JAMES A. GRAASKAMP COLLECTION OF TEACHING MATERIALS

V. INDUSTRY SEMINARS AND SPEECHES - SHORT TERM
A. Appraisal Organizations
l16. 1986

"Contemporary Income Property
Appraising", sponsored by AIREA,

July 9-12, 1986 at the Opryland Hotel,
Nashville, Tennessee

Index



PROGRAM B -~- CONTEMPORARY
INCOME PROPERTY APPRAISING

Speaker - James A. Graaskamp,
Ph.D., CRE, SREA

Recertification Credit - 7 hours

SOUTHEAST/GREAT LAKES
Joint Regional Appraisal Conference

American Institute of Real Estate Appraisers

July 9-12, 1986

OPRYLAND HOTEL
NASHVILLE, TENNESSEE



I.

CONTEMPORARY ISSUES AND METHODS FOR
APPRAISING COMMERCIAL PROPERTIES

Presented hy

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

INTRODUCTION

INTRODUCTION TO CONTEMPORARY ISSUES

Appraisal of real estate income properties is a critical
social function with high ethical requirements because it
is a pivotal benchmark for decisions involving social
equity, validation of financial institution assets for
regulatory purposes, governance of private contracts, and
benchmarking of the effectiveness of asset manager.

A.

Appraisal is a specialty in the rapidly evolving
information business. Appraisers systematically
collect information, organize and analyze the data,
and reach decisions about value while communicating
essential information to a client. This is similar
to the work of:

l. Accountants

2. Insurance managers

3. Security and investment counselors
4. Lawyers

Unlike accountants and others, appraisers receive
little help from their professional organizations in
the form of position papers which define appropriate
methods for a particular question.

l. Accounting has the Financial Accounting Standards
Board (FASB) that continually modifies generally
accepted accounting principles to fit new
problems such as mergers, current values of fixed
assets, accounting for real estate operations,
etc.

2. Securities people have the Midwest Securities
Association.

3. The insurance education program is controlled by
two independent organizations, the American
College of Life Underwriters and the American
College of Property and Casualty Underwriters.



C.

D.

4.

‘Appraisers have no such independent fixed point.

Even the Eighth Edition of the Institute textbook
disclaims any responsibility for being a
standard. The flyleaf of the Eighth Edition
says:

"FOR EDUCATION PURPOSES ONLY

The opinions and statements set forth
herein are those of the individual
members of the Institute's editorial
staff and do not necessarily reflect the
viewpoint of the American Institute of
Real Estate Appraisers or its individual
members. " »

As a result, the appraisal process is evolving into
one of the following:

l L ] .

2.

The art of disinformation as in military
intelligence where the appraiser is implicitly
part of a conspiracy with his client to provide
documents that satisfy regulators, provide cover
against future charges of negligence, or provide
bargaining points for income tax, real estate
tax, divorce settlements, partnership
dissolution, and other negotiations.

The discipline of rigid format and language for
purposes of standardization at the expense of
relevance and as an alternative to qualifications
of the appraiser's judgment as opposed to form
filling ability.

A counseling assignment wherein the appraiser

must select and match the basic elements of the

appraisal assignment to the requirements of the
decision for which the appraisal is sought as a
benchmark.

Distinguishing carefully between advocacy and
suitability, the ethical and professional appraiser
must counsel his client on the basics to establish a
fit between the appraisal and the issue for which it
is required as a benchmark, including, but not
limited to:

1.

Def inition of real estate interests to be
appraised



2. Definition of highest and best use
3. Definition of market value
4. Definition of what constitutes market comparison

5. Definition of accounting rules for the income
approach

6. Definition of the economic context assumed
7. Definition of buyer and seller perspectives

8. Definition of rules for anticipating future
benefits

9. Definition of who is considered an independent
observer

BASIC PREMISES OF CONTEMPORARY APPRAISAL

The basic premises of the contemporary approach stem from the
fundamental belief that pricing is a behavioral science,

that analysis should be inductive rather than deductive wherever
possible, and that appraised values are intended to serve as a
benchmark for some decision process.

A price is a social transaction and the behavior of the parties
and configuration of the transaction reflects a concensus at
some point in time between external market forces sufficiently
strong to impose on the outcome and internal forces on the
supply side self-perceived interests. (See Exhibit 1.)

Notice that the above does not presume:

1. Both demand and supply forces to have
alternatives of equal indifference.

2. Negotiation abilities of equal force, or

3. Cash maximization as their sole criteria -- all of
which characterize the traditional approach.

The contemporary view sees appraisal as a limited and
fictional case of feasibility analysis which, in turn,
is a limited case in problem solving which, in turn,
is part of a larger planning framework.
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CONTEMPORARY TRENDS CONTROLLING PURCHASE OF APPRAISAL

A benchmark for decision requires the purchaser of appraisal services
to specify the problem, the acceptable practices, the protocols,

and product as well as the business relationships which will control
the appraiser/client relationship.

A. -Procurement of appraisal services is becoming tightly controlled
by new developments in the network of relationships which
control real estate investments.

1. Regulatory controls on real estate lenders:

a. R 41(b) or (c)

b. FDIC rules including requirement for discounted cash
flow analysis :

c. SEC due diligence requirements

d. ERISA fiduciary requirements

2. Accounting/appraisal interface:

a. Accrual versus cash accounting

b. FASB study of European standards for fixed asset accounting

c. Concepts of going concern, fixed asset allocation, market
value, historical cost value, and forced liquidation values

3. Expanded definition of accounting firm services:

L. Development of standards for pension fund asset value and
performance measures:

a. Trade association concensus
b. Standardized letters of engagement

5. Professional appraisal organizations increased enforcement
of explicit definitions and procedures to restore credibility

a. Protocols for information exchange while retaining true
independence

b. Better understanding of what sources provide pertinent in-
formation

B. To price his services the appraiser must fully understand his
research task and the communication channelsthrough which his
report will travel since his report will be constrained by:

1. What is the nature of the question?

2. What quantity and quality of data may be available?



What theory or hypothesis may edit and focus
the available data as a tentative answer to the
question?

What techniques and data management can be used
reliably by the analysts?

What techniques and data management have
credibility with the ultimate decision maker
hiring the analyst?

What techniques and data management are cost
effective in tems of the dollar consequences of
the decision?



III.

CONTEMPORARY ISSUES AND METHODS FOR

APPRAISING COMMERCIAL PROPERTIES
(Continued)

THE PROCESS OF CONTEMPORARY APPRAISAL

In that l1ight, the sequence of steps required of the
contemporary appraisal process referred to by Wisconsin
students as RATGRAM is as follows:

A. What is the issue for which the appraisal is sought
as a benchmark?

1.

2.
3.

Problem perceived redef ined to the problem as
under stood

Statutory or financial

Perspective in time, viewpoint, and continuum as
going concern

B. What are the attributes of the property and the
potential for productive alternative courses of
action for future use

l.

2.

3.

Responsibility for engineering, marketing, or
legal/political assumptions

What special enhancements or encumbrances are
to be valued as additional sticks in the bundle
of rights to be appraised

Opportunities for monopoly in space, place, or
time

C. Given the basic alternatives, what is the most
probable use matrix relevant to the appraisal purpose

1.

2.

4.

English Royal Institute of Chartered Surveyors
(RICS) distinguish between existing use and all
possible uses

With or without zoning change

With or without possible assemblage value

With or without administrative rule recognition
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E.

F.

G.

He.

5. With or without opportunity cost doctrine

Given the most probable use, who is the most probable
buyer in terms of class, motivation profile, or
market position? (See Exhibit 3.)

Given the most probable use and most probable buyer
assumptions, there are three approcaches to predicting
most probable price:

l. Inference from past transactions involving
properties of similar potential and buyers of
similar motivation.

2, PFailing adequate transaction data, it is then
acceptable to simulate the pricing methods of the
most probable buyer.

3. PFailing to find either similar properties or
articulate buyers, the appraiser is then
permitted to use normative methods which indicate
what might happen if buyer and seller were as
smart as the appraiser.

With an initial estimate of value, it may then be
modified for external conditions unique to the
parties, the place, or the time.

The adjusted value must then be tested to demonstrate
that results at that price would be consistent with
the minimum goals of all major parties to the
transaction.

Since the appraiser is predicting price under
conditions of uncertainty and many different market
terms, the appraisal conclusion must be expressed as
a central tendency within a transaction zone which is
qualified by financial terms and/or critical
assumptions about unknowable facts.

1. Although the Institute uses fair market value and
most probable price interchangeably, that is a
travesty on the work of modern theorists and a
deliberate attempt to confuse or negate the
implied criticism of traditional ways by
contemporary analysis. (See Exhibits 1 and 2.)
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2. Contemporary theory recognizes explicitly the
errors in forecasting, the role of financial
terms, and the reality of bargaining position.

These general precepts are then expanded into an
appraisal report outline of the general type included
in Exhibit 4.

We believe it is important that every appraisal first
report fair market value strictly defined as cash to
the seller for the real estate interest as a standard
point of departure and that value enhancements and
encumbrances then be reported in reference to that
base number. Most probable price will only be the
same as fair market value where the most probable
buyer behaves as though he were the most prudent man
buying only returns attributable to land and
building.



EXHIBIT 1
CONTEMPORARY DEFINITION OF MOST PROBABLE PRICE

"Most Probable Selling Price", as defined by Professor
Richard U. Ratcliff:

The most probable selling price is that selling
price which is most likely to emerge from a
transaction involving the subject property if it
were exposed for sale in the current market for a
reasonable time at terms of sale which are
currently predominant for properties of the
subject type. [1]

[{1] Unpublished quotation, Richard U. Ratcliff speaking on his

book VYaluation for Real Estate Decisions, Santa Cruz, CA,
Democratic Press, 1972.
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EXHIBIT 2

CURRENT OFFICIAL DEFINITION OF FAIR MARKET VALUE

The most probable price in cash, terms equivalent to cash,
or in other precisely revealed terms, for which the appraised
property will sell in a competitive market under all conditions
requisite to fair sale, with the buyer and seller each acting
prudently, knowledgeably, and for self-interest, and assuming
that neither is under undue duress. [1]

Fundamental assumptions and conditions presumed in this
definition are

1.
2.

Buyer and seller are motivated by self-interest.

Buyer and seller are well informed and are acting
prudently.

The property is exposed for a reasonable time on the
open market.

Payment is made in cash, its equivalent, or in
specified financing terms.

Specified financing, if any, may be the financing
actually in place or on terms generally available for
the property type in its locale on the effective
appraisal date.

The effect, if any, oh the amount of market value of
atypical financing, services, or fees shall be clearly
and precisely revealed in the appraisal report.

[1] American Institute of Real Estate Appraisers, i
of Real Estate, Eighth Edition, Chicago, IL, 1983, p. 33.
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EXHIBIT 3
SAMPLE PROFILES OF MOST PROBABLE USE AND BUYER

The most probable use of the subject property would be as a
shell for conversion to three small retail units on the first
floor, four townhouses in the three-story structure, and two 700
square feet office modules with skylights in the second-story
structure,

A review of sales on the Square and along the State Street
Mall reveals that the buyers of these properties have been
either a local businessman who was seeking a new location for
his business or a professional real estate investor who was
willing and able to execute extensive renovation and
re-leasing. Those comparables that were bought by businessmen
primarily for their own use were small and narrow; the larger
buildings, similar in size to the subject property or larger,
were purchased by professional developers who already had other
commitments in the downtown area. The old Leath Furniture
building, which was purchased by amateur businessmen for use as
a restaurant, is again available for rent because the new owners
discovered that their intended use was not compatible with
building codes. Three of the seven comparables were partially
occupied by the new owner; five were financed by the seller with
a 10 percent to 15 percent down payment and a land contract at 8
percent; six were sold for significantly less than May 1, 1976,
assessed valuation; and in six of them, the first floor was
subdivded into retail rental units with about 20 feet of
frontage each.

Therefore, the most probable buyer will be a professional
real estate developer who expects to remodel and redirect
marketing of the subject property. The most probable buyer
expects generous land contract terms and resale, before or after
conversion, to a small group of participating equity investors.
The professional investor will negotiate only after the owner
has had the property on the market for a protracted period of
time and is willing to sell it well below assessed valuation.
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EXHIBIT &4

CONTEMPORARY REAL ESTATE APPRAISAL REPORT OQOUTLINE

Letter of Transmittal

1.
2.
3.

“.
S.
6.

Brief statement of appraisal issue

Definition of value aplied

Value conclusion (qualified by financing, terms of sale,
and range of probable transaction 2one as appropriate)
Sensitivity of conclusion to critical assumptions

Property observations or recommendations

Incorporation by reference of limiting assumptions and
conditions

Table of Contents

List of Exhibits

Digest of Facts, Assumptions, and Conclusions

1.
2.
3.
“.
S.
6.
7.
8.
9.
10.
11,

12

13.

Property tvpe

Property location

Property ownership

Determinant physical attributes

Controlling legal-political attribuces

Pivotal linkage attributes

Marketable dynamic attributes

Most probable use conclusion

Most probable buyer profile assumed

Initial probable price prediction and central tendency
Adjustment of preliminary value estimate for external
factors or market position of parties '

Testing of corrected probable price for consistency with
most probable buyer objectives

Final value conclusion and range of error estimate as
appropraiate

Appraisal Problem Assignment

A. Statement of issue or circumstances for which
appraisal is intended to serve as a decision benchmark
and date of valuation

B. Special problems implicit in property type or issue
that affect appraisal methodology and definition of
value
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EXHIBIT 4 (continued) -

C. Special assumptions or instructions that are provided
by others

D. Definition of value, vhich 1is the objective of
appraisal analysis and disciplines appraisal process

1. Selected definition and source

2. Implicit conditions of the definition

3. Assumptions required by relevant legal rulings

E. Definition of legal interests to be appraised

1. Legal description and source

2. Permits, political approvals, and other public use
entitlements

3. Fixtures or personalty to be included with sale

4. Specific assets or liabilities excluded as
inconsistent with issue or premise of appraisal

II. Property Analyvsis to Determine Alternative Uses
A. Site Analvsis

1. Physical (static) site attributes (size, shape,
geology, slope, soil hydrology, etc.)

2. Special site improvements (wells, bulkheads,
irrigation systems, parking surfaces with unique
salvage or re~-use characteristics, etc.)

3. Legal-political asttributes (applicable federal,
state and local zoning, convenants, easements,
special assessments, or other land use codes and
ordinances, etc.)

4. Linkages of site (kev relationships to networks,
populations, or' activity centers that might
generate need for subject property)

5. Dynamic attributes of site (perceptual responses
of people to site in terms of anxiety, visibilaty,
prestige, aesthetics, etc.)

6. Environmental attributes of site as related to
off-site systems Or impact areas.

B. Improvement Analysis

1. Physical (stacic) attributes of improvements,
cataloged by type, - construction, lavout,
condition, structural flaws, etc.

2. Mechanical attributes (brief sttement of heating,
ventilataing, air conditioning, electr:.cal,
plumbing, and fire or safety svstems in terms of
limitations on use or efficiency)



EXHIBIT 4 (continued)

In short, it is useful to subdivide improvements
into subsvstems:

a. Foundation system

b. Structural system

c. Vertical circulation
d. Horizontal circulation
e. Floor system

f. Ceiling system

8- Roof svstem

h. Internal wall svstem
i. External wall system
5. HVAC system

k. Communications system
1. Traffic separation system
m. Security system

n. Life safety system

o. Waste removal system

Special structural linkages to off-site elements
(tunnels, bridges, adjoining structures, etc.)
Legal-political constraints on use of existing
improvements (fedceral, state and local building
codes, fire codes, conditional use procedures,
neighborhood associations, and inspection liens of
record for violations).

Dynamic attributes of existing improvements
(impressions created by type, bulk, texture,
previous uses, past history, or functional
efficiency) ’
Current uses and tenancies of improvements, if any
Environmental impact attributes of improvements on
environs

Identification of Alternative Use Scenarios for
Subject Property

Marketing existing uses of property as is
Renovation of exi1sting property and marketing
improved space

Redirection of existing property to alternaitve
tenancies and uses

Replacement of existing improvements or program
with new uses

14
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EXHIBIT 4 (continued)

I1I. Selection of Most Probable Use

A.

Comparative Analysis of Alternative Uses

1.

2.

Testing and ranking alternative use ltra:egics for
legal-political compatibility

Testing alternative use scenarios for fit to
physical property attributes within reasonable
cost to cure

Selection of scenarios that Jjustsify market
research

B. Analysis of Effective Demand for Selected Uses
1. Search for rents and income potentials of scenario
space-time products
2. Screen and rank market targets
3. Apply income~justified residual investment
approach to rank economic power of alternative
market scenarios
4. Evaluate wmarginal revenue, marginal investment
risk trade-offs
C. Summary Matrix for Selection of Most Probable Use
Scenario
l. Physical fit
2. Legal~political risk
3. Strength of market demand
4. Adequacy of available financing
3. Revenue and cost assumptions risk
Iv. Prediction of Price for Subject Property
A. Specification of Most Probable Buyer Type Implied by

Most Probable Use

1.
2.

3.

Criteria motivations of alternative buver types
Selection of most probable buyer type as basis for
prediction

Speci1fication of essential site, improvement,
financial, or key decision criteria of principal
alternative buyer types
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F.

EXHIBIT 4 (continued)-

Explanation of Appraisal Methodology for Prediction
of Probable Purchase Price

1. Preferred wmethod: to infer buver behavior from
actual market transaction and market data
available from sales by cowmparable buyers of
acceptable alternative properties

2. In the absence of adequate market sales data, the
alternative method selected for simulation of
probable buyer decision process

3. If market influence of simulation is impossible,
select normative model such as investment value,
or cost to replace

Search for Comparable Market Sales Transactions

1. Unit of comparison

2. Method of comparison

4. Investigation of sale transaction circumstances
5. Evaluation for comparability

6. Definition of predominant terms of sale

7. Source of comparative adjustments

Determination of Suitability of Existing Market Data
for Inference of Value for Subject Property

1. Where data is adequate, selection of market
comparison method to estimate value

2. Where data is lacking or misleading, selection of
method leads to simulation in E or normative
methods in F

Simulation of Probable Buver Decision Process if
Market Comparison Approach is Inconclusive or
Impossible

1. Source and explanation of simulation model

2. Schedules of simulation assumptions

3. Range of alternative simulation value predictions
(sensitivity analysis)

Selection of Normative Model of Buyer Behavior
1. Investment model
2. Cost-to~replace model

3. Nongquantitative decision models

Computation of Most Probable Price and Standsrd
Error of Prediction
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EXHIBIT 4 (continued)-
H. Correction of Preliminary Value Estimate for External

Factors

1. Identification of conditions relative to date of
appraisal not present in market comparison
assumptions ,

2. Specification of political contingencies that

might upset normal appraisal assumptions of sub-
stituction

3. Identification of any violation of conditions in
the definition of value by the appraisal method-
ology

4. Indication of adjustment necessary to preliminary
probable price estimate or

S. Explicit statement that no adjustment is necessary

1. Test of Most Probable Price or Value Conclusion by
Means of:

1. Comparison to values derived from selected alter-
native appraisal methodology

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

3j. Measurement of fit of financial cash requirements
to market rents, lender ratios, or other relevant
constraints

4. Comparison to decision criteria appropriate to
issue (financial ratios required by mortgage
lender, comparative assessments of similar property
for the tax sappeal board, rates of return in
alternative investments, construction prices for
similar property, or vwhatever demonstrates
consistency with statement of the issue)

Appraisal Conclusion and Limiting Conditions

A. Definition of Value and Value Conclusion of the Report
B. Certification of Independent Appraisal Judgment
C. Statement of Limiting Conditioms that Establish:

1. Contributions of other professionals on which
report relies

2. Facts and forecasting under conditions of uncertainty

3. Critical assumptions provided by the appraiser

4. Assumptions provided by the client

S. Controls on use of appraisal imposed by the appraiser
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EXHIBIT 4 (continued)

Appendices

Maps, data sets, only if referred to in the text. These
data collections would slow down the reader if included as
an exhibit and are secondary to the argument in the body
of the report.



Iv.

CONTEMPORARY ISSUES AND METHODS FOR

APPRAISING COMMERCIAL PROPERTIES
{Continued)

THREE BASIC METHODS OF APPRAISAL

Dilmore has the most basic philosophical view of the
three approaches to value while Ratcliff has the most
operational sense of researching and forecasting value.

A.

Dilmore refers to the three approaches as order,
chance, and beauty

1.

Assuming order, there is a universe in which the
parts fit and we shave away the chaotic mass of
information until we f£find the critical pattern.
Like the test for color blindness, the appraiser
is looking for the pattern of red dots in a field
of random dots of various colors which appear to
be scattered.

Chance acknowledges the possibility that in the
closed system there may be possibilities which
were not considered or that there may be an
error. No respectable scientist is afraid of the
word "error™. 1In appraisal, imprecision is built
into the process of choosing data subjectively
before we attempt to treat it objectively.

Beauty simply recognizes intuition and elegance
in our forecasting model may be legitimate
reasons for its use., Intuitive reactions,
gqualitative judgments, or gut feelings are a form
of aesthetics in the decision process.

Ratcliff concludes that most appraisals are concerned
with prediction of a future event, a transaction
price. Since an appraisal method is a forecasting
tool, forecasting is best done with inference fram
selected past experience. Failing that, the best
method is simulation of the real estate market
process.
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D.

2.
3.

Given reliable information on past market
behavior, the preferred method of appraisal is to

process the data, statistically if possible, to

derive a prediction of future price behavior
under given conditions and with means for
estimating the reliability of the prediction.

Statistical prediction if possible.

Set theory for definition of a data set at the
least.

Should market data be unavailable or inconclusive,
the appraiser is forced to resort to the second
method of appraisal, namely the construction of a
real estate investment or decision model of factors
which reflect his understanding of how buyers and
sellers might behave.

1.

The income approach and the cost approach are
submodels of how an investor is supposed to
behave.

After—-tax investment models are another submodel
of market behavior, but while these may measure
demand from the buyer's viewpoint, it may not
measure the minimum price expected by the seller
who also has a tax model to oconsider. 1In using
the second approach, the appraiser must be very
careful to indicate price on the supply side
representing minimum expectations (Vs) of the
seller.

Should there be no sales and no way to verify how
buyers would review the specific property (utility
case - rate base or kilowatt production?), then the
appraiser falls back to normative methods.

1.

Normative means what the buyer would do if he
were as smart as the appraiser and motivated only
by a desire to maximize weal th.

The traditional income approach or the cost
approach are normative models unless it can be
proven buyers behave accordingly.

20
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3. After-tax cash flow models are normative models
until it can be shown that buyers and sellers
use cash flow to value property.

Highest and best use or most probable use in order to
identify most probable user and buyer, requires
analysis and explicit recognition of possible uses
which are:

l. Legal/political acceptability

2. Pphysical/technical feasibility

3. Effective demand and marketability
4. Financial viability

5. Community compatibility

(See Exhibits 5, 6, and 7.)

Most probable use presumes economic feasibil ity while

many projects today require only f£inancjial solvency
due to special enhancements or encumbrances which

modify the operating characteristics of the property.
These are not inherent in fee simple title but
require expansion of the definitions of legal
interests to be acquired; the appraiser may require
legal support for presuming the transferability of
these enhancements or a cost for elimination for an
encumbrance.

l. Enhancements include special entitlements under
land use control laws, subsidized financing
program, financial reserves which travel with the
title and the assumable financing, and all manner
of profit centers provided by operating
agreements which may be assignable under certain
review procedures.

2. Encumbrances such as licenses, easements, and
leases may be removed depending on relative
positions of buyer and seller which are not
within the American rule that fee simple title is
the sum of the parts.

21



COFFEE BREAK

Economic surplus for the user is not adjusted for
economic costs to external parties unless the
political system can find methods to internalize
these opportunity costs as anticipated in the
definition of best use in Exhibit 5.

Fair market value may take the premise that
existing leases will run out their term while
most probable price may reflect a probability of
renegotiation betewen landlord and tenant for
mutual benefit or background information which
makes it impossible for the status quo to
persist.

a. Check Dunn and Bradstreet on the tenants

b. Analyze reported sales volume relative to
breakeven point

C. Analyze opportunity cost of the status quo

22
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EXHIBIT §
DEFINITION OF 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

acpraisal.

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 use. The existing use will continue, however,
unless and until land value in its highest and best use exceeds
the total value of the property in its existing use. See
Interim Use.

Implied within these definitiops is recognifion of the
coptribution_of that specific use to community environmeni or
to comrurity development _goals in _addition %o wealth
maximization of individual_property owners. Also implied is
that_the determipation of bighest _and best use resulis from the
appraiser's_judgmepi_and_apalytical skill, i.e., that the use
determined from analysis represents an opinior, 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.

Source: Byrl N. Boyce, Real Estate Appraisal Terminology,
Revised Edition, AIREA, SREA, Ballinger, Cambridge,

Mass., 1981, p. 107-108.
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times Lhe present
sasesseent

Conversien to
Apartaents with
Affica on 1at Floar

Strong demand for
speaious two bedress
uaits in CAD ares

Proefarred uns, givea
need for downtewa
housing and politi-
eal statements by
alderpersons fer
redustion of bar
Susineas 1n residen-
tisl neighberbecds

Spacious apartaeats
uwith views previde
favorasble reat/ceat
por SF ratje—-
housing code erestes
more remodeling risk
than ocommereial eode

$103,220

Poasible historie
landsark status fer
253 rehabilitation
tax credit plua tax
incresentsl
financing (TIF)
assistance

fleal estate tax base
would be multiplied
spproaimately 3 V/2
times Lhe present
assessmant

Scamarie 5
Coaversion te
Apartseats with
Exiakisg Rar

Though there s a
atreng desand for

affordable downtewn
housing, eonsuser
survey shouws tenaat
resluctance to live
abeve noisy/poten-
tially salodorous
bar-restaurant

Preferred use for
housing is eompre-
aised by existing
bar sanagement
agressont

Apartaeat aix
cheaponed by re-
taining exieting bar
operation——smiler
waits require more
plusbing and driag
less favorable reat/
eost per 8F ratie

(610,513)

Possible historie
landsark etatus for
258 rehabdilitation
tex oredit. TIF
less likely because
inoreass ia tax ia
smaller

Real estate tax base
would be sultiplied
spproximately 2 172
times the preseant
asssnnasnt

Scanacio &

Demolition and

~Sals of Jika.
Soft merket for
vassat sites whieh
cannot be sasembled
into larger plot-
tage; parking
revesuss from 20
apaces inadequate
to sarry clearance
oosts

Inconsistent with
oconstituenoy

favoriag landmark
deaignation

413,778

Loss of
spproxisately

$180,000 of tax bese

9 1181HX3

N
s
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EXHIBIT 7
DEMONSTRATION OF SELECTION OF BEST USE SCENARIO FOR

VACANT OFFICE TOWER REQUIRING
COMPLETE MECHANICAL RENOVATION

B. Alternative Uses for Prare Square

A combination of the physical characteristics of the property and the
general demand characteristics of the Hilldale area suggest the following
alternative scenarios for use of the subject property (Appendix D):

Scenario #1: The building would be remodeled into mulri-tenant office
space of class A on floors 4 to 14 and class B on floors 1 to 3.

Scenario #2: The building would be modified into residential apart-
ments on floors 4 to 14 and class B office space on floors 1 to 3.

Scenaric #3: The building would be modified into residential condomin-
iums on floors 4 to 14 and class B office space on floors 1 to 3.

Scenario #4: The building would be modified into a hotel facility
vith hotel rooms on floors & to 14, a restaurant on floor 3, and
seninar and office svace on the remainder.

C. Economic Ranking of Alternatives

The alternative uses that might be plausible for the subject property
can first be ranked in terms of the generzl budget parameters inherent in
revenues and expenses for each. The best financial alternatives must then
be screened for effective demand, political acceptability, and risk. 1Ia order
to reveal the general range of justified investaent on the existing proper:zy,
the appraiser developed a logic of converting remts to justified investment
by determining a market rent for each use and assuning an acceptable cash
breakeven poin:l for financial planning and budgeting. This process capital-
{izes funds available for debt service or cash dividends into amounts of justified
investment. This residual approach can be misleading if there are small errors
in the cash-flow forecast, but if estimating biass {s consistent wvhen applied
to the alternative uses, it does rank the alternatives in terms of their ability
to pay for the subject property as is. The logic of this process 1s provided
{n Exhidit 15; the cost assumptions and calculations are provided in Appendix D.

The ratio of cash exrenses, real estate taxes, and debt service to
potential gross inco=e.



EXHIBIT 7 (Continued)

BASIC LOGIC FOR RANKING ALTERNATIVE PROGRAM SCENARIOS BY JUSTIFIED

PURCHASE BUDGET

26

Rant/Unit

Rent/Tnit

Rent/Unit

x

Number of Units

Number of Units

Number of Dnits

Potencial
Gross Inconme

Default Point

Cash for Operations

1-Default Point

Equity Cash Margin

Vacancy Loss

Reserve for
Contingencv

Cash Throw-0:ff
(8/4 Tax)

+

Equity Cash Constant

Justified Equicty
(B/4 Tax Cffect)

+

Operating Expenses

iCaoittl Replacement

Real Estate Taxes

Cash Available
| for Debt Service

+

Mortgage Constant

l Justified Mortgage

Total Justified
Proiect Budget

Construction Outlays
)

Budge: for Purchase




EXHIBIT 7 (Continued)
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A su=mary of these calculations from the Appendix are provided in Exhibit 16.
A preliminary ranking based on a cash-justified investment (Line 3, Exhibit 16),
without regard to future reversion value, dezonstrates that Scenario 1 is the

preferable use of the structure as is.

D. Ranking of Alternatives

In terms of estimating risks, Scenario 1l offers more certainty in
regard to comstruction budget because multi-temant office use is more similar
to the previcus use. Less extensive remodeling plans imply that fewver
problems will arise. In Scenarios 2, 3, and 4, all nev plumbing facilities
and wvindovs are required for floors & to l4. The same improvements simply
need refurbishing if the building remains office use. In additiom, the market
for a high-rise residential or hotel facility is largely untested in the
Hilldale area, but office use has been expanding. A change from office use
of Pyare Square carries business risks that are difficult to ascertain, and
the costs incurred in those risks could be great.

E. Polirical Compatibility of Alternatives

According to the village administrator of Shorewood Rills, all four
of the scenarios would be politically acceptable because the village wvants
to see improvement of the building. However, Scemarios 2, 3, and 4 require
a zoning change that must be approved by the village—an efiort that 1is likely
to be more time-consuming than futile. .

Although condominiums are a relatively new idea to Shorewood Bills, the
community boasts of being a residential suburb, and so a well-conceived plan
should pass the board. A hotel use, however, is questionable and would be
subject to serious scrutiny because demand is mot evident. Office use appears
to be most probable:-in light of the fact that costs are lower, zoning is proper,
and demand is evident. ) -

F. Conclusions

Since the estimated residual justified purchase prices of Scenariocs !
and 3 are fairly close, the choice in determining the most probable fitting
use relates to the higher costs of converting to residential coupled with
the risks involved in tapping an untested market. A prudent investor would
seek to stabilize his income by choosing the less speculative scenario. A
revievw of the summary feasibility data in Exhibit 17 supports the conclusion

that the most probable use of the subject property in the opinion of the appraiser

is Scenario 1. :

The most probable use of the subject property would be
renovation to a multi-tenant office building.




EXHIBIT 16

m

SUMMARY OF BUDGETS FOR ALTERNATIVE USE SCENARIOS §

] -
Budget Stem Scenario 11 Scenario 12 Scenario 13 Scenario #4 ~
g

1. Cost to construct (2,509,975)  (2,414,225) (2,668,140) (2,569,600) a
2, Justified investment for 2,897,566 1,409,513 2,868,983 (4,662,172) E

property as is

3. Total justified investment 387,591 (1,004,712) 200,843 (7,231,7712)
in subject property as {s -

8¢

PO



EXHIBIT 17

SUMMARY MATRIX OF FEASIBILITY OF ALTERNATIVE USES

Feasibility Factor

Scenaria M1

Scenario 2

Scenario 1N

Scenacio 14

::-:::;::tlnvest-ent 387,600 Negative 200,843 Negative
Remndeling Risks Moderate Significant Significant Sarious
Klfactive Market Positive Positive Questionable Soft
:::::::;}llty Strong Strong Strong Mixed

Financial Risk

Depands on market-
ing ability in pro-
jecting new image
for the building

Depends on desire
to live in a high-
rise

Depends on desire
to own a home in
a high-rise

Financial risk
is great--
Hilldale is not
a major office
center nor a
stop for
travellers.

6¢

L141HXY3

fpanui13uol) J
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CONTEMPORARY ISSUES AND METHODS FOR
APPRAISING COMMERCIAL PROPERTIES
(Continued)

DECISION THEORY AND IMPROVED METHODS FOR THE
MARKET COMPARISON APPROACH

There are a number of basic books on decision theory
which the appraiser should read to better understand
alternative appraisal models available in the age of the
micro computer. One such book is The Complete Problem
Solver, by John R. Hayes, Franklin Institute Press,
Philadelphia, PA, 1981. It is useful to look at the
problem of market comparison approaches to value as a
decision model in the complex world where a limited
number of facts have to be focused on the problem.

A. Hayes described four general types of decisions which
require different decision procedures.

l. Decisions under certainty
2, Decisions under risk

3. Decisions under uncertainty
4. Decisions under conflict

B. Many appraisal decision systems are modeled under the
methods in Exhibit 8. (Page 157)

C. Hayes distinquishes between risk where we can
calculate probability, such as gambling, or
uncertainty where there is an element of chance which
can't be calculated. Decisions under conflict are
like moves in chess or strategy where the outcome
must anticipate countermoves by other players in the
game. Appraisal pricing decisions are either
decisions under certainty or decisions under
conflict. Between sharp distinctions for risk
and uncertainty, there is a broad area in which we
operate under judgmental probability.

D. A quide for the bewildered decisionmaker can be found
by answering the following questions relative to the
decision tree in Exhibit 9.



E W e UE O N I Sl D AN B A e e

E.

F.

1. Is this a decision under certainty?
2. Does it involve costly sear‘ch?
3. Is this a decision under conflict?

4. Can you estimate the relevant probabilities with
reasonable accuracy?

5. Does the decision involve catastrophic outcomes?

Appraisal decision theory for economic behavior fits
the theory of "bounded rationality" which describes
economic decision processes today. A short
definition of bounded rationality is included in
Exhibit 10.

Market inference is the preferred method of valuation
if we can discover a pricing pattern in the random
dots of properties and transactions. The search for
pattern must also be consistent with appraisal
protocol.

1. Valuation directly from a regression formula
violates appraisal protocol if the appraiser has
not inspected all of the comparables used,
because the subject property is compared to a
hypothetical mean property from the set of
observations, and because the appraiser is not
directly responsible for the selection or weights
given the attributes selected as the basis of
comparison. Moreover, the amount of data points
were limited relative to the number of variables
which were thought to be relevant so that the
risk characteristic of statistical variance were
also suspect.

2. Market comparison is set theory using a limited
number of subjectively selected properties in a
relatively objective comparison on a few factors
thought to be highly correlated to prices paid.
An additive weighting system is one method for
managing the information integration for a market
comparison.

31
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One influential method is to develop a pricing
algorithm which provides an estimated price for each
comparable and then presumes the same algorithm can
be applied to the subject property. The steps
involved are as follows:

l. Adjust prices for terms of sale and time on
comparable properties. Comparable properties
would be those bought for renovation, or for the
owners own use, etc. You may choose to abstract
out land values where size or locational quality
is significantly different,

2. Selecting a proper unit of comparison

3. Developing a hierarchy of significant attributes
thought to affect price and scoring each property
on a point system

4. 'Developing a weighting system to rank the
relative importance of ordinal attribute scores
on a cardinal scale

5. Developing a price per weighted point per unit of
comparison

6. Testing the price weighting formula for best
estimate of the sales price of actual comparables
in order to minimize dispersion and variance
between actual price and price estimated by
formula

7. Application of a price per point formula to the
subject property to estimate range of alternmative
prices

8. Adjustment of predicted price for unique
externalities such as land, financing, or non-
transferable license

Search for an appropriate unit of comparison as a
single variable in a linear regression by trying
three or four unit concepts, such as: (See Exhibit
11.)

l. Gross building area

2. Net leasable area
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3. Cubage

4. Two times the first floor area plus gross
building area

5. Barrels of cranberries rather than acres of
cranberries

6. Number of bedrooms rather than square feet

Arrive at a price per unit as the first step in
establishing a price algorithm

Identify property attributes which distinguish
subject properties qualitatively from one another and
develop a simple scoring system

1. 5=3-1 is one method, but scores may become
multipliers and lead distortion

2., Dilmore prefers:

Rating Points
Excellent 26
Good 20
Average 15
Fair 13

Poor 10
See selection of examples in Exhibits 11 through 24.

The market comparison approach presumes that the
appraiser can match sales price to the real estate
interest required and the productivity anticipated by
the buyer and the seller or that differences in each
transaction can be factored out.

l. Litigation always involves kid stuff arguments
involving gross rent multipliers where rents
include or exclude utilities, furnishings, and
window air conditioners.

2. In recent years cash equivalency adjustments for
seller financing have further distorted the
growth or adjusted sales price.
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More subtle are the sales prices which are
engineered by accountants and lawyers to shift
asset values among asset classifications for
land, structure, inventory, control of management
contracts, accounting periods for related parties
for tax purposes, public acocounting figures, or
balance sheet diplomacy.

The public is further confused by engineered
sales prices to support syndication prospecti of
$90 million on a single office building which was
also appraised for $35 million in the same month
for taxes.

Market comparable sales are suspect when one
party names the price if the other names the
terms; the appraiser has adapted his style so
that the customer names the value and the
appraiser gets to define the real estate
interests appraised and the limiting conditions
which control the relevancy and reality of his
report.

Discounted cash flows def ined by proper
accounting become a more sensitive and more
realistic appraisal tool than the market
comparison method.

The traditional normalized net operating income
divided by the cap rate should be recognized as a
market comparison approach of the income multiplier
family. There are imaginary "cap rates" out there,
the reciprocals of price earnings ratios, which
benchmark prices, but should not be confused with a
true income approach.

1.

Appraisers must be careful not to confuse
thumbnail benchmarks for valuation procedures and
never confuse market multipliers with
contemporary income simulation methods.

There is a danger that appraisers use street talk
and conventional wisdom as a market determined
rate as in "Phoenix is a 9 percent cap rate town,
or "Indianapolis has a net income multiplier of
9-1/2." These are applied without sensitivity to
differences among properties or sensitivity to
present values. .



Reprinted with permission of The Franklin Institute, Philadelphia, PA-'Under Certainity' added to title by James A.

Graakamp

EXHIBIT 8

DECISION MAKING METHODS
UNDER CERTAINTY
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Method Type

Use this
method:

Cost of com-
putation re-
qQuired

Number of
altematives
examined

Domi-
nance

optimizing

for prelimi-

nary screen-
ing of alter-

natives

low

all

Lexicog- optimizing

raphy

when attri-
butes are very
different in

weight

very low

all

Additive optimizing
Weighting

when it is im-
portant to find
the best alter-

native

high

all

Effective- optimizing
ness Index

when it is
very impor-
tant to get
best alterna-
tive

very high

all

Satisficing  non-optimizing

when the cost
of examining

the whole set
of altematives
is venn high

very low

some

Source:

John R. Hayes, The Complete Problem Solver,

1981,

The Franklin Institute Press, Philadelphia, PA, p. 157.



Reprinted with permission of The Franklin Institute, Philadelphia, PA

EXHIBIT 9
START
ves no
yes R no ves
lSatisﬁcing; Dominance ubatisﬂcinil

Lex:cography
Additive
Weighting

no

no

ves

Mini-max

no Hurwicz

Mini-Max Reyret

Maximize
Expected
Value

Bayes’
Theorem

Figure 2. A Decision Tree for Choosing a Decision Procedure

Source: John R. Hayes, The Camplete Problem Solver, 1981,

The Franklin Institute Press, Philadephia, PA, p. 180.
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EXHIBIT 1

CORRELATION COEFFICIENTS AND r? OF SALES PRICE

Space Unit Correlation R?
" First floor frontage (frt) 0.745 55.5%
Lot area 0.908 82.4
First floor (1st f1) 0.790 62.4
First floor + Upper floors (upp fl) 0.933 87.0
1st f1 + .05 (upp f1) 0.919 84.5
2(1st f1) + upp fl 0.919 84.5
(1st f1) x (frt) 0.784 61.5
[1st f1 + 0.5 (upp f1)] x (frt) 0.864 74.6
[2(1st f1) + upp F1)] x (frt) 0.864 74.6
(1st f1 + upp f1) x (frt) 0.874 76 .4




EXHIBIT 12

RATGRAM STYLE

WOOLWORTH BUILDING
SCALE FOR SCORING COMPARABLES ON
IMPORTANT INVESTOR CONSIDERATIONS FOR
OFFICE - RETAIL SPACE IN MADISON
C-4 ZONING

LOCATION
10%

EXPANSION POTENTIAL
30%

CONDITION AT
TIME OF PURCHASE
25%

ELEVATORS AT
TIME OF PURCHASE
20%

FENESTRATION ON UPPER LEVEL
15%

WU

-bd

High visibility
Corner visibility limited
Inside lot

Potential for significant
increases of floor space
Flexible layouts due to

bay spacing and elevator
position

Inflexibility of layout due
to old bearing walls and
elevator shafts

Fully renovated and leased
Long-term retail leases in
place. Serviceable as retail
in tired space.

VYacant and in need of total
rehabilitation. Short-term
lease or large vacancy in
need of total rehabilitation.

Two passenger and freight
Two passenger
One passenger

Large windows facing
the Square '
Limited window area
No windows

4s



WOOLWORTH BUILDING
WEIGHTED MATRIX FOR COMPARABLE PROPERTIES
SOORE/WE IGHTED SCORE

COMPARABLE MO, 1 COMPARABLE §0. 2  OOMPARABLE MO, 3 COMPARABLE NO. & COMPARABLE MO, 5

30 N, CARROLL 14 W, MIFFLIN 5 &7E MIFFLIN 50 E, MIFFLIN 2 W, MIFFLIN
ATTRIBUTE  WEIGHT  WOLFF KUBLY CENTRE SEVEN EMPOR UM WOOLNOATH SUBJECT
LOCATION 108 3/0.30 1/0.10 1/0.10 3/0.30 5/0,50 5/0.50
EXPANSTON
POTENT AL AT
TIME CF SALE 308 3/0.90 1/0.30 170.30 5/1,50 3/0.90 3/0.90
CONDITZON AT
TIME CF SALE 25% 170,25 5/1.25 170.25 3/0.75 3/0.75 1/0.2% 3
-4 m
ELEVATCRS 8 X
IN PLACE 201 5/1.00 3/0.60 1/0.20 3/0.60 1/0.20 1/0.20 E =
FENEST®AT ION w =
ON UPPER 3 .
FLOORS 158 170.15 5/0.75 5/0.75 1/0.15 3/0.85 3/0.85 e o
m

TOTAL

WE IGHTED

SCORE 1008 2.60 3.00 1.60 3.30 2.00 2.30
88888338883'..'.8ll:l:‘t'.'l‘l.l.ll‘Il:llt"Il:‘:s‘:':':::::":l"
ADJUSTED

SELLING PRICE (1) $62%,000 $750,000 $240,000 $050,000 $662,500

DATE OF SALE mve - 2/21/0m 12/31/77 4/30/78 1731/18

GROSS BUTLDING

AREA (SBA) 41,000 SF %0,000 SF 26,000 SF 2,500 SF 39,000 SF 39,000 SF
ADJUSTED PRICE/GBA $1s. 2N $18.75 $9.23 $20.00 $16.99

ADJUSTED PRICE/GBA/

WEIGHTED POINT SCORE $5.86 $6.25 $5.77 $6.06 $6.08

94

(1] See Appendix _ for sasumptions and calculstions to determine adjusted selling price.

e



a ' . EARIBIL 14
ttributes = A WOOLWORTH - RATGRAM STYLE
Miribute Naves:) Brelin. Weights 1st RUN
LOCATION 20 LY

DPANGION FOTENTIAL 20
CONDITION AT TIME OF SALE 20
BEATORS IN RACE D0
FENESTRATION ON UFPER FLOORS 23

# ot Cheervations = 9

Observ. 8 1| WOLFFXLALY-X] N. Cm.l. Price 15
LOCATION 3
ECMBION POTENTIAL 3
CONDITION AT TIME OF SALE !
SLEVATORS IN MLACE S
FENESTRATION ON UPPER M.OORS 1
Cbserv. & 2 14 & MIFFLIN Price 18.7
LOCATION 1
D@ESION POTENTIAL 3
CONDITION AT TIME OF SALE S
SEVATORS IN MACE 3
FENESTRATION ON UPFER FLOCRS S
Qoserv. 8 3 mm—stvn Pmﬁ-lu .03
LXCATION 1
DEAGION POTENTIAL )
CONDITION AT TIME OF SALE 1
ELEVATORS IN MLACE &
FENESTRATION ON UPPER MLOORS 8
Cheerv. ® 4o DPORIUTS0 E. MIFFLIN Price
WOCATION 3
DEMEBION POTENTIAL S
CONDITION AT TIME OF SALE 3
ELEVATORS INPLACE 3
FENESTRATION ON UPPER FLOORS |
Observ. # S WOOLOATH=2 W. MIFFLIN Price 16.”
LOCATION 8
EDPASION POTENTIAL 2
CONDITION AT TIME OF SME 3
ELEVATORS IN MLACE
FENESTRATION ON UPPER FLOCRS 3

The Matr x:
3 20 a3 0

10 10 10 116 10

15 1% 1% 1% 1%

a2 B B =

X ¥ X X X

Median o 95,0615
Mean = S 91343
Standerd Oeviation =  5537%4b
Yeightst
LOCATION «
EPEANSION POTENT IAL = 20
CONDITION AT TIME OQF SAL = 2D
ELEVATORS N ALACE = T
FENESTRATION ON UPFER FLL = 20
Final Resuits:

umoer ot Combinat:one s N2

Number ot Combinatione Adding ts 100% » 8%

Madian =  6.060436
Mosn = &.00175
Standard Deviation = 180Y7Y
We ghtse:
LOCATION = 10
EPEaNSION POTENTIAL «
COCITIONAT TIME OF SAL = S5
ELEVATORS [N ALACE « 20 .
FENESTRATION ON LPPER FLL = 1§



sses WOOLORTH DEMONSTRATION Seas EXHIBIT 14 i.entinued)

S Attributes « 3 WOOLWORTH - RATGRAM STYLE
Attr .bute Names: Sreiim. Jeights 2nd RN

LOCATION 2C

OPFAEION ROTENTIAL 1
CONDITION AT TIME OF SALE
SEVATORS IN MACE O
FENESTRATION ON UPPER FLOORS 20

% gt Observetiors »  §

Ooserv. 8 | WOLFF-KLBALY-30 N. CAWRQLL Price 15.2%
LOCATION 3
DFNELION POTINTIAL. 3
CONDITION AT TIME OF SALE 1
ELEVATORS IN MACE 9
FEAESTRARION ON UPPER FLOORS 1
Observ. % 2 14 W. MIFFLIN Brice 18.75
LOCATION 1
DPASION POTENTIAL !
CONDITION AT TIME OF SALE 8
ELEVATORS IN MLACE 3
FENESTRATION ON UPFER MLOORS S
Observ. ® 3 CENTRE SEVEN-S L 7 N. PINCKNEY Price 9.3
OCATION 1
EPEMGION POTENTIAL
CONDITION AT TIME OF SALE &
ELEVATORS IN PLACS °
FENESTRATION ON UPPER FLOORS S
Ocserv. 8 & DPORIM-S] E. MIFFLIN Price 20
LOCATION 3
DPANGION POTENTIAL  §
CONDITION AT TIME OF SALE 3
ELEVATORS IN RLACE 3
FENESTRATION ON UPPER MLOONS |
Observ. ® S WOOLLORTH-2 W. MIFFLIN Price 146.99
LOCATION S
DPANGION POTENTIAL 3
CONDITION AT TIME OF SALE 3
E.SVATORS IN MACE ¢
FENESTRATIUN U FFER PLORS 3
The Matrin: .

Median = &.040606

Mean i = 6&.0017

Standard Deviation « 1893479
eights!
LOCATION « 10
DEMGION POTENT (AL s X
CODITION AT TIME QP SAL @« 28
ELEVATORS IN MLACE = 20
FENESTRATION ON LUPPER FL = 1S

Final Results:
Nusber ot Combinations e 323
Nmber ot Combinatione Adding ta 100X = 381

Median = & 040606
Mean = §.0017%
Starcard Dev.ation = 189%™
e ginte
“OCATION

DPANS]ION POTENTIAL
CONDITION AT TIME OF SAL
E.EATORS IN PLACE
FNESRAT 0N O LPeTR O

LN B B A )
WHOMWE



EXHIBIT 15

WOOLWORTH - RATGRAM STYLE

k9

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

PRICE PER SF OF GBA/

COMPARABLE SELLING PRICE POINT TOTAL WEIGHTED
PROPERTY PER SF OF GBA SCORE SCORE (x)

1l $15.24 2.60 $5.86
2 18.75 3.00 6.25
3 9.23 1.60 5.77
4 20.00 3.30 6.06
5 16.99 2.80 —6.08

TOTAL $30.02

Total of _Price Per SF of GBA = $30.02
Total Weighted Score

Mean Value (X) = 30.02/5 = $6.00

R
= (x-%)
Standard Deviation = n-1 $0.19 where:
- =X
X X x=X) {x-x) n n-1
$5.86 - $6,00 = -S0.14 0.0196 5 4
5.77 - 6.00 = - 0,23 0.0529
6.06 - 6.00 = 0.06 0.0036
6.08 - 6.00 = 0.08 0.0064
0.1450
0,1450 = 0.03625 - 0.190394 or $0.19
4
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EXBIBIT 15 (Continued)

Value Range of Price/Point Score: $6.00 + $0.19

Since GBA of subject is 39,000 square feet and total weighted
point score of subject is 2.3, then:

Bigh
Estimate:

Central
Tendency:

Low
Estimate:

$6.19 x 2.3 x 39,000 SF = $555,243 or $560,000
($14.23/SF)

$6.00 x 2.3 x 39,000 SF = $538,200 or $540,000
($13.80/SF)

$5.81 x 2.3 x 39,000 SF = $521,159 or $520,000
($13.36/SF)



JUSTIFICATION OF COMPARABLE PRICE FORMULA FOR
WOOLWORTH BUILDING
BY MEANS OF AMALYSIS OF VARIANCE OF ACTUAL SALE PRICE VS. PREDICTED PRICE
OF COMPARABLES USING MEAN PRICE PER POINT EQUATION METHOD

88:8:S::lI!llttl'l'llll!lllIl‘888'.'!"I’Ill'.'l.IItllllll.ltl""lkl:llll8838888:8!838383888338888888883---8‘8888!'.“

WEIGHTED MEAN PRICE PREDICTED ACTUML
poINT PER MmiE/ PRICE/ 3 OF VARIANCE
NO. COMPARABLE PROPERTY SCORE FOINT SODRE SF GBA SF GBA VARIMICE TO ACTUAL PRICE
1 30 N. Cerroll Street 2.60 $6.00 $15.60 $15.24 $ 0.3 2.48 ot
’ 1]
w
CENTRE SEVEN 3
3 5 &7 N Pinciney Street 1.60 6.00 9.60 9.23 0.37 4.0 m
EMPORTUM
L] 50 E. Mifflin Street 3.30 6.00 19,80 20,00 - 0,20 1.0
WOOLWORTH
5 2 M, "1"1‘" Street 2.& G.W ‘som ,6099 —:—Q‘JS 1.1

MET VARIANCE $ - 0.0

91 L1QIHX3
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LOCATION
15%

EXPANSION POTENTIAL
30%

CONDITION AT
TIME OF PURCHASE
403

ELEVATORS AT
TIME OF PURCHASE
15%

EXHIBIT 17

WOOLWORTH BUILDING
SCALE FOR SCORING COMPARABLES ON

IMPORTANT INVESTOR CONSIDERATIONS FOR
OFFICE - RETAIL SPACE IN ﬁADISON

C-4 ZONING
DILMORE STYLE

26 = High visibility

15 =z Corner visibility limited

10 = Inside 1ot

26 = Potential for significant
increases of floor space

15 = Flexible layouts due to
bay spacing and elevator
position

10 = Inflexibility of layout due
to old bearing walls and
elevator shafts

26 = Fully renovated and leased

15 = Long~-term retail leases in
place. Serviceable as retail
in tired space.

10 = Vacant and in need of total
rehabilitation. Short-term
lease or large vacancy in
need of total rehabilitation.

26 = Two passenger and freight

15 = Two passenger

10 = One passenger
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WOOLWORTH BUILDING
WEIGHTED MATRIX FOR COMPARABLE PROPERTIES
SCORE/MEIGHTED SCORE
DILMORE STYLE

COMPARABLE NO, 1 COMPARABLE NO, 2  COMPARABLE NO, 3 COMPARABLE MO, A COMPARABLE MO, S

30 N, CampOLL 14 ¥, MIFFLIN 5 &7 E., WIFFLIN 50 E. MIFFLIN 2 N. MIFFLIN
ATTRIBUTE  WEIGHT WOLFF KUBLY CENTRE SEVEM EMPORTUM WOOLMORTH SunJECT
LOCATION 158 15/2.25 10/1,50 10/1,50 15/2.25 26/3.90 26/73.90
EXPANSION
PFOTENTIAL AT
TINE OF SALE 303 15/4,50 10/3.00 10/3.00 2/1.80 15/4.50 15/4,5%0
CONDITION AT
TDE OF SALE 03 10/8,00 26/10.80 /4,00 15/6.00 1576.00 10/8,00
ELEVATORS
IN PLACE 158 26/3.90 1572.25 10/1.50 15/2.25 10/1.50 1v/1.50
:s::-::s--ltn.-cllllc:lllantanlnnnu:ls.s--sls:l-::lz:s:s:ltc-:zsu:
TOTAL
WEIGHTED
Scort 1004 10,65 17.18 10.00 18.30 15.90 13.90
-xxtlIt!llllllllllllllllll.lllll.lllllllllllllllllllllltllllltl.ll
ADJUSTED
SELLING PRICE [1] $625,000 $750,000 $240,000 $850,000 $662,500
DATE OF SALE 1711/% P 3vn V3078 77378
GROSS BUILDING .
AREA (GBA) 41,000 S 80,000 oF 2,000 SF 82,500 SF 39,000 39,000 &
ADJUSTED PRICE/GBA $15.28 $18.75 $9.23 420,00 $16.99
ADJUSTED PRICE/GBA ¢
WEIGHTED POINT SCORE $1.08 $1.09 $0.92 $1.09 $1.07

(1) See Appendix _ for sssusptions and calculations to deternine adjusted selling price.
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snes WOOLLONTH-JILMORE STYLS esse

® Actrinutes = $

Aty 1oute Namee: Preiim. Joights
LOCATION 20
DPEANEION POTENTIAL 0
CONDITION AT TIME OF SME 20
ELEVATORS IN LACE 20
FENESTRATION ON UFPER FLOCRS 20

% at Obesrvetions = S

Observ. 8 1 WOLFF-LBLY Price 15.26
LIXCATION 1%
DPMSIO BOTENTIAL 19
CONDITION AT TIME OF SALE 10
ELEVATORS IN MACE 26
FONESTRA ON U"WER PLOORS 10
Observ. 8 2 34 W MIFFLIN Price 18.78
LOCATION 10
DPAMBION POTENTIAL 10
CONDITION AT TIME OF SALE 26
ELEVATORS IN MACE 1S
FENESTRATION ON LPSER FLOORS 26
Cheerv. 8 3 CENTRE SEVON Price 9.23
LOCATION 10
DPMSION POTENTIAL 10
CONDITION AT TIME OF SALE 10
ELEVATORS IN MACE 1C
FENESTRATION ON UPPER FLOORS 26
Oheerv. & & EMPORIM Price X
CCATION 1S
EXPFANSION POTENTIAL 26
CONDITION AT TIME OF SALE 19
ELEVATORS IN PLACZ 19
FENESTRATION ON UPPER FLOCRS 10
Observ. & S WOOLWORTS Price 16.99
WOCATION 24
DPMSION POTENTIAL 1S
CONDITION AT TIME OF SALE 1S
ELEVATORS [N PLACE 10
FENESTRATION ON LPPER PLOCRS 1S5
The Matrixt
a2 2 2 A4 2
180 10 10 8
€ 18 1% 1% 1%
S B B 3 =
¥ X »® XX x
Median = 1.048763
Maan = 1.C17559
Standard Deviation = 19575
e . gnts:
LOCATION = 20
OEMASION POTENTIAL s 2D
CONDITION AT TIME OF SAL = 20
ELEVATORS IN MLACE = 20
2

FENESTRATION ON UPPER F_ =

Firat

Nuaber ot Combinations
Nusber ot Combinations Adding ta 100X =

Resu!ts:

Median = 1.068%53
Mesn = 1024281
Standard Deviation s 1314307
e ights:

LOCATION -« 15
OPAEION AOTENT [AL « X0
CONDITION AT TIME OF SAL = 0
ELEVATORS IN ALACE s 1%

FENESTRATION ON LPPER F_ = ¢

s NI

EXHIBIT 1y

WOOLWORTH - DILMORE STYLE
1st RUN

54



eass OOLLORTH-OILMORE STYLE wase EXHIBIT 13 {(Continued)

$ Atrributes = S WOOLWORTH - DILMORE STYLE
Attir 1bute Names: Prolim. Uwighte 2nd RUN

LOCATION =0

©PANSION POTENTIAL 20
CONDITION AT TIME OF SALE 20
EEVATORS IN MACE 20
FENESTRATION ON UPPER MLOORS 20

% gt Cbservations = 9

Ooserv. & . WOLFF-=KLALY Price 15.24
LOCATION 1S
BEPANGION POTENTIAL 1S
CONDITION ATSTIME OF SAE 10
BLEVATORS IN RACE 26
FENESTRATION ON LPPFER FLOORS 0
Observ. & 2 14 W, MIFFLIN Price 18.7%
LOCATION 40
O@ANSION BOTENTIAL 10
CONDITION AT TIME OF SALE 2
BLEVATORS IN MACE 1S
FENESTRATION ON LPPER FLOCRS 25
Coserv. 8 3 CENTRE SRMEN Price 9.3
CCATION 10
PFEANGION POTENTIAL 10
CONDITION AT TIME OF SALE 10
ELEVATORS IN MACE 10
FENESTRATION ON UPPER FLOORS 26
Cbserv. ® & EMPORILM Price 20
LOCATION 19
OPFANGION POTENTIA. %
CONDITION AT TIME OF SALE 1S
ELEVATORS IN MACE 1S
FENESTRATION ON LPPER FLOORS 10
Qbserv. % % WOOLLORTH Price 16.99
LOCATION 2%
E@MEION POTENTIAL 19
CONDITION AT TIME OF SALE 1S
" B.EVATORS IN MLACE 10
FENESTRATION ON LPPER FLOORS 1S

The Matrin:

: B X 1S 10

S 2 20 S O

g 5 3 10 08

22 B B A 15

S 4 O 3

Median s 1.068%53
Mean e 1.00L081
Standard Deviation = 1314307
Ueights:
LOCATION . 19
E@EANSION POTENTIAL s X
CONDITION AT TIME OF SAL = X0
ELEVATORS IN MLACE - 1%

FENESTRATION ON UPPER ML = 10

Final Results:
Nusber ot Combinatione -« NS
MNmber ot Compinetions Adding tc 100X = Wi

‘Mgd i an = 1.068553
Mean = 1.0436C2
Standard Jeviation = 7 JAWS0XE-TT
WUeghte:

LOCATION s 1S
EPANBION POTENTLIAL = X
CONDITION AT T[“E OF SAL = 4C
L e - N . 't



EXHIBIT 20

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

DILMORE STYLE

56

PRICE PER SF OF GBA/

COMPARABLE SELLING PRICE POINT TOTAL WEIGHTED
PROPERTY PER SF OF GBA SCORE SCORE (x)
1 $15.24 14,65 $1.04
2 18.75 17.15 1.09
3 9.23 10.00 0.92
4 20,00 18.30 1.09
5 16.99 15.90 1.07

TOTAL $5.21
Total of _Price Per SF _of GBA = $5.21
Total Weighted Score
Mean Value (x) = $5.21 ¢+ 5 = $1.04

Standard Deviation of the Mean

x x
1.09 - 100“
0.92 - 1.04
1.09 - 1,04
1.07 - 1.04
0.0203 = 0.005075

_ 2
= Ex-x)
\ n=1

- -2
{x=x) __(x=xJ)_

$0.00
0.05
0.12
0.05
0.03

0.071239

0.0000
0.0025
0.0144
0.0025

0.0009
0.0203

or $0.

o7

$0.07 where:

n=1



EXHIBIT 20 (Continued)
Value Range of Price/Point Score: $1,04 + $0.07

Since GBA of subject is 39,000 square feet and total weighted
point score of subject is 13.90, then: .

High

Estimate: $1.11 x 13,90 x 39,000 SF = $601,731 or $600,000
($15.43/SF)

Central

Tendency: $1.04 x 13,90 x 39,000 SF = $563,784 or $560,000
($14,46/SF)

Low

Estimate: $0.97 x 13.90 x 39,000 SF = $525,837 or $530,000
($13.48/SF)

COMPARISON OF WOOLWORTH DEMONSTRATION -
RATGRAM STYLE
AND WOOLWORTH - DILMORE STYLE

% VARIANCE

RATGRAM
RATGRAM STYLE DILMORE STYLE TO DILMORE

Estimated Value : ‘
Central Tendency $540,000 $560,000 3.7%
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JUSTIFICATION OF COMPARABLE PRICE FORMILA FOR
WOOLWOATH BUILDING
BY MEANS OF ANALYSIS OF VARIANCE OF ACTUAL SALE PRICE VS, PREDICTED PRICE
OF COMPARABLES USIMG MEAN PRICE PER POINT EQUATION METHOD

DILMORE STYLE
33 L 24
WEIGHTED MEM MRICE MEDICTED ACTUAL
rong PER PRICE/ Mice/ § OF VARIANCE
NO, COMPARABLE PROPERTY SCoRE POINT SOORE SF GBA SF GBA VARIANCE TO ACTUAL MRICE
WOLFF KUBLY
1 30 N. Carroll Street 14,65 $1.04 s$15.24 $15.20 $ 0.00 0.03
' m
®
CENTRE SEVEN 3
3 5 & 7 A Pinckney Street 10.00 1.04 10.40 %.23 .17 12.7 ~N
-
EMPORTUM
L] 50 E. Mifflin Street 18,30 1.08 19.03 20.00 - 0.97 4.9
WOOLNORTH
5 2 W, Mifflin Street 15.90 1.08 16,54 16.99 —=1.48 2.6
NET VARIANCE $-t.1
(V5]
o



EXHIBIT 22

SAMPLE OF EXPERIMENTAL

AUTOMATED MARKET COMPARISON PRQOCESS.

DILMORE
AND

GRAASKAMP
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EXHIBIT 22 (Continued)

SCALE FOR SCORING COMPARABLE SALES
BASED UPON PRICE SENSITIVE ATTRIBUTES
GOODWILL BUILDING

60

SCORE

ATTRIBUTE WEIGHT
GROSS BUILDING 30%
AREA
LOCATION 30%
RATIO OF LAND 10%
TO GBA

EFFICIENCY OF BUILDING 10%
DESIGN FOR STORAGE AND
DISTRIBUTION USES

QUALITY OF 20%
HVAC SYSTEM

Ul =W,

Building less than 15,000
SF of GBA

Building between 15,000 SF
to 40,000 SF of GBA
Building greater than
40,000 SF of GBA

Located in South Madison
Industrial Park area with
or without rail siding or
along major highway with
rail siding

Located along or visible
from a major road such as
Bighways 51, 151, 113, or
30 in a mixed use area
without rail siding.
Located in more isolated
commercial mixed use area
without rail siding

Greater than 4:1
Between 4:1 and 2.5:1
Less than 2.5:1

Efficient layout for
accessibility of stored
goods with adequate number
of overhead doors and
truck height loading docks
Adequate layout with
limited number of overhead
doors and truck height
docks

Deep space with inadequate
number of overhead doors
and truck height doors

Pully insulated with heat
in warehouse and office
area

Partially heated warehouse
space and adequate heated
office space

Minimal heat, if any, in
warehouse area and small
heated office space




WEIGHTED MATRIX FOR COMPARABLE PROPERTIES
SCORE/WE | GHTED SCORE

GOODWILL BUILDING

CONPARABLE ¥O. ) COMNPMULE 1O. 2 COMPMABLE MD. 3 ONPAMNELE 1O, 4 CONPARMILE 0. S CONPARABLE ¥D. ¢ SUBNCT
4401 Coctage 4810 - 4622
ATTRINTE MCIGHT 1119 O'Maill k. 2010 xyemt &|. 910 Mecson Ave. xove ad. fancite Md. 310) wstford Wey 2422 Penneylvenia

GOSS BUILDING
AREA (GBA) b 3/1.% 3/0.90 1/0.20 3/0.90 $/1.% /1.9 3/0.9
LOCATION o8 1/0.30 3/0.99 S/i.” 5/1.90 3/0.90 $/1.98 . 3/0.90
AATTO OF
LMD TO @A 108 3/70.0 1/0.10 1/0.10 2/0.950 3/0.20 179.10 1/0.10
crricimcy or .
SUILDING DESIGN . 108 3/8.3% 1/0.18 1/0.18 /0.9 $/0.% 3/0.30 1/0.18
QUALITY OF
WAC SYSTEM 00 3/1.00 1/0.60 3/0.60 1/0.20 3/1.00 1/0.20 $/1.00
TOTAL
WEIGHTED SC0RE 1006 13.40 2.60 2.60 .60 4.0 3.60 3.00
am )
MLING PRICE $200,000 $212,000 $623,600 529,000 $301.000 $209,000
DATE OF SALE /21784 6/12/83 6/30/83 1/4/02 2/20/84 /30/82
GROSS BUTLDING
AREA (GBA) 13,832 or 19.760 ¥ 97,800 oF 34,917 & 17,200 & 14,000 W 30,198
CASM PRICR/
o or G s14.46 $10.73 $10.01 $15.23 $17.40 $14.94
CASM PRICE PBR W/
MEIGHTED POINT 300RR $4.2529 $4.1289 $4.1877 $4.22%0 4.1429 $4.1500

(PPnuUi3U0)) ZZ L18IHX3

19



JUSTIFICATION OF COMPARABLE PRICE FORMULA
FOR THE GOODWILL BUILDING
B8Y MEANS OF ANALYSIS OF VARIANCE OF ACTUAL SALE PRICE
VS. PREDICTED PRICE OF COMPARABLES .
USING MEAN PRICE PER POINT EQUATION METHOD

PREDICTED ACTUAL
WEIGHTED NEAN PRICE PRICE PER SP  PRICE PER 8f t OF VARIANCE m
NO. COMPARABLE SALE POINT SCORE PER POINT ECORE OF GBA OF GBA VARIANCE TO ACTUAL PMRICES X
cemcmeremecemen———. ——— ————— z
)} 1115 O*'Neill Street 3.40 $4.18 14,21 14.46 - 0.2% 1.7% 3
2 2010 Bryant Street 2.60 4.18 10.87 10.73 0.14 1.3%
3 301 Watson Avenue 2.60 4.18 10.87 10.01 0.06 0.6% R
4 4401 Cottage Grove Road 3.60 4.18 15.08 15.21 - 0.16¢ 1.1%
S 4610-22 Pemrite Road 4.20 4.10 17.56 17.40 0.16 0.9% oy
¢ 3103 wWatford Way 3.60 4.10 15.08 14.9%4 6.1} 0. g
NET VARIANCE $ 0.06 2
2
o
&
o
N



EXHIBIT 22 (Continued)

GOODWILL BUILDING

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

CASH SELLING

PRICE PER SF OF

COMPARABLE PRICE PER WEIGHTED GBA/TOTAL
PROPERTY SF OF GBA POINT SCORE WEIGHTED SCORE (x)

1l $14.46 3.40 $4.25

2 10.73 2.60 4.13

3 10.81 2.60 4.16

4 15.21 3.60 4.23

L] 17.40 4.20 4.14

6 14.94 3.60 4,15

TOTAL $25.06

Total of = $§25.06

Price per SF of GEA
Total Weighted Score

Mean Value (x) = $25.06/6 = $4.18
€x - x)\2 = $0.05 where:

Standard Deviation =

—

4.25
4.13
4.16
4.23
4.14
4.15

e

4.18
4.18
4.18
4.18
4.18
4.18

n-1

0.07 0.0049

= - 0.05 0.0025
= - 0.02 0.0004
= 0.05 0.0025
= - 0.04 0.0016
= - 0.03 0.0009
0.0128

’9‘3121 = 0.050596
5

. =1
6 5
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ESTIMATED RANGE OF MOST PROBABLE SELLING PRICE
OF THE GOODWILL BUILDING

SCORE MEAN VALUE +/- PRICE/SP GBA OF ESTIMATED
FOR SUBJECT $0.05/POINT SCORE OF GBA SUBJECT VALUE
LOW lg
ESTIMATE 3.00 $4.13 $12.39 30,195 SF  §$374,116 or $374,000 =
CENTRAL :
TENDENCY 3.00 $4.18 $12.54 30,195 SF  $378,645 or $379,000 &
HIGH g
ESTIMATE 3.00 $4.23 $12.69 30,195 SP  $383,175 or §383,000 -~
)
1]
&
o
P



EXHIBIT 23

COMPUTER QUTPUT OF DILMORE QUANTITATIVE
POINT WEIGHTING PROGRAA
AND
COMPUTERIZATION OF
ALL OF THE MARKET COMPARISON

CALCULATIONS
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EXHIBIT 23 (Continued)

nte GOODWILL 3 Wtk
‘# Attributes = S

Attribute Names; Prelim. Weights -S————————— prel} iminary weights
GROSS BUILDING AREA (&BA) 20 by the appraisers
LOCATION 20
RATIO OF LAND TO GBA 20
EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION 20
QUALITY OF HvAC SYSTEM 20

# gt Observations = & - Comparable sales with
each comparable
Observ. ® 1 1115 O'NEILL ST Price 14.46
GROSS BUILDING AREA (GBA) S
LOCATION 1
RATIO OF LAND TO GBA 3
EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION
QUALITY OF HVAC SYSTEM S
Observ. % 2 2810 BRYANT ST Price 10.73
GROSS BUJILDING AREA (GBA) 3
LOCATION 3
RATIO OF LAND TO GBA 1
EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION
QUALITY OF WAL SYSTEM 3
Observ. % 3 901 WATSON AVE Price 10.81
GROSS BUILDING AREA (GBA) 1
LOCATION S
RATIO OF LAND TO 3BA 1
EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION
QUALITY OF HWAC SYSTEM 3
Ocserv. % 4 4401 COTTAGE GROVE RO Price 15.21
GROSS BUILDING AREA (GBA) 3
LOCATION S
RATIO OF LAND TOGBA S
EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION
QUALITY OF HVAC SYSTEM 1
Observ. % S 44610~22 FERMITE RD Price 17.4
GROSS BUILDING AREA (GBA) S
LOCATION 3
RATIO OF LAND TO GBA 3
EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION
QUALITY OF HVAC SYSTEM S
Observ. % & 3103 WATFORD WAY Price 14.94
GROSS BUILDING AREA (GBA) S
LOCATION S
RATIO OF LAND TO GBA 1
EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION
GUALITY OF HvAC SYSTEM 1
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score for

3

The Matrix: ——e—— Test matrix to select optimal

200 20 20 20 20 combination of weights
10 10 10 10 1C

5 15 15 15 15
S Z - ®>
30 3V 3V 330 I
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EXHIBIT 23 (Continued)

Median = 4.565106 -W—wemeee |nitial results using

Mean = 4,528223 appraiser's weights

Standard Ueviation = 441591 :

U.i!l"!t.’ ifern———— ] . N
BUILDING (@A = 20 Appraiser's initial weights

LOCATION = 20

RATIO OF LAND TO GBa = 20

EFFICIENCY OF BUILDING D = 20

QUALITY OF HWAC SYSTEM = 20

Final Results: .
Number of Combinations = 3125
Number ot Combinations Adding to 100% = 381

iterations to
select optimal
weight

Median = 4.15384b5 <—————— Final results using
Mean L = 4.175902 optimal weights
Standard Deviation = 5, 0673FE:-02

k4
;c'aggt&uwxm AREA (GBA = 30 Optimal weights
LOCATION = 30
RATIO OF LAND TO &Ba = 10
EFFICIENCY OF BUILDING O = 10
QUALITY OF HVAC SYSTEM = 20



14112 6.6,

I-n . ]
I3 B 1

-

I —&:-Print outeut to-erinter Lo

Y s

g

1

)

h‘c_

.]7 .

s

oI

EXHIBIT 23 (Continued)
COMPUTERIZATION OF ALL MARKET COMPARISON CALCULATIONS

Program Choices Are:

-4 Enterledit/dispiay/tile input date

2. Anaiyze quality point ratings
3. Dispiay output to screen

S. Select optians
6. Quit

Enter your chgice: ? 1

-+ -— bLoad/edit +ile options Current disk file: None -

1. Create new data tile

—-—2-—toad-existing disk ti'e ftor editing ~

3. Display current data

4, Edit current data

S. Seve current data to disk tile

&, Clear (erase) all current data

7. Quit load/edit options:; return to main pragram

Enter selection number:

Enter selection number: 1

Enter new deta

Enter heading for ocutput:INDUSTRIAL WAREHOUSE
EAtcr number ot attributes:? S

Enter name for attribute: ? GROSS BUILDING AREA (GRA)

Preliminary weight: ? 20
Enter name for attribute: ? LOCATION
Preliminary weight: ? 20

Enter name for attribute: ? RATIO OF LAND TO GBA

Preliminary weight:
Enter name for attribute:
Preliminary weight:
Enter name for attribute:

? 20

? EFFICIENCY OF BUILDING DESIGN -
? 20

? QUALITY OF HVAC SYSTEM

NP UUNNP -
X R SN IS IR IEES D IR I

Weight for QUALITY OF MVAC SYSTEM is 20, so that taotal of weights is 100.
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EXHIBIT 23 (Continued)

— . Enter number ot chservations:? &

.Do you

Enter

—- - -Score
Score
Score

ce— ——Score

Score

Enter
Enter

Scare
Scare
Score
Score
Scare

want ta <1> Enter a unit price or
<2> Enter a total price & size

:_. Enter your choice: ?7 1

Observation number 1 @
. m—- Enter-name-1-? 1115 O’NEILL ST.

price 1 ? 14.46

tor GROSS BUILDING AREA (GBA)? S

tor LOCATION? 1

tar RATIO OF LAND TO GBA? 3

tor EFFICIENCY OF BUILDING DESIGN? 3
tor QUALITY OF HVAC SYSTEM? S

-—— - Obsarvation number 2 :

name 2 ? 2810 BRYANT ST.
price 2 ? 10.73

tor GROSS BUILDING AREA (@BA)7? 3

tor LOCATION? 3

tor RATIO OF LAND TO GBA? 1

tor EFFICIENCY OF BUILDING DESIGN? 1
for QUALITY OF HVAC SYSTEM? 3

Obsarvation number 3 :

Enter

Score

name 3 ?

for QUALITY OF HVAC SYSTEM? 3

Observation number 3 :

Enter
Enter

name 3 ? 910 WATSON AVE.
price 3 7 10.81

Score tor GROSS BUILDING AREA (GBA)? 1
Score tor LOCATION? S

Score for RATIO OF LAND TO GBA? 1

Score for EFFICIENCY OF BUILDING DESIGN? 1
Score for QUALITY OF HVAC SYSTEM? 3

Observation number 4 :

Enter

name 4 7 4401 COTTAGE GROVE RD.

Enter price 4 ? 15.21

Scare for GROSS BUILDING AREA (GBA)? 3
Seore tar LOCATION? S
Score for RATIO OF LAND TO GBA? S

- Seore 4or EFFICIENCY OF BUILDING DESIGN? S
Score tor QUALITY OF HVAC SYSTEM? 1
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EXHIBIT 23 (Continued)

Observation number S
Enter name S 7

Score for QUALITY OF HVAC SYSTEM? 1

—-Observetion number 5 1 i

Enter name 5 ? 4610-22 FEMRITE RD.
Enter price S ? 17.40

-

i &

=

Secore for GROSS BUILDING AREA (GBA)? S
Score ftor LOCATION? 3

—.— - —Secare +or -RATIO OF LAND TO GBA? 3

1

EH
—_—

2 .

Score tor EFFICIENCY OF BUILDING DESIGN? S
Score ftor QUALITY OF HVAC SYSTEM? S

3

tomt

Observation number & :
Enter name 6 ? 3103 WATFORD UAY
Enter price 6 7 14.94

Score for GROSS BUILDING AREA (GBA)? S
Score for LOCATION? S

Score tar RATIO OF LAND TO GBA? 1

Score tor EFFICIENCY OF BUILDING DESIGN? 3
Score for QUALITY OF HVAC SYSTEM? 1

Enter subject property name:? |NDUSTRIAL WAREHOUSE

Enter the name of the desigsnated unit aof comparisaon
(acre, square fcot etc.) ? SQUARE FOOT

Enter number at units af comparison for subject
(acres, scuare teet; etc.) ? 30195

Enter attribute scores for subject property
GROSS BUILDING AREA (GBA) 7?3

LOCATION ?
RATIO OF LANB TO GBA ?
EFFICIENCY OF BUILLDING DESIGN?
QIALITY OF HVAC SYSTEM

K
[ R Y}
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EXHIBIT 23 (Continued)

- Load/edit tile options Current disk file: Nane

- 1. Ereate mew date file

= 2. Load existing disk file for editing

- 3. Display current data

—— - &, -Edit current date - -

- S. Save current data to disk file

< 6. Clear (erase) all current data

~ .- -7. Guit toad/edit opticnss return t0 mEin prosram

Enter selection number: S
Enter name for data file:? SAMPLE
Load/edit tile options Current disk tile: SAMPLE

1. Create new data tile

—— — -~ hOBd- @xisting disk file for editing S

1

- 3. Display current data
: 4. Edit current data
C e 5, Save current data to disk tile

il 6. Clear (erase) ail current data

7. Quit ioad/edit options: return t0 main program

Enter selection number: 3

Project title: INDUSTRIAL WAREHOUSE
Unit prices Search interval =5

GROSS LOCAT RATIO EFFIC QUALI  Price
Prel. wts. 20 20 20 20 20 -

1115 O’NEIL S 1 3 3 S $14.46
2810 BRYANT 3 3 1 1 3 $10.73
) 91-.0 UATSCN 1 S 1 1 3 $10.81
4401 COTTAG 3 S S 5 1 $15.21
4610-22 FEM S 3 3 5 S $17.40
i 3103 WATFOR S S 1 3 1 $14.94
INDUSTRIAL 3 3 1 1 S -

oo FPress any key to continue
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EXHIBIT 23 (Continued)

Version 2.1

—-- - — Prosrem Choices Are?

. Enter/edit/display/tile input data
Aralyze quality point ratings
Display output to screen

Print output to printer

- - ~‘5:~-Schct opticns

6. Quit

- - Enter your choice: 7 2

Status

Pass ¥ 1 Combination ¥ &

Standard deviation = 4673161

GROSS LOCAT RATIO EFFIC QUALIL

s.D.

Mean = 4.497911

Mean

Prelim., Wts. 20 20 20 20 o 441591 4.528223 - -

72



14112 L.
)
-

2
[

. ——— - - ——

EXHIBIT 23 (Continued)

' (& Version 2.1

Program Choices Are:

—_—— I —Enter/edit/dismplay/tile input deta

2. Analyze quality paint ratings
3. Display output to screen
— —bPrint gutput tQ printer
5. Select optians
6. Quit

Enter your choice: 7?7 3

Display Output to Screen

Select cutput to be displaved:

{Return> to quit
Enter your choice: 1

73

price for comparables

1. Ueightad matrix tor properties
2. Value range determination: mean price per pogint methad
3. Value range per unit of dispersion
4. Transaction zone: mean price per point method
5. Transaction zone: |inear regression methad
6. Mean price per point method: predicted vs. actua!
e me 2. Linsar resgression sethod: predicted vs. actual price for-camparables
8. Input data '
9. Computation matrix
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Weighted Matrix
Press any key to continue

20
30

EXHIBIT 23 (Continued)

Feature/
Attr ibute
Initial

-- wWeignts
Final
weights



Display Output to Screen

- 8. Input data
- 9. Computation matrix

%; {Return> to quit
- Enter your chaice: 2

Mean price per pgint:
Dispersion About the Mean:
Coefticient of Dispersian:

141, -

Sub ject

Pgint

Score

Low Estimate 3.00

- Central Tendency 3.a0
High Estimate 3.00

== —} Wetghted-matrix for properties - -
i 2. Value range determination: mean price per pgint method
- 3. Value rarge per unit ot dispersion
— = - &.-Tramsaction zocne: mean price per paint method
— S. Transaction zone: |inear regression methad
6. Mean price per point method: predicted vs. actual price for comparables
~———?. ingar regression method: predicted vs. actual price tar-comsarables

EXHIBIT 23 (Continued)

Select output to be displayed:

Cant 23)

Value Range Determination: Mean Price Per Point Method

$4.18
$0.05
0.0121

Value Range Per Unit of Dispersion

Mean
(+/- One
Standard

Deviation)

X $4.13 =
X $4.18 =
X $4.23 =

Fress any key to continue
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Price
Per
Unit

. $12.38
$12.53
$12.68



EXHIBIT 23 (Continued)

Display Qutput to Screen
Select output to be displayed:

1. Weighted matrix for properties

2. Value ranrge determination: mean price per point methad

3. Value- range per unit ot dispersion - e e

4. Transaction zone: mean price per point mcthud

S. Transaction zone: |inear regression methad

6. Mean price-per point method! predicted vs. actual price for--comparables
7. Linear regression method: predicted vs. actual price for comparables

8. Input data

-9. Computation matrix , - _

{Return> to quit )
Enter- your chaoice: 4 Cand &

Transaction Zone: Mean Price Per Point Method

Number ot units in subject property: 30195

low Estimate 373,679 or $374,000
Central Tendency 378,274 ar $378,000
High Estimate 382,869 or $383,000

Transaction Zone: Linear Regression Method

a =-=7 S0S3Z22E-02 Standard Error 0t the Forecast = 20956632
b = 4.200Q016

Prediction squation: price =

3ﬁ195 units X (=7.50S322E-02 +( 4.200016 +/- .20964632 ) X 3 1

Low Estimate 359,562 or 360,000
Centra! Tendency $378,192 ar $378,Q00
High Estimate 396,822 or $397,000

Press any key to continue
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EXHIBIT 23 (Continued)

Display Output ta Screen

3
o Select output to be displayed:

-=-1+ Ueighted matrix tor properties _———

- 2. Value range determination: mean price per point method

: 3. Value range per unit ot dispersion

- - - &4, Teansaction zo0ne: mean price per point method — —

- S. Transaction zone: |inear regression methad

= &. Mean price per point method: predicted vs. actual price for comparables
-e—— -7 Linear resression method: predicted vs. actual price tor—comperables

8. Input data

- 9. Computation matrix

-- <Return)> to quit

' Enter your choice: &

- -+ Mepamr Price Per Point Method: Predicted vs. Actual Price for—€omperables - -

Predicted Price Actual price Error
1115 O’NEILL ST. $14.20 $14..46 -$0.25%
2810 BRYANT ST. $10.856 $10.73 $0.13
910 WATSON AVE. $10.86 $10.81 $C.0S
4401 COTTAGE GROVE $15.03 $15.21 -$0.18
4610-22 FEMRITE RD $17.%4 $17.40 $0.14

3103 WATFORD WAY $15.03 $14.94 $0.09

Press any key to continue
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Select output to be d

EXHIBIT 23 (Continued)

. .- .Display Output- to Screen

isplayed:

1. Ullghtcd matrix for properties

- 2. Value range determination: mean price per point method
- -— - 3. Value range per unit of dispersion

4. Transaction zone: mean price per point methad
| inear regression methaod
- . . &—Mean-price-per point meathod: predicted vs. actual price tor comparables

- S. Transaction zone:

7. Linear regression methad: predicted vs. actual price faor comparables

. 8. Input data
- 9. Computation matrix

- {Return> to quit
-—- -~ Enter youe choice: 7

Linear Regression Method: Predicted vs.

1115 O’NEILL ST,
- 2810 BRYANT ST.
910 WATSON AVE.
4401 COTTAGE GROVE
- -4b1B~22 FEMRITE RD
3103 WATFORD WAY

Predicted Price

$14.20
$10.84
$10.84
$15.0S
$17.57
$15.05

Actual Price tor Comparables

Actual price

$14.46
$10.73
$10.81
$15.21
$17.40
$14.94

Press any key tD continue

Errar
-30.26
$0.11
$0.03
-$0.16

- $8.17

%0.11
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EXHIBIT 23 (Continued)

Display Output to Screen
Select output to he displayed:

Weighted matrix for properties

. Value range per unit of dispersian

i
N WUNP-

Transaction zone:

Ineut data
Computation matrix

l
SpNe

c— {Return> to auit
Enter your choice: 8

Broject titie: INDLETRIAL WAREHOUSE
Unit prices Search interval = 95
GROSS LOCAT RATIO EFFIC QuALl

Prei. wts. 30 30 10 10 20

— 1115 O’NeIL S 1 3 3 S
) 2810 BRYANT 3 3 1 1 3
910 WATSON 1 S 1 1 3

4401 COTTAG 3 S S S 1
4610-22 FEM S 3 -3 5 5

3103 WATFOR S S 1 3 1
INDUSTRIAL 3 3 1 1 5

79

Value range determinaticn: mean price per point method

. Transaction zone: mean price per point method

|inear regression methad . —_ .

. Mean price per point method: predicted vs. actual price for comparables
. Linear regression method: predicted vs. actual price for comparables

Price

$14.446
$10.73
$10.81
$15.21
$17.40

$14.94

Press any key to continue



Display Output to Screen

80
EXHIBIT 23 (Continued)

Select output to be displayed:

PO UN»-

. Weighted matrix for properties

. Value range determination: mean price per paoint method
. Vaiue range per unit of dispersiaon

. Transaction zone: mean price per point method

. Transaction zaone:
. Mean price per point method: predicted vs. actual price for comparables

| inear regression methad

————— - - I inear reeression method: predicted vs. actual erice ter comperables

8. Input data
9. Computation matrix

{Return> to quit
Enter your chaice: 9

Computation Matrix

20
10
15
25
30

20
10
15
25
30

20
10
15
Vol
3a

20
10
15
2
3Q

10
15

30

Press any key to continue
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EXHIBIT 23 (Continued)

;--__ Display-Qutput-to Screen

; Select cutput to be displayed:

Weighted matrix for properties

Value range determination: mean price per point method

Value range per unit at dispersion

Transaction zone: mean price per point method

Transaction zone: |inear regressian methad

. Mean price per point methad: predicted vs. actual price for comparables
Linear regressicn method: predicted vs. actual price for comparables

. Input data .
e~ .9. Computation matrix S ol .o

ONFUFUNE

<Return)> t0 quit
S Enter wour choice: 10 e e

—_—- ——lterations -

) GROSS LOCAT RATIO EFFIC QUALI S.0. Mean

e — Prelim.  Wts. 20 20 20 20 ag L461591 4528223 -

2 Pass # 1 30 30 10 10 20 S5.06735E-02 4.175902
Pass % 2 30 30 10 10 20 5.0673FX-02 4.1757902

Press any key to continue



EXHIBIT 23 (Continued)

P Versian 2.1

Program Choices Are:

4. -Enter/edit/display/tile input data

2. Analyze quality paint ratings
3. Display output to screen

4, Print output to printer

5. Select cptians

6. Quit

Enter your choice: 7 S

Special options

Enter your selection:

1. Change search interval

(Return)> tar no changes
Enter your choice: ? S
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EXHIBIT 24

MOST RECENT KRAUS VERS10M OF QP PROGRAM
Project Title: WOOLWORTH BUILDING

Total Prices Search Interval = 5 Unit of Comparison is: 39000

Locat Expan Condi Eleva Fenes Price Units

Weights 10 30 25 20 15 - -
30 N. Carro 3 3 1 5 1 625000 41000
14 W. Miffl 1 1 5 3 5 750000 40000
587 E.M 1 1 1 1 5 240000 26000
50 E. Miffl 3 5 3 3 1 850000 42500
2 W. Miffli 5 3 3 1 3 662500 39000
woolworth 5 1 1 1 3 - 39000

Weighted Matrix

Attribute Location Expansio Conditio Elevator Fenestra WtdsScr
Initial wts. 10 30 25 20 15 100
Final wts. 10 30 25 R 20 15 100

30 N. Carroll 3/ 0.30 3/ 0.90 1/ 0.25 5/ 1.00 1/ 0.15 2.60
14 W. Mifflin 1/ 0.10 1/ 0.30 5/ 1.25 3/ 0.60 5/ 0.75 3.00
5 &7 E. Miff 1/ 0.0 1/ 0.30 1/ 0.25 1/ 0.20 53/ 0.75 1.60
50 E. Mifflin 3/ 0.30 5/ 1.50 3/ 0.75 3/ 0.60 1/ 0.15 3.30
2 W. Mifflin 5/ 0.50 3/ 0.90 3/ 0.75 1/ 0.20 3/ 0.45 2.80
Woolworth 5/ 0.50 1/ 0.30 1/ 0.25 1/ 0.20 3/ 0.45 11.70

Computation Matrix

1¢ 30 25 20 15
0 20 15 10 5
5 25 20 15 10

15 35 30 25 20

20 40 35 30 25



EXHIBIT 24 (Continued)

84

Iterations
Locat Expan Condi Eleva Fenes S.D. Mean
Prelim. Wts. 10 30 25 20 - 15 .1888357 6.001945
Pass # 1 10 30 25 20 15 .1888357 6.001945
& .
Value Range Determination: Mean Price Per Point Method
Mean Price Per Point: $6.00
Dispersion About the Mean: $0.19
Coefficient of Dispersion: 0.0315
Value Range Per Unit of Dispersion
Subject Mean Price
Point (+/~ One Per
Score Standard Unit
Deviation)
Low Estimate 1.70 X $5.81 = $9.88
Central Tendency 1.70 X $6.00 - $10.20
High Estimate 1.70 X $6.19 = $10.52
Transaction Zone: Mean Price Per Point Method
Number of 39000 in Subject Property: 39000
Low Estimate $385,409 or $390,000
Central Tendency $397,929 or $400,000
High Estimate $410,449 or $410,000

Coefficient of Variation = 0.03



Mean Price Per Point Method: Predicted vs. Actual Price for Comparables

30 N. Carroll

14 W. Mifflin

5 & 7 E. Mifflin
50 E. Mifflin

2 W. Mifflin

EXHIBIT 24 (Continued)

Predicted Price
$639,807
$720,233
$249,681
$841,773
$655,412

Actual price
$625,000
$750,000
$240,000
$850,000
$662,500

Error
$14,807
-5291 767
$9.,681
-$8 1227
-$7.,088
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EXHIBIT 24 (Continued)

Transaction Zone: Linear Regression Method

a =-],225254 Standard Error of the Forecast = .5333198
b = 6.491588 Coefficient of Variation = 0.03

Prediction Equation: Price =

~-1.225254 +( 6.491588 X 1.7 ) +/- .5333198

Low Estimate $361,808 or $360,000
Central Tendency $382,607 or $380,000
High Estimate $403,407 or $400,000

Linear Regression Method: Predicted vs. Actual Price for Comparables

Predicted Price Actual price Error
30 N. Carroll $641,768 $625,000 $16,768
14 W. Mifflin $729,980 $750,000 -$20,020
5 &7 E. Mifflin $238,193 $240,000 -$1,807
S0 E. Mifflin $858,372 $850,000 $8,372
2 W. Mifflin $661,097 $662,500 -$1,404

86



EXHIBIT 24 (Continued)

Adjustments for Qualitative Differences
Among Comparable Properties

Each property has certain attributes which are observable
and significant to the investor. However, specific unit dollar
adjustments for the degree of presence or absence of these
attributes cannot be measured by the appraiser. Therefore it
is appropriate to set up an ordinal scoring matrix which can be
converted to a weighted average score per unit in order to
build a pricing algorithm for the subject property. As price
sensitive attributes, the appraisers chose location, expansion
potential, condition at time of sale, number of elevators in
place, and upper level fenestration, since several of the
former department stores had used the modern configuration of
windowless brick perimeter walls,

Each of the sales was then ranked for relative value of
location, expansion potential, condition at time of sale,
number of elevators, and the availability of windows on the
upper floors. The scoring system is detailed in Exhibit III-7.

The weights assigned the attributes were generated from a
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EXHIBIT 24 (Continued)

EXHIBIT III-7

WOOLWORTH BUILDING
SCALE FOR SCORING COMPARABLES ON
IMPORTANT INVESTOR CONSIDERATIONS FOR

OFFICE -

RETAIL SPACE IN MADISON

C-4 ZONING

LOCATION
10%

EXPANSION POTENTIAL
30%

CONDITION AT
TIME OF PURCHASE

25%

ELEVATORS AT
TIME OF PURCHASE
20%

FENESTRATION ON UPPER LEVEL
15%

- WUl

w

— W un

High visibility
Corner visibility limited
Inside lot

Potential for significant
increases of floor space and
supportive city planning
Flexible layouts due to bay
spacing and elevator position
and supportive city planning
Inflexibility of layout due
to old bearing walls, and
elevator shafts or non-
supportive city planning

Fully renovated and leased
Long-term retail leases in
place. Serviceable as retail
in tired space.

Vacant and in need of total
rehabilitation., Short-term
lease or large vacancy in
need of total rehabilitation.

Two passenger and freight
Two passenger
One passenger

Large windows facing
the Square

Limited window area
No windows
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EXHIBIT 24 (Continued)

nonparametric statistics formula developed by Gene Dilmore. [1]
The total weighted score given each of these Capitol properties

can be found in Exhibit III-8, The adjusted selling price, date

of sale, gross building area, and adjusted price for gross

building area including basement area are provided in the lower
half of Exhibit III-S8,

It should be noted that the scores assigned the Woolworth
Building at the time of sale in 1978 and as a subject property

valued as of May 1, 1985, differ for expansion potential and -

condition at time of sale. Recognized retail needs on the
Square have changed because redevelopment of the 100 Block of
East Mifflin Street is underway and will absorb demand for
small boutique space and fast-food outlets for the lunch crowd.
Therefore, expansion potential has been reduced in a building
already obsolete due to poor bay spacing and layout. Condition
at time of sale has been reduced because ﬁhe landlord is now
responsible for refurbishing and marketing the second floor
office space; when Woolworth leased the entire buiding, 1little

was done to modernize the office area sublet to other tenants.

{1] A member of the American Institute of Real Estate
Appraisers (MAI) and of the Society of Real Estate
Appraisers (SRPA) who has special expertise in statistics.
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EXHIBIT 24 (Continued)

The object of the weighted scoring method is to divide the
total weighted score into the adjusted price per square foot of
gross building area to arrive at the adjusted price per square
foot of gross building area per point. This number would be
identical for each comparable if all the differences among the
comparables could be correctly recognized and adjusted, an
ideal which is not likely to happen. Therefore, the
appraisers use the mean or average price per point per foot of
gross building area as the pricing algorithm for the subject
property.

Since the first objective is to reduce dispersion of the
price per point per unit of building area, a computer program
developed by Gene Dilmore is wutilized ¢to test the initial
weights assigned by the appraisers to each price sensitive
qualitative attribute wuntil that combination of weights is
found which best predicts the adjusted prices of the comparable
_ property. The justification of the resulting comparable price
formula is provided in Exhibit III-9, and it will be noted that
a very close fit is obtained between the predicted price and
the actual price, without exception. Therefore, the price per
weighted point per square foot algorithm provides a basis for
forecasting the market price of the Woolworth Building in 1985,

The computer output of the Dilmore quantitative point weighting
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JUSTIFICATION OF COMPARABLE PRICE FORMILA FOR
WOOLWORTH BUILDING
BY MEANS OF AMALYSIS OF VARTANCE OF ACTUAL SALE PRICE VS. PREDICTED PRICE
OF COMPARABLES USING MEAN PRICE PER POINT EQUATION METHOD

:::::::::::::2::2::::::::::::::::::::::::::::::::32::::::2:::::::::'-'2::"-':::::::::::::::::::::::::::::::::::::::::::::::
WEIGHTED  MEAN PRICE PREDICTED ACTUAL
POINT PER PRICE/ PRICE/ % OF VARIANCE
NO. COMPARABLE PROPERTY SQORE POINT SODRE SF GBA SF GBA VARIANCE TO ACTUAL PRICE Q
hs w4
WOLFF KUBLY @
1 30 N. Carroll Street 2.60 $6.00 $15.60 $15.24 $ 0.3 2.4% m -
. . o of N
; <+
2 1N W, MIff1in Street 3,00 6.00 18.00 18,75 - 0.75 .0 - .
_ g
CENTRE SEVEN = -
3 5 & 7 N. Pinckney Street 1.60 6.00 9.60 9.23 0.37 4.0 I 5
g
Q.
EMPORIUM &
] 50 E. Mifflin Street 3.30 6.00 19.80 20,00 - 0.20 1.0
WOOLWORTH
5 2 W, Mifflin Street 2.8 6.00 16.80 16.99 —=0.19 1.1

NET VARIANCE $-0.M

16



EXHIBIT 24 (Continued)

program for the F. W. Woolworth comparable sales 1is shown in

Appendix B.

C. Conclusion
Having determined the pricing algorithm that predicts the

price of the comparable sales to a reasonable degree, it 1is
then possible to apply the mean price per point per square foot
of gross building area to the subject property as detailed in
Exhibit III-10. Note that the base price per point per gross
building area score is $6 and the standard error of the mean is
plus or minus $0.19. Since the gross building area of the
subject is 39,000 square feet including a full basement, and
the total weighted point score for Woolworths is 1.7, in its
present condition in the current market, using the same
standards applied to the comparable properties, the market

comparison price or cash value can be estimated as:

High

Estimate: $6.19 x 1.7 x 39,000 SF = $410,397, or $410,000
($10.52/SF)

Central

Tendency: $6.00 x 1.7 x 39,000 SF = $397,800, or $400,000
($10.20/SF)

Low

Estimate: $5.81 x 1.7 x 39,000 SF = $385,203, or $385,000
($9.88/SF)

THEREFORE THE APPRAISERS CONCLUDE THAT THE MARKET
COMPARISON APPROACH FAIR MARKET VALUE WITH CASH TO THE SELLER
WOULD SUGGEST A PRICE OF $400,000 AS OF MAY 1, 1985.
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EXHIBIT 24 (Continued)

EXHIBIT 1H1-10

WOOLWORTH BUILDING

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

a3

PRICE PER SF OF GBA/

COMPARABLE SELLING PRICE POINT TOTAL WEIGHTED
PROPERTY PER SF OF GBA SCORE SCORE (x)
1 $15.24 2.60 $ 5.86
2 18.75 3.00 6.25
3 9.23 1.60 5.77
q 20,00 3.30 6.06
5 16.99 2.80 —-£.08
TOTAL $30.02
Total of _Price Per SF of GBA = $30.02
Total Weighted Score
Mean Value (x) = 30.024¢5 = $6.00
- 2 '
Standard Deviation of the Mean = X=X = $0.19 where:
n-=1
- - _ 2
X X {x=-x) __(x=x)_ n n=1
$5.86 - $6.00 = - $0.14 0.0196 5 4
6.25 - 6.00 - 0.25 0.0625
5.77T - 6.00 = - 0,23 0.0529
6,06 - 6.00 = 0.06 0.0036
6.08 - 6.00 = 0.08 0.0064
0.1450
0.1450 = 0.03625 = 0.190394 or $0.19
i



VI.
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CONTEMPORARY ISSUES AND METHODS FOR
APPRAISING COMMERCIAL PROPERTIES
(Continued)

THE INCOME APPROACH OR INVESTMENT SIMULAT ION APPROACH
APPLIED TO LARGE INCOME PROPERTY

The basic concept of the income approach is that the
property value is the present value of an income stream
to the investor plus the present value of the reversion
to the investor. That simple truism requires very
disciplined, systematic, but internally consistent logic
to carry off.

A. First there is the problem of def ining the
perspective of the buyer or buyer presumed by the
issue for which the appraisal is required as a
benchmark. This perspective will determine what
revenues and expenses must be considered.

B. There is the problem of defining the source, amount,
and timing of receipt in terms of acoounting theory
(cash or accrual) and in terms of business practice
(receivables versus collections).

C. There is the problem of defining expenses
attributable to the real estate as opposed to the
occupancy as perceived by the most probable buyer.

D. Selection of a forecast period also determines
necessary charges to operations for tenant
improvement, leasing commissions, reserve for
replacement and refurbishment, and other soft capital
items to be amortized over nominal periods of time.

E. Then there is the problem of defining the most
probable capital structure for buyer financing of the
property assuming cash to the seller and/or assuming
some seller financing.

F. There is the problem of selecting a conversion
process with which to define a net reversion assumed
for some future point in time in an uncertain future.



H.

95

There is the problem of recognizing entitlements or
submerged profit centers which can be controlled
through purchase of real estate because real estate
traditionally does not carefully delineate net income
from real estate, personalty, intangible assets,
captive consumers, or managment.

Given the complexities of the above, how do buyers
convert cash flows, reversions, peripheral profit
centers, and portfolio effects to a purchase price.



VII.

CONTEMPORARY ISSUES AND METHODS FOR
APPRAISING COMMERCIAL PROPERTIES
(Continued)

CONTEMPORARY APPRAISAL AND
ACCOUNTING THEORY

Fundamental isues which will lead to standardization of
perspective by the FASB, the American Appraisal
organizations, and the European Common Market in which
RICS played a major role.

A.

B.

Unwitting deviation from derivation of the income
approach which:

l. Originally intended to measure economic surplus
of an asset in termms of normalized net income
projected over a mathematical line for the life
of an asset;

2. Investment band theory shifted value to the sum
of present value claims on the income,
specifically liability valuation.

3. Equity valuation in the securites markets
recognize claims from income were prioritized by
risk and critical path of service provided.
Earnings were irregqular, related to investor tax
status, and manipulated by marketing monopoly or
operating control.

This evolution from economic surplus to claims on
liabilities to going concern values has produced
incredible confusion and opportunity for valuation
disinformation because appraisers don't know any
accounting.

1. Eoconomic productivity requires accrual acoounting
2. Financial productivity requires cash accounting
3. Going concern valuation requires prof it center

segregation and venture capital discounting based
on source and application
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C.

D.

Some computer systems for property management already
have the feature of converting from accrual to cash
accounting and several studies are underway to define
acounting conventions for appraisers.

1. Exhibit 25 contains generalized theory for
converting accrual accounting to cash acocounting

2. Exhibit 26 contains an analysis of the
feasibility of a small city office rehab project

3. Exhibit 27 contains the format for an income
property pro forma on a cash acoounting basis

4. Exhibit 28 contains an example of discounted cash
flow without a computer

Accounting theory also distinguishes value by a
variety of perspectives in order to fit the function

of the accounting task to measure the appropriate
economic aspect:

1. Exit value assuming completion of normal business
cycle in an orderly fashion (benchmarking).

2. Exit value assuming abrupt liquidation
(construction loan validation).

3. Replacement value with asset of current
technology.

4. Reproduction value of asset at original state of
technology.

5. Market value in an organized market for tangible
goods.

6. Current value in an organized market for tangible
goods.

7. Discounted value of future receipts at interest
' factor.

8. Value of asset not yet charged to consumption or
production.
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E.

98

Discounted cash flow must also anticipate that the
collectibility of CPI adjustments and pass-throughs
as well as deferred rent concessions must be
examined. The shorter the lease term and the lower
the tenant investment in improvements, the less
probability there is of collection.

l. The appraiser must not only read the leases, but
determine the degree to which management has
collected future adjustments as a measure of
effective rents rather than contract rents.

2. However, the appraiser is not expected to be an
auditor and his statement of limiting conditions
should contain a clause indicating the
presumption of the appraisal, i.e., that payments
due the landlord have in fact been collected,
does not represent a conclusion based on an audit
of past operations.

3. Tenant improvements which will benefit the
property after the lease has expired or greatly
in excess of allowances in the original contract
represent a form of rent guaranty which might be
identified by the appraiser when making an
assumption about the collectibility of all forms
of reimbursements.

4. The appraiser should also note if property
management is releasing under temms which convert
old escalators to monthly reimburseables or CAM
items which are collectible monthly on an
anticipated average basis to be adjusted at the
end of each fiscal year, significantly altering
cash flows and the certainty of collection in the
future.
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G.

The increasing use of CAM payments and the broadening
scope of costs included introduce another problem in
analyzing real estate reeceipts. Property managers
generally include a 10 to 15 percent surcharge on
actual outlays for the work of collecting and
accounting for CAM; CAM contains a profit center for
management. The appraiser must determine if that
profit center belongs to the building owner to offset
the general management fee or has been considerd as
part of the campensation formula to the management
function. 1In the latter case, it is clearly not real
estate revenue to be capitalized into the value of
the property.

l. Management compensation forumlas have become more
camplex so that simple appraisal accounting for a
percentage of effective gross plus a leasing
commission can be very misleading.

2. Formulas generally involve different leasing
commissions for renewals versus replacement of
tenants, construction supervision fees for
renovations, tenant improvements, etc., as well
as reimbursement for advertising, after-hours
servicing, or negotiation of casualty losses.

3. Construction supervision, tenant relations, as
well as actual refurbishment expenses suggest how
much is being invested in the future of the
building, like R & D in a manufacturing
corporation.

Pair market value presumes def inition of economic
rent attributable to the real estate as opposed to
intangible assets or personal property.

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

a. For example--does liquor license go with the
building? Is permit to build or maintain a
dam assignable? Does right to management fee
and brokerage fee go with general partnership
or property?

2, Is the real estate income from retailing of space
or from wholesaling of space?
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a. Parking ramp lease versus parking space by
the hour, observation deck versus ticket,
condominium conversion fee versus apartment
project investment.

3. 1Is the income for extraordinary services or
intangible assets rather than customary?

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

4. Ancillary to, rather than integral with the
project.

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

5. IRS classification as 1250 property (real) or
1231 property (personalty) and Section 453, 453A
and B, or Section 38 (tangible) or Section 45
(intangible) .

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

Def ining expenses attributable to the real estate is
particularly difficult where you have a current
occupancy/owner, such as a home office for a bank or
insurance company. There are many distortions in the
general ledger due to:

l. Superadequacy of maintenance.

2. Corporate acoounting to shift or conceal division
profits

3. Confusion of busines security with building
' operations

4. Deliberate concealment of corporate pet projects
as building expense .

5. Artificial corporate acoounting charges for
space or corporate services
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Careful acocounting distinctions are the critical
differences in valuing property for real estate
taxes, or liquidating value for a lender, or going
concern value for a limited partnership or unit value
of a comingled fund.

1. Choice of the acoounting format is also related
to selection of the number of periods on a
forecast. The assessor can accept short-term
forecasts since there is opportunity for periodic
review; the mortgage lender needs a longer term
forecast to anticipate cyclical contractions of
cash flow threatening the mortgage payment.

2. However, what time frame is appropriate for
valuing assets in a comingled fund? Large,
unrecognized assets and negative cash flows have
their payoff over the average lease term or
longer; how should the valuation fommula
recognize these intangible assets?

Selection of a forecast period as five or ten years
or more reflects purpose and sensitivity to value to
long tem assumptions and the curve of compound
interest. Ten-year convention seems to be growing

al though a single lease rollover period is sufficient
to strain the forecasting talents of most appraisers.

The decision by the Institute to require definition
of fair market value with all cash to the seller
before reporting a value attached to special
financing provided by the seller is critical in
providing the hope of its standard against which all
manner of structuring can be related.

l. Financing is not the only entitlement which
enhances value beyond fair market value. There
may be favorable leases, tax abatements,
monopolies, and all manner of requlatory
entitlements which are not included in fee simple
title, but travel with the real estate. The
increment attributable to these should generally
be flagged as well.
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2. Fee simple encumbered by leases is generally
identified, but what about fee simple encumbered
by special district rules, title flaws, or
regulatory controls like those of the FERC?

Submerged prof it centers are becoming much more
significant due to management loads on C(AM, back-end
loads on finite financing agreements, and penalties
for prepaid financing, cancelled contracts, windfall
real estate tax returns, or sale of services and
equipment leasing to the tenants., As control of
property shifts to asset managers, so does control of
the captive consumers within the bhuilding and the
customer lists of potential tenant relocation in the
future go to the benefit of the asset manager at the
expense of the building owner.

Problem of defining or forecasting a reversion:

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

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

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

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

The most common reversion process is to estimate net

income for the year after the year of sale--year six

in a five-year forecast, or year eleven in a ten-year
forecast.

l. This income is then capitalized at some rate,

' either a market rate at the time of the forecast
or a more conservative rate to reflect aging of
the proerty and the anticipation that it would be
sold when the possibility of further increases in
net income had declined significantly.
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The critical question is how dependent is value
on the change in retail price? Dilmore indicates
there are seven sources of cash return which
might each be discounted separately to represent
the risk inherent in realizing the expected flow.
These elements are:

a. Return of original equity investment

b. Value of cash flows at first year level
C. Growth (decline) of cash flow stream

d. Tax shelter of subject's cash flow

e. Tax shelter of external income

f. Growth of equity from amortization

ge Growth of equity from value appreciation

See "Component Capitalization® by Gene Dilmore in
Real Estate Issues, Spring-Summer 1985.

Perhaps the most important paragraph at the end
of the Dilmore article, with reference to a
simple future price or Monte Carlo resale price
estimate is:

"Whether the appraiser consideres this as an
independent value indication from the income
approach, or as a testing of the probable price
indicated by analysis of the market data, is a
matter of individual choice. 1In either case, a
report section on externalities should follow
these calculations giving consideration to the
external facctors (money markets, investor moods,
political contingencies, local phenomena altering
market expectations, etc.) which can push the
indicated price in either direction."



Probability models are not likely to be accepted
soon for three practical limitations--appraisers
have limiteed knowledge of statistics,
decsion-makers prefer their subjective
intuitions, and thoroughness may not be cost
effective in terms of decisions to buy, sell, or
lend.

There is a sensitivity algorithm called the
Cady-Westby model which can directly coampute
changes in net present value or IRR or the
break-even ratio which can occur for each one
percent variance in key variables. It works
quickly on a PC; it is based on response theory,
but the algorithm represents high security
information for nuclear power plant management.
It will allow appraisers to avoid probability
modeling just a set theory by-passes the problems
with degrees of freedom in a limited data base.

104



EXHIBIT 25

RECONCILIATION OF ACCRUAL ACCOUNTING FOR PROPERTY PERFORMANCE AND

CASH AVAILABLE FOR DISTRIBUTION AND DISCOUNTED CASH FLOW VALUES.

Year 1 2 3 k4 5
Base Rents (Accrual) 20 20 20 20 20
Index 0 1 2 3 b
Operating Expense 4 L.20 L.ho L.60 4.80
Tenant Improvements 4 b 4 b L
Taxes 1 1.10 1.20 1.30 1.40
Net Income 1 11.70 13.40 13.10 13.80
Unrecognized Assets
and Amortized Expenses
Rent Receivable 20 20 0 0] 0
Expense Escalator 0 0 .30 .60 .90
Tenant Improvements 16 0 0 0 0
Lease Commissions 10 0 0 0 0
-8.30 +13.10 +12.50 +12.90

Cash Distribution -35
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EXHIBIT 27

PRO FORMA [NCOME PROPERTY FORMAT

(Cash Accounting Basis)

l. Expected Receipt
Base rent (Monthly)
Index to base rent (Annual adjustment to monthly base)
Percentage rent (Quarterly estimate with fifth quarter adjustment)
Amortized tenant improvements (Monthly, fixed)
CAM (Monthly average with 1ith month adjustment)
Reimburseables (Annual pass through)
Escalators with stop (Annual review)
Interest on reserves (Quarterly sweep)
Government transfer payments (Negotiated and deferred)
Total receipts

R N O Em TR

11. Loss of Potential Receipts
Vacancy losses
Rent collection losses
Reimbursement collection losses
Receivables
Concessions '
Total reduction in expected receipts

1it. Actual Revenues for Operations

. IV Gross Outlays for Operations
CAM items
Reimburseables
Escalator items
Owner costs
Refurbishment
Renewal tenant improvements
Renewal lease commissions
Total operating outlays

V. Total Cash from Operations

Vi. Capital Charges
Interest payments
Principal payments
Capital improvements

Vii. Net Cash from Operations before Taxes
+ Transfers from cash reserves from previous period
4+ Net increases in loan balances outstanding

Vill. Cash Available for Distribution and/or Taxes
Less distribution and taxes
= Net addition to cash reserves in following period

-



EXHIBIT 28

EXAMPLE OF DISCOUNTED CASH FLOW
WITH 100% EQUITY FINANCING

zzazz=zezzssssssszsssszzsszszzszzzsssszssssssssssssssszssssssssszsazsas
ANNUAL NET
OPERATING INCOME DISCOUNT PRESENT VALUE
YEAR (NOI) FACTOR AT 17% OF BQUITY
Last 6 Months
of 1982 $189,758 0.924500 $175,431
1983 364,022 0.790171 287,640
1984 410,013 0.675360 276,906
1985 457,118  0.577230 263,862
1986 454,429 0.493359 224,197
1987 579,334 0.421674 244,290
1988 57u,§n3 0. 360405 207,212
1989 591,365 ~ 0.308039 182,163
1990 624, 054 0.263281 164,302
1991 659,043 0.225026 148,302
First 6 Months
of 1992 323,726 0.208037 67,347
RESALE PRICE

1992 4,839,000 0.208037 1,007,000
PRESENT VALUE OF BQUITY $3,248,652

TOTAL VALUE WITH 100% EQUITY - 33.3391953

ROUNDED $3,200,000

14
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EXHIBIT 28 (Continued)
EXAMPLE OF DISCOUNTED CASH
FLOW WITH CONVENTIONAL FINANCING
= 2 s
ANNUAL DEBT
SERVICE BASED NOI LESS DEBT
ANNUAL NET ON DEBT COVER SERVICE BQUALS
OPERATING INCOME RATIO (DCR) CASH THROW=OFF DISCOUNT PRESENT VALUE
YEAR (NOI) oF 1.3 (1] (CT0) FACTOR AT 17% OF BQUITY
Last § Months
of 1982 $189,758 140,000 $49,750 0.924500 $46,000
1983 364,022 280,000 84,000 0.790171 66,400
1984 410,013 280,000 130,000 0.675360 87,800
1985 457,118 280,000 177,100 0.577230 102,200
1986 454,829 280,000 17%,400 0.493359 86,000
1987 579,334 260,000 299,300 0. 421674 126,200
1988 574,943 280,000 295,000 0. 360405 106, 300
1989 591,365 280,000 311,400 0.308039 96,000
1990 624,054 280,000 344,100 0.263281 90,600
1991 659,043 280,000 379,000 0.225026 85,300
First 6 Months
of 1992 323,726 140,000 183,700 0.208037 38,200
RESALE PRICE
LESS MORTGAGE
RESALE PRICE BALANCE [2]
1992 4,839,000 3,042,000 0.208037 632,800
PRESENT VALUE OF BQUITY $1,563,800
ORIGINAL MORTGAGE BALANCE 2,001,753
TOTAL VALUE WITH CONVENTIONAL FINANCING 3,565,553
ZRZTIXNIZZ
ROUNDED $3,600,000

{1] Based on first full year NOI

(2] Maxiowm mortgage which NOI can carry, assuming a DCR Of 1.3,
interest at 13.5 perocent for a 25 year term with monthly payments,
is $2,001,753. At the end of a ten year holding period the
balance due is $1,797,196 or rounded $1,797,000.
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EXHIBIT 28 (Continued)
EXAMPLE OF DiSCOUNTED CASH
FLOW WITH SELLER FINANCING
3 3 s=szzs3==
ANNUAL DEBT
SERVICE BASED NOI LESS DEBT
ANNUAL NET ON DEBT COVER SERVICE BQUALS
OPERATING INCOME RATIO (DCR) CASH THROW-OFF DISCOUNT PRESENT VALUE
YEAR (NOIL) oF 1.1 [1] (CcT0) FACTOR AT 17% OF BQUITY
Last 6 Months
of 1982 $189,758 $165,450 $24, 300 0.924500 $22,500
1983 364,022 330,900 33,100 0.790171 26,200
1984 410,013 330,900 79,100 0.675360 53,400
1985 457,118 330,900 126,200 0.577230 72,900
1986 454,429 330,900 123,500 0.493359 60,900
1987 579,334 330,900 248,400 0.421674% 104,800
1988 578,943 330,900 244,000 0.360405 88,000
1989 591,365 330,900 260,500 0.308039 80,200
1990 624,054 330,900 293,100 0.263281 77,200
1991 659,043 330, 900 328,100 0.225026 73,800
First 6 Months ‘
of 1992 323,726 165,450 158, 300 0.208037 33,000
RESALE PRICE
LESS MORTGAGE
RESALE PRICE BALANCE [2]
1992 4,839,000 2,602,000 0.208037 541,300
PRESENT VALUE OF BQUITY 1,234,200
ORIGINAL MORTGAGE BALANCE 2,528,995
TOTAL VALUE WITH SELLER FINANCING $3,763,195
sz===I====
ROUNDED $3, 800,000
=332z

SEIRIT==233 azcE=s=zssIs3Isss3sasssssss

{1] Based on first full year NOI

{2] Maximm mortgage which NOI can carry, assuming a DCR Of 1.1,
interest at 12.5 percent amortized over 25 years with monthly
payments, is $2,528,995. At the end of a ten year holding
period the balance due is 32,237,023 or $2,237,000, rounded.



117

CONTEMPORARY ISSUES AND METHODS FOR
APPRAISING COMMERCIAL PROPERTIES
. (Continued)

VIII. CONTEMPORARY MODELS FOR CONMVERSION OF
CASH FLOWS TO VALUE ESTIMATES

The new income approach for large income properties has
become a hybrid of a CPA format and appraisal models for
converting cash flows to value estimates.

A.

C.

Several computer software packages make it possible
to detail and project large numbers of leases so that
total project revenue is supported by a series of
schedules as indicated by Exhibit 29. When using a
discounted cash flow model, it is imperative to stay
as close to. cash accounting as possible.

All forms of reimbursement must reflect time lags,
and collection losses and renewals should be charged
for concessions on past due proposals. Appraisers
would be well advised to introduce a limiting
condition to the effect that:

"Pro forma budgets and assumptions about
actual collection of reimbursable expenses
and supplemental rent are not based upon an
actual audit of property operations and
reflect only a business plan which could be
acoomplished through effective management."

Operating expenses for appraisers were traditionally
divided between fixed variable and reserve for
replacement. Today operating expenses should be
organized by groups which reflect method of, or
degree of, reimbursement by tenants.

l. Revenue projections can be prepared by a CPA or a
property management firm with the camputer
systems to handle complex allocations, timing,
and changeovers in leasing format. The appraiser
explicitly recognized source and can allocate
liability for same to the CPA or CPM who prepared
the estimate. . ,
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2. Building owners or investment bankers may provide
the camputerized lease data base for the
appraiser as a point of departure.

3. The critical functions of the appraiser will be
to estimate:

a. Rate of increase or decrease in operating
expenses during the forecast period;

b. Estimate the tenant turnover and resulting
" loss of income from vacancy, concession, and
relocation costs;

Cc. Estimate the rate and degree of application
and collection of rental increases; and

d. Estimate concessions required to keep
existing tenants, including special tenant
improvements and refurbishing.

4. Some clients are beginning to prescribe the
specific assumptions for indexing rents and the
ratio of tenant turnover and tenant renewal;
again, these assumptions become significant
limiting conditions on the appraisal report or
the subject for extensive footnote discussion.

5. CAM expenses are prorated on space occupied
rather than usable area, so be careful where you
apply flat vacancy allowances., Parking may be
fully leased even if the building has substantial
vacancies; at the same time, hotel room rates and
office rents may conceal parking charges which
are reallocated to the parking concession, so
that the appraiser may unwittingly double-count.

Many projects today are the beneficiaries of income
generating reserves required of revenue bond issues,
HODAG and UDAG grants, or municipal subsidy
arrangements such as tax incremental financing. This
income is part of the property value for mortgage
loan purposes, but must be excluded for real estate
tax purposes. The income from these reserves is
generally available on a quarterly basis and the
amount depends upon the reinvestment rate and
allowagle arbitrage at the times these reserves were
created.
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Reserves tied to the finances must be deducted
from sales price on FNA or IRB financed deals,
solely subject to the mortgage, or prices can be
seriously overstated.

R-41b specifically permits recognition of
suppl ementary income from services regularly
offered to tenants, such as the elderly.

See Exhibits 31 and 32.

Elderly housing pro forma.

It is not necessary today to always use a mortgage
equity approach. The conversion of net cash to
present values may take several basic patterns.

1.

3.

Simple discounting of annual net cash by a
project discount rate assuming no financing and
reasonbly stable re-sale price as shown in
Exhibit 30 done for a pension fund.

A simple mortgage equity approach using a
five-year forecast and a debt cover ratio and
other loan parameters based on natural averages
of the American Council of Life Underwriters,
Schedule M (see Exhibit 33).

A basic mortgage package presuming responsible
underwriting plus the sale value of appreciable
base and tax credits to a professional buyer for
syndication. For example: syndicators might
-1y 35 percent of depreciable base plus 80
percent of first-year tax investment credit;
more conservative syndicators might pay exactly
one-half of the tax value of equity.

Custom crafted finance packages with variable
rates, credit enhancements, interest rate caps,
and participations become investment value
situations which must be compared to fair market
value so that the increment to value through the
modification of the financial stand is revealed.
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Ag a result of all of the above, the appraisal
process is subdivided into those firms which
knowingly or unwittingly exploit the lack of
acoounting precedent to generate high values in the
fine art of commercial disinformation. On the other
hand, a fully-professional firm will integrate
professional specialties into a clinic shop which
contains a CPA, a mechanical engineer, a physical
planner, an information processor, and an appraiser.
The fastest growing segment of appraisal is the
business consulting fim opening an appraisal
subsidiary. Arthur Andersen went from almest "0" to
$16,000,000 last year, probably in third place behind
the old-style firms of American Appraisal at

$66 ,000,000 and Marshall and Stevens at $26,000,000.
It is estimated that 20 percent of their volume is
spent in marketing.



EXHIBIT 29

much closer range of per-unit prices of $41.20/sq.ft. to
$78.55/sq.ft. The average sales price of these six sales is
$57.20/s3q.ft., whereas the average for all nine sales is slightly

higher at $68.70/sq.ft.

Based on our analysis of the available market datas aﬁd
comparing these sales to the subject property, it is our opinion
that, after adjusting for differences in 16cation, age, size,
physical condition, and economic characteristics, the indicated
per- unit price for the subject property would rangevfroﬁ
$45/8q.ft. to $55/sq.ft., or a range of values of $3,830,000 to

$4,680,000, calculated as follows:

'85,058 sq.ft. & $45/sq.ft. = $3,830,000 (rounded)
85,058 sq.ft. @ $55/8sq.ft. = $4,680,000 (rounded)

INCOME APPROACH

Methodologyv

The Income Approach is a procedure in appraisal analysis
where anticipated economic benefits to be derived from a propefty
are converted into a value estimate through a capitalization

process.
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EXHIBIT 29 (Continued)

The principle of "anticipation"'underlying this approach
recognizes that a prudent investor recognizes a relationship

between income and asset value.

The process of estimating anticipated economic benefits from
s particular property therefore requires estimates of potentiil
income; fixed and operating expenses including vacancy; existing,
proposed, or probable debt costs (if applicable); and the

selection of the most appropriate capitalizstion method.

The two most commonly utilized methods of processing net
income into value are direct capitalization, where an overall
rate is extracted directly from market sales in which the net
income is known or closely estimated, and the discounted cash
flow method, wheréby anticipated future income streams and a
reversionary value are discounted tc a net present value esti-
mate. In the valuation of the subject property, it is our
opinion that the discounted cash flow method is the most appro-
priate valuation method, and thus, it will be given the most
weight in our final analysis. This is due to the fact that the
subject is a multi-tenant property with several existing leases.
The discounted cash flow method automatically incorporates any
rent loss or lease advantage iﬁto the final value indication by
modeling the existing leases at their current rates and'applying

market rates at times of renewal, rollover, or turnover.
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EXHIBIT 29 (Continued)
Discounted Cash Flow Method

By forecasting the anticipated income stream and determining
a reversion at the termination of the holding period, the
capitalization process may be applied to derive a value that a
purchaser-investor would pay to receive the partjcular income
gstream. The capital sum estimate equated with the right.to
receive these benefits is derived through the application of a

discounted cash flow model and is commonly known as the present

value estimate. For clarification, the discounting process is.

defined in Real Estate Appraisal Terminology as follows:

"A concept of time preference which holds that future
income or benefits are worth less that the same income
or benefits now, and that they decrease in value
systematically as the time for their receipt is further
deferred into the future. In appraisal analysis,
discounting is the arithmetic procedure of applying a
specific rete (usually) derived from the market to the
anticipated future income stream in order to develop a
present worth estimate." )

Typical investors price real estate on their expectstions of
the magnitude of these benefits and their judgment of the risks
involved. Our valuation endeavors to reflect the most likely
actions of typical buyers and sellers of property interests
similar to the subject. An snalytical real estate computer model
that simulates the behavioral aspects of the property and
examines the results mathemstically as an investor would, will be
emploved for the discounted cash Flowlanalysis. Since investors
are the basis of the marketplace in which the subject property
will be bought and sold, this type of analysis is particularly

germane to the appraisal problems at hand.
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EXHIBIT 29 (Continued) 12

Investors in multi-tenant retail properties such as the

‘subject typically made a forecast of net operating incomes and

cash flows over a period of time ranging from 10 to 25 years.
'This projection is then utilized to determine a purchase price
which will justify the degree of risk inherent in the proposed
investment. A general outline summary of the major steps

involved may be listed as follows:

1. Analysis of the current income stream; establishment of an
economic (market) rent level for each direct tenant space;
projection of future revenues annually for an eleven year
period based upon existing leases, probable renewals at
market rentals, and expected vacancy experience.

2. Analysis of projected escalation recovery income based upon
clauses in existing and typical leases for protection against
rising operating expenses and real estate taxes.

3. A projection of future property expenses based upon an
analysis of the historical operating expenses; the property
owners' projected budget; and the experiences of competitive
properties;

4., A derivation of the most probable net operating income and
pre-tax cash flows to be generated by the property by
subtracting all property expenses from the effective gross
income;

5., Estimation of a reversionary sale price based upon a capitali-
zation of the net operating income in year eleven,

6. Determinstion of a yield rate (internal rate of return) which
would attract a prudent investor to invest his money in a
similar situation with comparable degrees of risk, non-
liquidity, and management burdens;

7. Conversion of the pre-tax cash flows into a present value by
° discounting at an acceptable range of yield rates.



EXHIBIT 29 (Continued)

POTENTIAL GROSS INCOME

Existing Leases

The most current leasing information available indicates
that 76,155 sq.ft., or 89.5% of the retail "strip" center's
85,058 total sq.ft. of leasable building area is curtenfly
leased. This occupied space involves 35 of the shopping center's

40 total lease spaces. Besides the "strip" center's retail

tenant leases, additional rental income is provided to the:

subject property's owrership position from two ground leases; one
for 4,900 sq.ft. leased by Savings and Loan Association
improved with a bank branch facility and one for 174 sq. ft.

leased by Photo Place and improved with a drive-in photo pro-

cessing'delivery/pick-up kiosk.

Savings' ground lease is for a 25-year term with
three 10-year renewal options, and co-menceq 6/01/79 with a base
annual rent of $17,940 or $3.66/8q.ft. An escalation clause
calls for C.P.I. rent adjustments every five years not to exceed
$4,488 per year., Current annual rent ‘on this lease is $22,428,
or $4.58/sq.ft. Photo Place's ground lease is for a S-year term
with two S-year renewal options and commenced on 2/14/76 with g
base annual rent of $3,000, or $17.2a/sq.ft, An escalation
clause calls for fixed increases to $3,600 and $4,200 aﬁnual for
the first and second renewal options respectively. . Current rent

is $3,600, or $20.69/sq.ft.
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EXHIBIT 29 (Continued)

Reference is hereby made to the March 1, 1985 Tenant Roster
(Rent Roll} for a detailed description of tenants and lease terms
and rates for oécupied and vacant space, a copy of which is
included in the Addendum of this report. Current potential base
rental income for the subject property for 1985 (annualized)
approximates $564,368 which includes projected rent for the five
vacant spaces. This approximates $6.26/sq.ft. of leasable

building area annually.

Certain changes to the aforementioned Tenant Roster have been
ytilized in our computerized discounted cash flow analvsis model
based on discussions with the subject's current property manager
and existing tenants. Ffollowing is a brief summary of the most
notable of these changes.

1. It appears a new lease out for signature to City
Bicycle & Electronics (26802) hes a high probability of
being signed and, therefore, will be included in our
analysis. This is a 3-year lease commencing on 6/1/85
with fixed minimum base rent only (no percentage rent) of
$760/mo. for the first 12 months, $805/mo. for the second
12 months, and $855/mo. for the third 12 months.

2. A revised lease renewal incorporating two modifications
desired by the tenant has alsc been sent out to
Sportswear (26804) and, with a high probability of being
signed, will also be included in our analysis. This is
also a 3-year lease commencing on 4/1/85 with a fixed
minimum base rent of $530/mo. for the first 12 months,
with CPI] adjusiments for the second and third l2-month
periods. This lease continues to include a3 percentage
rental clause with a 6% percentage factor.

3. As noted on the Tenant Roster, the Outpost (26830) has
experienced financial problems and has gone to a
month-to-month tenancy through April of 1985 at which
time it is anticipated this space will be leased under
the terms of a new lease currently out for signature to
Paul , to be usea as an accounting office. This
is a 3-vear lease commencing on 4/1/85 with fixed minimum
base rent only of $530/mo. for the first 12 months,
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EXHIBIT 29 (Continued)

$562/mo. for the second 12 months, and $596/mo. for the
third 12 months. Rental concessions of one month's free
rent and installation of new floor tile and drop ceiling
a8 tenant improvements to be provided by lessor have also
been granted to the new lessee.

Dog Grooming (26832} has renewed their lease for
three more years. See Tenant Roster for pertinent
details.

A lease for a 279-square-foot space (26834-A) has
recently been signed by John (dba John's Shoe
Repair) for a l2-month period commencing 3/1/85 with
fixed minimum base rent of $275/mo., or $0.99/SF. This
lease is typical of others in this retail center (prorata
share of CAM and taxes) with the exception that
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electricity is paid by the lessor. No provision for.

overage rent is included.

Glendale Federal Savings and Loan (26842), whose lease
expires 5/31/85, has expressed a desire to move, but will
apparently sign a lease renewal for one more year
commencing 6/1/85 with four 6-month options. The initial
minimum base rent is $1,050/mo0. with stated increases to
$1,110/mo. on 6/1/86 snd $1,175 on 6/1/87 should renewal

.options be exercised. All other terms and conditions of

the original lease to remain unchanged.

James Real Estate (26852) is assumed to vacate
at the termination of the lesse on $/31/85. The property
manager feels that it will take 3 to 5 months to release
this particular space.

A 3-year lease renewal sent to City Fabricare (26866)
on 3/1/85 has apparently been signed. Fixed minimum base
rent is $1,120/mo. for the first 12 months, $1,185/mo.
for the second 12 months, and $1,255/mo. for the third
12-month period. For purposes of calculating overage
rent, the percentage factor will stay at 10%.

A new S-year lease commencing 1/1/85 has been signed by

City Florist (26870 D & E) with initial minimum base
rent of $610.50/mo. with stated rent increases to
$647/mo. for the second 12 months, $686/mo. for the third
12 months, $727/mo. for the fourth 12 months, and
$771/mo. for the fifth l2-month period. Lessor also
agrees to provide up to $3,000 of specified tenant
improvements. No provision for coverage rent is included
in this new lease.

A 3-year lease renewal was recently signed by Swan,
Carpenter anc Wallis (26876) for 1,036 square feet (their
original 686-square-foot space and the old 350-square-
foot space (26870 F) previously occupied by Robert



V7807848,
LULIHUN |} i
) FIREFARED- - 3/ 15/8%

ANNUAL TZED TENANT REVENUE FOR 1985

MINIMUN CF1 BALE CAML RE TAKES  INSUR TOTAL BROGS
SOUARE EXFl RENTAL ESCAL . RENTAL ESCAL ESCAL ESCAL ESCAL RENTAL
FOOTAGE AVION INCOME A1 1ON INCOME ATIUN ATION ATION ATION INCOME
Cl{Y BICYCLE 965 5/60 9,848 () 9,048 LS 346 64 975 18,023
. LPORTSWE AR 748 3708 6,360 o 6,308 433 266 49 748 7,108
 KANES § ASHTONS 2,100 2/87 17,152 2 17,352 1,229 754 140 2,123 19,475
L LEAULY SALON 2,044 7/49 16,892 48 16,575 1,208 741 130 2,086 18,661
GhédINYes DEL TGHT 668 12/89 5,460 ) 5,460 366 237 as 667 6,12
VACANT 1 a5 2/80 7,014 -} 7.014 489 300 56 044 7,858
M les KLSTAURANT 3,500 5/91 22,470 ® 22,470 2,048 1,267 233 3,538 26,000
2 ai1s 3/80 6,60 o &,368 477 293 G4 24 7,184
DUG GRUOMING 2 12/u7 3,010 " 3,018 163 12 21 315 3,325
JUNIN'S SINE REFATR 279 2/86 3,300 e 3,00 163 100 19 282 3,582 @
VILANT 2 2183 2/04 1,991 ()] 1,991 139 65 16 248 2,231 X
VOLONT ¢ 1,254 2/u8 9,750 Q 9,754 731 449 a3 1,264 1,018 =
Il ENDALE FED St 1,315 5784 12,506 " 12,506 769 472 8a 1,32 13,83 =
VALANT 4 2,%a1 2/88 20,132 () 28,132 1,510 927 172 2,609 22,741 -
(I IS CORKAL 2,632 1/84 17,7¢8 " 17,760 1,540 945 176 2,660 20,420
INSURANCE 787 5/U5 6,464 ° 6,464 460 283 52 796 7,239 \0
FAINE WERLER 767 4/86 6,504 o 6,504 468 263 2 796 7,380
BAKNACLL BILLS 2,460 /93 19,195 e 19,195 1,451 a9e 1.5 2,587 21,782 ©
(NTUENTAL GAKDENS 2,568 9/9' 17,906 " 17,906 1,494 N 171 2,588 20,494 S
SC + AbK ) CAKE 2,000 /8% 12,576 ° 12,576 1,170 718 133 2,822 14,598
NORAL TRAVEL 1,252 12/86 10,320 ® 18,72 734 449 a3 1,264 11,584 3
CHAMBLR@YS CABLE 748 12/07 5,200 @ 4,200 43 266 49 748 6,020 £
HC HLORIS) 1,010 127689 7,326 o 7,324 649 399 74 1,122 8,448 o
SUrw 1,836 7/87 a,7a2 2614 8,963 X-7% 372 &9 1,847 1e,010
HEML T INSURANCE 1,223 2/87 11,040 33l 11,37 716 439 2 1,236 12,687
VI LEY NAT (L BANK 2,a9@ 3/60 18,792 ) 18,792 1,227 754 139 2,113 2a,904
CIkLES LOFETERIA 3,215 1799 22,600 e 22,004 1,881 1,154 214 3,200 26,059
' SUCLNIUK HEARING ALD 1,854 6/68 8,884 317 9,125 ISY) 377 70 1,861 18,186
CORRIAGL Lt EANLRS 1,815 Truy 13,471 ® 13,471 1,862 682 121 1,838 15,306
YOUNCEY 'S C1,070 /87 8,604 213 9,093 626 164 7 1,682 19,173
GOL DI K SINF *L7") 4/90 6,89 a 6,859 491 182 56 849 7,688
S LOIN 2 ASTAM 565 124 R P 5.1 1.0 5,494 331 208 38 a7 6,061
CASIHL WAL INGS 1,708 9/u4 13,7272 " 13,272 995 ‘610 113 1,718 15,491
CALNLY % ASSOC 1,250 12749 9,744 @ 9,744 731 449 a3 1,264 11,008
P ING DRULE 15,569 187 7 59,708 e 59,700 9,109 5,579 1,078 15,737 75,437
SL GIFDI % HARDWAKE 6,650 %794 18,757 e 18,753 3,891 2,348 YY) 6,722 25,475
PO LT 1S EURNT TURE 4,049 S/9% 15,695 " 15,693 2,%4 1,451 269 4,004 19,779
KLU LG TOUS BUOK STOKE 3, 142 B/u6 19,416 ° 19,416 1,932 1,106 22a 5,558 22,754
VALANT 5 4,000 2/u8 21,600 8 21,600 2,340 1,436 267 4,043 25,643
MM LMAKE CARD 2,054 INLES 16,222 .} 16,422 1,199 734 13 2,872 18,294
LINIE LOWN 1,594 /46 12,634 o 12,034 93 572 106 1,611 14,445
OO L CE 174 2791 5,680 " 3,600 9 e “ 2 3,600
seL 4,900 G/ 4 22,426 @ 22,420 2,867 1,759 307 4,957 27,51 N
T FIVEN Y, L Sl LAS 1,705% 564,360 42,631 32, S0 6,801 98,931 655,294



EXHIBIT 29 (Continued) 123

Holmstrom) commencing 8/1/84. Initial fixed minimum base
rent is $725.20/mo. with stated rental increases to
$768.71/mo. on 8/1/85 and $814.79 on 8/1/86. This is &
typicsl triple-net lease with no overage provision,
Furthermore, lessor has agreed to less than $300 of
tenant improvements and lessee agrees to provide its own
janitorial service.

11, Management is currently negotiating a 3-year lease
renewal with National Bank (26880) whose present
lease expires 3/31/85. The terms of this new lease
include fixed minimum base rent of $1,568/mo. for the
first 12 months, $1,662/mo. for the second 12 months, and
$1,762/mo. for the third 12-month period. Although

National Bank apparently would prefer a CPI
adjustment and lower initial rent, it is the manager's
opinion they will probably agree to these terms, which,
therefore, will be included in our analysis,

12. A S5-year lease renewal has apparently been signed with

City Barber Shop (26912) with initial minimum base

rent of $575/mo. with annual CPl adjustments throughout

the remainder of the lease starting 5/1/86. No overage

provision is included and lessor agrees to install new
floor tile and a drop ceiling.

13. & Associates (26924) recently signed a
S-year lease for 1,250 square feet with initisl minimum
base rent of $875/mo. (incorrectly shown on the Tenant
Roster as $812/mo.) with annual COL adjustments through-
out the remainder of the lease starting 1/1/86. Lesscr
has also agreed to grant lessee free rent consisting of
the first three months of this new lease term, a $7,500
tenant improvement allowance, and one 5-year renewal
option with terms to be negotiated. .

A summary chart of Annualized Tenant Revenue for 1984 is

. shown on the facing page based on these changes with lease

-.

expiration dates reflecting our assumption that renewal options

will be exercised where applicable.



SUMMARY OF COMPARABLE RENTALS

. Monthly
) Unit
Rental " Lease Date N.R.A. Rate/ Expense
_ ¥ lLocation Term/Oplion (SF) Floor SF Provigion Comments
R-1 27388 Sun City Blvd. -——- -———— -—-- -—- --- ————
R-2 Unit A. ' Offer 24,000 grnd .65 nnn As is, 3 mos.
Japanese Restaurant 10 : free rent.
R-3 Unit B, 1-85 1,225 grnd .75 nnn c.P.1. m
Cleaners 5 E
' ®
R-4 Unit C. 12-84 1,225 grnd .75 nnan cC.P.I. pust
Optometrist 5 N
0
R-5 Unit D, Vacant 21,000 grnd ———- --- ———— a
g
R-6 Unit E. 10-83 1,225 grnd .79 nnn c.p.1. fad
Donut Shop 5 2
: , s
R-17 Unit F. 11-84 1,225 grnd .75 nnn Year 1 = .69
Floriat 5 2 = .70
‘ ’ = 075
4 = .75
5 = .75
R-8 Unit G. Vacant 21,000 grnd ———— ——- ————
R-9 Unit H. 4-84 2,053 grnd 75 nnn c.pP.1.
Video Rental 5 '
@
o



-‘

EXHIBIT 29 (Continued)

Market Rent

In order to estimate the current fair market rental rate
applicable to theAgubject's unoccupied space aﬁd projected fair
market ;ental rafes for lease spaces which become vacant and will
be rgleased at certain points in the future, we have attempted to
gather comparable fental data in the . City ares. However, it
should be noted that due to the small size of City in

general, the limited amount of truly competitive retail space in
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the subject's iﬁmedkate environs, and the prominence of the.

subject property as the only n?ighborhood shopping center of its
size'in ‘ Cigy, we have plaéed tge greaiest weight on the large
number of leases signed within the subject center during the last
year in our fai; market rQntal estimates.

Since our original‘appfﬁisai last year, there has been no new
retail development in the subject's primary trade area. The
closest and most competitive property is still Downey Savings and
Loan's 73,000-square-foot retail stfip center at 27388 Sun City
Boulevard. A recent rental survey of this property is summarized
on the facing page and re{eals that five lease spaces ranging in
size frpm 1,222 SF to 2,053 SF have leased since October, 1983 at
monthly rates ranging from $0.75 to $0.79 per square foot. Four
of these leases have annual C.P.]l. adjustments, Two.21,000-
square-foot spac;s are currently vacant in this complex (or 58%
of the total N.R.A.) and there has been a recent offer for a
third large square footage lease space (24,000 SF) at $0.65/SF,

triple-net for 10 years with 3 months free rent. This facility



, EXHIBIT 29 (Continued)
is felt to be superior to the subject with a nearby Safeway

Supermarket and Sprouse Reitz Store effectively acting as anchor
tenant for purposes of consumer drawing power. This structure is
also newer (only 3 years old), of higher quslity design and
construction, and reflects superior locational charscteristics,

especially with respect to exposure.

The other competitive retail space in this area is Bradley

Plaza, located on Bradley Road bstween Bob's Big Boy and.

McDonald's restaurant. Asking rstes at this facility are
slightly higher than the subject st $.75-$.85, full service, with
tenants paying their own utilities. These rates also reflect
superior quality of construction and would also require a slight

downward adjustment for their semi-gross lease status.

Due to the significant amount of lease negotiations which
have occurred within the subject property itself in the last
eighteen months, both with riggigg to new leases signed as well
as lease renewals, we have given considerable attention and
weight to the subject's leasing activity in determining curreﬁt
fair economic rents for our discounted cash flow analysis. Ffor
purposes of projecting market rates we have categorized tenant
space on the basis.of size. In the 0 to 1,000-square-foot

category there are currently 11 tenants with an average monthly

rental rate of $.71/SF. There are currently 19 tenants in the

1,001 to 3,000-square-foot category with an average rental rate
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EXHIBIT 29 (Continued) 133
of $.65/SF. Six of the remaining 7 lease spaces over 3,000

square feet are currently leased at an average rental rate of

$.36/SF.

) The following chart summarizes 18 of the most recent leases
negotiated in the subject property during 1984/85.

1984/85 LEASE NEGOTIATIONS

Y N N
Term

Size Tenant & Current Rent/SF (yrs.) Comm.

(Sq. Ft.) Suite No. Monthly  Annually Status Date

279 John's Shore Repair $ .99 $11.83 1 3/01/85
26834 A

312 Dog Grooming $ .80 $ 9.65 3 1/01/85
26832 Renewal

740 . Sportswear $ .72 $ 8.5 3 4/01/85
26804 Renewal ‘

787 James R.E. $ .65 $ 7.78 1 6/01/84
26852 New

815 Paul $ .65 $ 7.80 3 4/01/85
26830 New

840 City Barber $ .68 $ 8.21 5 5/01/85
26912 Renewal

965 S. C. Bicycle & Elec. $ .79 $9.45 . 3 6/01/85
26802 Renewal

1,036 Swan, Carpenter & Wallis § .70 $ 8.40 3 8/01/84
26876 Renewal

1,110 City Florist $ .55 $ 6.60 S 1/01/85
26870 D & E Renewal

1,250 & Assoc. $ .70 $ 8.40 5 1/01/85
26924 New

1,315 Glendale federal S&L $ .80 $ 9.58 1 6/01,85
26842 Renewal

2,000 City Fabricare $ .5 $ 6.72 3 9/01/8%
26B66 Renewal
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2,064 City Beauty Salon  $§ .65 $ 7.80 b 8/01/84
26812 Renewal
2,090 National Bank $ .75 $ 5.00 3 4/01/85
26880 Renewal
3,215 Chef's Cafeteria $ .59 $7.09 5 2/01/84
, 26890 New
3,302 Religious Bookstore $ .45 $ 5.40 2 9/01/84
26940 New
4,040 Bartlett's Furniture $ .35 $4.20 3 6/01/84
26936 - ' Renewal
6,650 S. C. Gift and Hardware $§ .20 $ 2.40 10 6/01/84
26932 Renewal

Based on the preceding analysis, we have estimated current
fair market rental rates on an annual basis of $8.40/sq.ft.,
$7.80/sq.ft., and $5.40/sq.ft. for spaces 0 to 1,000 sq.ft.,
{,001 to 3,000 sq.ft., and 3,001 sq.ft. and up, repectively,
These estimates, as well our assumptions for future lease terms,
rental concessions, probable occurrence of turnover for purposes
of calculating tenant improvements and releasing commissions and
projected market rental growth rates are summarized on the

following page for each of the tenant categories.

C.P.1. Rental Escalation Income

All existing leases with annual or periodic C.P.1. rentgal
adjustments have been modeled as such in our program for the
current lease term as well as for renewal options where appli-

cable.
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Vacancy Allowance

Based on historical vacancy trends in Sun City in general for
retail space and in light of the existing occupancy level in the
subject, we have chosen to apply a 10% global vacancy factor to

the subject's gross rental income in our computer model.

Overage Rental Income

The following chart shows the actual overage rental income
for the subject property for 1981, 1982, 1983, and 1984,
Overage Rental Income History

City Shopping Center
19811985

Year Overage Rent
7981 $24,771

1982 23,185
1983 15,514
1984 7,789
1985 (budget) 780

Overage rental income has been steadily decreasing over the
past four years as evidenced by the preceding chart. Current
overage income is being received primarily from only three
tenants: City Florist, Fran's Fashions and Hallmark Cards.
The two factors which have had the greatest effect on this
downward trend are: 1) a continuing decline in retail sales in
the City retail market and 2) a shift in.emphasis by the
subject property's management from overage provisions to rental
escalations in the form of annual C.P.l. adjustments or fixed
annual rental increases over the term of the lease (currently

achieving 6% per annum rental increases). Taking these factors
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into account, we have projected nominal overage rental income of
$5,000 in 1985, $2,500 in 1986, with no oversge projected for

1987 through the end of the holding period.

Cperating Expenses

In an attempt to estimate reascnable expense projections over
the ten-year time frame of our discounted cash flow anslysis, we

have reviewed actual expenses for the subject property for prior
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years, as well as the management's budget for expenses for 198S5.°

A summary of our estimate of expenses for the subject is provided

on a preceding facing page and is based on our review of these

documents as well as diséussions with of
property management personnel and typical office

buildiég expense data on file'with the

Appraisal Division. OQur growth projections are based on

historical expense growth trends in Southern California as well

as growth projections utilized by typical investors in similar

discounted cash flow analyses for investment properties such as

the subject.

Other Expenses

Tenant improvements include carpeting, replacement of ceiling
tiles, painting, and general make-ready expenses'for new tenants
of existing lease spaces. This expense is estimasted at
$5.00/sq.ft. for turnovers and $2.00/sq.ft. for renewals and is

projected to increase at the rate of 6% per year.
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Leasing commissions have been estimated at 4% of total
minimum base rent for turnover space and 2% for renewal space,

based on current leasing practice for the subject property.

. Major capital improvements were made during 1984 to the
subject's roof and parking lot. Based on the 1985 budget, and
assuming a nominal amount of recurring expenditures for pasrking

lot, roof, and H.V.A.C. repairs, etc., we have estimated capital

improvements of $50,000 during 1985, and $10,000 per year through’

the end of our enalysis.

Expense Reimbursements

The subject leases typically provide for tenant reim-
bursemeﬁt of expenses based on a full pro-rata share of taxes,
insurance, and common ares expense plus a 15% administrative
surcharge calculated on all common area costs including utilities
but excluding taxes, insurance, panagement, and administrative
fees. Management is an owner's expense, For purposes of our
computer model, we have assumed that all leases provide for

tenant reimbursements on this basis.

Terminal Capitalization Rate and Estimated Reversion Value

Investors in office properties similar to the subject
typically require terminal overall capitalization rates 50 to 200

basis points above going-in capitalization rates. As revealed by

- most recent investor

survey (kinter, 1984), a copy of which is included in the
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Addendum of this report, these terminal capitalizstion rates
required by typical institutional investors generally range ffom
8.5% to 12.0% with a central tendancy of 9% to 11%. The six
comparable sales summarized earlier in this report reflect
C.A.R.'s ranging from 9.25% to 10.18% with an average of 9.61X%.
Based on the available market evidence and considering the addéd
risk of potentially new and competitive shopping center

developments in City in the near future, we have decided to
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utilize & 10.5% overasll capitalization rate by which to-

capitalize the 11th year's projected net operatiné income into a
reversion value, From this amount, we have also deducted a 3.0%
commission fee expense and $47,935 of leasing fees and other
first-ysar expenses that would be incurred by a potential
purchasér in 1995. Based on an 11th year net operating income
of $933,272 and the above assumptions, a reversion value of
$8,573,721 has been calculated and added to the 10th vear's NOI
before debt service before discounting these annual cash flows

into & net present value indication,

Derivation of Discount Rate

In order to develop an indication of value by the Income
Approach, it is necessary to establish an acceptable discount
rate to discount the annual cash flows (NOI before debt service)

and the reversion value.
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Typical investors regquire a rate of return for invest-
ment quﬂlity property such as the subject which is greater than
the safe or "riskless"” rates offered for long-term treasury notes
and bonds or high-grade corporate bonds. The difference between
an investor's required rate of return and the safe rate is
basically the premium necessary to compensate the investor far
the added risks of inflation, management, and the lack of

liquidity offered by a real estate investment,

As revealed by ' most
recent summary of Institutional Investor Criteria for Investment
contained in the Addendum of this report, major institutional
investors are currently requiring before tax yield (discount)

rates of 12% to 17% (all cash transactions) and 100 to 200 basis

points above that for leveraged transactions.

In selecting an appropriate discount rate, we have con-
sidered available yields on alternate investments as well as the
subject propert 's location, age, and condition relative to
competing properties'. We have also taken into consideration its
current leasing status and level of management and marketing.
Based on the fofegoing, it is our opinion that a 16% before-tax
discount or yield rate would be required by a.typical_investor
for a multi-tenant retail center such as the subject located in

City.
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Discounted Cash Flow Assumptions

In the formulstion of our ten-year discounted cash flow model
of the subject for investment analysis, we have made the
following assumptions which are felt to be reasonable based on
t@e available market evidence and support detailed in this report
as well as our general knowledge of the real estate market and

thought processes of typical investors.

1. Due to our March 15, 1985 date of valuation and
the fact that our computer-generated dis-
counted cash flow model initiates computations
for the projection pericd as of the beginning
of a given month, we have chosen a beginning
computation date of March 1, 1985. As a result,
the 1985 Cash Flow Pro-Forma Operating
Statement reflects a partial year's income for
the lagst ten months of the year. Furthermore,
since all of the subsequent pro-formas are
calculated on a calendar-year basis, our model,
in essence, assumes a 9.833-year holding period
although it is commonly referred to as a
10-year cash flow projection.

2. All of existing leases have been modeled
utilizing their contract rental rates and lease
terms over the initial lease term. Any free
rent still remaining on these existing leases
as of the initial date of our computer analysis
has been incorporated into our DCF model. Any
renewal options on the existing leases are
assumed to be exercised at market rental rates.

3. All current vacant space is assumed leased as
of 3/01/85 with one month's free rent per year
of lease term given with no renewal options.

4. Rent Escalations: All new leases are also
assumed to bDe written with an annual CPI
adjustment. We have assumed an annual compound
CPI growth rate of 6%. '

S. For purposes of calculating tenant improvements
and releasing commissions upon rollover/turn-
over, we have assumed a 50% probability that
lease spaces will turnover upon initial and
subsequent lease or renewal option expirations.
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EXHIBIT 29 (Continued)

6. We have taken a 10% global vacancy factor based
on gross rental income.

7. In calculating a reversion value, we have
assumed a 10.5% terminal capitalization applied
to the 11th year's NOI from which is deducted s
3% sales commission and $47,935 of tenant
improvements and resulting other first-year
. expenses in a reversion value of $8,573,721.

8. A final value indication was derived by
discounting each respective year's NOI before
debt service plus the reversion value at the end
of the 10th year back to the beginning date of
the computer analysis (March 1, 1985) by an
snnual discount or yield rate of t16%. Due to
the small difference in timing between the date
of valuation and the adjusted beginning date for
computer computations, our final net present
value computation for the annual cash flows will
be assumed to be the same for both dates,.

Conclusion of Discounted Cash Flow Analysis

Based upon our 10-year pro forma cash flow projection
summarized on the facing page and present value computations
summarized on the following facing page, we have concluded that
the indicated value via the Income Approach for the subject

property, as of March 15, 1985 is $4,290,000 (rounded).

The Income Approach analyzes and attempts to measure the
investment qualities of the property asppraised. Since the main
objective in developing and owning a shopping center such as the
subject is for investment purposes, the larket.for the property
is most concerned with the net income benefits to be derived in
the fuyture, In this approach, a ten-year discounted cash flow

analysis was prepared in order to estimate the present value of
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EXHIBIT 29 (Continued)

the future income streams. 1In our opinion, this approach is

considered the most reliable indication of value for the subject.

Discounted Cash Flow
Net Present Value Computation
City Professional Office Building

Cash Flow Cash Present Value
at end of Flow Discount As of
Year Amount Factor 2 3/1/85
10 $9,242,611 .232361 $2,147,622
9 515,775 «269539 139,021
8 550,375 - «312665 172,083
7 554,536 «362691 201,125
6 560,736 .420722 235,914
S 517,794 .488037 252,703
4 389,823 .566123 220,688
3 459,970 .656703 302,064
2 439,271 .761776 334,626
1 324,430 .883660 286,686
;“92§29532
Rounded to $4,290.000
Notes ‘

1) Cash flow at the end of ten equals the sum of $8,573,721

2)

reversion value and tenth year's net operating income before
debt service of $668,890.

Due to the March 1, 1985 beginning computation date used in
our computer model and for purposes of discounting respective
cash flows back to this date, the discount factors shown
reflect a 9.833-yr. time period for the cash flow at the end
of the year ten, an 8.833-yr. time period for the cash flow
at end of year nine, and so on, down to a .B33-yr. time
period for the cash flow at end of year one. The discount
factors and present values shown have been calculated with
compound interest accruing during the "odd period"” between
March 1, 1985 and December 31, 1985. For those persons
interested in duplicating these calculations on the Hewlett
Packard 12C handheld calculator, it is first necessary to
press the "ST0O" key and then the "EEX" key to switch into the
compound interest mode before entering the cash flow .amounts
(wnen initially turned on, the HP 12C is automatically in a
simple interest mode). The discount factors shown are
rounded to four significant digits although calculations are
based on actual factors.-
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EXHIBIT 29 (Continued)

Direct Capitalization Method

As a check against the Discounted Cash Flow Analysis
presented above, we have also estimated a value indication by the

Direct Capitalization Method as summarized below. In this

'analysis, we have chosen to capitalize the annualized 1985 net

operating income at a 10.25% overall capitalization rate and
deducting therefrom other first-year expenses which would be
incurred by a purchaser in 1985 (tenant improvements, leasing

commigsions, and capital improvements).

1985 Stabilized Pro forma Income Statement

Base Rental Income $ 544,950
Recapturable Expenses 88,066
Gross Rental Income $ 633,016
Less: Vacancy 63,302

Rent Concessions 4,693
Effective Rental Income $ 565,021
Overage Rent 5,000
Effective Gross Income § 570,021
Total Operating & Fixed Expenses 117.801
NET OPERATING INCOME § 452,220
Capitalize @ 10.25% $4,411,902
Less: Other Expense (Tenant Improvements,

Leasing Commissions, Capital Improvements) 62,904
Indicated Value $4,348,998
Rounded to $4,350,000

The indicated value of $4,350,000 via the Direct
Capitalization Method provides reasonable support for the value
indication via the Discounted Cash Flow Method but is given less
weight in our final analysis as most investors for thi§ type of
property place the most emphasis on a similar discounted cash

flow analysis,



EXHIBIT 29 (Continued)

Based on our sanalyses of the subject property's
income-producing capabilities, but placing greater weight on the
Discounted Cash Flow analysis presented above, we are of the
opinion the market value of the leased fee interest in the

subject property, subject to the existing leases, as of March 15,

1985 is:

FOUR MILLION THREE HUNDRED THOUSAND DOLLARS

($4,300,000)
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EXHIBIT 30

A FTER TAX VALUATION

( A.T.V.)
******************************ﬁ**********************************************'

* After Tax Valuation (ATV) 3.1 Copyright (c) 1982 *
® *
* vValusoft , Inc. and Micro-Matix , Inc. *
* P.O. Box 5284 P.O. Box 1148 *
* Winston-Salem, NC. Clemmons, NC. *
* 27103 27012. *
* COPYRIGHT COPYRIGHT *

AR AR AR AR AR R AR AR R R R AR R R AN NN AR AR RRARNR TR AR P AARRAAA RN AR RN

Portions Copyrighted by IBM CORP., 1982.
PLEASE INPUT THE NUMBER CORRESPONDING TO THE DESIRED OPERATION

VALUE CALCULATION

GRAPHIC PRESENTATION

YIELD CALCULATION

INCOME AND EXPENSE ANALYSIS
RETURN TO SYSTEM
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COMPUTER OUTPUT OF AFTER TAX
VALUATION PROGRAM FOR SUBJECT PROPERTY
INPUT FILE
WOOLWOR TH~$250000 MORTGAGE-$240000 LAND EQUITY YIELD RATE 14.05000
2 w. MIFFLIN ST, HOLDING PERIOD g
MADISON ; Wl 53703 LOAN NLMBER 1

Bv LANDMARK RESEARCH-GRAASKAMP/DAVIS INTEREST RATE 0.13000

~OAN TERM 20.00000

PAYMENTS PER YEAR 12

LOAN AMOLINT 250,000

TAX RATE 0.s0000

VALLE ﬂ%% CAPITAL GAINS TAX RATE 0.20000

AFTER TAX YIELD 16.0000 RESALE PRICE $500,000.

OVERALL. RATE 0.09137 LAND VALLE $240,000.

MORTGAGE CONSTANT 0.14059 DEPRECIATION METHOOD =

MORTGAGE VALLE $250,000. COST RECOVERY PERIOD 18

BUILDING VALLE $135,544 . NET OPERATING INCOME $34,315.

EQUITY VALLE $125,5465. CHANGE IN NOI 0.43762
EQUITY DIVIDEND -0.006463 INCOME ADJUSTMENT FACTOR YR

SELLING COST 0.04000

EXHIBIT 30 {Continued)

CASH FLOW SUMMARY

YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR S
i 34,315, $45,814. $47,052. $47,772. $49,332.
DEBT SER#1 -635,147. -435,147. -$35,147. -$35,147. —435,147.
BTCF ~-$832. $10,657. $11,90S. $12,4625. $14,185.
NO!L $34,315. $45,814, $47,052. $47,772. $49,332.
INTEREST 1 -432,336. -331,948. -$31,507. -$31,004. -$30,433.
DEPREC -%$7,531. -$7,531. -$7,531. -$7,531. ~-$7,531.
TAXABLE -35,553. $6,334.. $8,014. $9,236. $11,368.
TAXES ~%$2,776. $3,147. $4,007. $4,618. 5,684,
ATCF $1,944. $7,500. $7,898. $8,007. $8,501.
RESALE PRICE $500,000. RESALE PRICE $500,000.
SELLING COST ~$20,000. SELLING COST ~%$20,000.
LOAN BALANCE # 1 ~$231,493. ADJUSTED BASIS ~-$337,909.
TAXABLE GAIN $142,091.
LONG TERM GAIN $142,091.
BEFORE TAX PROCEEDS  $248,507. ORDINARY TAXES $0.
TAXES -$28,418. CAPITAL GAINS TAX $28,418.

AFTER TAX PROCEEDS $220,08%.

EQUITY CAgH FLOW SLMMARY
YEAR CASH FLOW
~$1725,566.

$1,944 .

$7,500.

$7,898.

$8,007.
$228,590.

aesWN- O
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EXHIBIT 30 (Continued)

ASSUMPTIONS USED IN AFTER-TAX VALUATION

Equity Yield Rate 16%
Holding Period 5 yrs,.

Loan Number ) 1
Interest Rate 13%

Loan Term 20 yrs.
Payments per Year 12

Loan Amount $250,000 [1]
Tax Rate 50%
Capital Gains Tax Rate 20%
Resale Price $500,000 [2] & [3]
Land Value $240,000 [4]
Depreciation Method Straight Line

Cost Recovery Period 18 yrs.

Net Operating Income-Year One $34,315
Change in NOI 0.43762
Income Adjustment Factor # YR
Selling Cost 41

®# (Enter each year's income - Exhibit IV-3)

On the basis of a reasonable land value it was assumed a
purchaser could obtain a $250,000 loan at 13 percent interest,
monthly payment amortized for 20 years and ballooning in 5
years.

The loan available to a prospective purchaser must be secured,
by the income or the land value. Since purchase is motivated
by an interim use followed by redevelopment of the site, the
critical collateral value is the land. Assuming the land is
worth $50 per square foot in 1990, to parallel the 1985 value
of the Manchester site, the land will ultimately be worth
$610,000 before it is cleared for redevelopment. A 1985
estimate for demolition from Terra Engineering and
Construction Corporation Corp. was $88,000 plus, depending on
the presence of asbestos or other DNR requirements. (See
Appendix C.) Inflating by 5 percent to 1990 leads to a
demolition charge estimate of approximately $115,000 or a
residual value to the land before demolition of $495,000, say
$500,000 in 1990 when the Woolworth lease expires.

Each additional $100,000 of land value realized in 1990, net
of demolition costs, would add approximately $47,600 of value
at 16 percent of return to 1985 dollars,

A land value of $240,000 in 1985 is approximately $20 per
square foot, a relatively low estimate which reflects the
current uncertainty of redevelopment plans for the Square.
Internal Revenue Service will undoubtedly pressure the next
buyer on the allocation of purchase price between land and
depreciable buildings, so that tax shelter may be minimal from
depreciation or the write-off of the building in five years
may be unsuitable for the business purpose of the tenant.



EXHIBIT 30 (Continued)

SCHEDULE OF REVENUES AND EXPENSES

WOOLWORTH BUILDING

FROM MAY 1, 1985, THROUGH APRIL 30, 1990

YEAR ONE YEAR TWO YEAR THREE YREAR FOUR YEAR FIVE

5-1-85 TO 5-1-86 TO 5187 TO 5-1-88 TO 5-1-89 TO
4-30-86 4-30-87 4-30-88 4-30-89 4-30-90

REVENUES
Woolworth 50000 50000 50000 50000 50000
Office 37363 3s231 41192 43252 45414
Office Vacancy 14179 5209 4119 4325 4541
Effective Gross Revenue (BGR) 73183 84022 87073 88927 90873
REIMBURSABLES
Klectricity-Office Tenants 2979 3099 3223 3352 3486
Uzilities-Woolworth 28829 30019 31220 32469 33767
Insurance-Woolworth 1820 1893 1968 2047 2129
fReal Estate Tax IncCrease

Over Base of $19709 (1984) (4] (] ] o 237
Tocal Reimbursables 33628 35011 36411 37867 39619
TOTAL EFFECTIVE GROSS REVENUE 106811 119032 123484 126794 130492
DPENSES
Repairs & Maintenance 4004 4324 4670 5044 5447
Urilitzes 35568 36991 38470 40009 41610
Insurance 2716 2824 2937 3055 3177
Real Estate Taxes 18531 16497 17487 18537 19649
Mall Special Assessment 2517 2393 2270 1458 [+]
Mall Maintenance 616 665 719 776 838
Managemant @ 5% BGR 5341 5952 6174 6340 6525
Leasing & 3% DGR 3204 3571 3705 3804 3915
TOTAL EXPENSES 72496 73218 76432 79022 81160
NET OPERATING INCOME 34315 45814 47052 47772 49332
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A RETIREMENT LIVING CENTER
SCHEDULE OF PROJECTED REVENUES FROM

JANUARY 1, 1985, THROUGH DECEMBER 3!, 1994 1]

ESTIMATED
GROWTH
RATES FROM
1987-199%4¢ {2) 1989 1906 1987 1908 1989 1990 1991 1992 1993 1994
SFFDLTIVE (ROSS APARTMENT/STRVICE REVENUE (2)
81 - 1 BA Apsrtment Units 58 0 239501 321040 337092 353947 171644 190226 409737 430224 4517)%
e0 - 1 B Apsrtment Units 11 0 266976 109093 127639 1347297 368135  39022) 413636  4)8454 484762
8 - 2 O Deluxe Apsrtment Units " o 47880 30719 54270 $8049 62133 66483 71136 76116 8l4ss
service/Amenity Packege - 149 Residents {3} 11 O 435204 543633 376233 610828 647477 60886326 727506 I711% 817425
(1st Ccoupant)
Serv.ce Amen:ty Packege - )7 Residents (11 (-] 8772 85907 91061 96323 102316 106433 114963 121861 129172
{2nd O cupsnt) .
SUBTT AL :  EFFECTTVE GROSS APARTMINT/ 0 1038333 1310394 1386314 1408643 1351706 1641713 1736978 1037811 1944339
3EX/ICE REVENUE
EFFECTIVE GRCSS PARKING REVENE (4]
48 Attty cod Coraqes " ] 19114 21480 229%4 23682 24868 28109 27415 28786 3022%
80 Ancillery Attecned Gereges 1) ] 9380 14364 13002 15838 16628 17460 10333 19249 20212
USTUTAL: LEFFECTIVE GROSS PANUING REVENUE (-] 28474 33844 37838 39318 41494 41589 45747 4801% 50438
LAUDAY - CFFECTIVE GROSS REVENUE (5) 1Y ' (] 112 2110 2224 2333 2492 2578 270) 208 2980
OTHEP - EFFECTIVE GNOBS REVENUE [51) " [ 16892 21300 22791 24306 26093 27920 29074 31965 34203
SUST/TAL: EFTECTIVE GROSS REVENUE-RENT/SERVICE
PARKING., LAUNDRY & OTHER SOURCES 0 1108411 1369656 1448%65 1532904 1621743 1715776 1815301 1920649 2032158
INTEPLST INCOME (6}
Security Jeposit 4 N (1 [} 7599 8954 0954 9% 8954 (11Y] 8934 8954 0954
Debt Service Reserve Fund 8 11.%% os 64400 64400 64400 64400 64400 64400 64400 64400 64400 64400
AUBTOCAL:  NTLREST N.OME 64400 71999 73154 73354 713%4 73154 733%4 73354 73184 73354
1 64400 1177409 1443010 1522320 1606259 1695099 1709130 1088657 1994004 2105512

TTTAL EFFECTIVE GRISS POVINUE

1€ 1191HX3
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FOOTNOTES TO EXHIBIT 31 (Continued)

A RETIREMEN1 LIVING CENTER
SCHEDULE OF PROJECTED REVENUES FROM JANUARY 1, 1985,
THROUGH DECEMBER 31, 1993

Detailed calculations of projected potential and effective
gross revenue are found in Appendix C. The potential
gross revenue and vacancy loss from each revenue source
for each year are shown.

Vacancy Loss: Although completion of - T mamis
targeted for the late fall of 1985, for purposes of this
appraisal it is assumed that operations begin on January
1, 1986, and all pre-leased units are occupied at that
time. Based upon occupancy/vacancy projections detailed in
Exhibit III-6 the 81 one-bedroom units will have an
average vacancy loss of 23 percent in 1986 and apartment
rents will remain at the same level as in 1984-85, The
average vacancy thereafter will be stable at 1.7 percent
per year for tenant turnover.

The 60 two-bedroom units will have an average vacancy loss
of 10 percent in 1986 and will then be stabilized at 1.7
annually for tenant turnover.

The eight deluxe two-bedroom units have a waiting list
1-1/4 years before the project is scheduled to open.
Vacancy will be 0 percent in 1986 and will average 1
percent thereafter to account for the time needed to
redecorate as tenancy changes.

Inflation Rate: Landmark Research, Inc.'s 1984 apartment
rental survey in *-.i+ .. and in Reammis - indicates a
varying pattern of rental increases from February 1984 to
November 1983, The City of <msd.»u. Department of
Planning and Development previously referenced study also
{ndicates a steady increase in rents for one- and
two-bedroom units. The data given for efficiencies and
three-bedroom units were discovered to contain some
distortions, but the one- and two-bedroom information
appears to be consistent with the 1982 data and Landmark's
information. Landmark's rental study and the City of

LT comparative rent data for 1982 and 1984 are
found in Appendix B of this appraisal.
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FOOTNOTES TO EXHIBIT 31 (Conginued)

Based upon historic market rent increases in . and
, comparative rents of other retirement centers in
and on file in Landmark's office,

changes in the consumer price index, and demand factors
for unit types, the following inflation factors are
projected for . :

For one-bedroom units, the rental revenue is expected to
increase annually from 1987 at 5 percent after the initial
rent-up period. .

The two-bedroom units will have a greater demand in the
early years of the project; the market survey results and
the pre-leasing unit mix confirm this consumer preference.
The appraiser estimates that the two-bedroom monthly
service charge at $675 per month was initially understated
when compared with other and

retirement center fees; because of the strong demand for
two-bedroom units and the initial understatement of the
total monthly service charge, the rent portion is expected
to increase 3 percent in 1986 and is projected to

increase at 6 percent annually thereafter.

The demand is high for the larger two-bedroom, 1.75 bath
unit and therefore the rent is expected to increase 5
percent in 1986 and T percent per year thereafter, a rate
which includes both a high demand and an inflationary
factor.

The monthly service package, as detailed in Exhibit III-8,
is projected to increase at 6 percent per year. As
residents learn to live in and fully utilize the varied
spaces and services available in a well-managed retirement
living center, the value of this package will increase in
intrinsic value to each resident. The revenue from the
service package varies with occupancy; in 1986 occupancy
is estimated to be 83.5 percent and in 1987 and
thereafter., occupancy is expected to average 98.4 percent
overall.

In 1986 the 48 attached garage stalls located on the south
end of wings A and B are projected to experience a vacancy
loss of 7.5 percent and an average of 1 percent
thereafter. The rent is expected to increase by 2-1/2
percent in 1986 and at 5 percent thereafter.
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FOOTNOTES TO EXHIBIT 31 (Continued)

The 60 ancillary enclosed garage stalls, expected to have
a longer rent-up period, are projected to have a vacancy
loss of 35 percent in 1986 and thereafter the vacancy loss
is projected to be 5 percent annually. Rents will remain
flat through 1986 and will then increase at the rate of 5

percent per year,

Laundry revenue will vary with occupancy at 83.5 percent
in 1986 and 98.% percent in 1987 and thereafter, Laundry
revenue will increase 2-1/2 percent in 1986 from the 1985
lease amount and thereafter the annual increase is
estimated to be 5 percent per year. This percentage
increase in laundry revenue anticipates greater use of the
washer/dryer beyond the allowance lisit as well as the
effect of inflation.

Other income from the coffee shop, beauty shop, guest
rooms, and other sources will vary with occupancy. In
1986 sllowances for vacancy is 16.5 percent, and in 1987
and thereafter, vacancy loss is projected to be no more
than 1.6 percent. The gross potential revenue from these
sources is projected to remain at the 1985 base amount
until 1987 when the residents will have gradually adapted
to living in a retirement center and will make fuller use
of these facilities and services. In 1987 and thereafter,
revenue from other sources will increase at the rate of 7

percent per year.

The interest earned on security deposits varies with
occupancy; in 1986 only 83.5 percent of the potential
security deposits were earning interest, but from 1987 on,
interest was earned on 98.% percent of the potential
security deposits. Interest at 9 percent is expected to
remain stable.

Interest earned on the Debt Service Reserve Fund does not
vary with occupancy and the interest rate is projected to

be stable at 11.5 percent.

The total effective gross income for years 1985 through
1998 is entered into the discounted cash flow program
MRCAP as fixed income net of vacancy losses. See Exhibdbit

IV-10.
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A RETIREMENT LIVING CENTER
SCHEDULE OF PROJECTED REVENUES AND EXPENSES FROM
JANUARY 1, 1985, THROUGH DECEMBER 31, 1994 [1]
1965 1984 1907 1908 19609 1990 1991 1992 199) 1994
TOTAL SFFECTIVE GROGS REVENUE (§Y] 64400 1177409 1442010 1922320 1606259 1695099 1769130 1888637 1994004 210%3%12
Bagse Amount
ricst Yoar
of
OWPENSLS Qpecation 1983 1948 1987 1900 1989 1990 199} 1992 1993 1994
S8 offective grose
before interest
MCWGDMENT FEE (2] revenue (] $3270 68482 72448 76649 81087 03789 2076% 96032 101608
POOD SERVICE ONTRACT (3} 20472 [-) 22109 273580 297240 01602 Jles82 332518 349142 386%99 384929
ADMINISTRATIVE (4]} A
Personnel 7567 . o [$3% )9 %1% 92100 96203 903519 95041 2979) 104783 110022
Lagel/Audit 16700 (-] 10700 1123% 11800 12390 13010 13660 1434) 1%060 1581}
supplies, Jues & Advectising 873 ] 4900 6070 4380 699 7034 284 775% 0142 8550
SUNITOTAL: ADMINISTRATIVE 9228 (] %7 2549% 100280 1059294 110539 116087 121689} 127906 13438%
UTILITIES {5}
Z.ecericity 28700 o 24000 293720 30500 31720 32989 34308 35681 37108 38592
Watoer & Sewer 10700 (] 9930 110% 11600 12180 12789 13428 14100 ] 1400% 15545
Ges 7600 [} 6350 0000 7%60 0089 8653 9281 9910 10603 11248
Telephone Service 12000 [ 10020 12900 1327 14068 14910 1580% 167%) 177%0 18024
SUSTOTAL: UTILITIES 59000 ] 49320 60920 62930 66055 6934) 72803 7644) 80274 24307
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MAINTENANCE [ 6)

Personnel-Building Services 42430 [} %430 44260 46910 49728 52708 53871 59223 62776 06543
xounda Cace 472% -] 39%0 4000 313 387 56%¢ 9)9 62)48 547 873
Rubbi1sh Removal 2650 o 2200 2740 2870 Jol4 3164 3322 3409 366) 3846
Janitoriel Supplies & Services 1989 o 9000 6180 490 68198 7198 %12 7889 028) 069?
‘Jehicle Usaqe & “eintenance 3600 0 3000 3720 3910 4108 4311 4520 47%) 49%0 3240
Building Repeairs & Maintensnce 9035 ’ 1] 7536 9430 9990 10589 1122% 11898 12612 13369 14171
Slevetor Meintenance Contrect 7000 (] 7000 73%0 me 0103 8509 [131] 9381 2050 10342

Parking Lat Repair 200 o 200 200 1700 1802 1910 2029 2148 2278 111 S

. »

Jec0c8ting 9230 [ ] $3%0 38%0 6140 6447 769 7108 7483 38 8220 E

™

Excermineting 830 [] 710 080 920 %6 1014 1083 1118 1174 123 _'_"

Laundry Expense 300 ] 260 320 3 342 364 82 401 [}3 442 \':;

~QUINTOTAL: MAINTENANCE 82029 ] 70930 85810 92108 97299 10278S 108583 114710 12118% 120020 ’8

S

AL RISK INSURANCE (7} 14700 o 1470 13440 18200 17010 17081 18734 19691 20676 e g

6

OPERATING EXPENSES BEFORE R.E. TAMES Q 489721 599708 $31208 46190% 6901317 734531 772642 012752 854966 e-,
AEAL ESTATE TAX (8} 13300 116%0 13200 150%00 174100 102003 191948 201%4) 211620 222201 233311
TOTAL OPERPATING EXPENSES 11650 $03021 750200 003306 846710 890262 9234073 204262 10349%2 1088277

NCT OPERATING INCOME ’

(before resecves, Jdebt service, and incame taxes) $27%0 674200 692002 1114 799349 804817 0330%7 904393 939032 1017238
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(2]

(3]

FOOTNOTES TO EXHIBIT
EEEn
SCHEDULE OF PROJECTED REVENUES AND EXPENSES FROM
JANUARY 1, 1985, THROUGH DECEMBER 1, 1994

Total effective gross revenue is taken from Exhibit IV-8 which details each revenue
component,

The operating expenses used for this project are based upon estimates made by SN
and checked for reasonableness against actual expenses experienced by other
property managers in or from service suppliers, The annual inflation factor
of 5 percent used to forecast most of the expenses is based upon the following pattern
of changes in the Consumer Price Index and upon the premise that current Federal
deficits will cause the inflation rate to accelerate gradually from recent lous,

1980 - 1008’
1981 - 8.1%
1982 - 3.5%
1983 - 305’
1988 - 4,08 (Annualized)

The management fee is 5 percent of the effective gross revenue before interest revenue.

The expense for the food service contract assumes that all residents will utilize the
seven-day meal plan which entitles each resident to one full dinner/supper each day of
the week. The monthly service charge also includes the charge for the seven-day meal
plan. The rate of increase in food service has been relatively stable in the past few
vears. according to o President of in
, from whom the quote of $3.90 per meal per day was obtained.

forecasts future price increases to be less than 5 percent per year, including
fncreases both for food products and for labor. Food service charges are assumed to
vary with occupancy. Full occupancy of 189 residents glus 37 second occupants will
result in an initial food service cost of $264,771 (186 residents x 365 days x $3.90),
but in 1986, at 83.5 percent occupancy, the expense is $221,090. In 1987 and
thereafter, occupancy is assumed to remain stable at 98.4 percent with expenses
increasing annually at 5 percent.

LS1
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FOOTNOTES TO EXHIBIT (Continued)

(8] Adwministrative personnel include an administrator, a resident service coordinator, a
secretary-bookkeeper, receptionists, and other part-time administrative assistants,
Added to the estimated base salary cost of $63,065 is 20 percent for fringe benefits
for a total base of $75,678. Salaries are estimated to increase at 5 percent annually
and staff size will vary with occupancy. Legal and audit costs are fixed and are
inflated at 5 percent per year. Supplies, dues, and advertising costs vary with
occupancy and are inflated annually at 5 percent,

[5] The Electric Power Company in has experienced a 2 percent rate
decrease in 1984 and less than a 1 percent decrease has been requested for 1985. A
surplus of electricity generating capacity in Wisconsin will keep electricity costs
stabilized for the near future, Costs are assumed to increase at a generous A percent

per year,

Natural gas increases in September/October of 198N were approximately 3 percent. Both
pipeline and utility operators expect the commodity charge for natural gas to be flat
in the future with only inflationary increases anticipated, according to a spokesman
for Natural Gas Co. An inflation factor of 5 percent is sssumed for both gas
and sewer and weter, Looal telephone service will bde inoluded in the monthly service
charge for each apartment. The basic quote of $12,000 from the telephone company for
all telephone service 1s expected to inflate at 6 percent per year, higher than the
anticipated inflation rate, because of the uncertainty of the telephone company's

pricing polioy.

[6] The personnel for building services include a full-time building service coordinator, a
part-time general maintenance person and housekeepers to clean common areas and to
provide monthly cleaning services for each apartment. The estimated salaries of $35,360
plus 20 percent for fringe benefits total $42,432, Salary increases for this type of
uork,lgore likely to be influenced by labor unions, are estimated to increase 6 percent
annua Y.

Z€ L181HX3

(Penui3uo))

Many of the maintenance services such as landscaping, rubbish removal, exterminating,
and elevator maintenance are expected to be performed by contract. Parking lot repair
and decorating expenses (the apartment portion of the total expenses) are expected to
be minimal in the first two years of operation. An annual inflation factor of 5 percent
is used to forecast expense increases for all maintenance categories except for labor.
All maintenance expenses, except for the elevator contract, vary with occupancy or the
age of the project.
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FOOTNOTES TO EXHIBIT (Continued)

(71 An all-risk insurance policy is a fixed expense and the premium 158 estimated to
increase at 5 percent annually. Insurance coverage during construction is included

in the construction budget.

(8] Real estate assessments are made as of the first of January of each year based upon the

value in place on that day. Taxes, based on January first assessments, are due and

payable in the following year, or an annual, semi-annual, or quarterly basis.

value in 1984 is estimated to be $462,000, or $3,100 per unit, The 1983 net mill rate

for - property located in County was 0.02232 based upon assessments at

95.94 percent of full market value, At full market value the mill rate would be

0.02232/0,9594, or 0,02326. In 1984 the assessments are at 88.47 g;rcent of full market

value and the mill rate has not {ot been determined. Using the 19

0.02232/0.8847 equals a 1988 mil
past four years range from 2.5 percent to 4.4 percent for and

Counties. However, forecasting real estate tax increases, an annual increase of 5

mill rate of
rate of 0.02523. Average mill rate increases over the

percent is used because State and Federal governments are continually withdrawing their

tax funds from local tax districts.

For 1984 real estate taxes, payable in 1985, a land value of $462,000 times a will
rate of 0,02523 yields taxes of $11,650. As of January 1, 1985, the contractor

estimates $40,000 of site improvements will be added to the site. Therefore

$462,000 plus $40,000, or $502,000 times 0.02689 (0.02523 x 1.05) is $13,300 for
1985 resl estate taxes due in 1986. As of January 1, 1986, the project is expected
to be 90 percent complete. Market value for real estate tax purposes of $40,000
per unit includes $3,100 per unit for land. Therefore, an improvement value of
$5,900,400, which is 90 percent complete, plus land, taxed at 0.02781 (0.,02649 x
1.05) yields real estate taxes of $150,500, payable in 1987. The completed project
as of January 1, 1987, would be taxed at $174,100 based upon the previously stated

assumptions and would increase at 5 percent per year thereafter.

651
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Major Property Type
__Losn Size

APARTHENT - CONVENT 10MAL
less than §1 million
$1 milliton - $3,999(000)
$4 millfon - $7,999(000)
$8 mtilion - $14,999(000)
$15 miljlon and over

COMMERCIAL RETAIL
Lean than §1 millien
$t militon - $),999(000)
$4 millton - §7,999(000)
$8 million - $14,999(000)
$15 million snd over

OFFICE BUILDING
Lean than asillfen
$1 atilion - $3,999(000)
$4 millton - $7,999(000)
$8 millfon - $14,999(000)
$15 million and over

COMMERC LAL vi
e et 110n
$1 millfon - $3,999(000)
$4 millton - §7,999(000)
$8 million - $34,999(000)
$15 aillion snd aver

Commitment s of $100,000 and Over on Multifsmily and Nonresident ial Mocrtgages
Made by 20 Life Insurance Companies

Loan Size Class Withim Major Property Type, Second Quarter, 1984

Dats not shown for s limited number of loans.

Averages
No. of Amount Losn Intereast Intecest Losn/ Capitaliza- Debt Percent Maturity
Loans Committed Amount Rate Rate Value tion Rate Coverasge Constant (Years/Months)
($000) ($000) Gy D (by §)

22 147,578 6,708 12.9421 12.92% 68.92 10.2X 1.12 13.32 9/10

1 923 923 " . « 'y a N N

1 1,950 1,950 a 'y 'y . I " *

1 72,005 5,53 12.78 12.82 70.8 10.3 1.12 13.3 10/4

] 56,700 9,450 13.12 13.13 69.0 9.9 1.14 13.) 8/6

1 16,000 16,000 L . . 4 * L .

3% 370,040 17,001 12.91 12.74 3.8 10.3 1.30 13.2 10/11

'\ 900 900 N . . . ' * .

6 14,7350 2,458 12.79 12.70 63.4 11.1 1.64 13.2 10/8
10 33,765 3,376 13.06 13.01 64.8 10.7 1.26 13.4 8/t

5 35,125 11,025 13.15 13.13 67.8 10.3 1.13 13.3 8/7

12 453,300 37,192 12.7% 12.66 66.4 9.9 1.25 12.9 14/1
153 2,039,99% 13,33 12.94 13.01 9.7 10.5 1.23 1.1 10/9

[ ] 4,103 (1] 13.59 13.67 60.4 11.9 1.14 14.0 6/8
4 106,296 2,472 13.07 13.03 10.7 10.9 1.19 13.2 8/
43 242,231 3,633 13.00 13.06 69.2 10.4 1.39 13.2 9/6
24 256,054 10,669 12.38 12.38 7.3 10.4 1.18 12.6 13/9

37 1,431,230 38,682 12,94 13.11 6.6 9.9 1.20 13.2 13/5

2 104,692 4,905 13.19 13.26 (7 ) 10.8 1.41 13.6 9/0

1 710 710 * . . N . . .

11 24,027 2,104 13.23 13.22 68.9 11.4 1.23 13.6 /7

S 23,725 5.143 12.08 13.00 3.4 9.4 1.59 13.7 97

2 17,000 8,300 . * . . N PS e

2 37,230 19,615 . L * * . * .

(cont*d)
o
o
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fable M - page 2

Major Preperty Type
Loan Sise

INSTITUTIONAL AND RECREATIOMAL

IMWSTRIAL
less than §1 sillion
S0 million ~ $3,999(000)
$4 alilfon - $7,999(000)
$A millfon - $14,999(000)
$15 mitijion and over

WOTEL AND MOTRL
$1 midifon - 93,999(000)
$h militim ~ $7,999(000)
$8 milllon ~ $14,999(000)
$15 million and ever

WLTIPLL FROPEATY. COMPLEL
(ANl » on snd over)

TOTAL

-
No. of Amount
Loane Committed
~(3000)
1 $,000
40 240,16)
3 2,420
18 38,912
3 75,28)
2 23,339
4 99,989
1t 101,732
2 4,000
] 27,982
| 8,000
3 61,75
3 lll.”
2893 3,345,201

Siiata not ohown Tur & Liaited number eof leans.

Note: Aversges fer copitalisstion rate, debt coverage ratie snd percent senstamt
Sased on 273 leams.

apecifled categery. Aversges fer interest rate are

and a dollar-veighted sverage accrusl rate of 1).67X.

- e -l e
Sacond Quarter, 1984 (Comt‘'d)
Averages i
Losn Iaterest Interest Losn/ Capitaliza- Debt Percent Maturity
Amount Rate fste Value tion Rate Coverage Constant (Years/Months)
¥000) Ty O
3,000 oy oy oy ] . ag .
6,004 12.88 12.49 n.s 10.6 1.1% 13.1 (Y43
207 14.04 13.97 61.8 10.9 1.33 14.0 /8

2,162 13.01 12.94 72.4 11.0 i.18 13.2 6/8
3,791 12.80 12.81 72.8 10.2 1.09 12.8 5/0
11,700 . ) . . . . .
24,997 11.68 11.96 12.4 9.9 1.03 13.1 10/0
9,240 13.34 13.30 48.7 11.0 1.85 13.8 IIQ'
2,000 . . . . . . .
9,59 13,37 13.39 oh,2 11.4 1.5 14.7 11/4
8,000 N . . . . . N
20,583 13.33 13.28 54.1 9.9 . 13.3 6/8
42,667 13.00 13.00 0.9 10.0 1.3 13.3 10/0
11,7 12.9? 12.93 6.1 10.3 1.7 13.2 9/10

Thaoe ine

nsy tepresent a fewer number of loane then the tetal for the
lude ssven ascrual leene with s sean accrual rate of 11.50%2

Nonrefundsble fese were reperted in commaction with 31X of the total wumber and 42X of

Lhe amount committed. The comparshie shares by preperty typs ran 681 and

far office bulldings, 243 and 248 fer cosmercial serviess. 33K sad 28X fer tadustrial, ond 9

81X for spartments, 24% and 20X for cemmercial vetsil, 291 and 31X
L and 172 for hotels and motels.
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EXHIBIT 34
VALTEST

Discounted Cash Flow Model
(Renamed ATCF in Real Estate Planning Program)

4, Test for Investment Yield at Estimated
Market Value Assuming Cash to the Seller

A computerized discounted before and after tax cash flow
program, VALTEST, 1is wused to test the reasonableness of the
appraised value. Input assumptions used are shown in Exhibit
IV-4 and are taken from the Schedule of Revenues and Expenses
(Exhibit IV-2) and from the MRCAP program output (Appendix C)
which solved for the justified mortgage, assuming a debt cover
ratio of 1.4 based upon the first year NOI of $126,498. The net
resale price is assumed to be $1,130,000 based upon a net
income multiplier of 6.5 applied to the NOI in the tenth year
of the holding period, and cash resale costs of 4 percent.

The resulting modified internal rate of return of 15.6
percent before taxes and 14.2 percent after taxes represents a
minimum threshold for equity investors. The Air Cargo Facility
is fully priced at $1,000,000 assuming cash to the seller and
financed at a 13.25 percent interest rate and a 25-year term.

(See Exhibit IV-4 for VALTEST output.)
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EXHIBIT 34 (Continued) 163

EXHIBIT IV-4

INPUT ASSUMPTIONS
FEEEERRAERRE NI ENRR

ENTER PROJECT NAME ? AIR CARGOQ FACILITY
ENTER PROJECTION PERIOD ? 10

. DD YOU UANT TOD ENTER EFFECTIVE GROSS REVENUE INSTEAD OF NOI? N

N.O.I. YEAR 17 124498

N.O.I. YEAR 27 131770

0.I. YEAR 37 134943

0.I. YEAR 47 142327

0.I. YEAR 57 148491

0.1, YEAR 47 154521

0.I. YEAR 77 140588

0.I. YEAR 87 147710

.0.1. YEAR 97 174280

N.O.I. YEAR 107 181113

ACQUISITION COST: * 1000000

DO YOU WANT TO USE STANDARD FINANCING? Y OR N?Y

MTG. RATIO OR AMOUNT, INT., TERN, NO PAY/YR ? 636633, .1323, 25, 12
ENTER RATIO OF IMP #1/70TAL UALUE, LIFE OF INP W#t7 1, 18
1S THERE A SECOND IMPROVEMENT? Y OR NT N

DEPRECIATION METHOD, IMPROVEMENT #1 7 1

1S PROPERTY SUBSIDIZED HOUSING ? Y OR N ?N

1S PROPERTY RESIDENTIAL? Y OR N AN

. IS OUNER A TAXABLE CORPORATION? Y OR N 7N

THE MAXIMUM FEDERAL INDIVIDUAL ORDINARY RATE COULD BE:
J0% (PRE-1981 LAUW)
30Z (1981 LAW, EFFECTIVE 1982)

(FLUS STATE RATE)

ENTER: ,

1) EFFECTIVE ORDINARY RATE 2) EFFECTIVE ORDINARY RATE (YEAR OF SALE)
A,
RESALE PRICE (NET OF SALE COSTS) ? 1130000

10. IS THERE LENDER PARTICIPATION ?N
11, ENTER OUNER’S AFTER TAX REINVESTMENT RATE (X% ¢
12. ENTER OUNER’S AFTER TAX OPPORTUMITY COST OF EQUITY FUNDS (X)? 9



EXHIBIT 34 (Continued)

EXHIBIT 1v-4

(Continued)

AFTER TAX CASH FLOW PROJECTION
AIR CARGO FACILITY
DATE 1/1/83

ACQUISTN COST: $1,900,000.

NOI 1ST YR: $125,498,
OR6. EQUITY: $343,367.
CT0 ST YEAR: $36,143.

[#P. 1 VALUE: $1,000,000.
INC. TX KRATE: 40X
SALE YR RATE: 40%

DATA SUMMARY
PEEEPEEBEERRE RO

#T6.
HTG.
ﬂrs.
DEBT
H16.
INP.

MT.: $4656,633.
INT.: 13.25%
TERM: 25. YRS

SERVICE 1ST YEAR:

CONST.: .137604

81 LIFE: 18.

OUNER: INBIVIDUAL

DEPRECIATION INPROVEMENT 81 : STRAIGHT LINE

NON-RESIDENTIAL PROPERTY

LENDER PARTICIPATION: CASH THROU-OFF: NONE

NO REPRESENTATION IS MADE THAT THE ASSUMPTIONS BY LANDNARK RESEARCH,INC

$90,353.

REVERSION: NONE

ARE PROFER OR THAT THE CURRENT TAX ESTIMATES USED IN THIS

PROJECTION WILL BE ACCEPTABLE TO TAXING AUTHORITIES.
HAS BEEN MADE OF MININUM PREFEREMCE TAX.

TEAR OF SALE ARE TREATED AS ORDINARY LOSSES (SECTION 1231
PROPERTY) AND ARE CREDITED AGAINST TAXES PAID AT THE ORDINARY

RATE AT THE TIME OF SALE.

NO ESTIMATE
CAPITAL LOSSES IN THE

FOR THE PURPOSE OF THE MODIFIED INTERNAL RATE OF RETURN (M.I.R.R.)
CALCULATION, NEGATIVE CASH IN ANY ONE PERIOD IS TREATED
AS A CONTRIBUTION FROM EQUITY IN THAT PERIOD.

MTG INT &
YEAR NOI  LENDERS X
1. 126498, 86793.

. 154521, 83470.
160388, 82500.
8. 167710. 81394,
9. 174280, 80132.
10. 181113, 786%2.

$1524441. $834375.

2. 131770, 86291,
3. 136943. 85718.
4. 142327, 850435,
9 148691. 84320,
6
7.

TAX

DEP
35534,
33536.
35356,
35556.
93356,
35556.
933354,
53336,
359536,
355346.

$555954.

TAXABLE
INCONE
-158351.
-10077.
-4332.
1706.
8815,
15495,
22532,
30761,
38393.
45864,

$134508.

INCONE
TAX
-4341,
-4032.
-1734.
682.
33526,
6198.
2013.
12304.
13437,
18746,

$33799.

AFTER TAX
CASH FLOW
42484.
45447,
48322,
31290.
354810.
37968,
61229,
43051,
£8488.
72012,

$567089.
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EXHIBIT 34 (Continued)

EXHIBIT IV-4 (Continued)

RESALE PRICE: $1,130,000. 1ST YR B4 TAX EO DIV: 10.5260%
LESS MORTGAGE BALANCE: $387, 454, AVG DEBT COVER RATID: 1.6872
PROCEEDS BEFORE TAXES: $342,544,

LESS LENDER'S 1: $0.

NET SALES PROCEEDS

BEFORE TAXES: $342,544.

RESALE PRICE: $1,130,000.

LESS LENDER“S X: ' $0.

NET RESALE PRICE: $1,130,000. .

LESS BASIS: $444,444,

TOTAL GAIN: $685,556.

EXCESS DEPRECIATION: . %0,

EXCESS DEP. FORGIVEN: $0.

CAPITAL GAIN: $485,534.

ORDINARY GAIN: $0.

TAX ON ORDINARY GAIN; $0.

TAX ON CAPITAL GAIN: $109,689.

PLUS MORTGAGE BAL: $587,454.

TOTAL DEDUCTICNS FROA

NET RESALE PRICE: $4697,143.

NET SALES PROCEEDS
AFTER TAX: 3432,85

IF PURCHASED AS ABOVE, HELD 10 YEARS i SOLD FOR $1,130, 000
HE S0DIF: R.R BE‘OR TAXES IS Af i
ASSURING AN AFTER TAX REINVESTMENT RRTE OF 9%, AND OPPORTUNITY COST GF 9%



YR END CASH RETURN
YR NOI EQUITY AMOUNT ORG EQ  CUR EQ
1. $128,498.  $346,930. 36,143,  .1053 .1042
2. 131,770, 350,994, MLU5. L1206 L1180
3. 135,943. 355,631, 46,588,  .1357  .1310
A, 142,327, 360,921, 51,972, L1514 .1440
5.  148,691.  346,956. 58,336. .1699 .1590
6. 154,521,  373,842. 64,166,  .1869  .171%
7. 160,588. 381,497, 70,233,  .2045  .1840
8.  167,710.  390,638. 72,355.  .2253  .1980
9.  174,280. 400,882, 83,925.  .2444  .2094
10, 181,113, 412,545, 90,758, .2643  .2200
ORIGINAL EQUITY: § 343347
NORTGAGE ANALYSIS
AIR CARGO FACILITY
XK EERERRERERBE LR
MORT HORT DEBT
YEAR NOI INT. ANORT SERV DCR
1. 126498, 86793. 3563. 90355.  1.400
2. 131770. 86291, 4064, 90355,  1.458
3. 136943, 85718, 1637, 90355. 1.514
’. 142327, 85065. 5290. 90355. 1.575
5. 148591, 84320. 6035. 90355.  1.646
6. 154521, 83470. 6885. 9035S.  1.710
7. 160588. 82500. 7855. 90355, 1.777
8. 167710. 81394, 8961. 90355. 1.854
9. 174280. 80132. 10224. 90355.  1.929
10. 181113, 78692, 11664, 20353, 2.004
AVE  §152,444. 1.687

EXHIBIT 34 (Continued)

EXHIBIT 1V-& (Continued)

EQUITY ANALYSIS

AIR CARGO FACILITY
EXESEFEHSIRE BB L0 S

BEFORE TAX EQUITY DIVIDEND

MTG.,

BAL.
653070.
649006.
£44349.
639079.
633044,
426158,
618303.
609342.
599118,
387454,
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TEAR TAX DEP, S.L. DEP. EXCESS DEP
Te 55535,6 35555.6 .0
2. 99555.6 55355.4 0
3. 95355.6 33595.4 .0
4. 55555.6 35355.4 .0
J. 33353.6 3535355.6 .0
6. 53353.4 55555.6 .0
7. 33355.46 35553.4 -0
8. 35555.4 53555.6 .0
9. 35555.6 33535.6 .9
10. 33555. 6 35555.6 .0
TOTAL 553333.6 333558.6 .0
OISTRIBUTION OF CASH THROU-OFF
AIR CARGD FACILITY
CASn T=ROW-OFF CASH [4ROU-OFF  CASH BONUS
YEAR igTAL 10 SQUITY TO LENDER
1. 35143, 36143. 0.
2. 414135, 41415, 0.
3. 44588, 46588. Q.
L 31972, 31972, 0.
3. 58336, 38336, 0.
6. 64146, 64166, 0.
7. 70233. 70233, 0.
8. #7353, 77355, 0.
9. 83923, 83925. 0.
10, 90758. 90758. 0.
620888. 620888. 0.
RESALE PRICE: $1,130,000.
LESS MORTGAGE BALANCE: $587,454.
FROCEEDS BEFORE TAXES: $3542,544.
LESS LENDER'S X: $0.
NET SALES PRULEEDS
BEFORE TAXES: $342,344.

EXHIBIT 34 (Continued)
EXHIBIT V-4 (Continued)

BEFRECIATION SCHEDULE

AIR Ca®nisl FACILITY
INFROVERENT # 1
STRAIGHT LINE
NON-RES fBENTIAL

FEERFERRREEFIRTRE NS kPR R

CASH THROW-0FF = 0 REVERSION = 02

BALANCE
9444444
888888.9
833333.3
722777.8
722222.2
66566466.6
6111111
9335335.5
900000.0
444444 .4
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