"a;di_.d "~ il e o .

Debt Service (Cash Required
for Mortgage Lenger): $126.944

—_—

r Casn Replacements: $1.000
- < = s

SR}
rGross Potential Revenue  $268 421 l
— e
M

S

| metiessavieunns 270068 |

il

$9 87/sq ft. GLA
=

$2.50 x 32,000

- : i . e G B, B i 3 el St o U e e e, OO

& sornn wane

. e

4 Wi demid sns e £ '%ensdc gt ce. AL

Mot S Wes s ol
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EXHIBIT 2

4
;-‘-_'..' Iantebe LAt it I 14 SR A T i e gl MR An b i NachibeniS AR b A k|
. p o
d , Debt Cover Ratio Approach
1 (A Backdoor Approach)
Lender’s Point of View
}- 27.200sq ft. GLAx $9.25
E.
-
y.
3 -
b‘ b
L i
. . p
p
. _
i ’ F
[
P.
Net Operating Income Availadle 1
. For Dabt Paymaent. income Tax, Cash Dividends:
P’ $126.000
: l s
L Debt Cover Ratio }
i Requirec By Lenders: 1.2 t
Cash Avaitadte For = H
3 ncome Tax and Investors: 1
$21.000 Cash Ava:lable for 1
l * Debt Service: $105.000 i
{
Aequired Pn-g:.: Cash 2 i
1 Deatribtion Rate: 6% Dent Service Constant: 127968 J
Justfied Cash
} Equity investment: Justifed Mortgags Loan: $820 500
f $350.000 . $1.170.500 ~emf— -
N 3 ¥ &
y 1 Tota! Justified Investment ' i
- . - o0 v
3 . -
. - Existing Claims ot Planned .
. improvement Buaget: Land & Indiract Costs
3 $280.000 i
i d .
Proceeds Available for
[ Propsrty Purchase As ls: Funds tor Construction Budget
3 3
3 1
:.
3 _$890500 .27 80/sq. ft. justified building budgst
; 32.0008q. 1t
ot o A el Wt KMt et o Kndry wob Sl ket e A e e & ecsnl




EXHIBIT 3
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Default Ratio Approach
{(Another Backdoor Approach)
Developer’'s Point of View
Gross Rent Potentia!: $251,600
x

r

Rigk Variabies And

Equity Cash. §37.740

r

-

]

Cash Available

For investors: $25.160

Cash Avsiiable for
Debt Service: $100.8350

B D e o X R P e R L S U T P VR

‘“-
+ N
PNequired Pre-Tax Cash

Drwstribution Rate: 6%

Dedt Service Constant: 127968

PO

Justified Moﬂ‘gtgc
Loan. $788.166
f——

am e

Land & Indirect Costs

Availsbie tor
Construction Budge!

3 s
3
t
3 Justified Cash
; Eguity investmants: $419.333 " $1.207.459 |
£ Total Justitied investment
vy T —
i Existing Claims or Panned
L' mprovement Budget!: $260.000
{‘ -
LF s
Procesds Availabie for
. Property Purchase “As is™: $927.500
F ———— 4
}
- e
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Profits classified as to type and tax

a. Cash from operations

b. Cash from capital gains

¢. Cash surplus from financing

d. Cash from tax savings on other income

Selected measures of profitability

a. Definition of investment

b. Definition of profit

c. Selected ratios of profit to investment
Selected measures of risk

a. Payback periods

b. Capacity for variance
c. Variance controls

For a rental investment property, the general
format for determining after-tax cash flows for
each period or year would generally be as follows:

PART I. ANNUAL (PERIODIC) RETURNS TO INVESTORS

1.

2.

Estimate potential gross cash income; Cash
income from space sales

Deductions from potential gross

a. Normal vacancy

b. Seasonal income loss

¢c. Collection losses

d. Franchise fees, deposits returned, etc.

Add "other" income from service sales

Derive effective gross_income

Deduct operating expenses (on expected cash
outlay without accrual reserves)

a. Fixed expenses

b. Variable expenses

¢c. Repairs and maintenance
d. Replacements



8.

9.
10.

11.
12.

13.
14,
15.

16.
17.

Derive pet operatipg income (NOI)

Deduct annugl _debi service

a. Contract interest
b. Supplementary variable interest
¢. Principal amortization

Derive cash_ throw-off

Add back principal. paymenis and replacemenis
Deduct tax depreciation allowance |
Derive ftaxable income

Determine marginal ipcome _tax on real estate
income

Deduct income tax from cash throw-off (H)
Derive after-tax cash flow

Add tax_savings opn other income (if K is
negative)

Add surplus from refipancing

Derive spendable after-tax cash

PART II. RESALE (REVERSION) RETURNS TO INVESTOR

Estimated resale price (end of period)

Deduct broker's commission and other
transaction costs

Derive effective gross proceeds from sale



4, Deduct all credit claims outstanding (end
of period)

a. Short and long term note balances due
b. Prepayment penalties
c. Deduct equity shares to non-owner interest

5. Derive pre-ftax reversion to equity

6. Deduct tax claims on ownership interest

a. Deduct capital gains tax

b. Deduct income tax on disallowed accelerated
depreciation

¢. Deduct surtax on taxable preferential
income

T. Derive after-tax resale proceeds to investor
(See Exhibit 4)

Financial risk is the variance between proforma
budgets and historical accounting of results.

Since loss of assets or of income expectations from
static perils can be minimized by means of
insurance devices for prediction and leveling of
shock losses, financial risk management then
becomes a matter of shaping incentives to reduce
dynamic risks and provide a cushion or tolerance
for surprise in the financial parameters of the
enterprise.

The first level of risk analysis are gross
statements of the maximum potential loss and the
cushion for partial losses.

1. The loan to value ratio is an inexact measure
of the maximum potential loss to the lender to
a presumed salvage value of an asset. One
minus the LTV plus the amount of personal
guarantee is the measure of the borrower's
maximum potential loss.

2. Financial judgment expects that the maximum
potential loss would be only a fraction of net
worth of either party.
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REPORT

EXHIBIT 4

PRO FORNA

INVESTHMENT ANALYSIS OF

FOR
DEND.PROBLEN
SECTION NUNBER 1 PAGE 1

eSS EE S ST L I T I SIS ST EE T IR S S SIS ET SIS ESIESESS

GROSS RENT
EXPENSES

R £ TAXES
INCDNE TAX RAT
VACANCY RATE
EQUITY DISCOUN
RESALE COST
UKG CAPITAL RS
INITIAL COST ¢

ALL ‘7 VALUES

REPORT

TITLE

LAND
IMPROVENENTS

TITLE

FIRCY NNRPTRARF

SECTION NUNBEK 2 PAGE 1

$ 74348. & RATE OF GROUTH OF GROSS RENT 0.0000
$ 4738, =+ RATE OF GROMWTH OF EXPENSES 0.0000
$ 5868. s RATE OF GROUTH OF R E TAXES 0.0000

E  0.5000 PROJECT VALUE GROMTH OF 5.0000
0.0488 WORKING CAPITAL LOAN RATE 0.1200

T 0.0920 EXTRAORDINARY EXPENSES $ 0.
0.0650 REINVESTMENT RATE 0.0700

$ 0. CAPITAL RESER INTEREST RATE 0.0000

429674. INITIAL EQUITY REQUIRED ¢ 107419,

ARE AVERAGE AMOUNTS FOR HOLDING PERIOD. OF S YRS.

CONPONENT SUNMNARY
PCT. BEGIN USEFUL DEPR
DEPR USE LIFE METHOD €osT SCH

0.00 1 0. 0 4 87304. O
0.90 33. 4 $ 342370. O

MORTGAGE SUMNMNARY

INTR BEGIN END TERM DRIG PCT
RATE YR. YR. BALC  VALUE

0.09047 97 27 ¢ 17779%& 0 7%A

Ed



EXHIBIT 4 (Continued)

PRO FORMNA

INVESTHENT ANALYSIS OF

FOR

DENO.PROBLEMN

REFPORT SECTION NUNBER
PR EZESESSEZS SRS CISZ3CEISSRSESEESTSIS=EZRSSES
CASH FLOU ANALYSIS
CEERIZTEEZTTETWT=E 1979
1 BROSS RENT 74368.
2 LESS VACANCY 5114,
3 LESS REAL ESTATE TAXES 5848.
4 LESS EXPENSES 4738.
5 NET INCOME 58648,
6 LESS DEPRECIATION , 153542,
7 LESS INTEREST 30903.
8 TAXABLE INCOME 12183.
9 PLUS DEPRECIATION 15562.
10 LESS PRINCIPAL PAYNENTS 2434,
11  CASH THROW-OFF 25111,
12 LESS TAXES 4091.
13 LESS RESERVES AT 730.000 730.
14 CASH FROM OPERATIONS 18290.
19 UORKING CAPITAL LOAN(CUN B) 0.
16 DISTRIBUTABLE CASH AFR TAX 182990.
17 TAX SAVING ON OTHER INCOME 0.
18 SPENDABLE CASH AFTER TAXES 18290.

1980
74368.
Stts,
S868.
4738.
58648,
14835,
30638.
131355,
14835,
2899.
25111,
6578.
730.
17803.
0.
17803.
Q.
17803.

1981
74348.
5114,
5848.
4738.
58648,
14180.
30346.
14122,
14180.
3191,
25111,
7061,
730.
17320.
0.
17320.
0.
17320.

10

PAGE 1

1982
74348.
5114,
5868.
4738.
58448.
13535.
30025.
15088.
135353,
35t2.
25111,
7544.
730.
16837,
9.
16837,
0.
16837.



EXHIBIT 4 (Continued)

REPIRT SECTION #UNBER 4 FaGE

33ttt t i1t ittt ittt R 2 2 2 R 2

CASH FLOU ANALYSIS

ZZESTTSSS=2ZSZETS=TS 1979 1960 19814 1982
HARKET VALUE

19 BY METHOD - S - AT 0.0000 429674, 429474, 429674, 4294674,

20 LESS RESALE COST 27929. 2792%9.  27929.  27929.
21 LESS LDAN BALANCES 319621. 316722, 313531. 310019,
22 PLUS CUM. CASH RESERVES 730. 1460. 2190, 2920,
23 B/4 TAX NET UORTH B2854. 86483. F0404. 94646,
4 CAPITAL GAIN (IF SOLD) -18391.  -9254. 83. 421,
25 CAFITAL GAINS TAX -3718.  -1851. 17, 1834.
24 TAX PREFERENCE TAX 0. 0. 0. 9.
27 INCONE TAX ON EXCESS DEF 3112, 5871, 8292. 10391,
28 TOTAL TAX ON SALE 1253. 4946, 8309. 12275.
29 AFTER TAX NET WORTH 81601. B1537. B2093. 82370.

REPORT SECTION NUMNBER 5 FAGE 1
L2 3 2 2 3+ 2+ E Tt + F 2 22+ 2 2 2 L2+ 2 L 2 2 2 2 PSS F 2 2 54

YEAR OF ANALYSIS

TzzosEsTIsESSSS=ER 1979 1980 1981 1982
BEFORE TAX RATIOD ANALYSIS

==ZzE=EzTTTSSSES==S=zEpEZsz=sze

30 RETURN ON HET UORTH Bs4 TaX 0.0051 0.3449 0.3357 0.3247
31 CHANGE IN NET UOKTH B/4 TAX ~-24565. 3629. 3921. 4242,
32 CASH RTN ON ORIG CASH EQUIY 0.2338 0.2338 0.2338 0.2338
33 PERCENT ORIG EQUITY PAYRACK 0.1703 0.3340 0.4972 0.6340
34 PRESENT VALUE OF PROJELCT 420878, 437EB7. 453529. 467748.

11



EXHIBIT 4(Continued)

REPORT SECTION NUBNSBER [
XIS I T I E T I S S S E S I I E S 2 EE T =S E S S ES IS SS S ISR
YEAR OF ANALYSIS

EERIESTEITTSZTSEIRSE ‘9?9 ‘980

AFTER TAX RATID ANALYSIS

EEESESISTSTSIISTESTETEZTT

35 RETURN DN REU UORTH AFT TAX -0.0701 0.2174
34 CHANGE IN NET UORTH AFT TAX -25818. -63.
37 CASH RTN ON ORIG CASH EQUIY 0.1703 0.1637
38 PERCENT ORIG EQUITY PAYBACK 0.1703  0.3360
39 PRESENT VALUE OF PROJECY 413317. 421485,

40 NET INCOME-NARKET VALUE RTO  0.1365 0.1345
41 LENDER BONUS INTEREST RATE 0.0000 0.0000
42 DEFAULT RATIO 0.5936 0.5936

REPORT SECTION NUMNB

ER 7

ETT=TT=TSI==ES

YEAR OF ANALYSIS

EREEZESZECESZEREER 1979 1980

NODIFIED INTERNAL RATE OF RETURN ANALYSIS

E IR IR e R I S I RIS S ES S S IZE S S EEIXETZTXZESR

RETURN ANALYSIS WITHOUT SALE

ZEETEES SN ETEIZRNIXETITEIIISER

41 CUM. AFT TAX SPENDABLE CASH  18290. 37373.
44 NOD. I.R.R. ON ORIG EQUITY -0.8297 -0.4102
45 MOD. I.R.R. ON CUM. EQUITY -0.8297 -0.4102

RETURN ANALYSIS UITH SALE

EEE S EESEITEISESEARERESIES

46 CUM. CASH LESS ORIG EQUITY =7528. 11492,
47 CUM. CASH LESS CUM. EQUITY ~7528. 11492,
48 MOD I.R.R. ON ORIG EQUITY -0.0701 0.0521
49 AOD 1.R.R. ON CUM. EQUITY -0.0701 0.052%

1981

0.2193
358.
0.1612
0.4972
429041.

0.1345
0.0000
0.5936

1981

37309.
-0.188%9
-0.1889

31983,
31985.
0.0%08
0.0%08

12

PAGE 1

1982

0.2084
274.
0.1547
0.4540
435362.

0.1365
0.0000
0.5%36

PAGE 1

1982

78138.
~0.0744
-0.0764

53110.
33110,
0.1057
0.1057



EXHIBIT 4 (Continued)

REPORT 5

2= SISSIDE==x

ECTIOD

SENSITIVITY ANALYSIS

ZEITSTEIZT ESEI

ANALYSIS YEAR 1S 2 = 1980

DEFAULT RATE - NEEDED - 0.8300
DEFAULT RATE - ACTUAL - 0.7979
DIFFER - 0.0321

TO CHANGE THE DEFAULT RATE .01
CHANGE ANY ONE OF THE FOLLOUING

CASH OUTLAYS 1979
XZETZ=xzT=D

REAL ESTATE TAXES BY 0.0917
TOTAL EXPENSES BY 0.1135
FIXED EXPENSES Y 0.1135
VARIABLE EXPENSES BY 0.0000

TOTAL INTEREST PMTS. BY 0.018t
TOTAL PRINCIPAL PNTS. BY 0.2119
UORKING CAPITAL LOAN BY 0.0000

GROSS INCOME BY -0.0080
FIXED INCOME BY -0.0080
VARIABLE INCOME BY 0.0000
COMPONENTS

EZISSSZSRTEE ‘979

INITIAL INVESTMENT BY 0.0917

LAND BY 0.4452
INPROVENENTS BY 0.1033

ENTREPRENEURIAL SKIL BY -0.986é6

MORTGAGES
2s=======x 1979
FIRST MORTGAGE" BY 0.01466

0.8300
0.7979
0.0321

1980

0.0917
0.1135
0.1135
0.0000
0.0182
0.1926
0.0000
-0.0080
-0.0080
0.0000

1980

0.0917

0.4452
0.1033
-0.9866

1980

0.0166

0.8300
0.7979
0.0321

1981

0.0%917
0.1135
0.1135
0.0000
0.0184
0.1750
0.0000
~0.0080
-0.0080
0.0000

1981

0.0917

0.4452
0.1033
-0.98646

1981

0.01464

0.8300
0.7979
0.0321

1982

0.0917
0.1135
0.1135
0.0000
0.0186
0.15%0
0.0000
~0.0080
-0.0080
0.0000

1982

0.0%917

0.4452
0.1033
-0.9866

1982

0.014646

13,



EXHIBIT 4 (Continued)

REPORT
SETTIR=zZE=

SECTION

BRI TEIZENISIEET YRR

SENSITIVITY ANALYSIS

SEZESCSEIEIEZTCEZITTZEZEX

ANALYSIS YEAR IS 2 = 1980

T0 CHANGE CASH RETURN BEFORE TAXES BY
CHANGE ANY ONE OF THE FOLLOWING

CASH OUTLAYS

REAL ESTATE TAXES
TOTAL EXPENSES

FIXED EXPENSES
_VARIABLE EXPENSES
TOTAL INTEREST PMTS.
TOTAL PRINCIPAL PNTYS.
HORKING CAPITAL LOAN
GKDSS INCOME

FIXED INCOME
VARIABLE INCOME

COMPONENTS

BESZITTTITE

INITIAL INVESTHENT

LAND
INFROVENENTS
ENTREPRENEURIAL SKIL

HORTBAGES

FIKST MORTGAGE

BY
BY
BY
BY
BY
By
BY
BY
3]
3Y

BY

BY
BY
kY

BY

1979

0.0415
0.0514
0.0514
0.0000
0.0082
0.0960
0.0000
0.0045
100045
0.0000

1979

0.0415

0.2015
0.0448
=0.4466

1979

0.0075

1980

0.0415
0.0514
0.0514
0.0000
0.0082
0.0872
0.0000
0.0045
0.0045
0.0000

1980

0.04135

0.2015
0.0448
-0.44486

1980

0.00735

1000.

1981

0.0415
0.0514
0.0514
6.0000
0.0083
0.0792
0.0000
0.0045
0.0045
0.0000

1981

0.0415

0.2015
0.0448
-0.444¢6

198

0.0075

1982

0.0415
0.0514
0.0514
0.0000
0.0084
0.0720
0.0000
0.0045
0.0045
0.0000

1982

0.0413

0.2013
0.0468
-0.4466

1982

0.0075

14
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Conventional wisdom of the lender is that the
pain of loss for the equity position will be
sufficient to generate payment in almost all
events or that the guarantees will be adequate
to reduce minimum loss to zero.

Net income ratio:

Net income ———

Purchase price + additional cost - Overall rate
or cap rate should reveal danger of reversed
leverage

5. The fallacy of such first level, over-
simplified regulatory ratios is that
value is the same as cash, that paper capital
is as significant as cash available to meet
the monthly payment, and that investor
incentives are found solely or primarily
below the net income level,

Second level ratios begin to analyze and
measure the relationship of specific
assumptions one to another and in a way which
provides relative measures of incentive,
importance, and contribution to financial
insecurity.

1. Construction loan to marginal cash cost of
the borrower is such a balance sheet test
ratio. The increment in risk of maximum
loss for the borrower is the increase in
his maximum potential loss as a result of
financing the project.

2. Debt cover ratio:

Net operating inconme
Debt service

3. Default ratio:
Operating expenses + real estate taxes + short

ferp debt + ipterest + principal payments ____
Gross rent
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Payback ratio:

_-Lumulative spendable cash ___
Original budget - original debt

+ amount of personal guarantees

Spendable cash = distributable cash from
operations + refinancing surplus + tax
savings to other income + cash profits for
services rendered.

All of these second level ratios assume a
revenue stream called effective gross rent
will simply be reallocated by the natural
heirarchy of the income statement. That
premise involves the major assumption of
any enterprise, i.e., there are an adequate
number of customers who prefer and who can
afford the enterprise product.

Third level risk ratios are those which 1link
the space-time product to the money-time
reflections in balance sheets and P & L
statements. These ratios require some primary
research.

1.

Building efficiency ratio:

Cross_leasable area —___Usable area ___

Gross bulldng area or Gross leasable area

or

Gross leasable area Rentable area
Total site area or Usable area

or

Building surface area
Gross leasable area
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Vacancy ratio:

Space unit x # of units x rental payment

periods per year x turnover rate x rental
rayments lost x rent ________

# of units x # of payments x rent per
period = (gross rent)

1-bedroom apartments x 20 x 50% turnover
x 1 month lost x $200/mo.

20_x 50% x 1 x 200
20 x 12 x 200

2000 = _1 = 4.2%
4 8000 24

Absorption rate:

Units _sold or leased per period
Total supply of units available
for sale or lease

Capture rate:

Units in specific project
30ld_or leased per_ period
Total competitive units

sold or leased per period

Sensitivity models or tables permit
measurement of a change in one variable as
compared to all other variables to establish
the parameters of tolerance or to identify
the most useful areas for further
modification of the financial structure.

A significant weakness of second level ratios
is the fact that they do not deal with time
or the opportunity costs of money for
comparison of investments with alternative
patterns of cash outlays and receipts.

Third level ratios modify comparisons for the
influence of time, between one period and another

cor for cumulative periods of time. Prospective

rates of return compare one time period with
another while retrospective rates are concerned
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with cumulative results. Probability models
display the frequency distribution over time of
alternative outcomes when certain variables are
permitted to vary according to some pattern and
parameter.

Prospective rates
1. Return on net worth before tax:

Cash throw-off + change in_npet worth
Net worth at end of previous period

2. Return on net worth after tax:
Spendable cash + (change in net worth -

change in taxes on. sale or transfer) __
Net worth at end of previous period -

taxes on sale or transfer

3. Cash on cash before taxes:

Casb_throw-off __________
Total cash budget less original debt

4, Cash on cash after tax:

Distridbutable cash + tax savings to other income
Total cash budget less original debt

Retrospective rates

5. Internal rate of return is that rate which
makes the net present value difference
between the present value of outlays and the
present value of receipts equal to zero.

6. The modified internal rate of return
(weighted average portfolio return) is the
internal rate of return which makes the net
present value difference of the outlays
discounted at the opportunity cost of money
and the cumulative receipts compounded at
the reinvestment rate equal to zero. (The
only difference between MIRR and the
financial management rate of return FMRR is
that the latter uses an average cost of
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capital rather than recognizing short-term
financing of deficit operations.)

T. Profitability index:

Net present value of returp
Total cost of acquisition

8. Net cumulative cash after taxes less original
investment with and without resale proceeds
after taxes on sale cor transfer.

Sensitivity analysis involves fine tuning of
controllable variables and testing of tolerance
of project for variance or surprise. There are
many computer systems which permit testing of
physical plan (Exhibit 5) or tax and finance
implications (Exhibit 6).

New attempts to create real estate indexes of
performance by property type over time are now
experimental.

1. Problems in accounting standardization.

2. Problems in accounting/appraisal interface.

3. Problems in appraisal standard practice.



EXHIBIT §
CASH FLOU PRO FORMA USING PARAMETER NOKAS

SHOPPING CENTER CASE STuDY

DATE: 3/11/7 79

BLDG: i

RUN : 1
GROSS SQUARE FEET IN BUILDING: 60242.
BUILDING EFFICIENCY : 100.0 PCT
NET LEASEABLE SQUARE FOOTAGE : 460242,
LAND AND CONSTRUCTION COST ¢ ¢ 1744571.
LOAM TO COST RATIO H T 75.0 PCT
ORIGINAL LOAN AMOUNT’ : § 1324929,

EQUITY REQUIREMENT

PERMANENT INTEREST RATE
TERN OF LOAN

ANNUAL DEBT SERVICE

GROSS INCOME : 40242,

18 4414643,

9.625 PCT
27. YEARS

$ 137885.

SQ FT AT ¢ 3.67

LESS: VACANCY OF 3.77 PCT

GROSS EFFECTIVE INCOME

OPERATING EXPENSES: 60242. SQ FT AT ¢ 0.77

NET OPERATING INCOMNE

DEBT SERVICE (10.43 PCT CONSTANT)

PRO FORMA CASH FLOU

RETURN ON EQUITY

6.45 PERCENT

DEBT SERVICE COVERAGE: 1.207

BEFAULT RATIO :
PROGRAM STOP AT 17870

USED 17.97 UNITS
/COST OFF

ACCRUED CHARGES SINCE SIGNIN
$ 3.82 COMPUTER
6.35 CONNECT
5.70 CHARACTERS
$ 15.87 TOTAL
EFFICIENCY = 89.8
00028.09 CRU 0000.46 TCH

DFF AT 146:59CST 03/12/79

83.35 PERCENT

0041.46 KC

ANNUAL DOLLARS

221088.
8333.

166347,

1378835,



EXHIBIT 5 (Continued)

INPUT DATA LISTING

BUILDING ID 1
DATE I 179

TITLES
TITLES SHOPPING CENTER CASE STUDY

SR FT IN TRACT 235498.00

RUN NO. 1
CONSTRUCTION-SHELL 0. SQ FT AT ¢ 0.
CONSTRUCTION-INTERIDR 0. SQ FT AT $ 0.

TOTAL BUILDING €OST 60242. SO FT AT ¢ 19.49
GRADE PARKING 654.555QFT 275.00SPACES @ 8 0.50

STRUCT. PKING 0. SOFT 0. SPACES ¢ $ O.
LANDSCAPING 0.

FF AND E 0.

RESTAURANT 74338.00
FEES

ARCHITECTURE 0.

ENGINEERING 0.

L.OAN FEES 20000.900

CLOSING COSTS 0.

TAXES AHD INS 0.

OPTIONAL TITLE OPTIONAL EXPENSES
LEASING FEES 105640.00

CONSTRUCTION INTERIM RATE 10.0060 PCT
CONSTRUCTION PERIOD 8 MONTHS
LAND INTERIN RATE IS 9. PCT

255698.00 SQUARE FEET AT § 1.30
INTERIN RATE 0. PCT FOR 0. NONTHS
COST PER MONTH 0. FOR 0. MONTHS

OTHER LAND COSTS 0.

> o >
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EXHIBIT 5 (Continued)

CONSTRUCTION COST ESTIMATE

SHOPPING CENTER CASE STUBY
DATE: 3/11/ 79

BLDG: i
RUN : 1
CONSTRUCTION COSTS DOLLARS

TOTAL BUILDING COST 50242. SQ FT AT § 19.49 $ 1186165,

GRADE PARKING 275, SPACES AT & 327, 90001.

RESTAURANT 74538.
SUBTOTAL CONSTRUCTION 1350704,

LOAN ORIGINATION FEES AT 1.3 PCT 20000.

LEASING FEES AT 0.8 PCT 10440,
CUNULATIVE SUBTOTAL 1381344,

INTERIN INTEREST-CONSTRUCTION

$ 1381344, AT 10.0 PCT FOR B8 HONTHS COMPOUNDED 52820.
TOTAL CONSTRUCTION COSTS 1434184,

LAND COSTS
2554698, SQ FT AT ¢ 1.30 332407.

INTERIN INTEREST-LAND

TOTAL LAND COST 332407.

TOTAL LAND AND CONSTRUCTION COST 17646571,

STST=XIIZ=

22



EXHIBIT 5 (Continued)

PRO FORMA CASH FLOW TABLE

SHOPPING CENTER CASE STUDY

FIXED PARAAETERS

SITE :
BUILDING
EFFICIENCY:
LOAN RATIO:
LOAN :
EQUITY :
FINANCING 2
OTR INCONE:
EXPENSES ¢

RENTAL RATES
ANNUAL $/5Q FT

R 3.25
$ 3.50
$ 3.67
$ 3.75
$ 4.00

RENTAL RATES
ANNUAL $/5Q FT

255498. SQUARE FEET
60242. SQUARE FEET
60242. 50 FT)

100.00 PCT(

75.00 PCT OF

$ 1324929,
$ 4414643,

27. YEARS 9.4625 PCY
$ 0. ANNUALLY
$ 0.77 PER S50 FT

PAGE

DATE
BLDG

1764571,

RUN

ANNUAL CASH FLOUS

3.00 PCT

S641.
20250.
30184.
34859.

49447,

VACANCY ALLOUANCE

1 OF

3-11-

3.77 PCT 4,00 PCT 5.00 PCT

4134,
18626.
28482,
339,

474812,

3683.
18142,
27973.
32600.

47038.

BREAKEVEN RENTAL RATES

VACANCY ALLOUWANCE

3.135

3.19

1726.
16033.
25762,
30341,

44648.

3.22

12

79

6.00 PCT

=232.
13925.
23551.
28081.

42238.

6.00 PCT

3.25

23



EXHIBIT 5 (Continued)

PRO FORMA CASH FLOW TAELE

SHOPPING CENTER CASE STUDY

FIXED PARAMETERS

SITE
BUILDING
EFFICIENCY:
LOAN RATIO:
LOAN :
EQUITY H
FINANCING :
VACANCY 3
OTR INCOME:

RENTAL RATES
ANNUAL $/SQ FT

$ 3.25
$ 3.50
$ 3.67
$ 3.73
$ 4.00

RENTAL RATES
ANNUAL $/50 FT

2

10
7
$
$
2

$

55698. SQUARE FEET
60242, SQUARE FEET
0.00 PCTC 40242. SQ FT)
5.00 PCT OF & 17663571,

1324929,

441643,
7. YEARS 9.625 PCT
3.77 PCT OF LEASEABLE

0. ANNUALLY

ANNUAL CASH FLOUS

PAGE

DATE
BLBG

RUN

ARNUAL EXPENSE RATES PER S@ FT

- o o - - - i - - -

8351. 4134, 232

22843. 18624. 14819.

J2498. 28482, 244674,

37336. 33119, 31312,

51829. 47612, 458035.

BREAKEVEN RENTAL RATES

ANNUAL EXPENSE RATES

$ 0.70 $ 0.77 $ 0.80

3.1 3.18 3.21

-3498.
107935.
206590.
25288;

39780.

PER SO FT

3.3‘

14626,

19244,

24



EXHIBIT 5 {Continued)

PRO FORMA CASH FLOU TABLE

SHOPPING CENTER CASE STUDY

FIXED PARAMETERS PAGE 3 OF 12
SITE . 255698. SQUARE FEET DATE  3-1t- 2?29
BUILDING 60242, SUUARE FEET BLDG i

EFFICIENCY: 100.00 PCT( 40242. S2 FT)

LOAN RATIO: 73.00 PCT OF ¢ 1746371.

LOAN s $ 1324929,

EQUITY 5§ 4414643,

VACANCY ¢ 3.77 PCT OF LEASEABLE

OTR INCONE: ¢ 0. ANNUALLY RUN 1
EXPENSES : ¢ 0.77 PER SQ FT

ANNUAL CASH FLOUS
FINANCING PARAMETERS
27. YEARS 27. YEARS 27. YEARS 30. YEARS 25. YEARS

9.62 PCT  9.75 PCT 10.00 PCT 10.25 PCT 9.50 PCT

RENTAL RATES
ANNUAL $/5Q FT

$  3.25 N34, 2716.  -135.  -453. 3109.
$  3.50 18626.  17208.  14358.  14039.  17601.
$  3.67 28482,  27063. 24213,  23894.  27456.
s 3.75 33119, 31701, 2885t. 28532,  32094.
$  4.00 7612, 46194, 433, 43025. 44587

BREAKEVEN RENTAL RATES
FINANCING PARAMETERS

27. YEARS 27. YEARS 27. YEARS 30. YEARS 23. YEARS
.62 PCT  9.725 PCT 10.00 PCT 10.25 PCT  9.350 PCT

RENTAL RATES
ANNUAL ¢/5Q FT

3.18 3.20 3.25 3.26 3.20

25



EXHIBIT 5 (Continued) 26

PRO FORNA CASH FLOU TABLE

SHOPPING CENTER CASE STUDY

FIXED PARAHETERS PAGE" 4 OF 12
SITE 255698. SQUARE FEET BATE  3-11- 79
BUILDING 60242. SQUARE FEET BLDG !

LOAN $ 1324929,

EQUITY $ 441443,

FINANCING ¢ 27. YEARS 9.425 PCT

VACANCY @ 3.77 PCT OF LEASEABLE

OTR INCONE:  $ 0. ANNUALLY RUN 1
EXPENSES : 8¢ 0.77 PER SQ FT

:
LOAN RATIB:  75.00 PCT OF $¢ 1744571,
H

ANNUAL CASH FLOUS

BUILDING EFFICIENCY (PCT OF BROSS)

99.60 PCT100.00 PCT102.92 PCT106.24 PCT109.56 PCT
LOAN TO COST RATIO

70.00 PCT 72.00 PCT 75.00 PCT 78.00 PCT 80.00 FCT

RENTAL RATES
ANNUAL $/SQ FT

$ 3.25 17708. . 12993. 3563. 4134, 82-8.
$ 3.50 3338s. 28390. 17998. 18626. 23194,
$ 3.467 44383. 38860. 27813. 28482, 33336.
$ 3.75 49444, 43787. 32432. 33119. 38109.
$ 4.00 65342, 59184. 46847, 47612, 53025.

BREAKEVEN RENTAL RATES
BUILDING EFFICIENCY (PCT OF GROSS)

99.60 PCT&O0.00 PCT102.92 PCT106.24 PCT109.56 PCT
LOAN TD COST RATIO

70.00 PCT 72.00 PCT 75.00 PCT 78.00 PCT 80.00 PCT

- s - - - - - o - - - - - — - -

RENTAL RATES
ANNUAL $/SQ FT

2.97 3.04 3.19 3.18 J. 11



EXHIBIT 5 (Continued)

PRO FORMA CASH FLOW TABLE

SHOPPING CENTER CASE STUDY

FIXED PAKAMETERS

SITE 3
BUILDING
EFFICIENCY:
FINANCING :
VACANCY @
OTR INCONME:
EXPENSES :

RENTAL RATES
ANNUAL $/SG FT

$ 3.25
$ 3.50
$ J.67
$ 3.75
$ 4.00

RENTAL RATES
ANNUAL $/58 FT

2354698, SQUARE FEET
60242, SQUARE FEET
80242, SQ FT)

100.00 PCT(
27. YEARS

9.425 PCT

PAGE 3 OF 12

BATE  3-11-
BLDG 1

3.77 PCT OF LEASEABLE
$ 0. ANNUALLY
$ 0.77 PER SQ FT

RUN 1

ANNUAL CASH FLOUS

70.00 PCT

13324.
27819.
374874,
42312,

56804.

LOAN

TO COST RATIO

9

72.00 PCT 75.00 PCT 78.00 PCT 80.00 PCT

9649,
24142,
33997.
386335.

53127,

BREAKEVEN RENTAL

70.00 PCT

3.02

LOAN

72.00 PCT

3.08

4134, -1382.
18626, 13111,
28482, 22946,
33119, 27604.

47612, 42094.

RATES

TO COST RATIO

73.00 FCT 78.00 PCT 80.

3.18 3.27

-5059.

9434,
19289.
23%27.

38420,

00 PCT

3.34

27



EXHIBIT 5 (Continued)
PRD FORMA CASH FLOW TABLE

28

SHOPPING CENTER CASE STUDY

FIXED PARAMETERS PAGE 6§ OF 12
SITE ¢ 255698. SQUARE FEET DATE  3-11- 79
BUILDING : 60242. SQUARE FEET BLDG 1

EFFICIENCY: 100.00 PCT( 40242. 5Q FT)

LOAN RATIO:  75.00 PCT OF $ 1744571,

LOAN t $ 1324929,

EQUITY T § 441443,

REVENUE ¢ ¢ 3.67 PER SQ FT

OTR INCOME: ¢ 0. ANNUALLY RUN 1
EXPENSES : ¢ 0.77 PER SQ FT

ANNUAL CASH FLOUS
FINANCING PARAMETERS
27. YEARS 27. YEARS 27. YEARS 30. YEARS 25. YEARS

9.62 PCT  9.75 PCT 10.00 PCT 10.25 PCT 9.50 PCT

VACANCY RATES

3.00 PCT 30184. 28764. 25913. 25597. 291359.
3.77 PCT 28482. 27063. 24213, 23894. 27454.
4.00 PCT 27973. 26353. 23704. 23384. 26948.
3.00 PCY 25762. 24344, 21494, 21175, 24737.
.00 PCT 23351. 22133. 19283. 18964. 22526.

BREAKEVEN RENTAL RATES
FINANCING PARANETERS

27. YEARS 27. YEARS 27. YEARS 30. YEARS 25. YEARS
9.62 PCT 9.75 PCT 10.00 PET 10.25 PCT 9.50 PCT

VACANCY RATES

3.00 PCT 3.13 3.18 3.23 3.23 3.17
3.77 PCT 3.18 3.20 3.25 3.26 3.20
4.00 PCT 3.19 3.21 3.24 3.27 3.20

5.00 PCT 3.22 J.24 3.2¢9 3.30 3.2¢4

6.00 PrY 3.25 3.28 3.33 3.34 3.27



EXHIBIT 5 {Continued)

PRO FORMA CASH FLOW TABLE

SHOPPING CENTER CASE STUBY

FIXED PARANETERS ‘ PAGE ;OF 12
SITE t  2535498. SQUARE FEET BATE 3-1t- 79
BUILDING 60242, SQUARE FEET D6 i

EFFICIENCY: 100.00 PCT( 460242. SQ FT)

LOAN RATID:  75.00 PCT OF ¢ 12684371,

LOAN T § 1324929,

EQUITY T § 441443,

REVENUE 1 ¢ 3.87 PER SQ FT

VACANCY 3 3.77 PCT OF LEASEABLE

OTR INCOME: ¢ 0. ANNUALLY RUN 1

ANNUAL CASH FLOUS
FINANCING PARAMETERS

27. YEARS 27. YEARS 27. YEARS 30. YEARS 25. YEARS
?.62 PCT 9,75 PCT 10.00 PCT 10.25 PCT  9.30 PCT

EXPENSE RATES
ANNUAL ¢/SQ FY

$ 9.70 32498, 312890. 28430. 28111, 31673,
] 0.77 28432, 27043. 24213. 23894, 274356.
$ 0.80 26474, 23236, 22404, 22087. 23649,
$ 0.9 20430, 19232, 16381, 16063. 19625.
$ 1.00 14426. 13208, 10357. 10039. 13601.

BREAKEVEN RENTAL RATES
FINANCING PARARETERS

27. YEARS 27. YEARS 27. YEARS 30. YEARS 23. YEARS
9.62 PCT  9.75 PCT 10.00 PCT 10.23 PCT  9.50 PCT

EXPEMSE RATES
ANNUAL $/5Q FT

s 0.70 3.1 3.13 3.18 3.19 3.12
s 077 L8 320 3.25 3.26 3.2
s 0.80 3.2 3.23 3.28 3.2 3.3
s 0.90 3.3 3.34 3.39 3.39 3.33



EXHIBIT 5 (Continued)

SRy TiRMR CASH FLOM TabiE

SHOFPING CENTER CASE STURY

FIXED PARANETERS PAGE 8 OF 12
SITE 255698, SQUARE FEET DATE  3-11- 7¢
BUILDING 40242, SQUARE FEET BLDG 1
LOAN RATID 73.00 PCT OF ¢ 1766571,

LOAR $ 1324929,

FINANCING 27. YEMRS 9.625 PCT

REVENUE $ 3.47 PER SQ FT

VACARCY 3.77 PCT OF LEASEABLE

OTR INCOME: ¢ 0. ANNUALLY RUN !

H
H

EQUITY H $ 441443,
H

ANHUAL CASH FLOUS

BUILDING EFFICIENCY (PCT OF G6RDSS)

99.60 PCT100.00 PCT102.92 PCT106.24 PCT109.56 FCT
LOAN TO COST RATIO

70.00 PCT 72.00 PCT 75.00 PCT 78.00 PCT 80.00 PCT

EXPENSE RATES
ANNUAL $/58 FT

$ 0.70 49003. 43340, 32013, J2698. 37676.
s 0.77 44383. 38840, 27813, 2848, 33336.
$ 0.80 42403. 34%40. 25013, 26674, 31476.
$ 0.90 33gel. J0540. 20013, 20650. 25276,
$ 1.00 29203. 24140, 14013, 1462s. 19076,

BREAKEVEN RENTAL RATES
BUILDING EFFICIENCY (PCT OF GROSS)

99.60 PCT100.00 PCT102.92 PCT104.24 PCT109.54 PCT
LOAN TD COST RATIO

70.00 PCT 72.00 PCT 75.00 FCT 78.00 PCY 80.90 PLT

EXPENSE RATES
ANNUAL $/SQ FT

$ 6.70 2.70 2.92 .12 3.1 3.04
$ 0.77 2.97 3.04 3.19 3.18 i.n
$ 0.80 3.00 3.07 3.22 3.2 .14
$ 0.90 3.1 3.17 3.32 3.3 3.35

30



EXHIBIT 5 (Continued)
PRO FORKA CASH FLOU TABLE

SHOPPING CENTER CASE STUDY

FIXED PARAMETERS

SITE
BUILDING
EFFICIENCY

: _ 255698. SQUARE FEET
:
FINANCING : 27. VYEARS 9.625 PCT

60242, SQUARE FEET

REVENUE $ 3.47 PER SQ FT
VACANCY
OTR INCOME: $ 0. AdNUALLY

PAGE

DATE
BLDG

100.00 PCT( 60242, S@ FT)

3.77 PCT DOF LEASEABLE

RUN

ANNUAL CASH FLOUS

LOAN TO COST RATIO

? OF 12

3-11- 79

70,00 PCT 72.00 PCT 75.00 PCT 78.00 PCT 80.00 PCT

EXPENSE RATES
ANNUAL $/5Q FT

$  0.70 agv. 38214,
$  0.77 37674, 33997,
$ 0.0 35867.  32190.
$ 0.9 29842, 26165.
s 1.00 23818. 20141,

BREAKEVEN RENTAL
LOAN

70.00 PCT 72.00 PCT

EXPENSE RATES
ANNUAL $/5Q FT

$ 0.70 2.95 3.0t
$ 0.77 3.02 3.08
$ 0.80 3.05 J.11
$ 0.90 3.16 3.22
$ 1.00 3.26 3.32

32498.
28482.
26674,
206350,

144626,

RATES

27183.

22946.

211359,

13135,

?110.

TO COST RATIO

75.00 PCT 78.00 PFCT

3.21
3.31

J3.42

3.20
3.27
3.31
3. 41

3.5

23506.
19289.
17482.
11438,

5434,

80.00 PCY

31



EXHIBIT 5 (Continued)

PRD FORMA CASH FLOW TABLE

SHOPPING CENTER CASE STUDY

FIXED PARAMETERS

SITE :
BUILDING 3

REVENUE @
VACANCY 3

OTR INCOME:
EXPENSES @

FINANCING

27.YR  9.62PCT
27.YR  9.75PCT
27.YR 10.00PCT
30.YR 10.25PCT

25.YR 9.30PCT

FINANCING
27.YR 9.42 PCT
27.YR 9.75 PCT
27.YR 10,00 PCT
30.YR 10.23 PCT

25.YR 9.50 PCT

$
$ 0.77 PER S@ FT

2554698. SQUARE FEET

60242. SQUARE FEET
EFFICIENCY: 100.00 PCT(

60242. SQ FT)

$ 3J.47 PER SQ@ FT
3.77 PCT OF LEASEABLE

0. ANNUALLY

32

PAGE 10 OF 12
DATE  3-t1- 29
BLDG 1
RUN 1

ANNUAL CASH FLOUS

LOAN TO CDST RATIO

37674,
36350.
334690.
33393.

38717,

33997.
32636,
29899.
29593.

33013.

28482.
27043,
24213.
23894.

272456,

BREAKEVEN RENTAL RATES

3.02
3.04
3.09
3.09

3.04

22966.
21491,
18527,
18195.

21%900.

LOAN TO COST RATIO

- - -

3.08

3.27
3.30
3.35

3.36

19289.
12777.
14736.
143%4.

18196.

3.34
3.36
3.42
3.42

J3.36



EXHIBIT 5 (Continued)
SENSITIVITY TABLE

SHOPPING CENTER CASE STUBY

FIXED PARANETERS PAGE 11 OF 12
SITE t  255698. SQUARE FEET paTE 3-11- 79
BUILDING 560242. SQUARE FEET BLDG 1

EFFICIENCY: 100.00 PCT OF GROSS

LOAN RATIO:  75.00 PCT OF & 1744571,
EQUITY P8 441443,

FINANCING ¢ 27. YEARS 9.625 PCT
REVENUE & 8¢ 3.67 PER SQ FT

VACANCY ¢ 3.77 PCT OF LEASEABLE
PARK/OTHER:  $ 0. ANNUALLY RUN 1
EXPENSES ¢ 8 0.77 PER S@ FT
CONSTRUCTION AND LAND COST 1746371,
CONSTRUCTION INTERIN RATE 10.000 PCT
CONSTRUCTION PERIOD 8 MONTHS
LAND INTERIN RATE IS 0. PCT

EFFECT OF SELECTED CHANGES IN PARAMETERS

PARANETER CHANGE INCREASE IN EFFECT ON
CASH FLOW  CONSTRUCTION

DECREASE CONSTRUCTION COST $ 100,000 $ 11050. ¢ -104179,

DECREASE CONSTRUCTIOM ¢ 1.00 PER SQ FT 6657. -63964.
INCREASE CONSTRUCTION PERIOD 1t NONTH -1198. 11511,
BECREASE CONST AND LAND INTERIN 1 PCT 390. -5673.
DECREASE TOTAL LAND COST BY ¢ 332407, 34594,
INCREASE BUILDING EFFICIENCY t PCT 1644.
INCREASE RENTAL RATE $ .10 PER SQ FT 3797,
DECREASE VACANCY RATE 1PCT 2211.
DECREASE OPERATING RATE §¢ .10 PER S5Q FT 6024.
DECREASE PERNANENT RATE .25PCT 2821.
DECREASE PERMANENT LOAN TERMN BY 1 YEAR -1134.
DECREASE PERMANENT LOAN TERN 3Y 5 YEARS -7252.
DECREASE THE LOAN RATIO BY 5 PERCENT ?192.

EQUIVALENT EFFECT TO YIELD
A $ 3000. INCREASE IM ANNUAL CASH FLOW

DECREASE CONSTRUCTION COSTS BY $ 45249,
DECREASE CONSTRUCTION COST BY ¢ 0.75 PER SQ FT
DECREASE LAND COST (NO INTERIN) BY $ 48045.
DECREASE CONSTRUCTION PERIOD BY 4.2 MONTHS

DECREASE INTERIM INTEREST 3Y 8.47 PCT
INCREASE BUILDING EFFICIENCY BY 3.01 PCT
INCREASE RENT RATE BY $ 0.09 PER SQ FT
DECREASE VACANCY BY 2.26 PCT
DECREASE EXPENSE RATE BY $ 0.08 PER SQ FT
DECREASE PERMANENT RATE BY 0.44 PCT
INCREASE PERMANENT LOAN TERM BY 3.4 YEARS
DECREASE LOAN RATID BY 2.7 PERCENT
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EXHIBIT 6

VALTEST

A DEMONSTRATION PACKET

PREPARED BY

LANDMARK RESEARCH, INC,

MADISON, WISCONSIN

PREPARED FOR

THE REAL ESTATE ANALYSTS NORTHSTAR USERS GROUP

SEPTEMBER 24 AND 25, 1982

COSTA MESA, CALIFORNIA



EXHIBIT 6 (Continued) 35

VALTEST

DEMONSTRATION 1

INPUT ASSUMFTIONS
I R R e )

1. ENTER PROJECT NAME ? J
2. ENTER PROJECTION PERIOD 7 3
3. [0 YOU MANT TO ENTER EFFECTIVE GROSS REVENUE INSTEAD OF NDI7 N
T0 REPEAT PREVIOUS YEAR’S NOI/EGR FOR BAL OF PROJECTION ENTER O
N.O.I. YEAR 17 5000 “
N.0.I. YEAR 27 5000
N.0.I. YEAR 37 6000
N.D.I. YEAR 4% 4000
N.0.I. YEAR 57 2000
4. ACGUISITION COSY: 7 50000
5. IO YOU WANT TO USE STANDARD FINANCING? Y OF N7Y
MHT5. RATIO OR AMODUNT, INT., TERE, NQ FAY/YR 7 .8, .1
6. ENTER RATIU OF IMP ¥1/707TAL VALUE, LIFE OF Ity #17 |
15 THERE A SECDND IMPROVEMENT? Y OR N o
7. DEFRECIATION METHOD, IKFROVEMENT #1 Tt 2
ENTER B.B. Z: * 175
1S PROPERTY SUBSIDIZED HOUSING ¥ Y GR N 7N
IS PROPERTY RESIDENTIAL? Y DR H7 Y
8. IS OUNER A TAXAERLE CORPORATIONT Y BR N ?Y
CORPORATE FEDERAL DRDINARY TAX RATE COULD BE
172 - 48% (1978 LAY, EFFECTIVE 1979)
16X - 467 (1981 LAU, EFFECTIVE 1982)
197 - 461 (198Y LAY, EFFECTIVE 1983 & THEREAFTER)
MAXIMUM CORFORATE CAFITAL GAIN ALTERNATIVE TAX RATE IS 23%

2,
8.

-t )
Gl
-

(PLUS STATE RATE)

ENTER:
1) EFFECTIVE ORLINARY RATE 2) EFFECTIVE ORDINARY RATE (YEAR OF SALE)
7 AL, .46
9. RESALE PRICE (NET OF SALE COSTS) 7 60000
10. IS THERE LENDER PARTICIPATION 7H
11. ENTER OUNER’S AFTEE TAX REINVESTMERT RATE (137 9
12. ENTER GUNEK'S AFTER TaX OFFORTUNITY COST OF EQUITY FUHDS (33?9

FILE = JEAN LANDMARK RESEARCH, INC.



: &
EXHIBIT 6 (Continued) 3

DEMONSTRATION 1 (Cont.)

AFTER TAX CASH FLOW PROJECTIOR
J
DATE 9/14/82

DATA SUMMARY
TR TE TR

ACQUISTN COST: $50,000. RTG. ART.: $49,000.

N0I 15T YR: $5,000. MIG. IaT.: T 12% 0

ORG. EQUITY: $10,000. H1G. TERM: 25. YRS

CT0 1ST YEAR: $-35. DEBT SERVICE 18T YEAR: $3,0335.

WTG. CONST.: .1243849
INP. %1 VALUE: $40,000. INP. #1 LIFE: 13.
INC. TX RATE: 46X
SALE YR RATE: 462 DUNER: CORPORATION

DEFRECIATION IMPROVEMENT #1 = 175X I.B.
RESILENTIAL PROPERTY

LENDER PARTICIFATION: CASH THROU-OFF: NONE REVERSIiG:#: NOHE

ND REPRESENTATION IS MARE THAT THE ASSUMPTIONS PROVIDED BY JEAN
ARE PROPER OR THAT THE CURRENT TAX ESTIMATES USED IN THIS
PROJECTION WILL BE ACCEPTABLE-TD TAXING AUTHORITIES. NO ESTINATE
HAS BEEN MADE OF MININUYM PREFERENCE TAX. CAFITAL £O0S3eS IN YEAR OF
SALE ARE TREATED AS ORDINARY LOSSES (SECTION 1231 PROPERTY) AND
ARE CREDITED AGAINST TAXES PALID AT THE
ORLINARY RATE AT THE TIME OF SALE.

FOR THE PURFOSE OF THE MODIFIED INTERNAL RATE OF RETURN (M.I.R.R.)
CALCULATION, NEGATIVE CASH IN ANY DNE PERIOD IS COVERED

BY A CONTRIBUTION FROM EQUITY IN THAT PERIOD

MI6 INT & . TAX TAXABLE INCOME  AFTER TAX

YEAR NOT  LENDERS % DEP INCOME TAX CasH FLOU
1. 5000. 4783. 4667, -44353. =2049. 1994.
2. 3000. 7351, 4122, 3874, -1783. 1728.
3. 6000. 4713. 3841, -23535. -1084. 20627,
4. 6000. 4685, 3216, -1857. -8e¢%. 1314,
J. 7000, 4620, 2641, =482, =214, 2159,

$29000. $23539. $18488. $-13031., $-5999. $9722.



EXHIBIT 6 (Continued)

DEMONSTRATION 1 (Cont.)

RESALE PRICE:

LESS MIRTGAGE BALANCE:
PROCEZEDS BEFURE TAXES:
LESS LENDER’S X:

NET SALES PROCEELS
BEFDRE TAXES:

RESALE PRICE:

LESS LENDER’S X:

NET RESALE PRICE:
LESS BASIS:

TOTAL GAIN:

EXCESS DEFRECIATION:
CAFITAL GAIN:
ORDINARY GAIN:

TAX ON ORDINARY GAIN:
TAX ON CAFITAL GAIN:
PLUS MORTGAGE BAL:
TOTAL BEDUCTIONS FROM
NET RESALE FRICE:

NET SALES PROCEEDS
AFTER TAX:

IF FPURCHASED AS ABOVE, HELD T YEARS & SOLD FOR
THE MCDIFIED I.R.R. BEFORE TAXES IS
ASSUMING AN AFTER TAX REINVESTMENT RATE OF

$40,000,
$38,261.
$21,739,

$0.

$21,739.

$40,000.
$0.

' $60,000.
$31,512.
$28,483.
$5,155.
$23,333.
$5,155.

SISz Es

$2,371.
$4,533.
$38,261.

$47,164.

20.6487% And AFTER TAXES 135

18T YR BA TAX EG DIV:
AVG DEBT COVER RATIO:

$60,0090.

37

~.0548%
1.1423

19.35695%
9%, AND DPFORTUNITY COS8ST OF 92



EXHIBIT 6 (Continued)

DEMONSTRATION 1 (Cont.)

HORTGAGE AKALYSIS

J
*'tt:t:hl:!:r##'-t'it:it\tftttk?ft:i\
MORT MORT DEBRY
YEAR NOI INT. AMORT SERV DCR
1. 5000. 4785. 270. 5055. .989
2. 5000. 4751. 304, 5055. .98%
3. £000. A713. 343, 5055. 1.187
4, 6000, 4469, 386. 5055. 1.187
5. 7000. 4620. A35. 5055. 1.385
AVG $5,800. 1.147
DISTRIBUTIGN OF CASH THROW-OFF
J
CASH THROU-OFF CASH THROW-DFF  CASH BONYS
YEAR TO0TAL T0 EQUITY 70 LENDER
1. -55. -55. 0.
2. -55. 55, T TTTTTTRQGRL
3. 945, 945, 0.
4, 945, 945, 0.
5. 1945. 1945. 0.
3723. 3723. 0.
RESALE PRICE: $60,000.
LESS MORTGAGE BALANCE: $38,261.
PROCEEDS BEFORE TAXES: $21,739.
LESS LENDER’S X: $0.
NET SALES FROCEEDS
BEFORE TAXES: $21,739.

CASH THROW-OFF = 0X

ITZSZZS=S ===

REVERSION = O

M1G.

BaL.

39730.
324245,
37083.
38697.
38261.

38



EXHIBIT 6 (Continued)

DEMONSTRATION 1 (Cont.)

BEFRECIATION SCHEDULE

Jd
IMFROVEMENT #
- 1731 D.B.
RESIDENTIAL
(222 2RSSR R NEIEIERI L LS
YEAR TAX DEP. S.L. DEP. EXCESS LEP
1. 4566.7 26488.7 2090.0
2. 4122.2 2666.7 1455.6
3. 35641.3 2666.7 974.6
4. 3216.5 266856.7 54%.8
S. 2841.2 2688.7 174.4
SSSS===S T===T=== =—S===sx==
TOTAL 18487.9 13333.3 3134.6

EQUITY ANALYSIS
J
TERRERREFREIREEEE

BEFORE TAX EQUITY BIVIDEND

YR END CASH
YR NOI EQUITY AMOUNT ORG EQ
1. $5,000. $10,325. $-53. ~.0955
2. 3,000, 10,685. -55. =-.0033
3. 6,000. 11,028. 945. <0745
4. 6,006G. 11,414, 9435. 0945
5. 7,000, 11,850, 1,945. 1945

ORIGINAL EDUITY: % 10000

BALARCE
33333.3
31211 .1
273469.8
24353.3
21312.1

RETURN
CUR ta
-.0654
=-.0052
.0634
.0827
<1641

35



4o
EXHIBIT 6 (Continued)

VALTEST

DEMONSTRATION 2

INFUT ASSUMPTIONS
XA SRR ERS EEFELIRE Y

1. ENTER PROJECT NAME ¥ CARDINAL-2
2. ENTER PROJECTION PERIDD 7 5
3. DD YBU UANT TO ENTER EFFECTIVE GROSS REVENUZ INSTEAD OF HOI? N
TO REPEAT PREVIDUS YEAR”S NOI/EGR FOR BAL OF PROJECTION ENTER Q
#.0.1I. YEAR 17 81745 )
N.O.I. YEAR 27 81920
N.O.I. YEAR 3T 98910
N.0.I. YEAR 47 108809
N.0.I. YEAR 37 1194890
4. ACQUISITION COST: ¥ 1007000
3. DG YOU WANT TO USE STANDARD FINANCING? Y OR N7Y
NTG. KRATIOD OR AMOUNT, INT., TERH, KO FAY/YR 7 647000, .1523¢, 30, 12
4. ENTER RATIO OF IMP #1/70TAL VALUE, LIFE OF INF #17 w149, 15
1S THERE A& SECOND INPROVEMENTY Y DR N7 Y
ERTER RATIO OF INP ¥2/T0TAL VALUE, LIFE OF IMP 827 ,781, 15
_ENTER REHABRILITATION TAX CREDIT FOR INP #2: 194625
1S STRUCTURE A CERTIFIED HISTORICAL LANDMARKT Y OR N7Y
7. DEFRECIATION METHOD, IMFROVEMENT #1 7 1
DEPRECIATION METHOD, INFPROVEMINT #2 ® 1
1S PROPERTY SUBSIDIZED HOUSINE ? Y OR N A
1S FROFERTY RESIDENTIAL? Y OR N7 Y
8. IS DUNER A TAXABLE CORPORATION? Y OR N TN
THE MAXIMUM FEDERAL INDIVIBUAL ORDINARY RATE COULD BE:
70% (PRE-1981 LAl
501 €1981 LAY, EFFECTIVE 1982)

(PLUS STATE RATE)

ENTER:
1} EFFECTIVE ORDINARY RATE 2) EFFECTIVE ORDINARY RATE (YEAR OF SALE)
? .5, .5
9. RESALE PRICE ¢(NET BF SALE €OSTS) 7 12587350
10. IS5 THERE LENDER FARTICIPATION 7N
11. ENTER DUNER'S AFTER TAX RCINVESTHMENY RATE (X)7? 11
12. ENTER OWNER'S AFTER TAX OFPORTUKITY COST OF EQUITY FUNDS (X)? 11

FILE = CARD2A LANDMARK RESEARCH, INC.
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EXHIBIT 6 (Continued)

DEMONSTRATION 2 (Cont.)

AFTER TaX CASH FLUQ PROJECTIOGN
CARDINAL-2
DATE 9/14/82

DATA SURMARY
(ZE LRI RE S SR L

ACQUISTN COST: $1,007,000. NTG. ANT.: $647,000.

NOI 1ST YR: $81,745,  MTG. INT.: 15.236%

ORG. EQUITY: $360,000. H76. TER#: 30. YRS

CT8 15T YEAR: $-17,893. DEBT SERVICE 1ST YEAR: $97,638.

NTG. CONST.: .15400037
IXP. ®1 VALUE:  $150,043. INP. %1 LIFE: 15.
IHP. ¥2 VALUE: $766,467. Inp. #2 LIFE: 15.
INC. TX RATE: 50X )
SALE YR RATE: 50X QUNER: INDIVIDUAL

DEFRECIATION IMFROVEMENT #1
DEFRECIATION IMPROVEMENT %2
RESIDENTIAL PROPERTY
CERTIFIED HISTORICAL STRUCTURE

LENDER PARTICIPATION: CASH THROW-OFF: NONE REVERSION: NOKE

STRAIGHT LINE
STRAIGHT LIKNE

NO REFRESENTATION 1S MADE THAT THE ASSUMPTIONS PROVIDED BY JEAN
ARE PROPER OR THAT THE CURRENT TAX ESTIMATES USEDR IN THIS
PROJECTION WILL BE ACCEPTABLE TD TAXING AUTHORITIES. NO ESTIMATE
HAS BEEN MADE OF MININUM PREFERENCE TaX. CAPITAL LOSSES IN YEAR OF
SALE ARE TREATED AS ORDBINARY LOSSES (SECTION 1231 PROPERTY) AND
ARE CREDITED AGAINST TAXES PAID AT ) - THE
ORDINARY RATE AT THE TINE OF SALE.

FOR THE PURFPOSE OF THE MODIFIED INTERNAL RATE OF RETURN (M.I.R.R.)
CALCULATION, NEGATIVE CASH IN ANY ONE PERIOD IS COVERED

BY & CONTRIBUTION FRON EQUITY IN THAT PERIOD

HTG INT 2 TaX TAXABLE INCONE  AFTER TAX

YEAR NCI LENDERS % BEP INCOME TAX CASH FLOW
1. 817445, 98500. 62434, -79190. ~234221. 218328.

2. 81920. ?8313. 62434, -78828. -394135. 21457,

3. 98%910. $8097. 62434, -614622., -30312. 30084.

L 108800. 97845, 62434, -514E0. =23741. 34902.

S. 119489. 97552, 62424. -40307. -20154. 49196,

$491055. $490307. $312170.  €-3i1427, $-352343. $345207

Tl e

NOTE: 1ST YEAF'S TAX REDRUCED MY $194,&20. FOE TAY CRELIT (IMF D)

“al



EXHIBIT 6 (Continued)

DEMONSTRATION 2 (Cont.)

RESALE PRICE:

LESS MORTGAGE BALANCE:
PROCEEDS BEFQRE TAXES:

LESS LENDER’S I:
NET SaLES FROCEERS
BEFORE TAXES:

RESALE PRICE:

LESS LENDER-S X:

NET RESALE PRICE:
LESS BASIS:

TOTAL GAIN:

EXCESS DEFRECIATION:
CAFITAL GAHIN:
DRDINARY GAIN:

TAX ON DRDINARY GAIN:
TARX BN CAFITAL GAIN:
PLUS MORTGAGE BAL:
TOTAL DEDUCTIONS FROM
NET RESALE PRICE:

NET SALES PROCEEDS
AFTER TAX:

IF PURCHASED AS ABOVE

ASSUMING AN AFTER 14X

, HELD
THE MODIFIED I1.R.R. BEFORE TAXES IS

$1,258.750.
$439,115.
$619,435.
$9.

$419,435.

SES ;=SS

$1,258,750.
$G.
$1,258,750.
$494,830.
$563,920.
$0.
$563,920.
$0.

$0.
$112,784.
$4639,115.

$751,899.

$504,851.

S=EFsS=zz=x=o==s=

REINVESTMENT RATE OF

15T YR B4 TAX EQ DIV
AVE DEBT COVER RATIO:

S YEARS & SCLD FOR $1,258,75¢.
10.5003% AND AFTER TAXES IS 22.2744%
114, AND OFPPORTUNITY COSTY OF

42

-4.7793%
. 9857

i1



EXHIBIT 6 (Continued)
DEMONSTRATION 2 (Cont.)

RISTRIEUTION GF CASH THRGU-OFF
CARDINAL-2

CASE TERECE-OFF

CASH THROU-OFF

CASH BONUS

YEAR TCTAL - TO BOUITY T0 LEKIER
1. -17E%3. -17893. 0.
2. -17718. -17718. 0.
3. -728. ~-728. 0.
4. 9162, 9182, Q.
3. 20042. 20042, a.
~7136. -7136. Q.
RESALE PRICE: $1,258,750.
LESS -MORTGAGE BALANCE: $639,115.
FROCEEDS BEFORE TAXES: $619,635.
LESS LENLER’S Z: $C.
NET SALES PROCEEDS
EIFQRE TAXES: $619,635.
CASH THROW-OFF = 0X REVERSION = 02
KORTGAGE ANALYSIS
CARDINAL-2
Z R E XTI R RS IR
HORT MORT 1 33:21
YEAR NCI INT. AHGRT SERV LR
1. 81745, 98500, 113¢%. 9%:536. 820
2. 81920. 98313. 1325, 99¢3€E. .822
3. 98910. 960%7. 1541, 99638. 993
4. 108800. 978435, 1793. 99638. 1.9092
3. 1194E0. 97352, 2¢Ec. $9638. 1.201
AVh $55,211. .%ts
EQUITY AKALYSIS

Yk

L o e N e
" . -

11 NG T3

NOI

$81,745.
81,920,
98,910.
10E,80%.
119, 8EC.

EGUITY: ¢

CARLINAL-D
EALRIPEL ARG A NN L

BEFORE TaX EQUITY DIVIDEND

YR END
EQUITY
$37¢,032.
3°E, 075,
453,345,
402,132,
4(£,224,

-

oo,

4HCUNT ORG EQ
17,893, -.0457
-17,718. -.G492
-F2B. -.GH20
$.1e2.  .02%
20,042, L0557

CASH RETURN
Cue
-.0472
-.04439
-.¢i'8
B R 3
.C45e

43

MIEC.

Eal.
6453Es1.
644537,
6429%C.
641222,

635115,



EXHIBIT 6 (Continued)

DEMONSTRATION 2 (Cont.)

DEPRECIATICN SCHEBULE
CARDINAL-2
INFROVEMENT # 1
STRAIGHT LINE
RESIDERTIAL

(TS EESEEE RS ERS EES £

YEAR TAX DEFP. S.L. DEP. EXCESS
1. 10002.9 10002.9
2. 10002.9 10002.9
3. 10¢02.9 16002.9
4. 10062.9 1¢oc2.
3. 10002.9 10002.9
SUB-TOTAL 50014.3 50014.3

BEPRECIATION SCHEDULE
CARDINAL-2
INPROVEHKENT & 2
STRAIGHT LINE
RESIDENTIAL
L2222 EEEEMIEZRESEE LSS EHS

YEAR Tax DEF. S.L. DEP. EXCESS
1. 52431.1 52431.1
2. 52431.1 52431 .1
3. 32431.1 32431.1
4. 324311 5243:.1
3. 52431.1 52431 .1
SUE-TOTAL 262155.7 242155.7

R

per
=Q
.0
-0

TOTAL 3121760 121764 o

BALANCE
140040 .1
130037.3
120024.4
110531.5
100926.7

BALAKCE
734035.9
681404.7
629173.6
5746742.3
G24311.3

Ll
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EXHIBIT 6 (Continued)
VALTEST - DEMONSTRATION 3 45

INFUT ASSUNFTIONS
TERFAERERTRA LA £ 044

ENTER FROJECT NAME 7 SELL AT LOSS TEST
ENTER FROJECTION PERIOD 7 3

. D0 YDU UANT TO ENTER EFFECTIVE GROSS REVENUE INSTEAL OF NOIW Y

T0 REFEAT FREVICUS YEAR'S NOI/ZEGR FOR BAL OF PROJECTION ENTER O

EFFECTIVE GROSS REYENUE YEAR 1% 13800
EFFECTIVE GRDS5S REVENUE YEAR 27 14210
EFFECTIVE GRGSS REVENUE YEAR 37 1090

EFFECTIVE GRCS5S REVENUE YEAR 47 13080
EFFECTIVE GRCSS REVENUE YEAR 57 13330

VAR OF EXPENSE (X) YEAR 17 4
VAR OF EXFENSE (X) YEAR 27 §
VAR OP EXFENSE (%) YEAR 37 0

FIXED OF EXPENSE YEAR 17 3709
FIKED OF EXFENSE YEAR 27 3920
FIXED OP EXFENSE YEARR 37 4160
FIXED OF EXFENSE YEAR 47 4410
FIXED OF EXPENSE YEAR 37 4670
ACDUISITION COST: 7 46000
B0 YOU WANT 10 USE STANBARD FINARCING? Y QR N3Y
¥TG. RATIB OR AMOUNT, INT., TERE, ND PAY/YR ? 49300, .18, 235, 12
ENTER RATIO OF IMP RI/TDTAL VALBE, LIFE OF IMF #17 .29, 15
IS THERE A SECOND IMPROVEMENT? Y OR N7 Y
ENTER RATIO OF IMP M2/TOTAL VALUE, LIFE OF IMF H2? .55, 15
ENTER REHABILITATION TAX CREDIT FOR IMF H2: 9075
IS STRUCTURE A CERTIFIEL HISTORICAL LANL®ARET Y OR N?7 *
BEFRECIATION METHOD, IMFROVEKENT #1 7 2 -
ENTER B.E. %: 7 125%*
DEPRECIATION METHOD, IMPROVEMENT #2 7 2
ENTER D.B. 22 ? 1725% *For lllustrative
1S PROFERTY SUBSIDIZED HOUSING 7 Y DR N N Purposes Only
1S PROFERTY RESIDENTIAL? Y DR o7 N
IS DUNER A VTAXABLE CORPORATICR? Y GR N 7%
CORFORATE FEBERAL ORDBIKARY TAX RATE COULD BE @
17% - 452 (1978 Lau, EFFECTIVE Y929)
161 - 45% (1981 LAY, EFFECTIVE 1931
15% - 441 (19BY Lau, EFFECTIVE 1983 § THEREAFIER:
HAXIHUM CORFORATE CAFITAL GAIN ALTERNATIVE TAX RATE 1S5 28X

(PLUS STATE RATE)

ENTER:

1) EFFECTIVE ORDINARY RATE 23 EFFECTIVE QRIINARY RATE (VERE OF SALEY
4, .4

RECALE FRICE (NZ1 OF S4LE CLSTS ® 60005

10. 1S THERE LEMLE® PARTILIFATION 7

!

12

ENTER CASH THRCU-OFF (R, FROCELDE FIFJRY TAXEES (XY: 5, 5
. ESTER QUNEF 'S ARFTER TAY REINVISTRINT Fa.F 3.7
. ERTER OWNIR'S RFTEZE TAw OFPORETUNITY LOZY QOF EOQUITY Fusos (L.~ ¢

B

SALTESTH4 LANDMARK RESEARCH,

NC.



EXHIBIT 6 (Continued) L6

DEMONSTRATION 3 (Cont.)

"DATA SUMMARY
L A RN R L X

ACQUISTN COST: §6¢£,000. #iG. ART.: $49,500.

NOI 157 YR: $9,272. Hic., INT.: 18%

ORG. EDUITY: $16,3060. BI16. TER#H: 25. YRS

€18 157 YEAR: $258. DEET SERVILE 1ST YEAR: $7,014,

MYG. CONST.: .1820916
IWF. ®1 VALUE: $156,500. IKP. %1 LIFE: 15,
INF. #2 VALUE: $36,300, IXP, #2 LIFE: 15,
INC. TX RATE: 40X '

SALE YR RATE: 402 OUNER: CORFORATION

DEFRECIATION IMFROVEMENT #1 @ 31737 D.B.

DEFRECIATION IMFROVEMENT #2 ¢ 178X L.BH.

NON-RESIDENTIAL FROFERTY

CERTIFIED WISTORICAL STRUCTURE

LENDER PARTICIPATION: CASH THROU-OFF: 5% REVERSION: 35X

NO REFRESENTATION IS MADE THAT THE ASSUMFTIENS PROVIDEL BY JEAH
ARE PROFER OR THAT THE CURRENT TAX ESTIMATES USED IN THIS
PROJECTION WILL BE ACCEPTABLE TO TAXING AUTHORITIES. NO ESTINATE
HAS BEEN MADE OF MINIMUM PREFERENCE TAX. CAPITAL LOZSSES iN YEAR OF
SALE ARE TREATED AS ORDINARY LOSEES (SECTION 1231 PROFERTY) ANE
ARE CREDITED AGAINST TAXES PAID A7 THE
ORDINARY RATE AT THE TIME OF SALE.

FOR THE PURFOSE OF THE MODIFIED INTERMNAL RATE OF RETURN (M.I.R.R.)
CALCULATION, NEGATIVE CASH IN ANY ONE PERIGD IS COVERED

BY A CONTRIBUTION FROM EQUITY IN THAT PERIGE

HTIG INT & TAX TAXAEBLE INCONE  AFTER TAX

YEAR NDI LENDERS X BEF INCCME TAX CASHE FLOU
1. 272, B914, 8160, -3803. -11397. 11643.

2. 9580. 8907. 5441, -4770. -1509. 2442,

3. -3210. 8853. 4847, -16870. -674¢9. =3475.

4. 9216, BB8ss. 424¢., -3197. -1280. 2135,

S. 10084. 8837. 37530, -25305. -1¢03. 209,

£35641., $44377, $24404, $-331145. $-22338. $13771.

NOTE: 18T YEAR S TAY REDGCED Er $9,070. FOUR T CREDIT (1R HI:



EXHIBIT 6 {Continued)

DEMONSTRATION 3 (Cont.)

k7

RESALE PRICE: $50,000. 1ST YR B4 TAX EQ DIV:  1.483i1
LESS MORTGAGE BALANCE: $48,670. AVG DEET COVER RATIO: L7908
PROCEELS BEFORE TAXES: $11,3306. AVG DEFAULT RATIO:  1.1581
LESS LENDER’S X: $547.

NET SALES FROCEEDS

BEFORE TAXES: $10,744.

RESALE PRICE: $60,000.

LESS LENDER’S Xt $567.

NET RESALE PRICE: $59,433.

LESS BASIS: $41,595.

TOTAL GAIN: $17,838.

TaX DEFRECIATION: $24,4C4.

CAPITAL GAIN: $C.

ORDINARY GAIN: $17,838.

TAX DN ORDINARY GAIN: $7,135.

TAX ON CAPITAL GAIN: $0.

PLUS MDRTGAGE BAL: $43,670.

TOTAL DEDUCTIONS FROM

NET RESALE PRICE: $55,805.

NET SALES PROCEEDS

AFTER TAX: $3,429.

IF PURCHASED RS ABODVE, HELD 5 YEARS & SOLD FOR $60,000.

THE HODIFIED I.K.R. BEFORE TAXES IS -12.4777% AND AFTER TAXES IS

ASSUMING AN AFTER TAX REINVESTHENT RATE GF

5.4251%
9%, AND UPFORTUALTY CUST OF vi



EXHIBIT 6 (Continued)

DEMONSTRATION 3 {Cont.)

DISTRIBUTION OF CASH THRGU-OFF

CASH THROU-OFF

YEAR 1074
1. 258.
2. 566,
3. -12224.
4. 902.
G. 1970,

9427,

RESALE FRICE:

LESS MURTBAGE BALANLE:
PROCEELS BEFORE TAXEE:
LESS LENEER'S %3

NET SALES PROCEEDS
BEFORE TAXES:

CASH THRZU-OFF = 5%

SELL AT LOS5 TEST

CASH THROU-OFF  CASH BONU3

16 EQUITY T0 LENDER
4. 7 7 s,
533. 28,
-12224, 0.
857, 45.
1016, 53.
-9557. 140,
$60,000.
%43,470.
$11,330.
3547,
$10,764.

REVERSION = 9%

EQUITY ANALYSIS
Scil AT LBSE Te&+
AETEERITERTRF LR E g

BEFORE TAX EQUITY DIVIDEND

YR END CASH RETLRN
YK NDI EQUITY AMDUNT ORG Ed  CUR EG
1. $9,272. $16,613. $246. .0149 G143
2. 9,580. 16,747, 533.  .0326  .G321
3. -3,210. 29,131, -12,224. -.74GE -.A196
A, 5,918, 29,324, B57. L0520  .0292
5. 10,084, 29,554. 1,016, .061s  .0244

ORIGINAL EGUITY: & 15300
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EXHIBIT 6 (Continued)

DEMONSTRATION 3 (Cont.)

MORTSASE ANALYSIS
SELL AT LCSS TEST
(222 R AR SRR ER AR NES

MORY HGRT DERT HIG. BEFAULTY

YEAR NDI INT. ANDRT SERV BER BaL. RATIO
1. 9272. 8901, 113. FoiA, {.029 45387. .51
2. 9580, 8679, 135, 9014, 1.043 49233. RLY
3. -321¢. BBS3. 161. F014. -.3568 A5092. 13.224
4. 914, gg2t. 192. 9014, 1.1090 48900. <7430
3. 100E4. B7B4. 230. 9014, 1.11% 48679, .93
AVEG $7,12E. A% 1.158

REVENUE AND EXPENSE REPORT
SELL AT LOSS TEST
DATE /14722
FATRASEE IR 4R FER 00T e 24t 1R b g

YEAR EFF GROSS REV % RATE I VAR OF. $ FIXED oF NG I
1. $13,800. 6.% $528. $3,700. $9,272.
2. $14,210. 5.% $711. $3,920. $9,58G.
3. $1,060. 5.% $50. $4,1690. §-3,21G.
4. $15,080. 5.% $754. $4,410. $5,51¢.
5. $15,530. 5.% $777. $4,67G. $13,084.

$59,620. $3,119. $30,34¢. $35,641.



EXHIBIT 6 (Continued)

DEMONSTRATION 3 (Cont.)

PEFRECIATION SCHEDULE
SELL AT LTSS TEST
IHERQUZMINT & 1
1733 I.38.
NCN-RESIDENTIAL
FEEREEAL I ER L PSRBT

YEAR TAX DEP, S.L. DEP. TAX DEP
1. 1925.60 1100.9 1935.0
2. 170¢.4 1100.0 1700.4
3. i502.9 1100.0 1302.0
&, 1325.8 11€0.0 13ls.8
3. 1172.¢ 1106.¢ 1172.0

SUB-T0TAL 7626.3 S50, 0 7626.3

BEFRECIATICN SCHEDULE
SEiL AT LOSS TEET
IMFROVERENT R 2
1757 T.h.
NOW-RESIDENTIAL
L2 XSRS AT SRS RE RS2 X 2

YEAR TAX DEF. S.L. BEF. Tax LEP

1. £235.0 24%¢.¢C 4333.0
2. 3745.9 242G .0 3742.9
3. 3304.5 242¢.0 3304.5
4, 2%1%9.¢ 242¢.0 291%9.9
S. 2578.4 247500 2578.4
SUE-TOTAL 16777.8 12i00.0 16777.8

TOTAL 24404.0 17608.0 244v4.0

50

BALANCE
14373.9
12374.6
11372.5
14 .8

Ee"3.7

BALAHCE
I2555.0
25324.1
35319.6
22100.7
".:‘.’)'7 e

TG ana e a



I.

REAL ESTATE FEASIBILITY

Prqsentéd By

Professor James A. Graaskamp,‘Ph.D., CRE; SREA

Wisconsin School of Business
SIXTH HOUR
REAL ESTATE MARKETING REDEFINED

BASIC CONCEPTS AND MODELS

A,

In a price economy cash solvency begins with cash
revenue which in turn requires a consumer willing to
spend in his own self-interest. Real estate project
cash flows, growth in investment value, and all
related premises of leverage, arbitrage, etc.,
presume some level of monopoly to avoid competition
and exploit spatial inertia.

Free enterprise is the art of creating your own
monopoly at appropriate points in time.

1.

For products, monopoly requires control of raw
material, design, services, and marketing
channels.

For services, monopoly requires behavioral
conditioning of consumer.

Real estate is both product and service.

Timing is concerned with a supply cycle and
behavioral and demographic evolution.

Complexities require reduction of marketing
perspective to very selected segments and time
frames (market gaps and windows) which can be
modeled.

Segmentation in both market reseérch and
merchandising to achieve monopoly reflect the
following concepts:

1-

Market studies are of the aggregate,
uncontrollable variables and forces in longer
time series within which the real estate
enterprise must find opportunities for
customers,



Merchandising studies are primary research of
controllable variables in abbreviated time
series with which the real estate enterprise can
best operate within the sea of uncontrollable
variables to capture opportunities.

Market research is a process of disaggregation
from secondary data to refined segments which
scale a subset of the population who may
represent a merchandising opportunity.
Merchandising research is concerned with how to
capture some part of that opportunity with a
buy/sell transaction.

Positioning is the strategic selection and
tactical implementation of controllable
variables to achieve enterprise goals within
uncontrollable market trends. Positioning
starts with a "P" because the ultimate research
product is concerned with:

a. Premise for monopoly at the margin

b. Profile of prospect and supply segments
within population (absorption rate)

¢. Profile of political power segments within
permit process

d. Psychology of the transactional decision to
spend or vote ‘

e. Product and service standards

f. Product and service differentiation

g. Product and service pricing

h. Pene?ration into prospect profiles (capture
rate

i. Pace and phasing of production

j. Promotional and motivational channels

Positioning at the strategic level is the sum
total of decisions made to exploit aggregate
opportunities and to avoid aggregate adverse
factors or potentials indicated by data on
effective demand and categories of supply. The
subject areas of analysis are listed in number 4
but the abstraction level of data is not
malleable by the decision maker. His enterprise
can be maneuvered within these larger force
fields.



6. Positioning at the tactical level is concerned
with all the detail of controllable variables
within the subject areas listed in number 4, but
the decision maker ‘can specify the exact form
these elements will play in his enterprise. In
short, positioning is the objective of decisions
made and the questions addressed in market and
merchandising research.

7. Thus the concept of segmentation also operates
on two levels, the disaggregation of aggregate
data, and the differentiation of product mix and
promotion codes of merchandising.

8. Because the research objectives listed in number
4 require integration of market data and
merchandising data within models which share
certain premises and hypotheses, it follows that
the seminar must also recognize and maintain
these links to the final questions or decisions
to be resolved in a land use decision, ‘

Collective users operate politically to protect
their perception of a real estate decision impact on
their cash revenues, expenses, and future net worth.
For purposes of favorably influencing the voting
transaction (which can occur explicitly or
implicitly) it is necessary to understand the
political options available to various segments of
collective consumers with a presumed vested interest
in an enterprise decision.

Contiguous property owners

Organized neighborhood - tenant associations
Constituencies sharing common interests, such as
age, school children, religion, professions,
etc.

Community power structure and media bias.
Formal political district boards and councils
Public agencies regulating community
infrastructure

. Public agencies regulating financial
institutions

WHN =
L] e L]

-~ ou

Most feasibility cases require the analyst to create
his own models with which to structure the data
available and the data which must be researched.



Remember, models organize the analyst, the
report, and the client.

a, Models explain what you are going to do.

b. Models make relationships and key
assumptions explicit.

¢c. Models permit clients to understand logic
of conclusions and to test their own set of
assumptions.

A market research model should be careful to
recognize:

a. What are the questions?

b. What data is available - which is relevant?

c. What theory is available to focus data on
the questions?

d. How will the results be communicated?

e. What are the abilities of the analyst?

f. What is the cost/benefit ratio between the
model method and the question?

Markei data models use aggregate data, secondary
information, the easy to acquire data from
census tracts, traffic counts, building permits,
and so on. It is useful to scale the size of
the market potential of the opportunity area,
but by itself aggregate market data is
relatively unimportant to the success of most
projects.

a. Absorption rates apply to aggregate market
data to determine the total size or amount
of market activity in terms of how many lots
were sold, how many apartments in a rental
rage were newly rented, or how many square
feet of leased office space were occupied.

Merchandising data models are generally primary
information generated by the analyst about
specific competitive projects and specific user
groups which will permit an estimate of what
percentage of the opportunity group can be
captured for a specific project.



5

a. Capture rates are the product of merchandise
research and are the ratio of the total
opportunity potential which might be secured
for a project or must be secured to achieve
financlal goals. The capture rate will
reflect a careful judgment of product mix,
amenities, pricing, and timing.

A flow chart of the market research process is
provided in Exhibit 1.

Alternative purposes of primary market research

1.

To establish ratios for disaggregation of
secondary data to focus on specific subsets or
segments of the market (to scale market
opportunity).

To profile consumer demographics, motivations,
and dissatisfactions in comparable projects.

To profile fears of segments of collective users
within a political coalition.

To survey professionals who serve ultimate
consumers to identify trends in terms of office
layouts, technical support systems required,
financing, or motivations for future use
conversions,

To generate a definition of the competitive
standard for comparable projects.

To discover the competitive edge in terms of
site/product/service/advertising to insulate
project from direct price comparison shopping
and competition.

Recognition of real estate as a subcomponent within
a larger physical and behavioral system,

1.

2.

To contribute to the efficiency of the activity
housed.

To contribute to the security of the
establishment housed.

To reduce anxiety and stress of occupants
housed.
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4, To enhance the public and self-image of the
cccupant.

Focusing on monopolistic merchandising targets.

.1+ Correctly rééoghizing the space-~time product.

2. Correctly identifying who signs the check.

3. Correctly discovering what motivates the
signature.

4. Providing acceptable justification for signing
the check.

5. Phasing the project to fit the pace of the
target group.

Combination of all elements relating to a site, in
search of a use can then be integrated with
financial analysis in a logic to screen alternative
uses as suggested in Exhibit 2.

Consider Exhibit 3 as a simple market model to
define the size of an opportunity area in a selected
county for elderly persons requiring residential
care units,

1. Note that primary survey research is needed to
create ratios with which to disaggregate
secondary market data (i.e., census statistics).

2. Notice use of graphics to communicate complex
process and data, ala Hayes.
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Market data provides a measure of potential scale of a
market opportunity; the most important aspect of market
analysis is forecasting the degree of market penetration or
capture rate of specific development.

A. To reduce aggregate market data to a merchandising
hypothesis, the first clue to segmentation may be found
in correctly understanding the essence of buyer
motivation or of the activity to be housed.

1. Retailing is a break point for goods (a warehouse
grocery), or a service industry, or a theater using
lighting, staging, and mood to reinforce a role
played by the buyer.

2. A restaurant may be to provide a quick food break

(high turnover, pedestrian flow, conditioned
ordering), or to provide recreational entertainment
and consumption of an evening, or to provide a

staging for business, social, or publicity roles.

3. A motel for transients, for resorts, or for
terminal traffic uses all of its facilities and
location to sell a "room-night" of occupancy

because that is an 807% gross margin. Anything done
after that is justified by 1its contribution to
"room-night" sales or its reduction of average cost
to capture a customer per "room-night."

4. The revenue unit may be related to the method of
measuring profit of the project in question such as
per acre, per camper pad, per event, per front foot
of shoreline, per s8tool or table, etc., not to
mention sq. fr., per frame at a bowling alley or
per tennis court hours, or per hour of ice time.

5. Sometimes the prospect is identified by who really

signs the check for a particular type of real
estate.

a. The salesman or the management paying his
travel costs

b. The doctor or the clinic

C. The district manager or the corporate real
egstate manager

d. The ticket buyer or the promoter

e. The bowling league, team business manager,
travel agency tour guide
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6. The market segménc may De defined initially by tnhe
source for a prospective user list - people who
share a common address, hobby, professional
specialty or some other identifier.

a. A reverse directory or criss-cross telephone
book ’

b. Ruilding directories of comparables

c. Mailing lists of specialty publications

d. License number spotting

e. Guest registers

f. Charge account mailing addresses

The objective of these approaches, revenue unit, the
decision maker, the prospect list source, is to segment
the user market to a specific and relatively small

group of potential customers who can be surveyved to
generate original and relevant information about their
space needs and motivations. tnlike most consumer
markets, the number of prospects is always low; think
smalil!

s
.

Real estate is a series of micro-markets. A 24-
unit building with one, two, tnree bedroom units
hag at least three sub-markets.

2. A 24~unit building is a $300,000 enterprise withn a

$75,000 gross sales potential from only 24
customers!

Consider alternatives for segmentation of macro market
models in Exhibit & using a branch diagram and

definitions of detached family housing unit consumers
in Exhibit §.

The ratio sought by the survey follow a precise
reduction pattern:

i. How many will consider moving?

2. Of those, how many would consider staying in town?

3. Of those, how many would consider an apartment?

4. Of those remaining, who would consider an apartment
in town, now many would consider a gspecific
location?

5. Notice the reduction process defines a subset of

the elderly market - a micro-market.
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II.

III.

VII.

VIII.

EXHIBIT 5
14

r
POTENTIAL MARKET SEGMENTS

Singles — Unmarried, active, mobile, many interests, entertain
informally, few financial burdens, recreation oriented. 'Buy
basic furniture, basic kitchen equipment, cars, stereos, and
vacations.

Young Marrieds, #1 — Young couple, working wife, entertain
informally, amateur gardeners, planning on family. Better off
financially than they will be in the "family formation" future.
Buy durables — cars, kitchen equipment, furniture, and
vacations. Rate housing as a need for-more living space.

Young Marrieds, #2 — Discretionary income available, deferring
family, active, entertain informally and often, some formal
entertaining, independent, dual-person working household, do-it-
yourself buffs, sports car. Rate housing as an investment.

Compact Family/Move Down —— Discretionary income available,
interested in no maintenance, informal living, some formal
entertainrent. Away from home often, occasional visits from
family or guests, focus on both active and passive recreationm.

Divorcees/With Children —— Family oriented activity, limited
entertainment, informal lifestyle, limited maintenance.

Full Nest, #1 — Home purchasiag at its peak, even though liquid
assets are low. Dissatisfied with financial position, and amount
of money saved. Comnscious of monthly payments, family activities.
Unemployed female with numerous interests, mostly child oriented.
Lifestyle is casual and informal. Interested in new products,
buy washers, dryers, T.V.'s, baby food, dolls, wagons, etc.

Full Nest, #2 -~ Family move-up ﬁarket, as financial position
gets better, some wives work. Interested in larger sized
packages. The most price/size sensitive group.

Established Family —-- Making monthly payment comfortably, some
discretionary income as more wives work, approaching peak of

economic and social lifestyle curve, some formal entertaining,
older children and teenagers, many interests.

Luxury Families — Have arrived, tremendous discretionary income,
very formal house, don't entertain often, but when they do, it's
formal, dine out often, no maintenance, privacy mandatory.




X.

XI.

XII.

EXHIBIT 5 (Continued)

Empty Nester — Home ownership at its peak, more satisfied with
financial position. Small or no debt. TFamily is often away
from home, occasional visits from family. Mobile in attitude,
but permanent in residence, near grandchildren, miany hobbies,
one child in college, one or two children married, self-
sufficient couple.

Active Retired — Still working two or three days per week,
active either socially or politically in community or church
sffairs, gelf-sufficient, many hours away from home, do not
entertain cften, but when they do, it's semi-formal. Winter/
summer residences, Likely to sell home before retirement.

Retired —— Drastic cut in income, dependent, limited activities
outside community. Winter/summer residences.

15
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Each of these ratios suggests a specific calculation or
pernhaps a short table of statistics. The specific
titie on the table of data and its sub-columns should
be written before the questions are drafted and the

ccllection of data begun. Notice the research begins
with careful definition of the questions to be
answered. All answers become relevant and all
unnecessary questions are avoided. These types of

questions depend on knowing the precise character of
secondary data available to which the ratios must be
applied in the systematic model devisged for the
problem.

i. Confine vocabulary to basic 1000 words; avoid
lingo.

2. Structure questions to permit check~off, or
branching to set up subsets. (See Exhibit 6 .)

3. Always test the questionnaire on half a dozen
prospects or friends to reveal misunderstandings
before using on the market.

4. Questions may take different formats. (See
Exhibit 6 .)

The second type of question is generally attempting to

measure either anxieties or preferences. Both are
dangerous survey areas for amateurs as well as
professionals and it is often cheaper to gsubcontract
these particular functions to consumer research
specialists. Nevertheless, a little common sense can
generate considerable useful information on ‘the

competitive edge.

1. Probe for dissatisfaction with exigsting space or
life style.

2. Probe for anxieties about uncontrollable trends and
events.

3. Probe for desired social structure ties, real or
imagined.



EXHIBIT 6 17
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Fm il
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LI 450 . 3100 t» l’..!. 3123
TT¢50 te L.3. 373 3125 te 150
4T3 te L2, 810 :nrc'.m",g
v
Did you owm. or reat the hause?
own —fent
Y
Did you rent a roos , a f12% or Zloo, or entilTe
soose?
room _ flatfflser atite

.mmmu'wp-;em:_,i:dx_z

wiilities but not telegkone? $

__L.7. $30 4100 e L.7. 5125
450t LT, 873 3125 % 150
Y T 475 te L., $300 __ soce thas 3

Now I'd like to a3k you acme gemeral queations adok$ your anum te aeve
4o tials apartaeat.

7. Zow €44 you £irst fiad cut adout them??

— n’ilz ) —_ u:-x:n;cr
— Iriends - Tadis
— CRUrSE talsvision

How important are the following items to vou?

Very Somewhat Somewhat et
Important Important Indifferent Unimportant Iomcrtant
Private Balconies () () ) () {
or patios
Laurdry facilities () () () (3 ()
in each building
Washer/dryer connecticn () () () () ()
in your apartment
Extra storagc space ) (G| () (G )
More than 1 bath ) () (G ) (2
Carpeted stairways & () () R ¢) {

hallways in common
areas of apt. bldyg.
{(Areas shared by all residents)

Master T.V. Antenna () () () () ()
Systen .
Children's day care () {) ) () (3}

center ard/or
nursery school necarby



EXHIBIT 6 (Continued) 18

14, What type of bullding features would you prefer in the layout of the condominium

unit? (chcose only one of each of the following sets of altsrnatives)

{ ) Two bedrooms with larger living area or/
{ ) Three bedrooms

-— - @ - aE—. eEEn —— - -—— - -y e S

) Three bedrooms, or/
Four bedrooms, or/

)
) Large master bedroom and two k-bed bunk rooms

) Two-story living room with inside balcony, or/
) Living room with beamed cathedral ceiling
)
)

Full dining room, or
Dining "L'" plus family-sized kitchen

- amr onw e e e cemm—— ame—

)} Sundeck balcony for living room or/
) Outdoor patio at ground level

Walk-in closets in each room or/
Large work room plus laundry room in each unit £ standard closets

One car garage attached to unit or/

Two car garage in group parking complex, or/
Carport and lower price

)

)

)

)

Rl

) Central air conditioning or/
; Woodburning masonry fireplace or/
)
)
)
)
)

Gas-log fireplace and window air conditioning unit

Contemporary natural decor with wood and rock materials, or/
Maintenance-free modern masoary and aluminum exteriors, or/
Well styled colonial detailing

Extensive outsice landscaping, or/
More floor space in each room
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real estate analyst can choose between systematic

telephone interviews, direct mail questionnaires, and
personal interviews in depth.

i.

The telephone interview may be less expensive per
question and fastest but is limited in the type and
amount of questions which can be asked. Rifled to
a project known to the analyst, it tells much about
the user profile for a good comparable without
having to ask about the product which the analyst
can inspect for himself.

A telephone survey is also useful to disaggregate
census data or to estimate market penetration of a
competitor (such as a retail store) into an area.

Direct mail questionnaires mav cost from 5 cents to
$3 or more for each successful question; they take
at least a week to prepare and test and perhaps
three weeks before cutoff of additional responses.
The type of question is broader and can be graphic
such as alternative site maps and gsimple floor
plans; response depends on careful construction of
the mafling 1ist, a very time consuming process.
Consider the following types of questions:

The double barreled question occurs when two or
more questions are combined in one so that the
answer is always ambiguous as to the significance
of each item but often occurs in the effort to
shorten an interview or a question.

« Would you be at all uneasy if people of a
different reiigion or race were to move in next
to your home?

- As you see it, what are some of the good points

and the bad points of the present Governor of
this state?

Sensitive questions on family income should be
asked at the end of the interview while the opening
questions should be of more general interest. When
a question about income is asked, the response

should permit some degree of obliqueness by the
respondent.

. The respondent can select a range of income or
perhaps enter the answer with a letter A, 1, B,
etc. in place of a dollar amount.
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. 1If socio-economic questions are generally short
and direct, they are a welcome contrast to the

time consuming and thought provoking questions
which preceded them.

6. Consider the following market model in Exhibit 7
and the apartment market questionnaire in Exhibit

8. T TTTTTT TTTTTTTTTTTTT

A survey of existing properties and alternatives
available to a selected market segment defines only the
competitive standard - namely the minimum product and

price necessary to be in the market.

1. Comparison shopping further identifies where there
may be gaps in the supply of alternatives, a market
opportunity gap, or where the oversupply is so
significant as to portend the last competitive
alternative before bankruptcy - namely price
cutting.

2. Comparison shopping should not only identify the
physical characteristics of the product and price
but the nature of the promotion effort as well.

3. Promotion comparison should consider pedestrian and
vehicle approaches, model location, furnishings,
and sales pecple.

4 . Review of the promotion campaign should reveal whom
the competitors believe to be their prospect.

A survey of users, is designed to reveal or to identify
the competitive differential attributes which would

provide that monopoly element required of every
successful project.

1. A second product of consumer survey is the ability
to develop locally relevant ratios which permit
disaggregation of market data into market segments
and the conversion of potential numbers of people
into potential dollar sales over time.

2. Survey questions to create ratios require previous
congtruction of a market model hypothesis.

3. Survey questions can discover latent political
issues or provide a calm base for citizen input
from those who rightfully dislike public hearings.

4. Survey questions and execution should not be done
by planners or appraisers.
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LOGIC FOR ESTIMATION OF EFFECTIVE DEMAND
FOR PROPOSED RETIREMENT CENTER

STEP 1:

Number of households in sample
with interested, qualified respondent(s)
e = Sample ratio

Number of households in sample

STEP 2:

Number of households
Number of households in population segmented
in population ® Sample ratio = by age, income/assects,
segmented by age and degree of interest
STEP 3:
Number of households in Estimate of number
population segmented by age of units proposed
income/assets and degree &% Capture rate = project can captire
of interest from identifiable

groups

STEP 4:

Developer must assume total unit demand will be the sum of
units estimated in STEP 3 plus some units unanticipated from
other communities and market segments.
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E:?ASIBIL.ITY RESEA'RCH GROUP

CONSUMER  MARAET RESEARCH FOR DECISION MAAERS

Joun A Rasmusszn
Ressarch Coordinator

MARCH, 1981
MILWAUKEE, WISCONSIN
APARTMENT AND CONDOMINIUM SURVEY

DEAR RESIDENT:

YOU CAN HELP PLAN NEW CONDOMINIUM APARTMENTS. WHILE YOU
MAY NOT HAVE EVEN THOUGHT ABOUT A NEW HOME, YOUR INPUT IS
NEEDED TO IDENTIFY THE HOUSING NEEDS AND PREFERENCES OF
MILWAUKEE RESIDENTS.

THIS SURVEY IS BEING CONDUCTED BY FEASIBILITY RESEARCH
GROUP, LTD., AN INDEPENDENT MARKET RESEARCH FIRM.

PLEASE FILL OUT THE ENCLOSED QUESTIONNAIRE AND RETURN IT IN
THE POSTAGE-PAID ENVELOPE. THIS WILL ASSIST LOCAL HOUSING
DEVELOPERS PLAN NEW HOUSING IN RESPONSE TO RESIDENT NEEDS
AND PREFERENCES.

YOUR REPLY TO THE SURVEY IS CONFIDENTIAL. THE CODE NUMBER 1S
USED ONLY TO HELP US REMIND PEOPLE WHO HAVE NOT RETURNED THE
SURVEY. NOT EVERY HOUSEHOLD IS SURVEYED SO EACH RESPONSE IS
IMPORTANT.

PLEASE RETURN YOUR SURVEY IN THE POSTAGE PAID ENVELOPE AS
SOON AS POSSIBLE.

VERY TRULY YOURS,

G, (Clomuadon

JOHN A. RASMUSSEN
RESEARCH COORDINATOR

YOUR OPINION COUNTS

$27 E. Liberty St Sunte 208 . Ann Arbor, Michigan 48104 . 313/994-4454
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INFORMATION ABOUT PRESENT RESIDENCE
1. Which of the following best describes your current residence?

.1 T Single tamily residencs
2 £ Condominium
.3 T Apartment (with elevaton

4 [ Apartment (without slevator)
5 [] Duplex
.6 O Other, please specify

2. In Which area of Greater Milwaukee do your currently live?

1 C Downtown
.2 ( Eastside
.3 Z Shorewood

3. How long have you livad in your current residence?

.1 [ Leas than 1 year
2 T 1—3years
3 D 3—5years

4, Do you rentiown your current residence?

O other
O other

.4 O Whitefish Bay
5 0O Fox Point
.8 O Othaer, please spacify

4 [] 510 years
.5 0O over 10 years

.3 {0 Neither rent nor own,

O No (Studio)

3 in your unit

.1 Rent 2 0O0wn
5, Please indicate the number of rooms in your currant residence.
.1 LivingRoom OYes 0O No
2 Combination living/sleeping [ Yas
3 DenStudy [ Yes (INo
4 Formal Dining Room (I Yes O No
5 Dining areain Living Room 1 Yes O No
.8 Breakfast area in Kitchen C Yes [ No
.7 Baths D1 [O1xh 02 Q2n 03
B8 Bedrooms (10 01 0O2 @©O3 04
1.9 Laundry O Basement (I Same Hoor as unit
.10 Balcony O Yes [ No

8, How many parking spaces do you current hava?
1 3 1inside garage
2 1 2inside garage
3 21 1 outside lot

.4 O 2 outside lot
5 0O street parking
.6 O Do not own car

10,

11.

12,

13

Do you rentiown your parking space?
.1 O Rent .2 O Own

If you own your residence what is its current value
.1 0O Under $560,000

1 $50,000—$75,000

] $75,001—$100,000

[ Ovar $100,000

3 Don’t know

] Not applicable

.3 {0 Naithar rent nor own.

[ I X )

INFORMATION ABOUT PREVIOUS RESIDENCE

Which best dascribes your previous residence?
.1 (3 Single family

2 (2 Condominum

.3 [0 Apartment (with elevator)

.4 [ Apartmant (without elavator)
.5 O Duplex
.8 O Other, pleass specity

Please indicate the city and zip code of your pravious residence?

.1 City 2 ZipCode
Did you rent or own your pravious rasidence?
.1 0O Rent .2 [O0wn .3 [ Neithar rent nor own.

INFORMATION ABOUT FUTURE RESIDENCE

How long do you expect to live in your current residence before you make a move?
O Less than 1 year

0 13 years

0 35 yeurs

0 5~10 years

{7 Over 10 years

O Don't know

obawiv =

What do you foresee will be the major reason for leaving your current residence?
0 Job Transter .7 O Transportation Costs

2 ([ Divorce/Marriage .8 0O Increase in family size

.3 O Purchase benefits .8 (O Decrease in lamily size

.4 [ Larger home 1000 Will never leave

5 [0 Smaller home .110 Other, please specify

& 7 Location

£z

(penuiauod) g 118IHX3



14. Plaass rank the following of housing in order of preferenca for you next residence. (1 most

1.

perferred, 3 least preferred)
.1 _ Single Family
2 __.. Condominium
3 __—. Rented Apartment

Piaase indicate the number of rooms you would prefer in your next residence.

1 tLivingRoom (Yes []No

2 Combination living/sieeping 0 Yes {1 No (Studio)

3 DeniStudy (O Yes (1 No

.4 Formal Dining Room [ Yes [INo

5 Dining area in Living Room QO Yes O No

6 Breakfast area in Kitchen 0 Yes (1 No

7 Baths 01 D1vw 02 (2% 03 Oothar

8 Bedrooms 00 01 (02 0O3 04 Oother

9 Laundry [ Basement ([ Samae floorasunit (] in your unit
.10 Balcony O Yes [dNo

PROPOSED HOUSING

18.. Saveral developers are currently selling or planning to build new condominium homes on

‘ha east side and near the downtown asea of Milwaukee. Please indicate whether you have
veard about or visited the sales offices of the following condominium homes.

Heard Visited
About Sales otfice
1 The Atrium (State and Van Buren
Adjacent to Juneau
Village Shops) [m] m]
2 Cathedral Place {Kilborn and
Van Buren) a (]
3 Diamond Towers (Prospect opposite
Prospact Towers) (W] 0
4 Latayette Place (Prospsct at
Lafayette) ] |
5 L'Hermitage (Junsau at Jefferson)
o 0
& Other, please specify (Name and
Location)
Name
L.ocation ] r:

18.

Please indicate your preferance for each of the follow condominium concepts.

Most S Mat Neutral 8 hat  Most
Preter Prater  Opinion  Dislike Dislke
.1 The Atrium
~ 14 story buiiding W] ] 0 [w] [}

~— 172 condominium homes
— 10 to 14 homas pes floof
— open center atrium 14 stories high

.2 Cathedral Place
— 28 story buliding 0 0 a a (W]
— 324 condominium homes
— 8 to 18 homaes pef floor

3 Diamond Towers on Prospect
— 21 story building a 0 (] 0 [w]
— 112 condominium homes
— 4 to 6 homes per floor

.4 Latayelts Place
— 15 story buiding a a u] a a
- 82 condominiuvm homes
— 4 10 6 homas per foor

8 L'Hermitage
— Two-3 story buildings 0 0 (W] (@] a
— 48 total condominium homes
— 8 homas par flooc

For your future housing, which location appeals to you most?
Please rafer (o location map on back page.

Most & dat  Neutrst & hat Mot
Profer Preter Opindon Distixe
.1 Site 1—Tha Attium
{N. Van Buren, 0 @] 0 a w]
E. State 5t.)
.2 Site 2-Cathadral Place
(N. Van Buren, E. State a 0 [m} (m] [w]
and Kitbourn)
3 $ite 3—Diamond Towers
Prospect Ave)) w} 0 [u} a (w]
4 Site 4—Lafayette (Prospect)
and Latayette) Q a a @] (w}
5 Site S—L'Hermitage (Juneau,
Jellarson, Jackson (W] [ [m] m} o]
area)
8 ~—None of the above, |
prefer ] 3 0 a ja]

(ponuiijuol) g 1I1gIHX3

L 14



FUTURE HOUSING FLOOR PLAN PREFERENCE 20. The following two floor plans represent larger size one bedroom plans, Please review the

19. The floor plans shown below represent plans for two proposad Milwaukee apartment con- plans and answer the questions at the bottom of this page.

j . aview the plans and answer the two questions at the bottom ot ] =
domm;u? homaes. Please r p PLAN C — One badr ] ;
this page. One Bath s o
Corner Unit
PLAN A — One Bedroom i o 'R"
One Bath @ Room LVING AREA BEDAOOM
Inside Unit 850 sq. ft. T 13448
75 8q ft.
775 3q “BEDROPN,” o laﬂ:’n-m ,,M \ ﬂ

PLAN D — One Bedroom

One Bath
PLAN B — One Bedroom xn'o'-?"?f“ Corner Unit
One Bath Den
Corner Unit 935 8q. 11,
775 sq. ft.

.1 Which plan do you prefer? 2 Plan A {iPlan B ENTAY .1 Which plan do you prefer? O PlanC C PlanD
Comments Comments
.2 Which plan would you expect to sell for the highesl price? .2 Which plan would you expect to seli for the highest price?
_PlanA .. PlanB PlanC T Plan D

(penuiiuod) g LI19IHX3
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21. Please review the plans and answaer the questions at the bottom of this pags.

PLAN E — Two bedrooms E‘ J B
Two Baths |
Inside Unit N
1160 8q. ft.
LVTIG AREA spo | e
A
T3 4

PLAN F — Two Bedrooms

Two Baths
LIVING AREA
Corner Unit e 134 BEDROOM
1195 sq. ft. BAR
| 7
it
— :
BATH \
b5 31 BT NTAY Kad g \[,/ ENTRY
| STee—————

.1 Which plan do you prefer? O PlanE

Comments

.2 Which plan would you expect to seil for the highest price?
M PlankE " PlanF

24,

. What type of parking do you prefer for your future residence?

O inside (pasement) garage parking
13 Outside lot parking

1 Streat parking

[0 Do not need parking

2wk~

. Do you prefer to rent or own your parking space?

.1 [0 Prafer to own parking space
.2 [0 Prefer to rent
3 O Neither

How many parking spacss do you or your household require?
A

HOUSING AMENTIES

How important are the following considerations in selecting an apartment or condominium
homa?

Very Somewhat Not
Important imponant Impariant

.1 Quality housing in neighiborhood =} [m} [m]
.2 Privacy from noise 0 0 a
3 View of Lake Michigan (] ] (W]
4 View of Downtown Skyline 0 0 0
.5 Quality of exterior construction a a 0
.6 Quality of interior finish O a (W]
.7 Health Club in Building [} 0 n]
.8 Indoor Pool m} 0 0
.9 Amount of storage spacs O @] (w]
.10 Laundry area in apartment [m] a O
.11 Private Balcony O a [}
.12 Safety sprinkiars on ali floors a a N
.13 Door man (24 hours) O (] Q
.14 Security entrance with T.V. monitor a a B
.15 Triple glazed windows a Qa (W]
.16 Semi-automatic car wash in garage .} (m] 0

.17 Other, plaase spacity

(penuizuol) g L1gIHX3
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27.

INFORMATION ABOUT FUTURE RESIDENCE

What is the maximum monthly rent/imortgags (including property taxes if mortgage) that
you would pay for your prefarrad housing type?

.1 0 Upto $250/month 4 [] $851—8$850 7 08$1251—81450
2 [0 $§251—%450 S5 [0 $851-$1050 B8 0O Over $1450
3 [0 $451—$850 8 [18$1051-$1250 .9 0O Don't know

if the cost of construction for your ideal residance is more than you are witling to pay,
what would you give up?

.1 O Quality of construction 5 [ Central Alr Conditioning
.2 [J Room Size 6 [1 Wet Bar

.3 [J Amount of exterior open space .7 0O Dining Room

4 [ Garage Space .8 [ Kitchen eating area

.10 [ Other, please specify . 8 0O View of Lake Michig#

Have you ever considersd buying an condominium apartment?
.1 (O Yes, liwe bought an existing condominium

2 (O Yes, liwe considered buying a new candominium homs
.3 [ Yes, l/we considered buying an existing apartment

4 O No, Uwe prafer to rent

Comments

BACKGROUND INFORMATION

Please answer the following about the Head of Household:
.1 Age: {1 Under 25 0 25—20 0 30-—-34 0 35—44
0 45—54 0 55—64 0O Over 65

.2 Sex: [] Female a Male
.3 Schooling Completed: (O 8th grade or less 0 Some high school

(3 High school diploma (] Some college (1 Coliega diploma (] Advanced degrae
4 Marital Status: (] Singla, never married

{0 Divorced, separated, or widowed 0 Marrled

Please indicate the zip code whera you (and your spouss) prasently work:
Your Spause
Zip Code

0 Not Applicable 0

31,

Do yau have children? ([ Yes [J No. if yos, how many children now live in your
residence?

1
2

(D One O Two 0O Three (O Four (1 Five O None (O Other
What are the ages of the children living in your residence?

In which catagory does your total annual household income fall?

A
2
3
4

How many individuals contribute to this income?

A

COMMENTE:

0 $40,000—49,939
[ $50,000—59,999
{3 $60,000—89,909
1 $70,000 or higher

01 $0—$6,099

0 $10,000—$19,969
0O $20,000--29,099
(1 $30,000—39,999

[ RN

OOne .2 OTwo .3 0O Three 4 [ Other

(penuiiuc)) g 118IHX3

THANK YOU FOR YOUR HELP!

Please return your survey in the pastage paid envelope, as soon as possible.
Feasibility Research Group
527 E. Liberty St. Suite 208
Ann Arbor, Michigan 48104
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18. For your future housing, which location appew.a .0 you most?
Please refer to location map below and answar question 18 on pags 5.
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A good example of modeling market data through segmentation
and survey for renovation in a small community is a project
by Gruen Gruen + Associates for Santa Maria, California.

The study was begun in 1972. Proposals were solicited in
1973 and the first phase of the project is operating as the
Santa Maria Town Center with retail sales ahead of

forecasts.

A. The Gruen's were able to convince the redevelopment
agency to avoid any physical planning until a detailed
analysis of the demand for alternative services that
could attract people back to the downtown area was done.
This EMAS study (economic market analysis study) flow
chart is in Exhibit 9 and had the following outputs:

1. First, a full analysis of economic data and retail
data was utilized to generate information about the
type of tenancies that could realistically be
expected to penetrate downtown markets.

2. With a lease on tenancies, the Gruen's worked with
an architect to provide sketches of alternative
architectural styles and concepts to show residence
in sSurvey ¢to see what type of treatments might
strike the most positive response.

3. The EMAS should then be able to indicate the kind of
tenancies that could survive downtown, suggest their
dollar sales potential, and indicate at a
preliminary level a design scheme.

4. At the same time, back door financial studies are
done from rents from capital budgets to discover
what would be feasible for the private developer and
what components may need to be subsidized by the
public.

5. Appraisers use the EMAS and suggested tenant mix as
the basis for their value estimate in the after
condition.



EXHIBIT 9

Population Forecast
{Ninc Yrade Arcas)
: g

{ Converted tu Households j
! {

Converted to Bisposable
Income for Retall Purchases
L Services

] .
FotentTal for Region

A
lothing Home Durables fFood & Serviccs | Other
Furnishing fnterzainment Retail
Actual Actual Actual | Actual C3D Actual Actual C3O
Cc80 CB0 Home = 1:} Food & c30 Other Retail
Cothing Furnishing | Durables | Entertainment| Services |

8/A = Capture Rate
What can be done to Improve
capture rate?

L.

Survey for household opinion
1. Current Irritation with downtown
2. Current preflerences for transportation

3. Current shopping patterns and alternatives to CAD

k. Design preferences
§. Shopping mix preferences

=

Remedial development impact on
capture rate

X

Forecasted disposable income
by trade area

CBD sales In selected future
years by categary

z

Sales per sq. ft. per catugory

Supply of rctall and scrvice space
by category

Existing supply which Is servicahle 1

$q. footage and type of new space required J

30



Reprinted with permission of Dr. Claude Gruen & Nina Gruen of Gruen Gruen + Associates.

EXHIBIT 10 31

Excerpt With Permission From
Economic § Market Analysis Study for Downtown Santa Maria

Prepared for City of Santa Maria Redevelopment Agency
by Gruen Gruen + Associates

Thus, the relationship between survey derived indications of satisfaction

and current expenditure patterns were sufficliently significant to warrant

the use of survey responses to suggest the change in relative preferences

that would be caused by an appropriately developed new shopping agglomeration

in downtown Santa Maria. However, the rapid deterioration of this relation-
ship with distance suggested that it be used very cautiously in Trade Areas §
through 3. Therefore, in addition to considering the percentage of respondents
who made no complaints, we also analyzed into the following three categories

all the comments that were made in response to the interview question concerning
the reasons for not shopping in downtown Santa Maria:

1. Complaints about physical deficiencies of the existing downtown
that we have assumed the redevelopment will allieviate. {(Remediable
complaints)

2. Complaints concerning limited selection such as requests for a
department store or more stores. (Remediable complaints)

3. Complaints about prices, the lack of a3 supermarket or other contemporat
situations that we do not think the redevelopment programs will
alter. (Irremediable complaints)

Table 10 presents the percentage of respondents making remediable complaints.
These complaints were used in conjunction with the information about the
relationship between the indications of satisfaction discussed above to adjust
the present indicators of the proportion of expenditures on various items

in downtown Santa Maria (the S variables originally presented in Table 4)

to reflect the increase in consumer preferences for downtown Santa Maria

that would result from the completion of a sales optimizing redevelopment
program. We did not think the evidence warranted using these percentages

of remediable complaints (2RC) directly by adding them to the previocusly
revealed preference percentages (S1970) to get & new percentage (S1975,

1980, 1985). Instead, we adopted the following rules to get the new
estimates of this preference variable:

Trade Areas 1 through &4 Trade Areas S5 through 9
For
‘Clothing % RC x .964 + S1970 Use ¥ RC instead of 51970
For Home
Furnishings % RC x .861 + 51970 Use ¥ RC instead of 5!970
For Other ‘
Retail ¥ RC x .017 + S 13 + S

1370 1970



EXHIBIT 10 {(Continued) .
32
Table 10
Percentage of Respondents Making Complaints
About Remediable Features of the Present Downtown

(Complaints About Physical Problems
or lnadequate Selection of Stores and Goods)

4
Trade Area Remediable Complaints

1 62.7
2 53.8
3 65.8
4 53.3
5 19.3
6 22.2
7 14.3
8 20.0
9 10.2

Source: Gruen Gruen + Associates telephone survey

Computations following these rules permitted us to develop the estimates
of maximum percentage effective preference or penetration presented below
in Table 11. The insertion of these percentages in the sales estimate
generating equations we have been using throughout permits us to make the
forecasts of potential sales summarized in Table 12. The forecast sales
potential of almost $42 million in 1975 would have downtown Santa Maria
capturing 26.4% of the region's sales. By 13985 potential sales climb to
almost $58 million in spite of the fact that our model has downtown

Santa Maria's share of the region's sales dropping siightly to 25.4%.

Table 11
Estimated Maximum Effective Preference ($)

or Percentage Penetration Possible
After Appropriate Redevelopment

Trade Area Clothing Home Furnishings Other Retail
1 76.2 74.5 19.9
2 74.3 69.1 10.4
3 76.3 72.2 12.9
4 56.9 53.0 8.6
5 19.3 19.3 2.1
6 22.2 22.2 1.5
7 14.3 14.3 1.6
8 20.0 20.0 2.8
9 10.2 10.2 1.5

Source: Gruen Gruen + Assocliates



$ Avallable
Trade In Reglon

Estimated Downtown Santa Marla Future Sales Potentlal
(In Thousands of Dollars)

Potential $§  § Available Potentlal § § Avallable Potentlal § % of
Sales In NDP in Reglon Sales In NDP In Region Sales In NDP Reglonal Sales

(penul3uol) 01 LI18IKXI

Area 1975 1975 1980 1980 1985 1985 to NDP
| 21,347 12,520 23,950 14,047 26,764 15,693 58.6
2 9,159 h,940 10,665 5,753 12,369 6,673 53.9
3 15,852 8,916 18,705 10,521 22,956 12,912 56.2
h 6,759 2,806 7,949 3,300 9,473 3,933 k1.5
5 19,676 2,756 22,963 3,217 26,613 3,728 14.0
6 18,030 2,854 20,878 3,305 24,042 3,806 15.8
7 9,065 942 10,920 1,135 13,106 1,362 10.4
8. 25,355 3,729 31,043 h,566 38,198 5,618 14.7
9 33,589 2,527 42,857 3,224 53,925 4,057 7.5

Total 158,831 41,990 189,931 49,068 227,447 57,782

Source: Gruen Gruen + Assoclates

39
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EXHIBIT 10 (Continued)

Table 30

Progortion of Exnendiiuras In Downtown

4 P
# *

Trade 3 Homa Other o
irea Clotting Furnishinzs Reltall Service
1 15.9 20.2 18.8 33.3
2 22.6 22.3 Q.5 35.9
3 13.1 15.25 11.8 23.¢
4 5.7 7.C 7.7 5.3
z 5.4 4.3 1.1 .G
) 2.9 C.¢ Q.5 1.8
7 2.5 i.2 S.6 €.5
2 £.5 3.C 1.3 3.8
2 2.C c.6 0.5 Q.5

Zource: Cruen Gruen + Assoclates ta2lepnone survey
Table 31
Banking, Rapair, Beauty Parlor/8arber Shop
and Similar Services Cttainad Downtown
By Consumers of Differing Inccmes
s

Houseihold Incone Canserally Occasionzally Seldom
Undar $7,CCC h3.7 22, 16.C
£7,00C-10,030 43.3 20.C 36.7
£10,300-15,000 €3.7 12.5 26.8
Gvar $15,000 61.5 21.2 17.3
Soirce: Gruan Gruan + Azsaclatas domnbtoun 3:vvew
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6. Final stage was to write up a series of specifica-
tions or profiles on tenants, product design and
components, and a cash flow analysis of the entire
project from the view%oint of the developer so he
could see how much money there was to make. Then he
would know that the city knew the financial aspects
of the project. Developers were then asked to bid.

B. In the case of Santa Maria, three de§elopers bid and the
city picked Ernest Hahn to build the project. There was
no demolition or site acquisition before the start of

the EMAS. The entire project was done within a four
year period. For the first six months of complete
operation, June 1976 through December 1976, sales were
approximately 15.6 million and the project was only 70%
leased. The Mall did 4.9 million, Sears - 6.9 million,
and a local department store - 3.7 million.

Generalized Format of Merchandising Report Summary

Cash flows ultimately depend on sales or rental revenues and
further refinements of the frontdoor-backdoor approaches
depend on establishing an explicit set of assumptions about
the geographical market area, the user segment within that

market area, and SO on. »All you buy in a real estate
investment is a set of assumptions about the market.
Therefore, the analyst should provide and identify a

marketing assumption checklist for the reader:
A. Definition of geographic and demographic market

1. Primary trade area to be served

2. Profile of prospects by current location, status,
income, etc. in primary carefully segmented area.

3. Secondary trade area to be served

4. Profile of prospects by current location, status,
income, etc. in secondary carefully segmented area.

B. Definition of principal competitors

1. Existing supply

2. Prospective supply with timeline advantage

3. Competitive standard package of project features

4 . Unique features of successful competitors

3. Probable cause of unsuccessful competitors

6. Merchandising appeals of competitors

7. Definition of market penetration and competitive gap
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Establishment of merchandising serategy logic
1. Competition

. Standard product
- Price and quality
. Competitive edge opportunity’

2. Positioning strategy

. Sales themes

- Name and bvline

. Site and. unit features
- Strong sales po;nps

3. Construction and architecture

. Sales area

. Models

. Entrance and signs

- Project amenities

. Roads and paving

- Site plan

- Construction schedule

Definition of prospect target for subject property

i. Recommendations on site location

2. Recommendations on site linkages and dynamics
3. Recommendations on building types and numbers
4. Recommendations on basic unit features

3. Recommendations on basic unit options

6. Recommendations on level of quality

7. Recommendations on basic price targets

Structuring the feasibility report

Ultimately the budget established for analysis and the
need to communicate the findings represent a severe
constraint on the‘feasibility process. Priorities and
critical assumptions necessary to achieve the desired
outcome must be separated from the great mass of detail
and presented tersely.

1. Format of the report should rely on three elements:
v ‘

a. An executive summary which tersely identifies
alternative courses of action and
recommendations as teo how client can make the
choice.
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b. A basic reference document wnich includes all
the detail analysis.

c. A collection of répofﬁs by contributing
professionals incorporated by reference.

To be terse the executive summary should depend on:
a. Simple charts of choices of alternative outcomes
b. Simpie flow charts

c. Specific <c¢criteria used to measure "liklihood of
success"

Statement of limiting conditiona should first begin
with a definition of the word "feasible®: (as per
Institute of Appraisal Terminology Handbook), and
then state that it was the purpose of the study to

define the context of the ‘situation and the
parameters within which a solution might be found to
fit the ma jor constraints with a reasonable

liklihood of success. It should carefully point out
that the generalist has made a series of explictit

assumptions which may, nevertheless, need
confirmation by more detailed study best done by
specialists. The statement of limiting conditions
should further emphasize the constraints and

objectives placed on the study by identifying who:

a. Defined the constraints

b. Defined success

C. Provided the data and assumptions

d. Permitted key assumptions to remain untested for
economy or speed

e. Accepted assumptions of conditions of
uncertainty

f. Assembled proforma financial statements and
projections

g- Executed feasibility confirmation of key

assumptions with aid of specialists
h. Placed limitations on use and confidentiality



The Economic Structure of
Real Estate Syndications and
Its Impact on Real Estate Assets

By Terry V. Grissom
Introduction to the Problem

As a result of the current economic environment, especially high to moderate
interest rates and expectations of inflationary capital markets, the traditional
methods of capital formulation for real estate projects have been curtailed for
many investors and developers. Therefore, other sources and techniques of gen-
erating investment capital are being sought. The occuirence of negative leverage
and the increased marketing of real estate as an investment contract suggests that
more equity dollars might be placed in projects. The need to develop sources of
equity dollars is being met by the use of equity syndication and/or equity partici-
pation. Much has been published on the legal and practical aspects of the creation
and management of syndications. The major contributors to the literature in this
area have been real estate finance textbooks and The Real Estate Securities
Journal® of the REAL ESTATE SECURITIES AND SYNDICATION INSTITUTE®
(RESSI®).1. 2, 3

Little has been published on the real estate economic ramifications of syndica-
tion and its potential impact of value estimation.4- 8. 6. 7 The object of this article
is to analyze the general economic structure of syndications in order to aid various
decision makers in identifying the impact of syndication structures on the under-
lying real estate. In this manner syndication can be viewed as an alternative form
of financing a project.

Nature of the Syndication Enterprise
Conducting an economic analysis of syndication structures is difficult due to the

diverse nature of their organization. Syndications can have various ownership
structures (i.e., corporations, limited partnerships, joint ventures). They can be

Terry V. Grissom, Ph.D,, is an assistant professor of Real Eatate and Urban Devalopment at the
University of Texas, Austin, Texas. Dr. Grissom received a B.S, in Business and Economies from the
University of Kentucky, an M.B.A. in Real Estate and Finance from Georgia State University, an
M..S. in Real Estate Appraisal and Investment Analysis, and a Ph.D. both from the University of
Wisconsin-Madison. He is currently an independent reaf estate consultant in Austin, Texas.
Dr., Grissom is a member of the American Institute of Real Estate Appraisers and the Society of Real
Estate Appeaisers, 52

Reorinted with permission of Terrv V. Grissom. Associate Professor. Real Estate. Georaia State Universitv
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structured from the perspective of public and/or private offerings. Furthermore,
they can deal with specified properties, blind pools or an individual property.
Syndications are subject to various levels of regulation based upon the nature and
organization of the program, its size and its objectives. Despite these reasons for
variety, the majority of syndications have a similar thrust. They are investments
that promise or propose certain returns over time for an investment or outlay of
current dollars, Also, the sponsors in most syndications have similar objectives: 1)
to maximize their own wealth and 2) to offer a marketable program.®

The major concerns of regulators, investors, sponsors and analysts are: 1) the
real properties or property to comprise the syndication portfolio and 2) the
compensation and fee structures considered in the syndication operations, (i.e.,
the cost of the combined financing, management, diversification, and expertise
package). These atiributes also determine the marketability and comparative
desirability of one syndication and its property or properties to other investment
alternatives.

Syndicators/sponsors, investors, and regulators where a merit system is in
force, are basically concerned with investment value concepts. However, a market
comparative analysis enables one to qualify or empirically support economic
decisions under various states of risk and/or uncertainty. The significance of the
relationship of the two concepts to the economic analysis of syndication was
illustrated in the 1981 adoption of a new definition of investment values by a joint
committee of RESSI® and the American Institute of Real Estate Appraigers
(AIREA). The new definition states that:

Investment value is the present worth of the anticipated future benefits of an
investment. When the characteristics of the investment meet the requirements
of investors who typically make such an investment, the investment value
estimated is actually market value.?

The Board of Governors of RESSI® adopted this definition but AIREA failed
to concur. However, a few contemporary appraisal theorists support the spirit
entailed in the RESSI® definition of investment value and its relationship to
market value, 19 11, 12

The significance of identifying the appropriate valuc definition in the analysis of
real estate problems is much like formulating the general hypothesis of scientific
method; it allows the analyst to relate fitting techniques to the problem situations.
As will be observed, in this article the definition enables the analysis to focus on
the impact of economic structure as it affects comparative investment decisions,

The Institutional Constraints of
the Syndication Structure

In investigating the nature of the syndication enterprise it is found that funds
invested in the syndications are allocated to two basic entities: 1) the syndication
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struct_ure and 2) the property or properties held or to be held by the syndication
It is also observed that the returns to the syndication accrue through th(;
op'efa'tmn and marketing of the real estate or investment vehicle. The skills and
ablh-ues of the sponsors and syndication employees can contribute to the returns
received by the real estate. Since the compensation is the dollar measure of the real
estate expertise, then the loading of these costs into the investment analysis
enablcs.an understanding of the risk and return trade-off of various syndication
.structunngs. Furthermore, a comparative sensitivity analysis will enable the
!nvcstor, sponsor, regulator and real estate advisor to identify the preferable
mv;estr?:nt vehicle and/or syndication structuring,
_ In order to conduct the economic analysis it is necessary to u
uuugangnal parameters and loadings that may be swctll'xyred inr‘tgezsnt;n‘gji:il:
syr{dlcanon deal. Sharon Laufer of the Texas Securities Board breaks the compen-
sation plans for sponsors and syndication employees into three major groups:

I. Front End Fees/Expenses

a) Organizational and Offering Expenses
b) Acquisition Fees and Expenses

¢) Miscellaneous

d) Insurance Brokerage Fees

II. Operational Fees/Expenses

a) Partnership/Promotion Interest (program management or investment
management fees)

b) Property management/leasing fees

¢) Expenses (reimbursements)

ITI. Back-End Fee/Expenses

a) Partnership/Promotional Interest (participatio i
procesds) (p pation interest in sales
b) Resale Commission.

I turns and/or fees to the various investors in a syndication can be classified

1. Guaranteed — This fee or return is pai i
. paid regardless of funds available
from the property( ies). They often have to be funded from reserves or
from additional investor contributions.

2, Preferred returqs - The returns receive first priority after guaranteed
fees. 'Ihc {irst priority returns are only distributed if the cash ig available,
Deficiencies are made up over time.
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3. Residual returns - They are returns that are left over after the guaranteed
and preferred returns are paid. The residual returns (i.e., from cash
flows or sales proceeds) are usually prorated between the investors and
sponsors such as a 90-10% split.

4. Capital returns — These are the gains or lump sum capital amounts
received at sale or through refinancing. The capital returns are usually
prorated on the basis of a contractual agreement such as 75% to the

investors and 25% to the sponsor.

The timing of the various syndication fees and their quality or duration can have
a significant effect on the value, returns, and risk position of a syndication invest-
ment. An example of alternative compensation methods using the classifications
above occurs when the sponsors reduce the acquisition fee or sales commission on
the front-end so that for each 196 of reduced commission up front, they receive 3%
in equity participation in the back-end loadings.

Methods of Analysis

The compensation plang and the various investor returns can be considered in
the context of the Capital Outlay Required Revenue Model (CRA) and the
Market Revenue Justified Investment Value Model (MRI).*. 8 The interesting
aspects of these models for syndications as well as other investments is that they
allow the identification of four concerns needed in real estate decisions. They are:
1) an identification of the allocation or distribution of funds to various sources,
2) the required return that must be received given a specific capital outlay, or3)the
justified investment poasible given market revenue potential, and 4) the identifi-
cation of sensitivity between the required return on cost and the justified invest-
ment based on market rents.

In order to understand the economics of a syndication, a specific case will be
used. The following property and financial information is applied within the
traditional framework of the CRA and MRI models. The models are then expanded
to consider a syndication structured as a limited partnership.

Case Application of MRI and CRA

Example Project:

— 300,000 Square Foot office building (GROSS)
— 87% efficiency ratio

— Net leasable area = 261,000 S.F.

— Cost per Square Foot: $50.00 (new)

— Loan to Value Ratio: 80%
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— Mortgage terms: interest rate 14% compounded monthly, 30 year
) amortization peri ;

— Eaquity Dividend Roporoz2 period, three year roll over,
— Operating Expenses

g (l;::l estate taxes — 10% of gross income

rating Expenses (fixed i - i
Ve e E (fixed and variable) - 189% of gross income
— Market Rentals indicate a i
possible $10,
comparabin o i 00-$10.50 per square foot for

— Breakeven point is 85% (a2 mana igi
: gement decision based
break-even points of previously managed properties).* on the

Application 1: CRA, Traditional Financing
(Real Estate) Cost New = $15,000,000

Equi
3 OOOM(?OO 1 —M(1 — oy
»000,000_ 1 (l. .80) = .20) * 380 $12,000,000
x .10 (Re)Equity Dividend Rats L7V Ratio (M) > =
Mortgage
Constant (RM) = X .142185
- Annual Debt
300,000 = (CTO) cash throw off + Service (ADS) = § 1,706,220
—»NOI = $2,006,220 ~«—
Expense loadings as Percentages:

Real Estate Taxes = 10%
+ Operating Expenses = [8%

+ Vacancy =05%
Total Loading =330
1~ Exp,

PGI=_NOI =$2,006220~
1-.33= 67 1= Exp, 67 $2,994,358

PGI/NLA = $2,994,358/261,000 S.F. = §1 1.473/8.F,
Say $11.47/S.F.

;h;wwb{ukcvbymﬂ:o&mua:mw' tdecisimuawduumiocﬁvidingﬂwexpmmmdwlﬂomof

p ”p:zndeul Mlncmnetoberee?ivod(seeRcfercmM).Asimﬂunnddlhc
financial ena;m:ym odel uses 2 dobt coverage ratio method (DCR); however, the signifioance o
management tyudmmnperfamaworeeomnmuwmoﬂbeBEPm
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Ifthe market for comparable properties illustrates a possible rental of $11.47/S.F.,
or more, this is a viable project. If the market indicates a lower rental, the capital
outlay can be exposed to a possible risk of loss as the result of market competition
(principle of substitution). The comparison of the real estate market to the proposed
real estate investment components of a given syndication enables a method for
testing the assumptions of a syndication offer. The traditional MRI model can be

used for the test.

Application 2: MRI, Traditional Financing
PGI = $2,610,000 (261,000 S.F. @ $10.00/S.F.)

*85 Cash Expenditures
Cash Margin 1— .85 2,218,500
$391,500
130,500 Vacancy
$261,000 CTO less:
=+ .10 (Re) Divide by Equity RE taxes (Retx) — 261,000
Dividend Rate Operating Exp. — 469,800
Cash Available __
for Debt Service . 1487700
. 142185
Divide by RM §75,463,129
$2,610,000 (JEA) Justified Equity  Justified Mortgage <—j
Amount Amount (JMA)

Justified Investment $13,073,129
Value (JIV) Say $13,073,000

As Application 2 shows, given a lower market rental, the expected income
returns are not able to carry the equity and debt loads indicated by the original
budget plans. The justified investment value is $1,927,000 less than the architectural
cost. This would suggest a high degree of market risk associated with the real estate
project as planned using traditional financing.

Expansion of the Modcls

Because the CRA and MRI are basically concerned with the allocation of funds
between alternative sources they can be appropriately expanded to deal with the
dual entity syndication structure. 8

The models are expanded in Figures 1, 2, 3 and 4 to further illustrate the
distribution of funds between the two entities. The distribution of funds then
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allows the identification of the syndication structure on real estate assets. The
numerical examples for the allocation of the syndication capital are extracted
from actual syndication prospecti and are reinforced by discussions with repre-
sentatives of the Texas Securities Board. The syndication capital allocations will
be explained following Figure 2.

The marketing program of the syndication to be considered in Figure 2 will be
composed of two equity investor groups and the general partner. The general
partners will receive a 15% residual interest at the end although putting up no
initial capital. The limited partner investor groups are comprised of one group that
will receive a guaranteed dividend return of 6% and have a 44.4% ownership
interestin the project. The second investor group will receive a 996 dividend return
and have a 55.6% equity interest in the project. The guaranteed return shares
eamning 6% will be sold in $4,000 units. Five hundred (500) units are to be sold.
The 9% return units are to be sold in $2,500 units (minimum initial cash purchase
allowed by NASAA). One thousand (1,000) units will be sold. The expected
maximum sell-out of shares will generate a gross proceeds to the example syndi-
cation of $4,500,000.

Explanation of Expenses and Logic Used in the Figures

As stated earlier, the syndication vehicle is divided into two entities: the syndica-
tion and the real estate. The real estate side of the CRA Model is similar to the
CRA model illustrated in Application 1 except for the need to segment and weight
the various equity dividend rates (Re) witnessed in this syndication structure. The
guaranteed return equity position has a 44.4% ownership interest and expects a
69 return, The second limited partnership position has a 55.6% interest and is
secking a 9% preferred (Re) return. The general partners will retain a 15%
residual or subordinated interest after the investor’s capital has been returned plus
a 6% periodic accumulated return. The return of the limited partners’ weighted
rates ig an effective 7.668% weighted equity dividend rate.

The other variance of the CRA Model in Figure 2 deals with the treatment of
syndication operational expenses. These fees are included in this manner based on
the interpretations of several syndication prospecti, discussions with the Securities
Board and the literature,17. 18, 19

The gyndication loadings during the operational stages are threefold. 1) The
syndication/partnership interest deducted via the cash flow is the program or
investment management fee. Investigation suggests they range from 5% t06.25%
as a fix rate and may goto 10% if a 4% to 6% cash distribution charge is included.
Itisusually taken as a residual position of operational income after debt (CTO).
2) The second operation fee taken is the property management/leasing fee. These
fees are usually stated as a percentage of gross revenues (PGI). The observed
percentages are 5% of PGI for residential and 6% for commercial. In some cases
the rate can be staged.in accord with the lease term. An example might be a rate of
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Figure |
Capital Outlay Required Revenue Model Considering
Syndication Loadings
Total Capital Available to Syndication*
(Number of shares sokd x price per share)

Capital to Syndication Capital Qutlay (Coxt) t)f Real
i Estate Projects(s
Entity
(Froat End Loadings) Equity Amount (EA) | l’b:’ . Pebt An::un!
Less I. Organizational and ‘quﬁtyDividend' - lCWmlll (Rep)
Offering Expenses Rato (Re (Vasies ) ;msl::m
2. Acquisition Fees Cash Throw Off depending
i and Expenses on number
** of syndi-
3. Insurance Brokerage cation
Fees” interest),
4. Miscellancous b—{%i
= Balance in Syndication + Operating Expenses
Capital Account + sR;aImBm ';ues 1
+ Reinvestment® rata) + xXpenses
s (Operational Stage) z
Syndication Funds at End of Term l.Pmp'lmwmmrmmeolorhvmmen
(Back End Loadings)* management fecs
, 2. Property management/lsasing
Balance for Dispersion + Vacancy Allowances
* Participation interest in
Sale Proceeds = Required Gross Income nseded to cover
Real Estate Vested Capital and
Breakdown of Syndication Funds Syndication Operational Fees
$Sinking Funds at Respective ~  Ansualized Syndication Allocations
Reinvestment Rates (Weighted
at (RE) rates) = Roquired Income needed to Support Real Estate
Capital Outlay and Syndication Structure.
= Annualized Syndication
Aflocations

* mnmmmdmhMIMymMmmemqmmwmmmmm

reddualmdcapiulretumaremwedaﬂyinmmewymmr. '
n mmmmmmmfmmbedem“dperbdmuyfmmemnuundsywudm

: 2,8 .
” mmmfmmyumuwumymmmedummopmm
: male. commission i i jcipatesinthe
ion Is 69 maximum if an outside broker is used. If the sponsor participat

! medmopenymmei:yndkm’spmfdioﬂ%wm:ubordlmledwllm%l;e:dmohhc
i tion mmmunteqnalto6%oﬂkmup&tﬂmm’t.mdomca!cu on per
?r:‘u‘z guo:‘lmve bal;lh. Deducted from this buffer is the periodic cash distributed over the holding

period (CTO).
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Figure 2

Numerical Example of Capital Outlay Required Revenue
Model Considering Syndication Loadings

Total Capital (TC)
34[500 ,000
Syndication Capital Account Real Estate Capital (REC) Account
$1,500,000 $15,000,000
ty Account (EA
Less Front End Losings (FE) Equ” ¢ ‘;)
Org. Fees: —13%(TC) = 585,000
21 3 ,000,000 $12,000,000
Acq, Fees: —15%(TC)= 675,000
444x .06 = 02664 RM- 142185
Ins. Fees: —2% (REC)= 60,000
.556 x .09 = 05004 ADS=$ 1,706,220
Total FE = $1,320,000 NN
——— CTO = 3,000,000* .07668 (Re)weighted
Balance = $180,000 CTO= 230,040 ———» 1
Reinvestment NOI = 1,936,260
Factor 2.01135
Exg loadings as percentages:
Synd. Funds Real Estate Expenses
at end of term = 362,043 Operating Expense 18% (PGI)
- — Resale Real Estate Taxes  10% (PGI)
comnission 146,154 Syndication Expenses
Balance for Program Management 10% (CTO)
Disbursion 215,889 Subordinated return
Sinking Fund: Property Management 5% (PGI)
anghlod(RE) 148315 Expenses (Reimbursements) 5% (PGI)
A} Allow 5% (PGI
Annualized v Allowance 5% (PGI)
Syndication Tota! Loading ~ 43% of PGI + 10% of CTO
Allocation = $32,020
- - NOI . 831936260
$4,500,000 (1.06)* PGI TExp. PGI K] $3,396,947
$6,022,015
plus program management fee
~ 230,040 x § years CTO x .10 = $230,040 x .10 - 23,004
$4,871,815 Reg. Gross Inc. toRE. &
.03 Syndication Expense - $3,419,951
b s 146,154 ) Less Annualized
Syndication Allocations - 32,020
Required Income nocedod
t0 suppost Real Estate and
Syndication Capital (RI) = $3,387,931

RI+ NLA = $3,387,931 + 261,000 8.F. = $12.98/3.F.
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3% is chargedif a 10 year lease net basis is signed and a 5% rate fora 5 year lease.
3) The expenses for reimbursements of capital from the syndication entity to the
real estate is usually projected on the basis of 5% of PGL

The left hand side of Figures 1 and 2 consider the syndication capital allocations.
The policy of NASAA and numerous prospecti suggest that at least 80% of the
capital funds raised must be invested in real estate. This canbe reduced to 67% ifa
maximum of 809 debt is incurred for the purchase of property.* Based on these
capital proceed allocations, 33% of the example’s total capital is directed to the
syndication account.

The front-end loading via their nature are deducted from the syndication account
first. The first loading deduction is for organizational and offering fees. This
deduction includes both organization and offering expenses that can range from
2.4 to 5% and selling (syndication shares) or underwriting expenses, which are
usually around 8%. The total amount used in Figure 2 is 13%. The organization
fees, etc. are normally taken as a percentage of gross proceeds. The second set of
front-end loadings are the acquisition fees and expenses. They are the fees paid to
the syndication employees (general partner) for acquiring the property to be
included in the program. Note that these two !oadmss allow for a sales commission
on a sale of the security shares, The acquisition fee i usually 14%9% to 15% of the
gross proceeds, The final front loadings typical of syndication are the insurance
brokerage fee and allowance for miscellancous expenses. The miscellancous
expenses can vary per specific case; however, the insurance fees are typically 2%
of the real estate capital outlay. The insurance brokerage fee can be taken as an
operational expense in some cases.

The deduction of the front-end loadings from the syndication account enables
an estimation of any residual balance ** This balance is often placed in liquid
investment alternatives such as savings accounts, money market funds, certifi-

cates of deposit, etc. The syndication group usually considers their marginal
opportunity cost and perceived liquidity needs to choose the investment vehicle. 29
This is also the treatment of syndication shares that are received and will not be
disbursed for some time. In our example the excess funds are invested in a liquid
investment returning 15% over a 5 year holding period. This is the investment
horizon specified in the prospectus and consistent with its prediction or forecast.
The projection of the syndication fund over the holding period in this manner
enables an approximation of the account available for distribution at the back-end.

*[¢ is in this section of the prospectis that close scrutiny is recommended. Many offerings load
syndicationfminnmwnermchthal&wyoﬁanmpwurnlmwdoum

*$Some prospecti investigated show the acquisition foes as being amortized over the holding period.
Further observation and experience has suggested that they are truly deducted on the front end.
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On back-end loading is the resale commission, The NASAA-allowed resale
commission is 6% (varying with region). If the sponsor participated in the resale,
NASAA limits the commission to 3% subordinated to a 100% return of the
capital contributions, plus a loading of 6% of capital contributions per annum. If
an outside broker i uged, the commission is based upon the value of the real estate
at the end of the holding period. In this example since the sponsor is handling the
resale, the fee is paid from the syndication account. The deduction of the resale
commission enables an approximation of the syndication account available for
disbursement to the various partnership interests. In this example the disbursement
will be in accord with the 44.4-55.6% limited partner interest established at the
initiation of the enterprise for a return of the capital contributed. The general
partners will then participate in the appreciation. The sponsor’s interest will be at
15% subordinated in the same manner as the resale commission.

Since the CRA Model is attempting to determine the income per unit of real
estate required to recoup the total capital outlay, the balance of the syndication
account is converted to an annualized income amount by use of a sinking fund
method. The sinking fund is at the reinvestment rate of 15% because that is the
potential rate of return representing the opportunities for investment lost by tying
capital up in the syndication account. This annualized income allowance is then
deducted from the required rent needed to carry the real estate investment and the
operational syndication loadings. This negative adjustment is made because a
lower rent is required than indicated by the typical CRA constraints due to the
cash buffer afforded by the syndication account. (The author is aware that an
accrual accounting procedure has been included in a solvency model.)

The results of the capital outlay required rent analyzsis indicates that a higher
rent than charged in Application 1 should be charged to carry the syndication
loadings. The difficulty in this is that the market may not compensate a parcel of
real property for the additional loading charges required by & syndication for the
skills, knowledge, and expertise of its employees. The point of initiation to under-
stand the project’s ability to carry the real estate and the various syndication
loadings might be better observed by use of the Market Revenue Justified Invest-
ment Value Model (MRI). The MRI Model with syndication loadings is depicted
in Figure 3 with a numerical example illustrated in Figure 4.

Figures 3 and 4 illustrate the impact of considering market constraints and the
syndication operational expenses on the capital that is justified as an investment in
the real estate. The MRI model in Figure 4 also considers the potential of
syndication reserves (or in this case a drain, —$177.00) on the cash flow to the
property. The influence of the MRI model as applied to the example case is that
$3,541,396 or $541,396 more equity can be placed in the subject property(ies).
The MRI application also suggests that a shift in the syndication structure should
be altered given the market environment. The market origin supports a 54.5%
guaranteed interest position to the overall project rather than a 44.4% position.
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This preferred interest component is altered from 55.69 to 45.5% in relation to
the overall project. Such a shift results from the lower rate required to the
guaranteed position, However increased marketing efforts will be required because
of the need to raise $2,452,500 in capital rather than $2,000,000 in the guaranteed
interest market. At $4,000 per share this will require the sale of 113 more units.
However, the preferred position need only generate $2,047,500 in capital. Thisis
a decrease in required sales of approximately 181 units.

The trade-off at this point may be increased marketing cost and business risk for
a decrease in the financial risk. The financial risk can be reduced since the
guaranteed return will be paid for a lower cost of capital. However, even at a lower
costof capital, which infers more equity (JEA) should be placed in the project, less
total capital is recommended as a justified investment in the real estate (JIVRE).

Despite that less capital is justified as investment in the real estate, a concern is
that more funds must be raised to cover all the needs of the syndication. This is
referred to as the Required Syndication Investment Value (RSIV). The RSIV is
$5,314,219. RSIV is calculated as follows:

The majority of front-end and back-end syndication fees are loaded via division
into the justified equity investment in the real estate (JEA). This loading is done in
order to establish the amount of funds that must be raised to support the investment
in the real estate and further support the stated requirements of the syndication
entity. This allocation is important since the real property is the direct productive
agent of the investment vehicle. Algo, any reduction in these syndication loadings
may assure a viable project supported by a competitive offering in the market. The
RSIV is determined by the plans of the sponsor. The sponsor’s awareness of real
estate markets, financing, and investment markets may lower the RSIV.

Given the institutional structure of syndication, the analyst must consider the
need for an increase in required returns or a decrease in the justified investment as
they both relate to a specified amount of venture capital. An understanding of the
institutional structure leads to a different conclusion than the findings discussed
earlier in Application 1.

In Application 1 using the CRA, an equity investment of $3,000,000 required a
return of $11.47/S.F. (Gross Rent) to reward both the entity and debt portions of
the investment as well as cover all the operation expenses. Under the syndication
structure depicted in Figure 2, $4,500,000 of total capital was to be raised. Three
million (6796) of the total capital is to be allocated to the real estate assets of the
venture. The extended CRA model then suggests that the required rent under this
syndication is $12.98/S.F.

Neither of these options compares favorably with the market rental of
$10.00/S.F. The MRI model suggested a justified investment value of $13,073,000
with equity of $2,610,000 if traditional financing is used. If the syndication
structure is considered the MRI model supports an investment of $12,100,000 in
the real estate using $3,54 1,000 as an equity contribution. However, toinitiate the
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Figure 3
Market Ravenue Justifiod Investment Value Model
Considering Syndication Loadings
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ed syndication structure, $5,3 14,000 total capital must be raised to gencrate
the $3,541,000 equity suggested for the hard assets,

The significance of the variances between these various capital structures is
illustrated in Figure 5.

Figure 5 illustrates the concept of income or rental elasticity. The elasticity is
used to make a comparison between the traditional financing and the syndication
structure as each relates to the real estate rental market. Elasticity can be considered
as a method of measuring sensitivity. The sensitivity depicted in Figure § is the
relative or proportional change in equity values given a percentage change
in rent.

Figure 5
Value to Rental Elasticities??

Values

5,314,000
4,500,000
3,541,000
3,000,000
2,610,000

10.00 14 12.98 Rents

*The dottad lines of clasticity are geometrically linear for convenience (see Appendix for details).

The percentage change in equity value given a percentage change in rental
income is significant in that it allows the qualification of the economic structure of
a syndication or financing in respect to market revenue risk. Since elasticity is a
relative concept (elasticity is not to be confused with slope), a unit must be
identified as the basis for the comparison or ratio analysis. The basis used for the
traditional financing comparison is the architectural cost and required rent figures
of the CRA model used in Application 1. The costis used as the base because real
estate decisions are often originated with an architectural plan. The concern then

’EMtO
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is whether this plan be supported by the market demand. The equity contribution
basedupondwamlﬁtecmmleostisSB,OO0,000. The required rent is 11.47/S.F. The
market indicates a $10.00 per square foot rental and a justified equity investment
of $2.610,000 (via the MRI model). The base is represented by 'RE. ‘RE
represents unitary elasticity (i.e., ‘RE = 1). Unitary elasticity implies that for
every ?crcentage change in rent there is a propostional change in equity value,

RS represents are arc elasticity between the MRI value using traditional
financing and the cost. ThetM as point elasticity equalz 1.01 4. The arcelasticity
is 084,22 What this implies is that as the rentals change by 2% there will be a
corresponding change of 1.014% or .084% in equity value respectively. This
increasing in positive elasticity suggests that the real estate deal under traditional
or bank financing is subject to an increasing degree of market rental risk. The
ability to make a decision between the two methods is improved when we compare
the traditional elasticity measure to the rental elasticity under the syndication
structure. The syndication elasticity is represented by line tMS — ESRE in
Figure 5. The syndication structure has a point elasticity of —.7855 and an arc
elasticity of —1.5678. This elasticity represents the difference between the justified
investment in the real estate versus the planned equity investment in real estate
proposed by the syndication structure, It also compares the market and required
rents,

The aid to decision making comes in illustrating that not only is the allowed
equity investment greater under the syndication structure but also the sensitivity
of the equity i less subject to market rental fluctuation EMS< M (—.7855 <
1.014) or MS — fSRE <M — tRE (—1.5678 < —.984). The market rental
sensitivity of the real estate under the syndication financing is less than the market
rental risk of the real estate under the traditional financing structure,

Purthermore, it is observed that the rental elasticity of the syndication £SM
£SC i less than but close to unity (1). “SM as a point equals —.7879. Its arc
elasticity equals —1.56346. The overall syndications gensitivity is similar or
parallels to some degree the riskiness of the real estate in the syndication.

The syndication structure in relation to the market (Figures 1, 2, 3 and 4)
suggest that more equity dollars can be invested in the real estate but less total
dollars can be placed in hard assets. However, in this case the financial structure of
the syndication may be beneficial because the equity position of the limited
partners is less sensitive to miarket rental fluctuations.

Conclusions

Awareness of the economic structure of syndications can aid the investor,
regulator, and other decision maker in identifying several considerations needed
for investment value decisions. One congideration is that the proposed method
allows the identification of the manner in which dollars invested in the syndication
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are allocated. The allocation can be between the real estate or the syndication
enterprise. The allocation of funds can also be further stratified within these two
entities.

Second, the MRI-CRA model enables a limited testing of investment financial
structure against market performance for similar properties or competitive syndi-
cations. The use of cross-elasticities as well as income elasticities is an area of
research that may further aid analysis in this area.

Third, these models enable the decision maker to identify possible measures of
finance and market risk. In identifying the types of risk, one can choose to offzet
one type of risk with the other. The choice will depend on the investor’s financiat
exposure and/or economic preferences,

Finally, many real estate analysts such as appraisers often limit their concern to
the real estate assets in the syndication’s portfolio. Real estate academicians
cannot afford this luxury. This article suggests that as alternative financing can
alter real estate values, 30 too can the structure of syndications. The development
of skills to recognize the compensation of the various factors of production
involved in real estate enterprises other than the real estate assets (land and
capital) alone will enhance the ability of the analyst or decision maker to meet the
growing demand for more comprehensive business valuations,

The future expectations of demand for comprehensive valuation services are
illustrating a need for business schools to teach a more integrated or generalist
approach towards the various functional areas in their curriculum, The synergistic
economic structures of real estate investments and syndications are business
activities that will require decisions needing value estimates. The growing tendency
to view real estate as an investment contract suggests that future real estate
markets may be based on the unit of value per share. Therefore, the structure of the
enterprise, the management and their impact on the real estate assets in terms of
value estimation will become increasingly more difficult to separate, The study of
real estate syndications and securities is an appropriate area to begin, The structure
of syndication (security offers) entailing a financing, management, and diversi-
fication scenario package have a definite impact on real estate values (in terms of
the principles of substitution and anticipation). This impact is such that traditional
appraisal assumptions such as eminent domain definitions of market value, average
management and general asset markets for a property type do not represent
economic reality. Inductive analysis and a reconsideration of the economic
assumptions are the foundations.
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Book Review

REAL ESTATE SYNDICATION

Reviewed by Mark Lee Levine, SRS

This one-volume text is entitled Real Estate Syndication. Written by Stephen P,
Jarchow, the book was published in 1985 by John Wiley & Sons, Inc., under its
professional books division. The text focuses on various aspects of syndication,
including tax, securities and business issues.

The material, as stated by the author, is directed toward “. . . anyone involved
with the industry (of syndication), including syndicators, brokers, lawyers,
accountants, investors and advisors.”

Although this is certainly a wide range of people who might find use for the text,
the book is written in a more technical sense, mainly for attorneys and CPAs, as
well as others dealing on the technical side of syndication.

The text could be considered to have a broader application than syndications.
As an example, various aspects in the text discuss partnership rules which would
be applicable to either a syndication or a general partnership.

The text includes chapters on the syndication business, choice of a business
entity, general partnership law, partnership taxation, special allocations, partner
and partnership transactions, disposition of syndication intercsts, examination of
cost recovery and credits, structuring deductions as to tax issues, miscellaneous
tax congiderations, overview of securities laws, discussion of public offerings,
syndications involving foreign investors, and special concerns involving lawyers
and accountants. In addition, there is a chapter on investment analysis, and
various documents are contained in the appendix which are helpful for general
reference. The appendix includes such items as the Uniform Partnership Act,”
regulations, Regulation D, Guide 5, the North American Securities Administrators
Association Statement of Policy relative to real estate offerings, as well as a
syndication checklist and an acquisition summary.

There are also summary documents and samples with regard to partnership
agreements, offering memorandums and various other documents used in syndi-
cation, such as promissory notes, gubscription agreements and questionnaires for
investors,

Mark Les Levine, SRS, it a Professor at the University of Denver, He is also active in the real cstate
field through Levine, Lid., REALTORS®, and is a practicing attormey with Levine & Pitler, P.C.,
Deaver, CO.

M. Levine roceived his Ph.D. in Business Administration from Century University; 1.D. from the
University of Denver Law School; LL.M. from the New York University School of Law; P.A.P. from
Nosthwestern University Gradusie School of Management; and B.S., magna cum lauds, from

State University. 173
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September 21, 1982

Mr. Chris J. Loutis

Manager

King County Real Property Division
500 Fifth Avenue, Room 500-A
Seattle, WA 98104

Dear Mr. Loutis:

Transmitted with this letter is the report, "Lease Rate Analysis-King
County Airport," completed for you by Mundy, Jarvis & Associates, Inc. This
appraisal examined the fair market rental of two properties leased by The
Boeing Company at the King County International Airport, one parcel of 249,919
square foot referred to as the Eastside Parcel, and one of 4,906,379 square
foot, referred to as the Westside Parcel. .

The analysis was directly supervised by Bill Mundy, Ph.D., MAI, and
carried out by Judith Chaney, MBA. This project began on May 28, 1982 and was
completed during August 1982. Revisions were made in conjunction with Robert
Foreman, MAI, who is preparing a separate report for King County.

Our research began with an intensive analysis of the King County Inter-
national Airport and the surrounding neighborhood. This included interviews
with over 100 land users in the neighborhood and an extensive analysis of the
demand for different types of space in the South Seattle subarea based on an
economic base analysis of the Seattle consolidated area by Bill Mundy. On the
basis of that research it was determined that the highest and best use of the
subject property would be a mixed-use business, industrial, and distribution
park including such uses as office, aircraft service and sales, warehousing,
manufacturing, and a complementary line of retail establishments such as
restaurants and office supplies. Lance Meuller & Associates has provided a
site plan which demonstrates how the property could be developed.

On the basis of this highest and best use analysis, ten comparable sales
were researched, five corresponding to the Eastside Parcel and five to the
Westside Parcel. In addition, comparable leases from King County, the Port of
Seattle, private parties, and the Seattle School District were examined.
These data indicated a fair market rent as of July 1, 1982 of $.60 per square
foot per year for the Eastside Parcel and $.38.5 for the Westside Parcel.
Both these figures are inclusive of the 12.84X leasehold tax.



Mr. Chris J. Loutis
September 21, 1982
Page 2

This appraisal is subject to the assumptions and limiting additions
included in the report. It has been a pleasure preparing this for you. If
you have any questions or further comments, please do not hesitate to contact
us.

Sincerely,

MUNDY, JARVIS & ASSOCIATES, INC.

Bi11 Mundy, Ph.D., MAI
President

Judith Chaney, MBA
Research Analyst
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SUMMARY OF PERTINENT INFORMATION

Purpose of the Report

The purpose of this research by Mundy, Jarvis & Associates, Inc. was
to determine the fair market rental of the 5,156,298 square feet of land
leased by the Boeing Company at the King County International Airport as
of July 1, 1982,

Research Design

There were several distinct steps in the research process for this
assignment. The first was an orientation of our staff and that of Lance
Mueller & Associates to the King County International Airport (Boeing
Field). The site was inspected by Bill Mundy and Judith Chaney of Mundy,
Jarvis & Associates and by Lance Mueller and Robert Fadden of Lance
Mueller & Associates.

The next step was an analysis of the surrounding neighborhood which
examined changes in land use as well as an inventory of present uses. The
neighborhood for this purpose was defined as the area south of Spokane
Street, west of Interstate 5, east of West Marginal Way, and north of
118th Street South.

Presently this area is a complex and diverse transportation and
industrial center serving the Seattle Consolidated Area, the Pacific
Northwest Region, national and worldwide markets. Heavy manufacturing and
port-related activities such as transportation, shipping and storage are
found within the IH (Heavy Industrial) zone, while warehousing,
distribution, and Boeing manufacturing and testing facilities dominate the
IG (General Industrial) and M (Manufacturing) zones.

The examination of land use patterns was augmented by telephone
interviews with 102 major businesses in the area defined above. These
interviews not only confirmed the land use changes found earlier but also
indicated the reasons for those changes from the land user's point of
view,

The most important locational factors cited by these respondents
concerned access, such as access to ‘the freeway (17.9%), a central
location (17.2%) and being close to their customers (17.2%). Another
major consideration was that they were able to find a site large enough
for their business in the south-end industrial area (15.7%).

Table 6 discusses the locational disadvantages to the south-end
industrial area which were mentioned by our respondents. The major factor
was that there was no longer enough space in the area for the firm to
expand (19.6%) followed by the concern that the location was too costly,
either because of high rent or high taxes (17.6%). Interestingly, there
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were 134 advantages cited and only 51 disadvantages. This difference
would seem to indicate that many firms are satisfied with their location
in the south-end industrial area.

The final step in the analysis of these interviews was to develop a
profile of businesses located in the south-end industrial area over the
past 17 years. This information is shown on Table 7. When the current
tenant or the previous user were classified by major SIC categories, as
shown in Table &, many categories showed little change over time either in
absolute number of businesses or in relative percentages. These stable
categories were agriculture, construction, and finance, insurance, and
real estate (FIR).

The number of manufacturing, transportation, and wholesale businesses
has increased substantially over the past 17 years from 51 to 80 firms in
our sample., The relative importance of these industries, however, has
actually declined as the number of other types of businesses (e.qg.,
services) have grown even faster, This differential clearly illustrates
the diversification occurring in the Duwamish Valley.

In summary, the Duwamish Valley is experiencing significant changes
in land use trends. As Seattle expands south, the remaining residential
areas in the Valley are disappearing along with older businesses that
depended on a residential neighborhood. Heavy demand from water and rail
dependent industries has swallowed up large undeveloped parcels and led to
more intensive land use. The increasing number of service - oriented
industries and smaller wholesale/distribution firms has created demand for
mixed use industrial/business park developments. )

.The information about businesses which are economically viable in the
area was combined with an analysis of the economy of the region to make
estimates of square feet of space which will be demanded in that area
through 1995 by SIC (Standard Industrial Classification) category. Demand
for nonaviation uses was based on the Economic Base Model of the Seattle
Consolidated Area which was developed by Mundy, Jarvis & Associates and
which is updated annually. Demand for general aviation uses was developed
from interviews with tenants at the King County International Airport,
with Don Smith, Manager of the Airport, and with other airport managers in
the Puget Sound Region.

By 1995 this includes site demand of 89,000 square feet of retail
space, 116,000 square feet of office, 418,000 square feet of office/
warehouse and 307,000 feet of warehouse.

Next an analysis of the highest and best use of the property leased
by Boeing was performed. The subject property consists of two irregularly
shaped sites. One, on the westside of the airport is 4,906,379 square
feet; the other, on the eastside, is 249,919 square feet. The difference
in sfze and location necessitated a separate highest and best use
determination for each.
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. It was determined that general aviation was the best use of the
eastside parcel, including fixed base operators, aircraft hangers and tie
downs, and other aircraft-related uses. An analysis was made of
comparable leases, both aviation and nonaviation, which gave.an indication
of fair market rent, Little weight was given to existing aviation leasas
at the Airport because they have not been negotiated at fair market rent
levels. The Port's leases indicate a rate of 6U¢, as do the private
leases. The School District lease is not firm enought to rely on at this
time. Taking all these indicators into consideration, it is our opinion
the fair market rent based on comparable leases is 60¢ per square foot a
year effective rate of 53¢ contract rate exclusive of the 12.48% leasehold
tax.

Another approach examined sales of comparable property to determine
the fair market value of the eastside property. These sales were compared
to the subject on the basis of general location, access, zoning, shape,
size, time of sale, level of improvements, and location in the City vs.
the County.

The general location of the comparables was quite similar to the
subject since all are within the Duwamish Yalley industrial area. Al}
properties have excellent road access though East Marginal Way can be
congested and has restricted left hand turns. Airport Way at the airport
is less congested although it is only two lanes. All properties were
zoned industrial and were not adjusted on this basis.

The subject was superior to all the comparables because it has
airport access. The interview data discussed earlier, however, suggested
that this access is not important to nonaviation users, so it was not
judged to be important in adjusting the sales data. Waterway access is
critical for some manufacturing companies and unimportant to others. The
comparable leases, discussed earlier, showed no significant difference in
rate between the Port properties which had water access and the private
properties which did not. No adjustment to the sales data, therefore, was
made because of water frontage.

The subject is roughly rectangular in shape and thus is superior to
Comparables 4 and 5.

Time of sale was adjusted at 5% a year based on a regression analysis -
of over 100 sales of property up to 10 acres in the Duwamish Valley
between 1978 and 1983. All properties were similar in level of
improvements.

Finally, the interview data indicated a preference for being in King
County rather than Seattle because of lower taxes. Comparable 4 is
similar to the subject on that basis; the other comparables are inferior.

In reconciliating the sale comparables, the most weight was given to
Sales 1 and 2; Comparable 1 is the most recent and 2 the most similar in
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size. The indicated price for the subject is $5.50 per square foot. This
estimate is well supported by Sales 4 and 5 at $5.50 per square foot and
Comparable 3 at $5.00 per square foot.

This value was then capitalized to yield another indication of fair
market rent. These indicators suggest a capitalization rate of about 11%
would be appropriate at the King County International Airport.
Multiplying the indicated land value of $5.50 per square foot times 11%
yields a rent rate of 60.0¢. The two indicators were correlated to
produce an estimated fair market rent of 60¢ per square foot per year,

An analysis of the probable rate of return which would be generated
by each feasible use at the airport concluded that a mixed use business/
industrial park with aviation and nonaviation uses would be the highest
and best use of the westside parcel. Given the size of the westside
parcel, its frontage on West Marginal Way, the airport 1location and
favorable exposure from Interstate 5, we are of the opinion this site
would be a strong candidate for a mixed use business, industrial and
distribution park with a compliementary line of retail establishments such
as restaurant(s), office supplies and furniture, and business services
such as travel agents. A mixed use business park development as a highest
and best use 1is supported by the trend of land uses found in the area and
by such successful developments as Benaroya Business Park and Fischer
Business Park. Lance Mueller and Associates analyzed the site to
determine the feasibility of various use options and completed a site plan
which illustrates how this parcel could be developed to meet existing and
projected demand in the area. An exhaustive search was made for sales of
large parcels of undeveloped land which were purchased for development as
mixed use business/industrial parks. Many of these sales were located on
the fringes of urban growth in Renton, Kent and Bellevue. In addition
comparable sales near Paine Field in Snohomish County were examined.

Most weight was given to Comparables 6 (Evergreen East) and 7
(Bellevue Airfield). Land Comparable No. 6 with an indicated value of
$3.50 per square foot is very similar to the subject although there is
superior demand for the subject as well as a superior level of
improvements. The Bellevue Airfield is a very important indication of the
fact that the market is placing a higher value on industrial parks than
afrfields as one use replaces another. This sale supports the land use
trends that were discussed earlier in the vicinity of the King County
Airport. The sale by Cabot, Cabot, and Forbes to Boeing Computer Services
indicates a value of $3.45 to $3.55. Taking these sales as well as the
other sales into consideration, the indicated sales price for the subject
is $3.50 per square foot.

This land value was capitalized at the rate of 11% on the basis
discussed earlier for the eastside parcel. Capitalizing $3.50 at 1l1%
gives a annual rent per square foot of 38.5¢, rounded to 38¢.
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INTRODUCTION

Purpose of the Report

The purpose of this research by Mundy, Jarvis and Associates, Inc.
was to determine the fair market rental of the 5,156,298 square feet of
land leased by the Boeing Company at the King County International
Airport. The legal descriptions of the subject property are retained in
our files.

Research Participants

The work on this project was completed under the supervision of Bill
Mundy, Ph.D., MAI. Judith Chaney, MBA, designed the research, analyzed
the data, and wrote the final report. Mike Griffin was responsible for
obtaining and refining the comparable lease and sales information. Jean
Bosch, Director of Survey Research, supervised the interviews with 100
major land users in the vicinity of the King County Airport. The site
plan for the proposed highest and best use was provided by Robert Fadden,
Lance Mueller & Associates. Francie Morgan completed the other graphics.

We would also 1like to acknowledge the assistance of Thomas E.
Coulton and Robert C. Martin of the King County Real Property Division,
and of Donald Smith, Manager, King County International Airport.

This work was conducted in conjunction with an appraisal by Robert
Foreman, MAI.

Research Timeframe

The project began on May 28, 1982. An interim report was submitted

to King County on July 7, 1982, which contained preliminary lease and
sales comparables. The analysis was refined during the month of July and
the final report written during August.

Research Design

There were several distinct steps in the research process for this
assignment. The first was an orientation of our staff and that of Lance
Mueller & Associates to the King County International Airport (Boeing
Field). The site was inspected by Bill Mundy and Judith Chaney of Mundy,
Jarvis & Associates and by Lance Mueller and Robert Fadden of Lance
Mueller & Associates.

The next step was an analysis of the surrounding neighborhood which
examined changes in land use as well as an inventory of present uses. The
neighborhood for this purpose was defined as the area south of Spokane
Street, west of Interstate 5, ease of West Marginal Way, and north of
118th Street South, as shown on Figure 1.
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The examination of land use patterns was augmented by telephone
interviews with 102 major businesses in the area defined above. These
interviews not only confirmed the land use changes found earlier but also
indicated the reasons for those changes from the land user's point of
view.

The information about businesses which are economically viable in the
area was combined with an analysis of the economy of the region to make
estimates of square feet of space which will be demanded in that area
through 1995 by SIC (Standard Industrial Classification) category. Demand
for nonaviation uses was based on the Economic Base Model of the Seattle
Consolidated Area which was developed by Mundy, Jarvis & Associates and
which is updated annually. Demand for general aviation uses was developed
from interviews with tenants at the King County International Airport,
with Don Smith, Manager of the Airport, and with other airport managers in
the Puget Sound Region.

Next an analysis of the highest and best use of the property leased
by Boeing was performed. The subject property consists of two irregularly
shaped sites. One, on the westside of the airport is 4,906,379 square
feet; the other, on the eastside, is 249,919 square feet. The difference
in size and location necessitated a separate highest and best use
determination for each.

It was determined that general aviation was the best use of the
eastside parcel, including fixed base operators, aircraft hangers and tie
downs, and other aircraft-related uses. An analysis was made of
comparable leases, both aviation and nonaviation, which gave an indication
of fair market rent, Another approach examined sales of comparable
property to determine the fair market value of the eastside property.
This value was then capitalized to yield another indication of fair market
rent. The two indicators were correlated to produce an estimated fair
market rent of 60¢ per square foot per year.

An appropriate lease rate for the subject property was determined by
corr?laging comparable rents with a fair rate of return on the value of
the land.

An analysis of the probable rate of return which would be generated
by each feasible use at the airport concluded that a mixed use business/-
industrial park with aviation and nonaviation uses would be the highest
and best use of the westside parcel. Lance Mueller and Associates
analyzed the site to determine the feasibility of various use options and
completed a site plan which illustrates how this parcel could be developed
to meet existing and projected demand in the area. An exhaustive search
was made for sales of 1large parcels of undeveloped land which were
purchased for development as mixed use business/industrial parks. Many of
these sales were located on the fringes of urban growth in Renton, Kent
and Bellevue. In addition comparable sales near Paine Field in Snohomish
County were examined. These indicators of value were adjusted to the
subject parcel to arrive at a final estimate of land value if developed
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for the highest and best use. This land value was multiplied by an
appropriate rate of return to determine fair market rent of 38¢ per square
foot per year.

DEFINITION OF VALUE

Market rent is “the rental income that a property would most probably
command on an open market as indicated by current rentals being paid for
comparable space (as of the effective date of appraisal)* {(The Appraisal
of Real Estate, 1978, pg. 136).

The market value of the subject property 1is “the highest price in
terms of money that a property would bring in a competitive and open
market under all conditions requisite to a fair sale, the buyer and seller
each acting prudently and knowledgeably and assuming the price fs not
affected by undue stimulus” (The Appraisal of Real Estate, 1978. pg. 23).

DATE OF APPRAISAL

The date of the fair market rent estimate is July 1, 1982.

THE SUBJECT PROPERTY

Site’Description

The King County International Airport s located in the Duwamish
Valley in the southern industrial region of Seattle, Washington. As shown
in Figure 1 the Seattle-King County boundary jags through the airport, but
it is under the sole jurisdiction of King County.

There is access from Interstate 5 to the east at the north end
(Michigan Street) and the south end (Boeing Access Road) as well as from
East Marginal Way (Highway 181) on the west. The Duwamish Waterway
parallels the west boundary at a distance of about 1/4 mile. Figure 2 is
a photograph of the airport looking northwest.

There are a number of leases for land and some for land and
improvements at the airport both to private companies and public agencies.
The Boeing parcels dominate the land uses as shown in Figure 3.

The Boeing Company presently leases 5,156,298 s.f. at the King County
International Airport under eight separate leases. The leases became
effective in 1952 and 1955 and are for periods of 40, 65, and 75 years.
Table 1 summarizes the existing leases and Figure 4 shows these
properties.
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Figure 2

KING COUNTY INTERNATIONAL AIRPORT
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Figure 4
VIEWS OF THE SUBJECT PROPERTY

Camera facing east toward Westside Parcel.
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Figure 4 (Con't)

Camera facing northwest toward the Eastside Parcel.

MUNDY, JARVIS & ASSOCIATES

SEATTLE ¢« PORTLAND * ANCHORAGE



Table 1

Summary of Boeing Leases

Lease Term Eastside Westside Total 1981
Area Area Area Revenue
40 Years -0- 711,082 s.f., 711,082 s.f. $38,662.36
65 Years -0- 190,5451 190,545 14,862.51
75 Years 249,919 s.f. 4,004,752 4,254,671 264,664.98
Total Area 249,919 s.f. 4,906,379 5,156,298 318,189.85

Source: King County International Airport
Mundy, Jarvis & Associates, Inc.

1P]us an easement of 45,810 s.f.

The present eastside annual rental rate is 17.16¢, and the westside
annual rental rate is 5.43¢. Under the lease terms Boeing is guaranteed
access to and use of the runways and operational airport areas, but does
not pay landing fees or fuel flowage fees. Boeing does pay for its
utilities and maintains a fire fighting capability as does King County.
Boeing, but not King County, may delete areas from the leases upon six
months' written notice.

As Figure 3 shows, the total area leased by Boeing historically has
been divided into the eastside and the westside parcels. Because of the
great difference in size, location, and use, the areas were analyzed
separately in this report as well,

The Eastside Parcel

This property consists of 249,919 square feet {5.74 acres) located on
the west side of East Perimeter Road. It is adjacent to the southeast
side of the terminal and administration offices. Direct access is from
East Perimeter Road which is a two lane service road for the airport.

The property is roughly rectangular in shape, is level, and has all
utilities and sewer. Zoning is General Industrial with the additional
lease restriction of aviation - related uses. There is a height
restriction of approximately 20 feet at the western boundary to over 60
feet at the eastern boundary.
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The existing improvements are the property of the Boeing Company and
did not enter into the subsequent analysis.

The Westside Parcel

The westside property is composed of the 12 parcels described below.
For the purpose of this analysis, they have been considered as one piece
of property because the leases are extensively cross referenced and
because the property has one lessee who uses the land for a common
purpose. In an economic sense, these 12 parcels are a single property.

Table 2
The Westside Parcels

Parcel Square Feet Acres
Parcel 2 3,824,753 87.80
Parcel 2A 89,000 2.04
Parcel 3 19,730 .45
Parcel 4 71,269 1.64
Parcel 11 190,545 4,37
Parcel 14 (Elect bldg.) 77,000 1.77
Parcel 15 (Elect bldg.) 42,222 .97
Parcel 17 (Tank Test N) 51,271 1.18
Parcel 18 (Tank Test S) 20,539 - .47
Parcel 19 %Jet Fue]ingg 425,375 9.77
Parcel 20 (Jet Fueling 43,755 1.00
Sound Suppressor Site 50,920 1.17
Total Westside 4,906,199 112.63

Source: King County International Airport
Mundy, Jarvis & Associates, Inc.

As Figure 3 shows, there are two areas which break up the westside
property -- the FAA control tower on the south and a narrow strip on the
north. The property is generally level.

Access 1is via East Marginal Way on the western boundary of the
property. It 1is zoned General Industrial with the additional 1lease
restriction of aviation - related uses. There is a side slope height
restriction beginning at the east boundary of the property which increases
at a ratio of /7 to 1.
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A1l utilities and sewers are available and the existing buildings are
the property of the lessee. The parcels have been variously improved with
concrete and asphalt, and some parcels are bare land.
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LOCATION DATA

The Seattle Standard Consolidated Area

The King County International Airport lies within the Seattle
Standard Consolidated Area (SSCA) which is composed of King, Pierce, and
Snohomish Counties in Washington State. Like many other metropolitan
areas, the SSCA was first settled and grew because of plentiful natural
resources: farmland, timber, fish and a deep water port. Over the years,
harnessing the abundent water flow has led to cheap hydroelectric power.

Recently, the natural amenities, coupled with a highly skilled
workforce and the influence of the Boeing Company, have encouraged the
development of local high technology companies as well as the immigration
of such firms from other parts of the country. Finally, Seattle is
becoming an important service and financial center for the Pacific
Northwest, as well as for Alaska and the Pacific Rim Countries, further
broadening the economic base of the region.

The first Boeing aircraft in 1916 heralded the beginning of a company
which has become the major employer in the Consolidated Area. The number
of people employed by Boeing has varied enormously dependent on military
spending and the prosperity of commercial airlines. Figure 5 shows how
this %ggﬁfny has impacted employment in the Seattle metropolitan area
since .

Despite the current slump, the underlying base of the economy in the
Consolidated Area is strong. The diversification into high technology,
services, and financial firms has lessened the impact of any one employer,
including the Boeing Company.

For a comprehensive discussion of the SSCA the reader is referred to
Appendix B where the economic base of the metropolitan area is discussed.

The Duwamish Valley

Historical Development

The immediate neighborhood of the King County International Airport
is the Duwamish Valley, as shown in Figure 6. As the map shows, this area
is composed of five census tracks (93, 99, 108, 109, 112) in Seattle as
well as a small portion of census tract 263 in King County.

Development of the Duwamish Valley has centered around use of the
Duwamish Waterway, although the waterway has been only one of many
attractive features in the valley. The tidal flats of the Duwamish Valley
were first developed in the early 1900's because they offered inexpensive
land close to Seattle. As Seattle expanded, the tidal flats were filled
with material from excavation in Seattle.
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Figure 5 Page 13
EMPLOTMENT TRENDS FOR SEATTLE SMSR - 1/1966 70 6/1982

7500

65001

EHPLOYHENT

\'

45 1 1 |l i H 1 ] i
i 1 1 1 i 1 1 i

8 24 48 72 96 120 144 168 192 216
MONTHLT BEGQINNING JANUART 1966

1180

900

700

AIRCRAFT EMPLOTMENT

S00-L

3ea 1 | ! 1 L ! !
] 1 1 H 1 1 i 1

Q 24 48 7 96 128 144 168 192 216
MONTHLY BEGINNING JANUARY 1966

18

N 1
8 24 48 T2 9% 120 144 188 192 218
MONTHLY BEGINNING JANURRY 1966



Figure 6 Page 14
THE DUWAMISH VALLEY
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By 1931 the Duwamish River was straightened for use as a commercial
waterway and Harbor Island was built at the mouth of the river.
Industrial development continued south from Seattle along the waterway,
and the Boeing Company moved into the area. Boeing has become the major
employer in the Duwamish Industrial Valley although it has not used the
Duwamish River extensively. Other companies dependent on water
transportation continued to move into the valley between 1920 and 1940.

In the 1960's the development of containerized cargo shipment
increased the demand for large parcels of land with waterfront access.
This need was met by sites on and near Harbor Island.

Presently, the Port of Seattle is sponsoring a plan by the Corps of
Engineers which would improve the Federal navigation channel in the east,
west, and Duwamish Waterways to ailow larger cargo vessels to use the
waterway. If approved the project would be completed in 1990.

Over 97% of the land within study area shown 1in Figure 6 is
industrially zoned. Presently this area 1is a complex and diverse
transportation and industrial center serving the Seattle Consolidated
Area, the Pacific Northwest Region, national and worldwide markets. Heavy
manufacturing and port-related activities such as transportation, shipping
and storage are found within the IH (Heavy Industrial) zone, while
warehousing, distribution, and Boeing manufacturing and testing facilities
dominate the IG (General Industrial) and M (Manufacturing) zones. Table 3
shows the distribution of these businesses by acres.
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Table 3

Land Use by SIC Category
(1974 - 1976)

SIC Category Number of Percent
Acres

Construction 49.1 1.5

Manufacturing 927.7 28.1

Transportation,

Communication,

Utilities 1,235.20 37.4
Wholesale Trade 301.0 9.1
Retail Trade 143.5 4.3
Finance, Insurance,

Real Estate 144,1 4.4
Public Administration 234.0 7.1
Residential 57.6 1.7
Vacant Lot 178.6 5.4
Vacant Unit 31.3 .9
Total 3302.1 99.9

Source: Mundy, Jarvis & Associates, Inc.
"Industrial Area Background Report",
Vol. II, City of Seattle. Office of Policy and Evaluation,

pp. 64-75,

Note: Acreage also includes Boeing Plant No. 2, Isaacson Steel, Kenworth
Trucks adjacent to King County International Airport and south of
city limits.

Examination of these SIC categories shows many industries which are
access - dependent. In the transportation, communication, and utilities
group are maritime-released transportation industries. Manufacturing is
concentrated in four major SIC groups - aircraft (Boeing), cement, glass
and gypsum production. Boeing, of course, needs airport access while the
other industries rely on the Duwamish Waterway for importing raw materials
used in production. The steel manufacturers on Harbor Island are tied to
truck and rail transport. Finally, the Port of Seattle operates a large
number of container and noncontainer terminals and supporting warehouses.
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South Park

The South Park/Duwamish Annexation Area 1is 920 acres in unin-
corporated King County directly adjacent to existing city limits and
directly west of the King County International Airport. This area
has a residential district to the west and major industries to the east
including Boeing, Kenworth Truck Company, Monsanto, Jorgenson Steel and
Issacson Steel. If the annexation were approved by the Seattle City
Council, the King County Boundary Review Board, and the voters, zoning for
the industrfal area east of the Duwamish wouid not change, but those
businesses would be subject to city taxes. Benefits provided would
include city sewer, utilities, and fire protection, as well as road
improvements. The major businesses in the area have started a legal
battle to prevent annexation which is yet to be resolved. If the plan
proceeds as described in the Final EIS (November 1981) the airport
property would not be directly affected. It would, however, be the only
remaining property with good access to the airport, the Duwamish,
railroads and I-5, and the low tax benefits of being in unincorporated
King County. Figure 7 shows this area.

Present Land Use

Current land use trends were examined by interviewing 102 major
nonaviation land users in the area shown on Figure l. These firms were
selected on a stratified basis. Within one mile of the site all
businesses were contacted. Between one and three miles the larger
businesses were selected and beyond three miles only major land users were
chosen. Of the firms contacted, approximately 95% completed the survey.
The questionnaire is shown in Appendix A.

The purpose of these telephone interviews was to determine the
distribution of significant businesses in the area and to assess the
locational attributes of the site for their business. Finally, we
attempted to determine who had occupied the site before the present user
to pinpoint specific chan%es in land usage. The data are not directly
comparable to those on Table 3; this information is the number of firms,
the former is number of acres.

Table 4 shows the businesses we interviewed classified by major
Standard Industrial Classification (SIC) categories. As this table shows,
the majority of the businesses were wholesale dealers in durable goods,
such as machinery, auto parts, furniture, and appliances. Table 4 also
indicates a wide variety of firms are located in the area. Many of these
such as the nursery and the businesses oriented towards residential neigh-
borhoods, such as personal services, and retail trade are businesses that
have been in their present location for 20 to 30 years. Overall, these
100 firms had been at their present locations for an average of 13.4
years, with a range between two months and 70 years.
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The next question was whether the business had previocusly been
located within the south-end industrial area. The respondents were fairly
eveniy divided on this question, with 43.8% having had their previous
location outside of the south-end industrial area. The remaining
businesses relocated to this area from another spot within the area
(24.0%) or had orfiginated at their present site (43.8%). This information
confirms data collected by Mundy, Jarvis & Associates in previous studies
which shows that business firms tend to prefer to remain within the same
general area as their present location when relocation becomes necessary.

Table 4
Businesses Interviewed

SIC Category Number of Interviews Percent of Interviews
Agriculture, Nursery 1 1.0%
Construction 2 2.0
Manufacturing 24 23.5
Transportation 7 6.9
Wholesale Trade 49 48.0
Retail Trade 7 6.9
Finance, Insurance & Real Estate 2 2.0
Services 10 9.8
Total 102 100.1%

Note: Percents may not sum to 100% due to rounding error.
Source: Mundy, Jarvis & Associates, Inc.

The most important locational factors cited by these respondents
concerned access, sSuch as access to the freeway (17.9%), a central
location (17.2%) and being close to their customers (17.2%). Another
major consideration was that they were able to find a site large enough
for their business in the south-end industrial area (15.7%). This
information is shown on Table 5.
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Table 5
Locational Advantages to the Southend Industrial Area

Advantage Number of Responses Percent of Responses
Freeway Access 24 17.9%
Central Location 23 17.2
Close to Customers 23 17.2
Site Large Enough 21 15,7
Railroad Access 10 7.5
Parking Available 8 6.0
Duwamish Waterway Access 7 5.2
Close to the Boeing Company 3 2.2
Close to Truck Lines 3 2.2
Close to Competitors 3 2.2
High Traffic Volume 3 2.2
A1l Other Responses 6 4,5
Total 134 100.0%

Source: Mundy, Jarvis & Associates, Inc.

To test directly the value of proximity to the King County
International Airport, we asked the respondents to rate the importance of
that proximity on the following scale: 1 = must have; 3 = neutral; 5 =
major inconvenience. Overall the respondents gave access to the King
County and international airport a rating of 2.9, neutral. They were also
asked to rank access to the Duwamish Waterway on the same scale. The mean
rating was 2.8.

These interviews specifically excluded businesses located at the King
County International Airport since these firms were interviewed more
intensively in personal interviews. For the 102 nonaviation respondents
discussed above, the airport is not an important location factor.

Table 6 discusses the locational disadvantages to the south-end
industrial area which were mentioned by our respondents. The major factor
was that there was no longer enough space in the area for the firm to
expand (19.6%) followed by the concern that the location was too costly,
either because of high rent or high taxes (17.6%). Interestingly, there
were 134 advantages cited and only 51 disadvantages. This difference
would seem to indicate that many firms are satisfied with their location
in the south-end industrial area. As Table 6 shows, only three firms
(5.9%) indicated that they are planning a move in the near future.
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Table 6
Locational Disadvantages to the Southend Industrial Area

Disadvantage Number of Responses Percent of Responses
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Note: Percent may not sum to 100% due to rounding error.
Source: Mundy, Jarvis & Associates, Inc.

The final step in the analysis of these interviews was to develop a
profile of businesses located in the south-end industrial area over the
past 17 years. This information is shown on Table 7. When the current
tenant or the previous user were classified by major SIC categories, as
shown in Table 6, many categories showed little change over time either in
absolute number of businesses or in relative percentages. These stable
categories were agriculture, construction, and finance, {insurance, and
real estate (FIR).

The number of manufacturing, transportation, and wholesale businesses
has increased substantially over the past 17 years from 51 to 80 firms in
our sample. The relative importance of these industries, however, has
actually declined as the number of other types of businesses (e.g.,
services) have grown even faster. This differential clearly illustrates
the diversification occurring in the Duwamish Valley.

In summary, the Duwamish Vailey is experiencing significant changes
in land use trends. As Seattle expands south, the remaining residential
areas fn the Valley are disappearing along with older businesses that
depended on a residential neighborhood. Heavy demand from water and rail
dependent industries has swallowed up large undeveloped parcels and led to
more intensive land use. The increasing number of service - oriented
industries and smaller wholesale/distribution firms has created demand for
mixed used industrial/business park developments.

Industrial parks are more than a mix of industrial, warehouse, and
office users. Using a master plan, the developer controls the mix of
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Table 7

" Business Profile Over Time

1982 1980 1975 1970 1965

Type of Business N % N % N 2 N N
Agriculture 1 1.0 1 1.1 1 1.3 1 1.4 1 1.5
Construction 2 2.0 2 2.2 3 3.8 2 2.8 2 3.0
Manufacturing 24 23.5 24 25,8 22 27.8 19 26.4 18  26.9
Transportation 7 6.9 7 7.5 5 6.3 4 5.6 2 3.0
Wholesale Trade 49 48,0 45 48.4 38 48.1 35 48.6 3 46,3
Retail Trade 7 6.9 6 6.5 7 8.9 8 11.1 8 11.9
FIR 2 2.0 2 2.2 1 1.3 1 1.4 1 1.5
Services 10 9.8 6 6.5 2 2.5 2 2.8 2 3.0
Government 0 0.0 0 0.0 0 0.0 0 0.0 2 3.0
Subtotal 102 100.1 93 100,2 79 100.0 72 100.1 67 100.1
Unknown 0 - 9 - 23 - 30 - 35 -
Total 102 100.1 102 100.2 102 100.0 102 100.1 102 100.1

Source: Mundy, Jarvis & Associates, Inc.
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tenants and appearance of the property. Improvements include underground
utilities, uniform site grading, landscaping, planned circulation
patterns, sign restrictions, mandatory setbacks and controlied
construction materials. This care in development leads to .an industrial
area which 1is clean and nonpolluting and which 1is compatible with
residential neighborhoods. Rail and truck access is crucial.

While many industrial parks have been built in outlying areas {(Kent,
Everett, the Eastside) several innovative ventures in south Seattle have
been successful, The Benaroya Business Park at 5980 6th Avenue South has
70 acres and 1.5 million square feet of developed space with railroad
access. Similarly, the Fisher Industrial Center at 4th Avenue South and
South Atlantic Street with 3+ acres has 80,000 square feet of space. The
main deterent to similar developments in the Duwamish Valley is the lack
of large tracts of properly zoned land. Assemblage is a time-consuming
and costly process. Figure 8 shows the difference between the older heavy
manufacturing companies and the newer office and industrial park
developments in the neighborhood of the subject property. The Boeing
leasehold, particularly the westside parcel, is a unique opportunity in
the southend because of its large size and excellent accessibility.
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Figure 8 (Con't.)
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HIGHEST AND BEST USE ANALYSIS

Definition of Highest and Best Use

The objective of this research was to determine the fair market
rental of the property leased by the Boeing Company at the King County
International Airport. The fair market rental is defined as "the rental
income that a property would most probably command on the open market as
indicated by current rentals being paid for comparable space as of the
effective date of the appraisal" (Real Estate Appraisal Terminology, Byrl
N. Boyce, Ed., 1975). The determination of what constitutes comparable
properties depends on a highest and best use analysis. This analysis
jdentified the use(s) that return the highest rental to the subject
property. Comparable leases are those of properties used at this highest
and best use.

Another method of determining fair market rental besides direct
market comparables is to determine the fair market value of the subject
property and a fair rate of return on value. This rate of return may be
found by comparing the return on competing investment opportunities or by
developing a capitalization rate from the marketplace. Both methods of
estimating fair market rental were used in this analysis.

Land is valued as if vacant and available for {its highest and best
use. Highest and best use is defined as

That reasonable and probable use that will support the highest
present value, as defined, as of the effective date of the appraisal.

Alternatively, that use, from among reasonably probable and legal
alternative uses, found to be physically possible, appropriately
supported, financially feasible, and which results in highest land
value5 (Real Estate Appraisal Terminology, Byrl N. Boyce, Ed.,
1975,

The subject property, both the westside and eastside parcels, is
zoned [G, general industrial. King County is not planning any zoning
changes at the airport; the legally allowable uses under the present
zoning are {ndustrial, heavy and 1ight manufacturing, and retail
businesses and services. The business inventory discussed earlier
demonstrated that all of these uses are found in the immediate
neighborhood of the subject property.

The current leases have further restrictions on permitted activities.
Section 12, page 30 of the Basic Comprehensive 75-year lease and Section 7
of the 65-year lease state that

Lessee is leasing the Leased Property and is acquiring the interests,

rights, and privileges granted hereunder for aircraft manufacturing

or alrcraft industrial purposes or for other business, manufacturing

or industrial purposes or operations relating to, identified with or

Z? 502: way dependent upon the use, operation or maintenance of the
rport.
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The 40-year lease for the electronics building states that

The lessee is leasing the leased property primarily for the purpose
of constructing thereon one or more buildings . . . to be used, among
other things, for the testing, repairing, installing, maintaining,
manufacturing, developing, designing and modifying of electronic
equipment, apparatus, parts or devices used in or in connection with
aircraft.

Furthermore,

A1l of the property involved in this lease is, or is to be, devoted
to airport purposes, including those purposes designated in . . .
(the paragraph quoted above). The installation of a building to be
used for these purposes is contemplated and this lease shall be
cancelled if Lessee fails to construct such building within or prior
to three years from the date of this lease.

It is our opinion, based on the research performed by Robert Foreman,
MAI and cited in his letter to the King County Division of Real Estate
(August 5, 1982), that these restrictions in the present lease do not
constitute a restriction on future uses of the property to aviation-
related uses only.

Physically, the site is adequate for all permitted uses in size,
access, and utilities available. The smaller eastside parcel may be
inadequate for some large-scale operations, such as concrete
manufacturing, but it is large enough to support smaller scale repair and
manufacturing operations as well as retail and office uses. The height -
restrictions on this parcel, discussed earlier, do not preclude typical
industrial buildings.

While the westside parcel 1is sufficiently large to support any
permitted use, the irregular shape coupled with the nonleased strips which
divide the property pose some problems. The height limitations on this
parcel would permit typical industrial development with required parking
located in the most restricted areas.

Once uses which are physically possible and legally permitted were
identified, the next step in the highest and best use analysis was to
determine which uses are economically viable through an analysis of market
demand. Demand must be sufficient within a reasonable developmental
timeframe to support the proposed use. Often it can be demonstrataed that
a particular development will draw market support from existing competing
developments which are inferior to the proposed project. In this case,
however, we have taken a more conservative approach which focuses on
meeting unmet demand that will be created by incremental additions to the
labor force through 1995. Market demand for each use was projected using
an economic base model of the King-Snohomish-Pierce Counties region which
was developed by Mundy, Jarvis & Associates, Inc. and is updated annually.
These regional projections were then refined to the South Seattle subarea
which contains the subject property.
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The Economic Base Model

An analysis of the demand for space by various types of users in
South Seattle was made using the Economic Base developed by Mundy, Jarvis
& Associates, Inc. This technique looks at changes in employment patterns
in the Seattle consolidated area, including Everett, Seattle, and Tacoma.
The overall trends are broken down to specific types of industries and
specific sub-areas within the consolidated area to determine actual demand
for commercial, industrial, and residential space. Appendix B is the
complete regional model.

Distribution of Employment to Sub-Market Areas

Once employment projections for the consolidated area were made, they
were dissagregated to sub-market areas based on their historical share of
employment. Data on the share of employment for each sub-market area was
obtained from the Washington State Employment Security Department, Puget
Sound Council of Governments and data from a sampling of 912 business
establishments located in Snohomish, King and Pierce Counties. Employment
was also dissagregated by employment category, such as construction,
durable manufacturing, etc. These data are shown in Table 8 (Employment
Distribution, in Percent, Seattle SCA).

Based on the distribution shown in Table 8 (Employment Distribution)
and the employment projections for 1982 through 1995 employment was
distributed to the Seattle area. This is the shaded area shown in Figure
8. The projections assume that Seattlie's proportion of employment, by
each employment category, will remain constant through the 1982 through
1995 period.

Importantly, these numbers represent additions to the Seattle labor
force assuming that space is provided in the Seattle area to accommodate
these employment additions. If this space is not provided migration from
the Seattle area will occur to other areas within the SCA. This fis
especially important in categories such as manufacturing, wholesale trade
and certain service categories where industrial sites are required which,
even today, are in extremely short supply (given requirements such as
size, plottage, and access). Based on our employment projections and the
distribution of employment for Seattle we can expect to see employment
additions in Seattle, given the above assumptions, as shown in Table 9
(Seattle Employment Additions, 1983-1995).

South Seattle Employment Additions

From the Seattle information employment was dissagregated to South
Seattle (Figure 9). The basis for this dissagregation was information on
216 firms located in South Seattle which were a portion of the 912 firms
interviewed in the Seattle SCA. The South Seattle share of employment, by
employment category, as well as the probable increase in South Seattle
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Table 8

Employment Distribution (in %) for Seattle SCA

Rural N. King
Category Snohomish  Everett S. Snohomish Seattle E. King S.E. King So. King Pierce
Construction .187 .61 .56 2.131 .592 .268 .344 .84
Durable Mfg. 846 1.28 1.90 7.187 2.399 1.252 .602 1.57
Non-Durable Mfg. 137 .21 .17 1.777 .573 .162 .048 .84
Transportation,
Communications &
Utilities .187 .39 .31 3.832 . 354 172 172 .67
Wholesale Trade 759 .21 .29 3.603 .440 1.128 .201 .80
Retail Trade 137 .09 .24 8.381 3.048 2.351 .086 2.85
Finance, Insurance,
Real Estate .05 .41 .05 5,151 .459 .038 .038 .75
Services .548 .96 .96 10.712 1.472 . 736 .554 3.10
Government .548 1.08 1.24 5,619 1.825 1.328 .975 3.69
Total 3.40 5.24 5.73 49,02 11.16 7.43 3.02 15.11

Source: Mundy, Jarv

is & Associates, Inc.
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Table 9

Seattle Employment Additions

1983-1995
1982 1983 1984 1985 1990 1995
Total Employment (000) 896.0 928.6 975.7 1022.9 1115,1 1232.4
Net Employment Addition (000) 32.6 47,1 47.2 92.2 117.3
Seattle Share, by Type
Construction 2.13%) 690 1,000 1,010 1,960 2,500
Durable Mfg. 7.187%) 2,340 3,390 3,390 6,630 8,430
Non-Durable Mfg. = (1.777%) 580 840 840 1,640 2,080
Transportation,
Communication &

Utilities (3.832%) 1,250 1,800 1,810 3,530 4,490
Wholesale Trade (3.603% 1,170 1,700 1,700 3,320 4,230
Retail Trade (8.381% 2,730 3,950 3,960 7,730 9,830
Finance, Insurance

Real Estate (5.151%) 1,680 2,430 2,430 4,750 6,040
Services (10.712%) 3,490 5,050 5,060 9,880 12,670
Government (5.619%) 1,830 2,650 2,650 5,180 6,590

Source: Mundy, Jarvis & Associates
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employment for the years 1983 through 1995 are shown in Table 10 (South
Seattle Employment Additions, 1983-1995). Once again, it is important to
remember that these employment additions are based on the assumption that
facilities will be available in the South Seattle area to accommodate this
net increase in employment.

Demand Analysis

Given the probable additions to the South Seattle labor force we are
in a position to make estimates of probable space needs. Space estimates
for the subject site are based on three {important variables, which are
discussed in the following paragraphs.

The first is employment additions to the area, which are taken from
Table 10 (South Seattle Employment Additions).

The second variable is typical square feet per employees found for
different business establishments in each of the employment
categories. These square feet per employee ratios are based on more
than 2,000 interviews Mundy, Jarvis & Associates, Inc. has conducted
with firms in the Pacific Northwest where information has been sought
on the type of business, number of employees in that establishment
and the amount of area either owned or Teased by that establishment.
This data 1is from a proprietary data base of Mundy, dJarvis &
Associates, Inc. which is continually updated as research studies are
performed.

The third variable is the site capture ratio. This ratio is our
opinion of the percentage of increased space demand that could be
captured at the subject site. It takes into consideration such
important market related variables as transportation systems, types
of facilities to be offered at the subject site, the competitive
characteristics of the marketplace including vacancy, rents, and
quality of competitive space.

Space demand for South Seattle is shown in Table 11 (South Seattle
Space Demand). Two different types of demand are shown. The first is
incremental demand. This is demand that is created as the labor force in
an area expands. The second type of demand is latent demand. Latent
demand is that demand existing in the- marketplace which is inadequately
served for one reason or another. This might be from obsolete facilities
or facilities which are demoiished for one reason or another. The sum of
incremental and latent demand yields total demand. The market capture
ratio is then applied to total demand to yield the probable number of
square feet required at the site, in net rentable square feet.

These demand figures were then dissagregated into different types of
space categories including retail, office, office-warehouse, warehouse and
its equivalent, Tight industrial. Those demand figures are shown in Table
12 (Space Demand by Type).

MUNDY,JARVIS & ASSOCIATES, inc.
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Table 10
South Seattle Employment Additions
1983-1995
* South
Seattle
Share(l) 1983 1984 1985 1990 1995
Construction 45,3% 310 450 460 890 1,130
Durable Manufacturing 41.6% 970 1,410 1,410 2,760 3,510
Non-Durable Mfg. 39.2% 230 330 330 640 820
Transportation,
Communications &

Utilities 18.8% 240 340 340 660 840
Wholesale Trade 46.2% 540 780 780 1,530 1,950
Retail Trade 28.7% 780 1,130 1,140 2,220 2,820
Finance, Insurance &

Real Estate 2.1% 40 50 50 100 130
Service 11.2% 390 5§70 570 1,110 1,420
Government 10.0% (e) 180 270 270 520 660

Notes: (1) Based on employment data on 216 South Seattle firms.
(e) Mundy, Jarvis & Associates estimate. Specific data on this category
not available.

Source: Mundy, Jarvis & Associates, Inc.
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for the subject site are based on three important variables. They are
discussed in the following paragraphs.

First, are employment additions to the area, which are taken from
Table 9 (South Seattle Employment Additions).

The second variable are typical square feet per employees found for
different business establishments in each of the employment
categories. These square feet per employee ratios are based on mare
than 2,000 interviews Mundy, Jarvis & Associates, Inc. has conducted
with firms in the Pacific Northwest where information has been sought
on the type of business, number of employees in that establishment
and the amount of area either owned or leased by that establishment.
This data 1is from a proprietary data base of Mundy, Jarvis &
Associates, Inc. which 1is continually being updated as various
research studies are performed.

The third variable is the site capture ratio. This ratio is our
opinion of the percentage of increased space demand that could be
captured at the subject site. It takes 1into consideration such
important market related variables as transportation systems, types
of facilities to be offered at the subject site, the competitive
characteristics of the marketplace including vacancy, rents, quality
of competitive space.

Space demand for South Seattle is shown in Table 10 (South Seattle
Space Demand). Two different types of demand are shown. The first is
incremental demand. This is demand that is created as the labor force in
an area expands. The second type of demand is latent demand. Latent
demand is that demand existing in the marketplace which is inadequately
served for one reason or another. This might be from obsolete facilities
or facilities which are demolished for one reason or another. The sum of
jncremental and latent demand yields total demand. The market capture
ratio is then applied to total demand to yield the probable number of
square feet required at the site, in net rentable square feet.

These demand fiqures were then dissagregated into different types of
space categories including retail, office, office-warehouse and warehouse.
Those demand figures are shown in Table 11 (Space Demand, by Type).
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Table 10

Soulh Seattle Space Demand

1987 Y964

SF/ Site Uemand in 3q. L. Demand in Sg. ft,

ftmpl. Copture twpl, Tncre- Tatent Empld, Incre-

() (3) Inc, mental {2) Total Site  Inc, mental Latent lotal Site
Construction 200 10 310 62,000 6,200 68,200 6,820 " 450 90, N 9,000 949,000 9,900
Dur, Mlg, 150 2 910 339,500 33,950 373,450 1,46% 1,410 493,500 49,350 542,850 0,857
Non-dur. Mig, 350 2 2 84,500 8,050 l,550 1.1 330 115,510 1,5%0 127,05 2,%1
v 220 15 240 52,800 5,280 58, 060 8,712 kL)) 74, Bog 7,480 82,260 12,342
sholesale Trade SWO 10 540 270,000 27,000 297,000 29,700 180 340,000 39,000 429,000 42,900
Ketail Irade SO0 2 740 390,000 - }9.0(” 429,000 8,580 1,130 565,000 56,500 621,50 12,430
(A1 215 20 L]0 1,000 l;i(ll 12,100 2,420 50 13,71% 1,31% 15,128 3,025
Service 350 15 39 136,500 13,650 150,1%0 22,523 510 199,500 19,450 219,450 32,917
Gav't, 220 5 160 39,600 3,960 4),560 2,08 210 59,400 5,940 65,340 3,200
Tota) TTHR%0 TI6,19 T,520,090 %0,173 TIN50 70,145 Z 700,595 IO, 140



Construction
Dur. Mfg.

Non-dur. Mfq,
Tcy

Wholesale Trade
Retail Trade

FIR
Service

Gov't.
Total

Table 10 (con't,)

1995

Sk/ Site Demand in Sq, Ft.
Empl. Capture Ewmpl, Incre- Latent

(1) (%) Inc. mental (2) Total Site
200 10 1,130 226,000 22,600 248,600 24,860
350 2 3,510 1,228,500 122,850 1,351,350 27,027
350 2 820 287,000 28,700 315,700 6,314
220 1% 840 184,800 14,480 203,280 30,492
500 10 1,950 975,000 97,500 1,072,500 107,250
500 2 2,820 1,410,000 141,000 1,551,000 31,020
275 20 130 35,750 3,575 39,325 7,865
350 15 1,420 497,000 49,700 546,700 82,005
220 5 660 145,200 14,520 159,720 7,986

1,980,250 A9B.975 5,486,175 324,819

Source: Mundy, Jarvis & Associates, Inc.



Table 10 {con't,)

1985 1950
SF/ Site Demand in Sq. Ft. Demand in Sq. Ft.
Empl. Capture Empl. Incre- Latent Empl, Incre-

(1) (1) Inc, mental (2) Total ite Inc, mental Latent lotal Site
Construction 200 10 460 92,000 9,200 103,200 10,120 890 178,000 17,800 145, 800 19,580
Dur. Mfg. 350 2 1,410 493,500 49,350 542,850 10,857 2,760 966,000 96,600 1,062,600 21,252
Non-dur., Mfg. 350 2 330 115,500 11,580 127,050 2,941 640 224,000 22,400 246,400 4,928
TCy 220 15 340 74,800 7,480 82,280 12,342 660 145,200 14,520 159,720 23,958
Wholesale Trade 500 10 780 390,000 39,000 429,000 42,900 1,530 765,u00 76,500 641,500 84,150
Retail Trade 500 2 1,140 670,000 57,000 627,000 12,540 2,220 1,110,000 111,000 1,221,000 ¢4,420
FIR 275 20 50 13,750 1,37% 15,125 3,025 100 27,500 2,750 30,250 6,050
Service 350 15 570 199,500 19,950 219,45 32,917 1,110 388,500 38,850 427,350 64,102
Gov't. 220 5 270 59,400 5,940 65,340 3,267 520 114,400 11,440 125,40 6,292
Total 2008.450 700,845 7.209.295 TI7.971 J.9T8,600 391,260 X,310,460 :



Table 11

South Seattle Space Demand

1983 1584
SF/ Site Demand in 5q. Ft. Demand in 5g. Ft.
Empl. Capture Empl.  Incre- Latent Empl, Incre-
(1) (1) Inc. mental (2) Total Site Inc. mental Latent lotal Site
Construction 200 10 310 62,000 6,200 68,200 6,820 450 90,000 9,000 99,000 9,900
Dur. Mfg. 350 4 970 339,500 33,950 373,450 7,469 1,410 493,500 49,350 542,850 10,857
Non-dur. Mfg, 350 2 230 80,500 8,050 88,550 1,171 330 115,500 1,550 127,050 2,541
TCU 220 15 240 62,800 5,260 58,080 8,712 340 74,600 7,480 82,280 12,342
Wholesale Trade 500 10 540 270,000 27,000 297,000 29,700 780 390,000 39,000 429,000 42,900
Retail Trade 800 4 180 390,000 39,000 429,000 8,580 1,130 565,000 56, 500 621,500 12,430
FIR 275 20 40 11,000 1,100 12,100 2,420 50 13,750 1,375 15,125 3,02%
Service 350 15 390 136,500 13,650 150,150 22,823 570 199,500 19,950 219,450 32,917
Gov't. 220 5 180 39,600 3,960 43,560 2,178 210 59,400 5,940 65,340 3,267
Total T,31,%00 T38,1% T.520,030 30,173 Z,001,450 700,145 %,200,555 30,180
1985 1950
s/ Site Demand in Sq. Ft. Demand in Sq. Ft.
[l?‘ . Capture Empl, Incre- Latent Empl. Incre-
(1) (1) Inc. mental {2) Total Site Inc, mental Latent Jotal Site
Construction 200 10 460 92,000 9,200 101,200 10,120 890 178,000 17,800 195, 800 19,540
Dur. Mfg. 350 2 1,410 493,500 49,350 642,850 10,857 2,760 966,000 96,600 1,062,600 21,252
Non-dur, Mg, 350 2 330 115,500 11,550 127,050 2,541 640 224,000 22,400 246,400 4,928
TCu 220 15 340 74,800 7,480 82,280 12,342 660 145,200 14,520 159,720 23,954
Wholesale Trade 500 10 180 390,000 39,000 429,000 42,900 1,530 765,000 76,500 441, 500 84,150
Retail Trade 500 2 1,140 570,000 57,000 627,000 12,540 2,220 1,110,000 111,000 1,221,000 24,420
FIR 271% 20 80 13,750 1,375 15,125 3,025 100 27,500 2,750 3,250 6,050
Service 350 15 570 199,500 19,950 219,450 32,917 1,110 388,500 38,850 427,350 64,102
Gav't, 220 5 270 59,400 5,940 65,340 3,267 520 114,400 11,440 125,440 6,292
Total 2,008,450 700,845 7,709,295 TI7,97T T518.600 OI,660 4,310,460 754,732

S¢



Table 11 (con’t,)

1995

S/ Site Demand in 5q. Ft.

Empl, Capture Empl. Incre- Latent

(1) (3) Inc, wental {2} Jotal Site
Construction 200 10 1,130 226,000 22,600 248,600 24,860
Dur. Mfg. 350 2 3,510 1,228,500 122,850 1,351,350 27,027
Non-dur. Mfg. 350 2 820 287,000 28,700 315,700 6,314
€Y 220 15 840 184,800 18,480 203,280 30,492
Wholesale Trade 500 10 1,950 975,000 97,500 1,072,500 107,250
Retail Trade 500 2 2,820 1,410,000 141,000 1,551,000 31,020
FIR 27% 20 130 35,7% 3,575 39,32% 1,865
Service 350 15 1,420 497,000 49,700 546,700 82,00%
Gov't. 220 5 660 145,200 14,520 159,720 1,986
Total TO80. 80 798,925 5,488,175 724,819

Source: Mundy, Jarvis & Associates, Inc.
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Table 11

Space Demand - by Type
(in square feet of NRA, rounded)

. Uffice-
Year Retail(l) Office(2) Warehouse(3) Warehouse({4) Total
1983 8,580 11,420 40,480 29,700 90,180
1984 12,430 16,190 58,660 42,900 130,180
1985 12,540 16,410 58,660 42,900 130,510
1990 24,420 31,920 114,240 . 84,150 254,730
1995 31,020 40,710 145,840 107,250 324,820

Notes: (1) Includes retail trade,
(2) Includes construction, finance, insurance, real estate, government.
(3) Includes durable and non-durable mfg., transportation,
communications and utilities, and service.
(8) Includes wholesale trade.

Source: Mundy, Jarvis & Associates, Inc.
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Table 12

Space Demand by Type
(in square feet of NRA, rounded)

Office-
Year Retail(l) Office(2) Warehouse(3) Warehouse(4) Total

1983 8,580 11,420 40,480 29,700 90,180
1984 12,430 16,190 58,660 42,900 130,180
1985 12,540. 16,410 58,660 42,900 130,510
1990 24,420 31,920 114,240 84,150 254,730
1995 31,020 40,710 145,840 107,250 324,820
Total 88,990 116,650 417,880 306,900 930,420

Notes: (1) Includes retail goods and services.
(2) Includes construction, finance, insurance, real estate,
government.
(3) Includes durable and non-durable manufacturing,
transportation, communication and utilities, and services.
(4) Includes wholesale trade.

Source: Mundy, Jarvis & Associates, Inc.

These demand projections must be considered the minimum level of
demand since they are based solely on changes in the regional economy. If
a parcel the size of the westside property were available, the market
would be truly national in scope. Development would require the
financial, planning, and marketing resources of a major development
company. The finished property would be marketed to attract new
businesses to the region, perhaps even national headquarters of companies
with significant holdings in the Pacific Northwest. Burlington Northern's
recent move to Seattle illustrates the potential demand from the corporate
market.

Aviation Demand

The Economic Base Model includes demand for office, industrial and
warehouse space generated by general aviation users under such SIC
categories as 37-"Manufacturing, Transportation Equipment" and
45--"Transportation and Public Utilities, Transportation by Air." Demand

MUNDY, JARVIS & ASSOCIATES, inc.
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for parking space for aircraft, however, is a special use not covered by
the model. Demand for this use was determined through interviews with
airport managers and managers of businesses at the King County
International Airport who lease space for private aircraft. All these
sources indicated that there is a strong demand for tie-downs and hanger
space. Typical rental rates are $75 per month for a tie-down of about
2,500 square feet and $550 per month for hanger space for a twin engine
plane. While these rates are well below the return generated by more
intensive uses, they do provide a rent on otherwise unuseable land, such
as that with a low height restriction.

Interviews with present tenants at the airport indicated that there
is a high demand for general aviation space of the type provided by Fixed
Base Operators (FBO). For example, Seattle Flight Service now leases
243,300 square feet. They indicated they could absorb as much more space
and use it for tie-down leases, parking, hangers, and servicing. Orville
Tosch who has a 6,000 square foot hanger is turning away repair work
because of a lack of space and of skilled employees. Federal Express
indicated a need for 14,000 to 15,000 square feet in the next 3 to 5
years. The pending closure of the Bellevue Airfield will increase the
pressure at the King County International Airport to handle service for
the small private aircraft,

The Highest and Best Use

Given the strong demand from general aviation users and the unique
location with airfield access, it was determined that general aviation was
the highest and best use of the eastside parcel. This use would include
offices, repair facilities, flight training schools, aircraft service and
storage, and light manufacture of aircraft parts.

The economic base analysis suggests demand for numerous uses as shown
in Table 12. By 1995 this includes site demand of 89,000 square feet of
retail space, 116,000 square feet of office, 418,000 square feet of
office/warehouse and 307,000 feet of warehouse. Given the size of the
westside parcel, its frontage on West Marginal Way, the airport location
and favorable exposure from Interstate 5, we are of the opinion this site
would be a strong candidate for a mixed use business, industrial and
distribution park with a complementary line of retail establishments such
as restaurant(s), office supplies and furniture, and business services
such as travel agents. A mixed use business park development as a highest
and best use is supported by the trend of land uses found in the area and
by such successful developments as Benaroya Business Park and Fischer
Business Park.

After making our highest and best use determination, the next step
was to select appropriate sale and rent comparables. The sale comparables
were used to determine the land value which was then capitalized to
estimate the fair market rental. The rent comparables were used for the
direct market data approach to estimating fair market rent.

MUNDY, JARVIS & ASSOCIATES, inc.
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USER INVENTORY

Hello. My name is and [ am with Mundy, Jarvis. We are
doing a survey of major land users for King County. May [ ask you a few
questions:

1 Name of Company

2. Address

3. Contact Phone #
4. Mature of Business

(sic )

5. How long have you been in this location? Years

6. Was your previous location within the Southend industrial area?

Harbor Ave to Marginal way, south to S. 118th(A. Grocer's Coop.) to I-5 on
the east?
this has been our only location.

Yes
No

7. Who was in this location before you?

What was the nature of their business?

8. What are the advantages to this location for your business?

9. NWhat are the disadvantages?

10. How important is proximity to the Duwamish Waterway to your company on a scale
from 1 to 5 where,

must have

nice but not essential
indifferent

minor drawback

major inconvenience

GV P W N —
LI B B B )

11. On the same scale how would you rate proximity to Boeing Field?

Thank you.
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THE SEATTLE METROPOLITAN AREA ECONGCMIC BASE

The need for commercial and residential real estate is directly tied to
the economic base of an area. As the area's economic base changes so do other
"non-basic" or support sectors. Housing and commercial real estate services
are several of the more important support sectors. Therefore, to understand
the present and probable future need for real estate services it is important
to understand the "workings" of the area's economic base. The Seattle area
economic base 1is discussed in five sections which follow, beginning with a
brief review of the area's resources and history. We then compare Seattle's
recent growth on a national and regional basis. A shift-share analysis
analyzes the components comprising the Seattle area economy and how those
components have changed over time. Then, a "minimum requirements" economic
base model for the economy is developed whereby employment projections are
made using two different growth scenarios for the period 1982 through 2000.
From the employment projections a demographic model 1is developed whereby
population and housing projections are made.

For the purpose of this analysis, the Seattle Consolidated Area is
defined by King, Snohomish and Pierce Counties. Therefore, the Seattle area
economic base includes the major cities, such as Seattle, Everett, and Tacoma,
minor municipaiities, such as Arlington, Issaquah, and Puyallup, and the
unincorporated areas of Snohomish, King, and Pierce Counties.

The three-county area was divided into eight sub-markets. These areas
represent independent "micro" economics. The sub-market area boundaries are
shown in Figure 1. ’

Area Resources and History

Like many cities in the United States, Seattle, Tacoma and Everett owe
their existence to a plentiful supply of important natural resources. Even
though the Puget Sound area was "discovered" by Captain George Vancouver in
1775--charting many of our present landmarks including Mt. Rainier, Mt. Hood,
Admiralty Inlet and Hood Canal--it wasn't until the 1850's that the forest
resources of Puget Sound were tapped. In 1870 the population of Walla Walla
and Olympia still remained greater than that of Seattle. The area was
dependent upon shipping and forestry until Seattle was linked by rail (the
Great Northern Railroad) to Tacoma and cities to the south, which were tied to
Sacramento, California. Sacramento, in turn, was linked to Omaha, Nebraska by
the Central Pacific Railroad. The link to Seattle was completed in 1893,

In 1889 Washington produced four percent of the nation's lumber output.
Washington remained first in lumber output until 1938, when surpassed by
Oregon. Also important were pulp and plywood production.
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Figure 1

Rural Snchaomish i




The Seattle area was pulled up by its bootstraps from a severe recession
in 1897 by the Alaska gold rush, thereby establishing Seattle as a major port
and outfitting point for Alaska trade, and then soon to follow, trade to the
Orient. The area's deep water ports also fostered a large shipbuilding
industry. In 1891 the government selected Bremerton as a site for its Naval
shipyard, where warships were produced for World Wars I and II. Many ships
were also produced during this same period in Seattle, where employment
increased from 6,000 prior to World War 1I, to 140,000 in 1943,

The Seattle area has also benefitted from an impressive agricultural
industry that established 1tself in central and eastern Washington in the
early 1900's. Early-day eastern Washington wheat farming was important, Then
with the completion of Grand Coulee Dam and the opening of the Columbia Basin
to agriculture in 1948 the agricultural industry made another surge. Also
related to the Grand Coulee development was the provision of cheap
hydroelectric power which in 194] attracted the state's first aluminum
manufacturer, Alcoa.

Until recently the one major industry that was not dependent on regional
natural resources was aerospace. Starting in 1916 with William Boeing's first
airplane, Boeing and the aerospace industry have contributed to impressive
growth and economic well-being for this area and its residents. However, it
has also caused many recessions and grief. A chronology of change at Boeing
and in the aerospace industry from 1916 through 1979 is depicted in Table 1.

TABLE 1
SEATTLE'S AEROSPACE INDUSTRY
Period Employment Event
1916-  0-7,000+ William Boeing's B&W iwin Float sport seaplane launched.
1939 The beginning of Pacific Aeroproducts Company.
1940 7,600 Mobilization for World War II.
1944 44,000 Production of Flying Fortress and Superfortress.
1846 10,000 Sales decrease from $600 million to $14 million in 2 years.
1947 Introduction of B-47 followed by B-52.
1960* 58,000 First commercial jet - Boeing 707.
1962 73,300 Diversification into missles and space.
1964 52,000 Retrenchment due to several major defense contract losses.
1968 104,500 Expansion due to 707/727 success; intensive airline orders.
1971 37,500 SST contract loss; softness in commercial aircraft market.
1978 58,700 Diversification, expanding commercial aircraft orders, and
success in military contracts.
1979 76,800 Introduction of 757/767; Everett plant's major expansion.
1980 80,550 Workforce peaks with 299 commercial plan deliveries and
7157/767 startup.
1981 79,700 Workforce decreases slightly due to softness in national
economy and decreasing 727/747 orders. Commercial deliveries
- 257.
3/82 74,000 Workforce declines due to falling commercial aircraft
production.

*All aerospace employment.
Source: Mundy, Jarvis & Associates, Inc.
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As with the development of any economy, there are certain events that are
very instrumental in an area's development. A chronology of those avents is
shown below:

1878 Rail connection from Seattle to the Renton and Newcastle
coal mines.

1883 Northern Pacific transcontinental ratlroad reaches Tacoma
via Columbia River route.

1885 First pulp mill in Washington Territory at Camas.

1889 Statehood.

1889 Fires destroy major parts of both Seattle and Spokane,

1891 Bremerton navy yard established.

1893 Great Northern Railroad reaches tarminus and Yukon begins.
1900 Northern Pacific seils 900,000 acres of timberland to

Frederick Weyerhaeuser; one of several major sales of rail-
road land-grant properties.

1808 Washington gains first place in output of lumber.
1908 Pacific Car and Foundry established.
1909 Milwaukee Railroad completed to Seattle and Tacoma.

1809 ° Alaska-Yukon-Pacific Exposition, Seattle.
1814 Panama Canal opened, aiding cargo shipments to East Coast.

1916 Pacific Aero Products Company (later, the Boeing Company),
founded in Seattle.

1917 Lake Washington Ship Canal opened; Fort Lewis established.

1918 World War I. Puget Sound shipyards employ 50,000.

1926 Washington State lumber production at all-time high.
1929 Great Northern Railroad completes Cascade Tunnel.
1940 State's first primary aluminum plant in operation at

Vancouver, Washington.

1941 Grand Coulee Dam completed.
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1943 World War 1l shipbuilding employs 140,000 in the state.

1947 Kaiser Aluminum takes over government-built alum1num plants
at Spokane and Tacoma.

1949 Seattle-Tacoma International Airport opened.

1955 The Boeing Company enters the commercial Jjet transport
market,

1956 Natural gas becomes available by pipelines from the
Southwest and Canada.

1962 Century 21 - Seattle World's Fair.

1966 Intalco Aluminum, Bellingham, builds Washington's sixth

aluminum plant,

1966 Boeing opts to build the 747 superjet.

1968 Major oil f1e1d discovered at Prudhoe Bay on Alaska's North
Slope.
1978 Boeing announces the 757 and 767 commercial jets.

Figure 2 shows how empioyment, unemployment and aircraft employment have
changed in the Seattle metropolitan area since 1965. The relationship between
changes 1in aircraft employment and changes in Seattle's total employment and
unemployment are vividly shown. As aircraft employment increased dramatically
during the 1967 through 1968 period, so did the area's total employment, with a
slight lag, approximating one year. Then, with Boeing's 1loss of the SST
contract and the downturn in the airline industry and subsequant aircraft
orders, aircraft employment dropped dramatically. This is directly correlated
with the increase in the unemployment rate. The annual peaks and troughs are
retated, to a large extent, to the seasonal nature of many major industries,
especially contract construction, fishing, food processing, lumber and wood
products. The causes of these changes and probab]e future changes that will
occur in employment and thereby the area's economic base are discussed in the
next two sections.
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Shift-Share Analysis

A region may grow either because it has dindustries that are growing
nationally or because it is gaining an increasing proportion of industries,
regardless of whether these industries are growing or not. The shift-share
analysis formalizes these two separate effects.

The share analysis addresses the first portion of the problem, the
proportion of national industry totals found within each region. It provides a
snapshot of a region's structure vis-a-vis the national economy. This is,
however, only a static analysis.

The shift analysis studies the region's structure from a dynamic
standpoint. It is concerned with regional changes in economic activity between
two defined points in time and concentrates on whether the regional change is
greater than or less than the national average change. The shift measures the
difference between the actual regional change and the change that would have
occurred had the region grown at statewide or national average rates. This is
a measure of an area's industrial advantage.

Average annual employment for 1965 and 1982 (February) by industry is
shown for the Seattle area, the State of Washington and the United States in
Table 2 (Shift-Share Analysis). The first six columns of the Table show the
1965 and 1980 employment for Seattle, Washington State and the United States
respectively. In the right hand columns the Seattle Metropolitan Area's share
of Washington State employment and United States employment is shown. In the
last columns the total shift statistics are shown. The implications of the
statistics -are discussed in the paragraphs below.
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Seattle's Employment Share

Seattle's employment share is compared, in the following paragraphs, with
both the State of Washington and the United States.

Seattie-Washington State. The Seattle Consolidated Area accounted for 56%
of Washington employment in 1965, This has increased to 58% for the present
period. Considerable growth has occurred in all major employment categories
except government. Increases have been consistently in the 4% to 5% range
except transportation, communications and utilities which has increased by 9%.
The proportion of employment by category for 1965 and 1982 is shown below.

Employment Category 1965 1982
Contract Construction 53% 57%
Manufacturing 60% 64%
Transportation, Communications &

Utilities 60% 69%
Wholesale & Retail Trade 57% 61%
Finance, Insurance & Real Estate 68% 73%
Service 55% 60%
Government 47% 46%
Overall Share 56% 58%

Employment in durable manfacturing increased at a rate greater than
non-durable manufacturing, 6% versus 3%. Several areas in durable
manufacturing where Seattle's share of State Employment has eroded
significantly include fabricated metal products and machinery manu-
facturing. For non-durable categories Seattle's position has also eroded
in several major categories 1including food processing, apparel manu-
facturing, paper production and chemical processing.

Seattle - United States. In 1965 Seattle's share of United States
employment was 0.613%. This has increased to 0.985% to 1982, a 61%
increase in its employment share over the last 17 years.

Contract construction has enjoyed the greatest proportionate change
in its share, increasing by 45%. Service was second with a 32% increase.
Manufacturing, wholesale and retail trade and finance, insurance, real
estate all increased in the 20% range. The shares of employment and
proportionate increases are shown below.
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Employment Cateqory 1965 1982 % Chanaga

Contract Construction .742% 1.079% 45%
Manpufacturing .756% .958% 27%
Transportation, Communications &

Utilities .908% 1.868% 29%
Wholesale & Retail Trade .886% 1.087% 23%
Finance, Insurance & Real Estate 1.007% 1.228% 22%
Service .752% .989% 32%
Government .910% .501% -1%
Overall Share .613% .985% 61%

In the manufacturing sector, durable manufacturing's share increased
by 33%, due mainly to significant employment increases in the
transportation sector, fueled by Boeing and its sub-contractors. The
share decreased in lumber and wood products, and furniture manufacturing.

For non-durable employment growth in Seattle's share was nominal,

20%. Chemical and paper and allied products decreased, the other
categories increased.

Seattle's Employment Shift

The employment shift measures the regional change 1in comparison to
change both on a state level and United States level. This variable shows
clearly which sectors are doing well in the Seattle Consclidatad Area.

Over the last 17 years a significant shift has occurred in favor of
Seattle and Washington State. Ranked in order of magnitude of change are
the following categories.
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Service
Wholesale, retail trade

Manufacturing, mainly durable manufacturing and transportation
equipment

Transportation, communications and utilities
Contract construction

Finance, insurance and real estate
Government

Four basic employment categories in manufacturing, transportation and
electrical equipment manufacturing have performed significantly better
than the United States. Two categories have not grown as fast, lumber and
wood products and furniture manufacturing. Seattle 1in comparison to
Washington has ~performed "“at par", losing slightly in most durable
manufacturing categories and gaining in other durable manufacturing.

For non-durable manufacturing there has been a slight shift in
Seattle's favor, mainly occurring in other non-durable manufacturing when
comparing Seattle to Washington, The shift has been in favor of non-
durable manufacturing, printing, food processing and apparel when
.comparing Seattle with the United States.

A table detailing the employment for Seattie, Washington State and
the United States as well as Seattle's share of employment and the shift
occurring in favor of Seattle was shown in Table 2 (Seattle SCA, Shift-
Share Analysis). ’
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SEATTLE'S NEIGHBORS

QOver the last decade (1970 through September 1981) employment in the
United States increased by 29%. In comparison, employment in the five
West Coast states increased by 43.3% Un a state-Dy-state basis the
increasas have been:

California: 42.5%

Oregon: 42.4%
Idaho: 56.1%
Montana: 43.6%

Washington: 46.11*

Using Washington data from 1971 (the bottom of the Boeing “bust“)
indicates a2 48.0% increase.

These data are also displayed in Figure 3 (Ratae of Employment Growth,
1970 to September 1981) and Figure 4 (Employment Increase, 1970 to
September 1981). .

Faor the West Coast, California has captured the majority of absolute
employment change, increasing by 2.9 miliion over the decade. This equals
75% of the West Coast employment increase. Oregon increased by 317,000
(8% of the West Coast Employment Increase) and Washington by 514,000
(13%). Importantly, 60% of Washington's employment increase occurred  in
the Seattle Consolidated Area (Snonhomish, King and Pierce Counties).
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Figure 3

RATE OF EMPLOYMENT GROWTH - 1978 TO SEPT 1981 (NON-AG)
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Figure 4

EMPLOYMENT INCRERSE -~ 1970 TO SEPT 1981 (000'S)

REMARINDER/KWA

SNOHOMISH CO.
KING CO.

PIERCE CO.

OREGON

__— IDAHO

| MONTANR

CALIFORNIA



Minimum Requirements Approach

The following analysis is based on one of several economic base analysis
techniques. It is a "middle-range" analysis, the minimum requirements method.*

The minimum requirements method 1is based on the assumption that a
"minimum" number of employees in any metropolitan area are required to provide
such necessary goods as groceries and services. Excesses above this minimum
are employees engaged in export activities: Producing goods and services
locally and selling them beyond the boundaries of the metropolitan area
(aircraft for instance) are export activities that provide the growth and
dynamics for an area vis-a-vis a stagnating "no-growth" economy.

The minimum requirements approach provides the analyst with insight into
what makes a particular economy “"tick”. It is a method of assessing the extent
to which an area's industries sell outside the local economy. The portion of
an industry that sells within the local economy is termed service, since it is
needed to serve the needs of the area's residents. Retail trade is an example
of an industry with a large service component, because it sells mostly within
the local economy. The portion of an industry that sells outside the local
economy is termed basic or export, because it generates a net flow of income
from which necessary imports are financed, Aircraft manufacturing is an
example of an industry with a large basic component, because it sells mostly
outside the local economy. The majority of industries fall somewhere between
the extremes of retail trades and aircraft manufacturing and have both basic
and service components.

As an wurban area grows in size there is a tendency toward self-
sufficiency. An area the size of Moses Lake, Washington (population 10,900)
for example, is on the average about 68% export (basic) and 32% service, or a
ratio of one export to less than one-half service employee. In comparison, a
metropolitan area of approximately 300,000 inhabitants (Spokane, Washington)
has a ratio of 50% export to 50% service and a city the size of Seattle (some
1.7 million), may have a ratio of 40% export to 60% service. Research shows
that the export to service ratio has been slowly changing with time, moving
toward an increasing proportion of service workers.

A minimum requirements analysis disaggregates a local economy into two
major parts, the export or basic component and the service component. By
determining the composition of each sector and how that composition changes
with time, it {is possible to gain valuable insight into how the local economy
performs, upon which industries the economy 1is dependent, and how it may
perform_in the future. Employment in the Seattle-Everett-Tacoma area was
broken down by industry and by basic and service components, and is shown in
Table 3 for 1970 to 1981 and Table 4 for 1982,

*Ullman, Edward, Michael F. Dacey and Harold Brodsky,

The Economic Base of American Cities, The University of Washington Press,
Seattle, Washington, 1968.
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TABLE ]

BASIC AND SERVICE CMPLOYMENT N

SEATILE-EVERETT-TACOMA

1970

bor :J«;E"' BASIC & BASIC SERVICE % SERV. oo

Construction 4.8 1.3 9.2 3.9 205 6.1 0.0 29.7
Manufacturing 23.8 9.2 0.9 6.4 5.2 38.6 0.0 148.1
Durable 18.5 6.1 7.0 6.0 3.9 3.0 0.0 1.9
NonDurabl e 5.3 ] 13.9 420 19.3 58.0 0.0  33.2
r.c.u.! 7.4 5.0 4.6 320 311 6.0 0.0  45.7
Trades 22.3 16.5 36.4 262 1025 73.8 0.0 138.9
Wholesale 6.3 1.5 1.5 47 2.8 55.3 0.0  39.3
Retal) 16.0 13.0 18.8 18.9 80.8 81.1 0.0  99.6
.12 6.6 'R 5.7 382 25.5 6.8 0.0  41.2
Services 15.9 1.7 0.0 0.0 93.1 100.0 109  99.1
Government 19.1 9.8 s7.9 487 60.9 513 0.0 118.8
101 65.6 213.8 «w1.7 10.9  621.5

SOURCE: 8111 Hundy & Assoctates, Inc.

(Al employment figures In thousands.)

;Iransporullon. Communication and Utilities
Finance, Insurance and Real Estate
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Basic and Service Employment in

Table 4

Seattle-Everett-Tacoma

April 1982
Employment Min. Basic Service
Jotal % Req. (%) No. % No. 3 Deficit

Construction 38.3 4,3 3.3 8.7 22,7 29.6 77.3 0
Manufacturing 186.1 20,7 9.2 103.5 *'7.6 82.6. 44.4 0
Durable 151.2 16.8 6.1 96.4 63.8 54,8 36.2 0
Non-durable 35.0 3.9 3.1 7.2 20,5 27.8 79.5 0
T.C.U. (1) 56.5 6.3 5.0 11.6 20.6 44.9 79.4 0
. Trade 216.5 24.1 16.5 68.4 31.6 148.1. 68.4 O
Wholesale 64.5 _17.2 3.5 33.1 51.3 31.4 48,7 0
Retail 152.0 -16.9 13.0 35.3 23.2 116.7 176.8 0
FIR (2) 64.9 7.2 4,1 28,1 43.3 36.8 56.7 0
Service 182.6 20.3 17.7 23.7 13,0 158.9 87.0 0
Government 149.9 16.7 9.8 61.9 41.3 _88.0 58.7 0

Total 897.7 65.6 305.9 588.9

Source: Mundy, Jarvis & Associates, Inc., 6/1982

Notes: A1l employment figures in thousands
(1) Transportation, communications and utilities
(2) Finance, insurance and real estate.
Columns may not add due to rounding errors



Basic Emolovment

After partitioning employment inte basic and service components by
industry, basic employment was further analyzed to determine historical
trends. Table 5 reports basic employment broken down by seven sectors in
both numerical and percentage form. The following paragraphs discuss the
trends evident in basic employment since 1970.

Contract Construction

Basic employment in 1970 was 9,200 and comprised 4.3% of all basic
empioyment in the consolidated area. By 1974, basic employment had fallen
to 5,400 or 2.3% of total basic employment, due to the 1971 Boaing layoffs
and a recession in the housing industry. Consequently, the demand for
housing grew faster than the supply. This situation helped stimulate
housing construction in the late 1970's and by 1979, basic employment had
grown to 24,400 or 7.9% of total basic employment. In 1980, basic
employment fell to 21,300 or 6.7% of total basic employment as a result of
tight money market conditions. The 1980 basic employment probably would
have been lower if it were not for a surge in the construction of office
space in Seattle and Bellevue. Since 1980 construction employment has
continued its downward trend, now at 8,700 basic employees (38,300 total),
slightly higher than the 1974 low. Major construction projects continue
to provide support for this category (i.e., Bellevue offices, Seattle
hotels, [-90, Bangor). :

Durable Manufacturing

In 1970, durable manufacturing was the backbone of the local economy.
Basic durable employment was at 77,000 or 36.0% of total basic employment.
When the faderal government canceled plans to build the SST in 1971, the
Boeing Company was forced to reduce the size of fts work forces, Basic
durabie employment fell to 54,900 or 26.9% of total basic employment. By
1974, basic durable employment had risen to 74,800 or 32.3% of total basic
employment. B8y 1976, however, it had fallen back to 62,300 or 25.7% of
total basic employment. With the introduction of the Boeing 757 and 767
aircraft and the acquisition of government defense contracts to buila
cruise missles, aircraft employment has grown substantially. Also, the
development of the electronics industry has contributed to an increase in
basic employment and the diversification of the local economy. Thus, by
1981 basic employment in durable manufacturing had increased to 98,500.
Through April 1982 all durable manufacturing categories were showing
weakness, however the weakness Js especially noticeable 1in aircraft
employment, accounting for more than 50% of the year-to-year decline.

Non-Durable Manufacturing

In 1970, basic employment in nondurable manufacturing was 13,900 or
6.5% of total basic employment, By 1975, basic durable employment had
declined to 11,600 or 5.2Z of total basic employment. Growth in food and
kindred products, apparel, and printing and publishing helped push basic
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TABLE 5

BASIC EMPLOYMENT IN CONSOLIDATED AREA

1970 - 1580
1970 1971 1972 973 1974 1975 1976 477 1978
n X n % n )3 n b3 n 1 n 3 n 3 n % n 1

Constr. 9.2 4.3 6.8 3.3 57 27 65 29 54 23 L6 34 B4 34 133 61 U%z 6.9
Manufac. $0.9 42.5 69.1 33.8 7.7 3.9 BL.6 36.5 1.0 3.6 8.2 30T 2.9 307 7.5 299 9l 3.

burable 77.0 6.0 4.9 26.9 5.6 20,2 9.0 30.9 4.8 323 72.6 32.5 628 257 644 249 Te.b  21.5

NomDur  13.9 6.5 14.2 6.9 135 6.7 126 56 123 53 1.6 5.2 121 50 131 50 155 56
LCU. 46 6.8 145 7.0 134 63 13.0 58 122 53 100 45 126 52 125 A8 1L8 42
Trades 6.4 17.0 3.4 185 39.0 18.4 407 18.2 425 184 5417 24.2 5.6 22,8 60.5 234 665 239

mlsale 1.5 8.2 17.2 8.4 1.2 8.1 183 8.2 20,1 8.7 25.5 14 254 104 284 1L0 290 107

Retail 18.8 8.8 207 10.1 2.8 10,3 22,5 10,0 22,5 9.0 28.6 128 30.2 124 329 lzd4 3.1 132
FLR. 157 7.3 16.0 7.8 16.6 1.8 169 1.6 1.1 1.4 11 LT M1 100 193 18 20 D
services 0.0 0.0 0.0 00 00 00 00 00 .6 .3 56 25 82 3.4 1.2 43 124 45
Govront  57.9 2.1 65.3 3.9 68.3 323 66.4 29.7 66.4 287 6.5 0.2 66.8 27.4 647 2.0 63U 227
;2;}2 213.8 100.0 204.4 100.0 211.5 100.0 223.3 100,0 231.4 1000 233.2 100.0 243.6 1000 258.9 100.0 27.1 1uu.0
Total 449 4 389.9 403.2 425.8 421.2 425.7 a64.4 493,86 547.4
Service
?g?:f 621.5 594.3 614.7 649.1 672.6 648.9 708.0 752.7 TR

NOTE: In thousands of employees.

Source;

Bil) Mundy & Associates, Inc.
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Table 5 (con't)

4.4 19 21,3 67 138 56 M7 D6
107.5 34.8 109.9 34,5 1066+ 42.7 1035 42.4
92,5 30.0 97,5 3.6 8.5 2395 9%.4 398
15,6 48 124 39 81 32 12 29
123 4.0 13.6 A3 122 49 16 4B
67.6 21.9 65.7 20.6 615 2/.1 664 280
32,2 1.4 320 100 3.0 132 3.1 1.
/4 10,5 337 106 352 M1 383 148
23,5 2.6 200 1.5 2.6 10,7 2.0 115
13.0 42 1.2 S.4 221 89 230 8.7
60,6 19.6 66,9 21,0 61.7 _240.7 61,9 25.4

8.8 100.0 318.6 0.0 J10-5 100.0 305.9 100.0

589.0 607.7 605.9 - 568.9

897.8 926.3 916.4 892,7




non-durable employment to 15,500 or 5.6% of total basic employment in
1978. Since 1979 there has been a steady erosion in non-manufacturing
employment due mainly to decreasing employment 1in food and kindred
products as well as printing and publishing. However, all categories have
shown some weakness. Food and kindred products declines are related to
closures of food processing plants in the area, printing and publishing to
the general economic slow down.

Transportation, Communication and Utilities

Basic T.C.U. employment in 1970 was 14,600 or 6.5% of total basic
employment. By 1975, basic T.C.U. employment declined to 10,000 or 4.5%
of total basic employment. In spite of an increase in total T.C.U.
employment, from 44,200 in 1975 to 59,900 in 1980, basic T.C.U. employment
increased only to 13,600 and the percentage of total basic T.C.U.
employment fell to 4.3% This is because employment increases have been
in the service component, rather than the basic component, to serve the
needs of the expanding population. Basic employment in this sector has
dec]ineg7gn1y nominally since 1980 and has exhibited substantial stability
since 1 .

Wholesale Trades

In 1970, 17,500 workers or 8.,2% of total basic employment were in
wholesale trades. As of 1975, this figure had grown steadily to 25,500 or
11.4% of total basic employment. By 1980, basic wholesale trade
emplioyment had increased to 32,000 or 10.0% of total basic employment and
by April 1982 it had increased to 33,100 employees (10.7%). This increase
is evidence of the increasing importance of the Seattle SCA as a major
transshipment point to regions cutside the SCA.

Retail Trades

In spite of having a large service component, retail trade continues
to sell to customers outside the local economy. In 1970, basic retail
trade employment was at 18,800 or 8.8% of total basic employment. By
1975, basic employment had grown to 28,600 or 12.8% of total basic
employment. By 1978, 35,100 or 13.2% of total basic employment was in
retail trades. This figure declined to 33,700 or 10.6% of total basic
employment as growth failed to keep pace with that of other sectors of the
economy. The overall increase in basic retail trade employment was due to
growth in restaurants and taverns. Employment in automotive dealers and
service stations was aiso responsible for much of the growth between 1974
and 1978, but has fallen on hard times due to the current economic
recession. Since 1978 basic employment has remained static. Interesting
dynamics occur in this and the service category during periods of
emp]gyment and economic weakness, which are discussed in the service
section,
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Finance, Insurance and Real Estate

The finance, insurance and real estate category accounted for 15,700
(7.3%) of basic employment. Even though the proportion of basic employees
fluctuated considerably between 1970 and 1976, the number was remarkably
constant. [n 1977 significant changes started to occur in this category
as the Seattle SCA began to take on a more regional financial services
center role. Since 1976 basic employment increases in this category have
been growing at a steady rate, from 17,100 individuals in 1976 (7.0%
basic) ta a current level of 28,100 or 9.1% of basic employment.

Services

In spite of its name, not all employment in the service category is
service employment, because many of the servicas available in Seattle are
also sold outside tne local economy. Although this may foster some degree
of confusion, we now have some 5.4% of total basic employment employed in
services. This includes business services, such as accountants or data
processing consultants, who sell their services to businesses in Spokane
or Fairbanks. In 1570 we were in a position of naving a service deficit.
Thimeans that the Seattle area had to import services from other areas to
serve the needs of the local economy, or, the needs were simply not being
adequately met, In 1974, however, the Seattle arez began to export
services to other areas. Increases in basic service employment have
continued unabatted since then., This was due primarily to increases in
business services and health services. Other services such as legal,
hotel and lodging, social services, educational and personal services all
registerad increasas.

Interestingly, retail trade and services have held constant and risen
(respectively) during this recent recession. An analysis performed in the
Seattle economy after the 1971 local recession indicated that these two
sectors show surprising stability during economic downturns, not resulting
in a "negative" multiplier effact as is often popularly believed. The
retail trade sector is how exhibiting this character. Basic serviga
employment has continued to increase due, in part, to the increasing
financial importance of the area and alsc because of the rapid employment
increases in business sarvicas (i.e., advertising, consulting anag
management, commercial R&D), health and legal services.

Government

While the government does not normally sell its services it certainly
pravides them, Seattle has become a major regional government center.
Basic employment in government goes to serving needs outside the local
economy. For example, the Federal Regional Training Center is located in
Seattle and serves the needs of Washington, Idaho, Oregon and Alaska.
Consequently, government accounted for 27.1% of total basic employment in
1970. This was second only to durable manufacturing. In 1971, with the
layoffs at Boeing and the sharp decline in durable manufacturing, basic
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employment in government increased to 65,300 or 31.9% of total basic
employment. By 1972 it had increased to 68,300 or 32.3%.  Since 1972
basic government employment has been slowly decreasing. In 1980 there was
an increase in both federal and state and local employment. Most recently
government employment has dropped or remained constant, comparable with
1979 figures.

Employment Projections

Given the recent trends in basic employment it is possible to make
assumptions about future trends and develop empioyment projections. The
projections are based on the following assumptions: First, since more
precision is possible in making short term projections than long term
projections, it is assumed that the long term trends will be extensions of
short term trends with a gradual decline in the growth rates. Second, the
national trend of migration into the area will continue at a strong rate.
Third, there is a continued trend toward more service-type employment,
The final assumption concerns the effects of the current economic
recession. Projection “"A" assumes that the effects of the recession are
currently at their peak and recovery will begin by mid-1982. It is
anticipated in this projection that growth will be steady but gradual.
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Projection "A"

Contract Construction

Basic employment in commercial ang incustrial contract construction
will remain at present levels, This is due to the large number of
commercial real estate development projects committed and underway in the
SCA. We anticipate a slight moderating of interest rates during the
latter one-nalf of 1982 and into 1983, which will encourage residential
construction only sligntly. For the mid and longer terms we expect
contract construction to increase at a rate similar to that for the
1970-77 period.

Durable Manufacturing

Basic employment in durable manufacturing has been eratic over the
last decade because of the influence of Boeing and the aircraft industry.
‘While the aeraspace industry will continue to play a major role, the local
economy has become more diverse and less dependent aon it. This trend is
expected to continue in the future, Aerospace employment is expected to
fncrease, but not as rapidly as employment in other nigh-technology
industries, Electronic-related industries have a particularly bright
future. Companies such as John Fluke Manufacturing, Interface Mechanisms,
Criton Industries, Physio-Control and 0ata [/0 will contribute signifi-
cantly to basic employment, Also, the location of major electronics
manufacturers like Hewlett-Packard, Fairchild Camara ana Honeywell are
expected to stimulate employment growth in the area. The lumber and wood
products industry has been especially hard hit by the current recession,
it is expected to make a modest recovery when housing starts pick up again
nation-wide. Growth in other durable manufacturing industries such as,
fabricated metals, machinery or stone, clay and glass products, are
expected to lag benhind that of the high-technolagy industries. Growth in
basic employment is expected to increase at a rate typical of the past
decade until 1990, then gradually slaw. The type of increase will vary,
favoring light industry to heavy.

Non-Durable Manufacturing

Basic non-durable employment has also been erratic over the last
decade, but not as much as in durable manufacturing. Basic non-durable
empioyment has been decreasing in the past few years because of
in-migration increasing the size of the opopulation, wnich in turn,
generated a stronger demand for non-durablie goods within the local
economy. Basic non-durable employment has failed to keep pace with this
growth trend. I[n-migration is expected to continue and basic non-durable
employment is expected to increase, and even “catch up” ground lost since
1978-75. Over the ‘long-term growth 1is expected to be moderatea.
Employment in processed foods, especially convenience foods and beverages,
apparel, printing and publishing and chemicals are expected to grow most
rap;dly. Basic employment in paper products, however, is expected to
decline.
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Transportation, Communications and Utilities

Basic T.C.U. employment has declined during the 1970's. Railroad
transportation is expected to show a healthy short-term growth rate as
Burlington Northern relocates its headquarters here. We expect more
corporate and related BN facilities to find their way to the Seattle SCA -
over the next five years -~ than has been announced to date. The
long-promised trade with China is just beginning to be realized. It won't
reach a significant level in the immediate future because their import
needs do not match our leading exports. However, in the long run, trade
with China will heip to stimulate basic employment in transportation. We
expect trade with other Pacific Rim countries, especially Japan, to
continue at healthy levels. Also, the development of natural resources in
Alaska will help to stimulate basic employment in transportation.

Communications, such as television, radio and telephone, are also
expected to contribute to growth in basic employment. Employment in
utilities, including electricity, natural gas, water and sewer services is
expected to be for service use only.

Wholesale and Retail Trades °

The growth of basic employment in this sector over the past decade,
showing only a slight moderation during the current recession. The
current recession is expected to constrain growth for 1982, especially in
such areas as automobiles and home furnishings. Growth in basic
employment is expected to be generated in areas like food stores, general
merchandise, restaurants, and so forth. After recovering from the
recession growth {s expected to continue at a rate equal to that of the
past decade until 1990, then increase at a decreasing rate.

Finance, Insurance and Real Estate

Seattle is rapidly becoming the major financial center for the
Northwest. Basic employment has grown steadily over the past decade -
especially the last five years - and this trend is expected to continue.
The largest banks in the state--Seattle First National, Rainier, First
Interstate Bank and Peoples -- are headquartered in Seattle. These
financial institutions can be expected to participate in the growth of the
Pacific Northwest, With the introduction of interstate banking the
largest banks in the country are expected to open or expand branches in
Seattle. Many, in fact, already have including the largest; Bank of
America, Chase and Citibank. Locally headquartered insurances companies
such as Safeco, Pemco and Unigard are expected to contribute growth in
basic employment. Other major insurance companies have regional
headquarters in Seattle, including Aetna, Prudential and Equitable, to
serve the needs of the Pacific Northwest. Basic employment is expected to
grow much more rapidly than the average of the past decade, then taper off
starting in 1990.
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Services

Since 1974 the growth of basic service employmeat has been
outstanding and the trend is expected to continue. Much of this growth
will be generated Dby the hotel and lodging industry. The new Westin
Tower, the newly remodeled Qlympic Hotel and other new natels under
construction (Sheraton, the Madison) and in planning (both in Seattle and
Tacoma) will help geanerate basic employment. Business services, such as
advertising, computer and data processing services, research an
development laboratiories, architectural and engineering and accounting
services, and medical services will also contribute to the growth of basic
sarvice employment. Basic service employment {s expected to grow at a
rate similar to its 1974 to 1982 rate then taper off sligntly.

Government

wWnile government has been a major source of basic employment in the
past, future growth is likely to be slow. New.policies of the Reagan
admintstration will constrain employment growth at all levels. Feceral
employment will decrease. State Government, even though it will have to
pick up a larger burden from the federal government will decline
moderately. County and local governments, who depend on C.E.T.A. funds
and revenue sharing, will be hard-pressed. Growth at the county and local
level - in terms of basic employment - will remain constant.

Projection "B"

Contract Construction

A severe recesston and slow recovery will keep growth in basic
construction empioyment well below -the average rate of the 1970's. Tignht
money market conditions will keep residential construction at minimal
levels through mid-1982. Growth in basic construction employment will be
powered by industrial and commercial construction at this time. After
1982 pent-up housing demand and easing money market conditions will
increase employment in residential construction. From that point basic
employment will foilow the same trend as under Projection "“A".

DQurable Manufacturing

Basic durable employment trends will follow those of Projection "A“,
axcept that aircraft manufacturing is assumed tg hold constant at present
levels, Electronics and high-technology industries are expected to
provide the impetus for growth in basic employment.

Qther Sectors

The remaining sectors--naon-durable manufacturing, transportation,
communication and utilities, wholesale and retail trades, finance,
insurance and real estate, servicas, and government--will follow the same
?asic employment trends as under Projection “A“, except they are slightly

ower.
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Figure 5 shows the employment projections for 1982 to 2000, based on
the growth assumptions discussed above. These are translated into the
numerical projections shown in Table 6 (Empioyment Projection A). In this
table service employment is added based on the 1970-1980 basic: service
ratio to obtain total employment. The growth trend for total employment
(Projection A) is shown in Figure 5 (Employment - Projection A,
1970-2000).
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Employment Projection A

Table 6

1982-2000
(000)
1982 1983 1984 1985 1980 1995 2000

Contract
Construction 8.5 10.2 14.0 16.0 10.2 15.0 17.0
Manufacturing 102.7 103.8 108.3 113.9 128.0 143.1 158.7
Durable 958.7 96.0 98.6 100.9 113.0 126.5 141.7
Non-durabie 7.0 7.8 9.7 13.0 15.0 16.6 18.0
T.C.U. 1.8 12,2 13.1 14.0 15.0 15.7 16.2
Trade 69.7 73.2 76.2 79.4 88.0 94,3 101.0
Wnolesale 33.7 35.5 37.0 34.4 43,0 46,3 50.0
Retail 36.Q 37.7 39.2 41.0 45.0 48.0 51.0
FIR 25.2 31.2 33.1 35.2 40.2 44,3 48.0
Service 25.0 28.0 31.0 34.0 41.3 46.5 52.0
Government 61.0 60.5 £9.6 59.0 60.5 64.6 66.0
Total Basic 307.9 31%.1 335.3 351.5 383.2 423.5 459.9
Total Service 888.1 609.5 640.4 671.4 731.9 808.9 878.4
Total Employment 896.0 928.6 975.7 1,022.9 1,lis.1 1,232.4 1,338.3

Source: Mundy, Jarvis & Associates, Inc.
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Distribution of Employment to Sub-Market Areas

Once employment projections were made, they were dissagregated to
sub-market areas based on their historical share of employment. Data on
the share of employment for each sub-market area was obtained from the
Washington State Employment Security Department, Puget Sound Council of
Governments and data from a sampling of 912 business establishments
located in Snohomish, King and Pierce Counties. Employment was also
dissagregated by employment category, such as construction, durable
manufacturing, etc. This data is shown in Table 7 (Employment
Distribution, in Percent, Seattle SCA).

Based on the distribution shown in Table 7 (Employment Distribution)
and the employment projections for 1982 through 1995 employment was
distributed to the Seattle area. This is the shaded -area shown in Figure
6. The projections assume that Seattle's proportion of employment, by
each employment category, will remain constant through the 1982 through
1995 period.

Importantly, these numbers represent additions to the Seattle labor
force assuming that space i{s provided in the Seattle area to accommodate
these employment additions. ~If this space is not provided migration from
the Seattle area will occur to other areas within the SCA. This is
especially important in categories such as manufacturing, wholesale trade
and certain service categories where industrial sites are required which,
even today, are in extremely short supply (given size, plottage, access,
etc. requirements). Based on our employment projections and the
distribution of. employment for Seattle we can expect to see employment
additions in Seattle, given the above assumption, as is shown in Table 8
(Seattle Employment Additions, 1983-1995).

South Seattle Employment Additions

From the Seattle information employment was dissagregated to South
Seattle. The basis for this dissagregation was information on 216 firms
Tocated in South Seattle which were a portion of the 912 firms interviewed
in the Seattle SCA. The South Seattle share of employment, by employment
category as well as the probable increase in South Seattle employment for
the years 1983 through 1995 are shown in Table 9 (South Seattle Employment
Additions, 1983-1995). Once again, it is important to remember that these
employment additions are based on the assumption that facilities will be
available in the South Seattle area to accommodate this net increase in
employment.

South Seattle Space Demand

Given the probable additions to the South Seattle labor force we are
in a position to make estimates of probable space needs. Space estimates
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Table 7

Employment Distribution (in %) for Seattle SCA

Rural N. King
Category Snohomish Everett S. Snohomish Seattle E. King S.E. King So. King Pierce
Construction .187 .61 .56 2.131 .592 .268 . 344 .84
Durable Mfg. .846 1.28 1.90 7.187 2.399 1.252 602 1.57
Non-Durable Mfg, .137 21 .17 1.777 .573 .162 .048 .84
Transportation,
Communications &
Utilities .187 .39 .31 3.832 .354 172 172 .67
Wholesale Trade . 759 .21 .29 3.603 .440 1.128 .201 .80
Retail Trade .137 .09 .24 8.381 3.048 2.351 .086 2.85
Finance, Insurance,
Real Estate .05 .41 .05 5,151 .459 .038 .038 .75
Services .548 .96 .96 10,712 1.472 .136 .554 3.10
Government .548 1.08 1.24 5.619 1.825 1.328 2975 3.69
Total 3.40 5.24 5.73 49,02 11.16 7.43 3.02 15.11

Source: Mundy, Jarvis & Associates, Inc.
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Table 8

Seattle Employment Additions

1983-1995
1982 1983 1984 1985 1990 1995
Total Employment (000) 896.0 928.6 975.7 1022.9 1115,1 1232.4
Net Employment Addition (000) 32.6 47.1 47.2 92.2 117.3
Seattle Share, by Type
Construction (2.13%) 690 1,000 1,010 1,960 2,500
Durable Mfg. (7.187%) 2,340 3,390 3,390 6,630 8,430
Non-Durable Mfg. (1.777%) 580 840 840 1,640 2,080
Transportation,
Communication &

Utilities (3.832%) 1,250 1,800 1,810 3,530 4,490
Wholesale Trade (3.603%) 1,170 1,700 1,700 3,320 4,230
Retail Trade (8.381%) 2,730 3,950 3,960 7,730 9,830
Finance, Insurance

Real Estate (5.151%) 1,680 2,430 2,430 4,750 6,040
Services (10.712%) 3,490 5,050 5,060 9,880 12,670
Government (5.619%) 1,830 2,650 2,650 5,180 6,590

Source: Mundy, Jarvis & Associates



Table 9

South Seattle Employment Additions

1983-1995%
South
Seattle
Share(l) 1983 1984 1985 1990 1995
Construction 45.3% 310 450 460 890 1,130
Ourable Manufacturing 41.6% 970 1,410 1,410 2,760 3,510
Non-Durable Mfg. 39.2% 230 330 330 640 820
Transportation,
Communications
Utilities 18.8% 240 340 340 660 840
Wholesale Trade 46.2% 540 780 780 1,530 1,950
Retail Trade 28.7% 780 1,130 1,140 2,220 2,820
Firance, Insurance &
Real Estate 2.1% 40 50 S0 100 130
Service 11.2% 390 570 €70 1,110 1,420
Government 10.0% (e) 180 270 270 520 660

Notes: (1) Basad. on employment data on 216 Soutn Seattle firms.
(e) Mundy, Jarvis & Associates estimate. Specific data on this category
not available.

Source: Mundy, Jarvis & Associates, Inc.
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