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SECTION I

PRINCIPLES OF CONTEMPORARY REAL ESTATE APPRAISAL:

ORIGINS, THEORY, AND APPLIED EXAMPLES




SEMINAR INSTRUCTOR

DR. JAMES A. GRAASRAMP, Ph.D., SREA, CRE is one of the
most popular and dynamic real estate instructors in the
U.S. tcdav. His presentations reflect the rare combina-
tion of real world experience and academic achievement
that has characterized him as one of the industry's
"Original Thinkers".

He has served as Chairman of the Department of Real Estate
and Urban Land Economics at the University of Wisconsin
for over ten years. He is currently teaching advanced
appraisal techniques and advanced feasibility studies.

In addition to his academic work, Dr. Graaskamp is
President and founder of Landmark Research, Inc., a real
estate research and appraisal firm. He is also co-founder
of a general contracting firm, a land development company
and a real estate investment corporation. His work includes
court testimony as an expert witness, substantial and
varied consulting and valuation assignments which include
investment counseling to insurance companies and banks

and other lenders, plus feasibility and financial analysis
of nationally known real estate development projects for

a wide variety of clients.
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CONTEMPORARY APPRAISAL SEMINAR

A Two Day Seminar For

APPRAISAL INSTITUTE oF CANADA

Presented by

Profe§sor James A, Graaskamp, Ph.D
University of Wisconsin School o%

3asic Concapts and Definitions
A. Real astats is a tangidle product - defined

delineatad space with @ fourth dimension of
fixed paint on the faca of the earth.

CRE, SREA
Business

1. Real estata is a spaca-time unit, room cer night, apartment ger

month, squarsa Tcot -er vear,

tennis caurt hours, or 3 condominium
for two weeks in January at a ski slcoe.

2. To the spacs-tims 3bstraciicn can be adcded special attributas

to housa scme faorm of activity.
. Iimprovements frocm survay market %o city
dafine space.

v E (%)
P

has exarcised itcs rights t2 contral,

layouts I3 structurss

Lagal csntracss and precadents definae tima.
Rights of usa are definad Sy sublic values, cgurs cpianiens.
Privaca rights t3 usa are those which ramain aftar the zublig

18X, ¢r I3 condemn.

8. A raal estates projacs is cash cycle business antarprise which cocmbines
a3 spaca~time 3rcducs with cartain cypes of managemeni sarvicas to

mest the needs of a sgecific user.
spaca-~tima neads 3 mcney-cime dimensians

1. A
necessary o ralates spacs~time nesd to
and incliudas architscts, Srckers, city
and all other special skills.

2. The true grotic cantars in real estats
sarvicas and cash capizal.

1t is the procass <of converzing
in a

<ash eccnemy.

real eszats Susiness is any business which.praovides expertiss
money-%ime ragquiramants
2ianners, mcricage -=ankers,

.

ars in the delivery of

3. Egquity cwnership is the dsgrse to which cne entarprise contrals
or diverts ¢ash From anacher ra3l astate 2ncterzrise,

b, Public has dirscz cwnarship to the degrae r=al sstats taxs
take a sercantage ¢F (=nant income in axcass of servics cast.

direct case,
ceme of risk.
8. The tas: raal es
oresant value cof
dgcsien saczIer an

survaca cast,
arajact IS the c¢na

the sum of
plic sactzr.

I-1

which has

e =
ITs3

5. Ccnsumer must view s$Spaca as a total consumoticen sysism involviag
gransporzation ¢9st and negative in-

the lcweast et
IS ke consumer Zrecd-



The real estate process is the dynamic interaction of threse groups,
space users (consumers), space producars, and the various public
agencles (infrastructures) which provide servicas and capizal to sup-
port the consumer neesds. ({See Exhibit 1)

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

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

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

b, Land is an eavirommental constraint and not a profit center.

5. Land provides access to a real estate business opportunity and
is not the opportunity itself. Real estate business wants to
control land to create 3 captive market for services.

Land is the point where demand and suppW forces find cash solvency.
Location is a manufactur=sd acttribute. Site attributes are exploited
to create location by analyzing:

. Static attributes.

. Lagal-political attributes.
. Linkage attributes.

. Dynamic attributes.

£ Ry -

Recognition of the fact that profit maximization must be limited by
concarns for physical environment and community priorities for land

use has rasulted in redefinition of the most basic concept in appraisal;
i.e. highest and best use, in the authorized terminoiogy handbook spon-
sored by the American Institute of Real Estats Appraisers and the
Society of Real Estace Appraisers. Compare the 1371 definition with
that for 1975:

Highest and best usa concapt-

“A valuation concept that can be applied to either the land or
improvements. It normally is used to mean that use of a parcsal

of land (without regard to any improvements upen it) that will
maximize the owner's wealth by being the most profitable use of
the land. The concapt of highest and best use can aiso be applied
to 3 property which has some improvements upon it that have a
remaining economic life. In this context, highest and best use
can rafer to that use of the existing improvements which is most
orofitable to the owner. It is possible to have two different
highest and best uses for the same property: one for the land
igcnoring the improvements; and another that recognizes the prasence
of the improvements.:

p. 57, Real Estate Acoraisal Princicles and Termincloav, Second
Edition, Society of Reai Estate Appraisers 1871,
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‘‘Highest and Best Use: That reasonable and probablie use that will
support the highest present value, as defined, as of the affective
date of the appraisal. Alternatively, that use, from among reason-
ably 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 racognized that in cases where 3 site has existing improve-
ments on it, the highest and best usa may very well be datermined

to be different from the existing use. The existing use will con-
tinue, however, unless and until land value in its highest and

best usa exceeds the total vailue of the property in its existing
use. Implied within these definitions is recognition of the con-
tribution of that scecific use to community environment or to
community develooment goals in addition to wealth maximization of
individual prooerty owners. Also implied is that the determination
of highest and best use results from the appraisars judgement and
analytical skill, i.e., that the determined from analysis repressants
an opinion, nct a fact to be found. In appraisal practics, the con-
cept of highest and best use represants the premise upon wnich value
is based. In the context of most probable selling price (market
value) another appropriate term to reflec:t highest and best use
would bes most probable use. In the context of investment value an
altarnative term would be most profitable usa.'

Real Estate Aporaisal Terminologv, Edited by B8yrl |!. Boyce,

Ph.0. SRPA, Ballinger Publishing Co., Cambricge, Mass. 1975

The purchase of a pieca of real estate tcday involves the acceotance
of a great many assumptions about the futura. Those wno take care
to validate these assumptions in a period of transicion as to pub-
lic land use control tend to have the most successful investment.

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

2. Business risk is the difference betwean assumptions about the
future and realizations, the proforma budget and the and of
the year income statement.

3. Risk management is the control of variance batween kay assum-
ptions and realizations.

4., An appraisal is a set of assumptions about the futura prod-
uctivity of a property under conditions of uncertainty.

The concapt of highest and best use of land was a commodity conceot
which did not consider externalities adequately. It is being raplacad
be concapts of most fitting use and the concapt of most orobable use.

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

2. Reconciliation involves financial impact analysis on '‘who
nays'' and 'who benefics'' - thus the rash of debate on how to
do impact studies.
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The most srobable usa will be something less than the most fitting
use depending on topical constraints imposed by current political

factors, the state of “real estate technology, and short term sol-
vency pressuras on consumer, producer, or public agency.

Most probable use means that an appraisal is first a feasibility

study of altarnative uses for a site in search of a user, an
investor, and in need of public consent. '

In seeking the most fitting and most probable use, the inner city
planner and private property appraiser must intaract to determine how
community objectives and consumer - production sector solvency can be
achieved simultanecusly.

1.

A real estate decision has only two basic forms. Either a site

is in search of a3 use and consumer with the ability to pay, or a
consumer, need or use with a defined ability toc pay is sesking

some combination of space~-time attributes he can afford.

The individual consumer with needs and a budget is the drive wheel.
The publiic sector represents the community owned consumer service
delivery systam, seeking to minimize marginal cost to the consumer
and average cost to the community at large.

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

Critiquing the form and adequacy cof a raal estate solution is analogous
to the artistic concapt of judging the succsss of an art object by re-
lating form of the solution to the contaxt to which it was created.

Context includes those elements which are fixed, given, or objec~
tives and to which any solution must adapt.

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

A solution is judgad for its correctness or succass in terms of
the degree of fit of the form proposed to the context.
Feasibility analysis is concerned with the degree of fit or the
extent of misfit between a3 proposed course of action and the
context within which it must operate or Fit.

Succass therefora depands on how appropriately the problem is
defined; testing feasibility depends primarily upon accurate and
comprehensive definition of the context.



CINTEMPORARY REAL ESTATE APPRAISAL SEZMINAR

lnstructor: Professor James A. Graaskamp
University of Wisconsin School of Business

11, A Real Zstate Appraisal - A Business Foracast

A.

Prof. Richard U. Ratcliff was the first of several urban land
economists to critique traditional apsraisal in light of currant
business forecasting mathods and techniques. In effact Ratcliff
describes an appraisal as a predicticn about the prica of a future
transaccion unmder conditions of uncartainty. Uncartainty is
intreducad becausa knowledge of the facts is less than perfect

and future conditicons unknown.

One apprsach to foracasting or reaching a decision is 9y modeling
to structurs facts and relationshins in a manner approgriats to
the decision procass. Thrae types of models are common in real
astate analysis:

1. Physical models = sand- tables to understand site, building mass,
and shape.

2. Ccmmunicacion models = flow charts of industrial procsss or
trarfic pacsarns.

3. Abstrac: or symbolic maodels = jtems with mathematical or lcgic
concepts, 1/C =V is a symbolic model of the relatianshio
bertwe=n inccme productivity.

In sznstructing any decision model thers are six basic =lements o
be cansiderad:

1. The decision to 2e made or the quastion {c Se answered.

2. The daca available with which a decision must be made.

3. The theoratical relationships or logical structurse which
focusas the data on the preblem.

L., The interfaca tSetween the analyst and the requiramencs of the
model . ,

S. The intarfaca between the results of the mcdel and the
decision maker or client and their ability to ccmoresnend and
beliave (credit ability is always mare i{mportant than cradit
in raal estate).

6. Tne realaticnship between the 2conomic significanca of the answer
ang the ¢ost to acquire the answer by using the mcdei.

In ganeral, a decision requirss that information bDe systamatically
orcanized to identify choicas of actica and the alternative out-
cemes from each choica. (See Diagram F1). At the same :ime facts
hels shaoce general values wiich in turn lead to sxplicit cbjeccives,
and then specific selection critaria.

I-6



Diagram #1

4 Alternative Qutezne #1 cain
Choice ?1:::::::A1ternatfve Qutcome #2 lose ’
{run) Altarnative OQutcome #3 Fumble |
p ul
End
: Choice #2 3. Outcome zain 1 2 Choice
Input Facss (pass) B. Outcome jnccmolete 1 3 |sSelection
) c. Qutecome  intarcasrion “
TS
a
Values 71 Objectives weight s
(win) (gain yards)
Values #2 Objactives waight .
(don’ E A (sall consral)
bia)
. The thrae apo’ﬂgsﬁ‘& to value ar= models of how econemic man*might

arice a property” to maximize his r=turn and minimizs his c3st. ¢
rensrasents an historical comproamise batween :thrss powerful groups
in the =arly 193Q0's whe really had diffarsnt nesds or questians
about prica.

1. lasurance company lenders wanted to lend less than <ost o
build -~ thus they emphasiza the <3St apprzach.

2. Real estats brokers wanted o knew what they could seil it fer
today, and thersfors empnasizs the market compariscon asprcach.

3. The FHA appraisal section was headed by a Michigan profssscr,
Fred Sabcack, who believed 3ll property shouid be valued as
a capital budgeting. decision, i.e. as the prasent value of
future net ragurns.

4, To compromise they seized on Marshallian ecsnomics wnich said
in the shert run the market is out of S3lance and raveals
markes price. Ouring the intermediace tarm, it raflecszs
income value which cannot be forscast for the fong run. In
the long run, pricss have tsncsncy I3 egqual ezost 3f preducticn.

Sinca that time, writers have shown buyers ares intarsstad in many
things besidas maximum profit including minimum risk, comoatibility
with community, portfolic effacts from zaxes and diversification
as well as subjective, gualitative sazisfaciions. Thereforas, an
agpraisal model may seem to have the same gquesticn - What is the
value of procerty - but in f3ct it represents multiple questions:

1. What is the nature of the decision 0 be served by *he acoraisai
benchmark?

2. What is the specific assat for wnhich vaiue is soughc?

what s the date for which value is reievanc?

What is the definition of value - th=oractical struczure -

whnich fecuses the data on the proclem?

£
.« .

Rarcli®f pecints out a variecy ¢f value estimactes or viewogints
waich hNave significancs in zhe accraisai of any specific zroperty:

I-7



1. Vs = value to the owner gr user.

2. Ve = c3st of czastructing a subscituta proparcy.

3. Vo - a prcoaoxllskxc pradicticn of what uﬁe proper<y will
sall for.

4, VYo - prica at which the propercy is afisrsd far sale.

S. Vb - bid prica by a srospective surchasar.

8. Vt - the prica at which the progersy is ac:ually seld, as an
historic fact.

The Rateliff viewpoint is just plain commen sense. On page 14
of his text he staces his pramise:

"The fundamental csncapts of value and arica which are cancral

to appraisal are at the heart of the saocial scienca of ecaoncmics.
Economic gecds ars valuable because of their utilitcy (producsivity)
and scarcity. Thus in analyzing the value of a parcs! of real
estate, the starting point is with its inherent utility = the
characteristics and qualicies wnich can make it oroductive and
desirable, and for wiich pecple are willing to pavy.

"8ut prics is sat in chle market placa. To serve his clienz's na=ads,
the 3ppraisaer sesks o gradict the srica at witich the subjact
property will prepagly sall. Viewing the orzscerty as a package of
sotancially aroduczive gqualizies, the aporaiser must pradics the
Qutcome of the intaraction of the markaet Forcas of demand and

supply to which the procarty might e axgosed snd wnich cauld
trigger a transacticn from waich market price will emerge.

"Secenemics is a hYenavioral sciencsa, dascriztive of the eczncmic
behaviagr of cesole under various canditiens., |t is the aporaiser's
task to predict hew secole, toth buyers and sallars, will benave
with respect t9 the subject proparsy wihen it s axpasad far sala.
People make values and detarmine oricas.”

An appraisal 3as 3 benchimark for decisicn requirss tha aporaisal
reoort o reflect the client's purcosas “cr wnich an appraisal is
sought. |t is cammen sansa that the more cquestions that an aggraisal
can serve, the mere Susiness goctzntial thera [s; fair market value
sarves cnly a limitad numoer of issues.

1. Far the morzjage lender, the issue is the liguidating value
or prodasility of future cash raturns being adegquacs to regay
the lcan, interesc, and cost, ancg he distribution of orofic
cancars aver time ¢o maincain rasayment incantive g the
borrower. '

2. For the coursts aminent domain or 3assassment agoeal, Re sizcae-
ment of function leads o the definizicn of value as 0
jurisgicticnal market valua.

3. A recort for a would=~ze Suyer ar saller migne lead o zine
dafinizicn of value 3s investhent marker value.

L, For most cases the acpraisar wculd sask £o decsrmine the Tos?
srooanle seiiing arica,

inves Tnent sarket value is 3 ta2ra 2zinea sy Mack Ycoccdges far tne
agresent vaiue of futurs incsime recaizts, Zansicering a soacific
set OT assumotions sgcut tne aftar I5x 2ash flow af arocerty and



M.

ragquirss some general descriptfon of the investnent standards and
tax status of buyers intsrsstad in a specific type of propercy,
specxf?cally income investnent property. lavestment value, which
requires some detail about motivations of a probable or spacific
buyer, is a special case of the broader concapnt of ''most probable
sales prica." (Vp)

Mest probable selling price is derivative of the thesratical work
of Prof. Richard U. Ratecliff, William Kinnard, Paul VWendt, and others.

1. The quotable dafinition: 'The most probable prica is that
salling price which is most likaly to asmergs “rom a trans-
action invalving the subject property if it were tc be exposed
for sale In the currant market for a reascnable time at t=rms
of sale which ara currantly pradaminant for properties of the
subject type."

2. This apprcach makes the point conclusion explicitly a sta..auent
of the central tandency (mode, mean, or median) around which
3 transaction prica is likely ta fall, Thus it gm=nerally
supplies & valuation as a range of pricas within which a
transaction would mest likely oczur, similar to but not

_necessarily a concapt of statistical standard error. This
rangs will be called a transacticn zone.

General format of RATGRAM Appraisal follows common sense logic:

1. Define the issue for which the appraisal is sought in order
to select the appropriate definition of value.

2. Analyze alternative uses of property to select most probable
use as of date of appraisal.

3. Infer from probable use the most probable buyer-type, financial
motivations, and negotiation position.

L. Define comparability and test applicability of three alterna-
tive approaches.

a. Preferred method is to infer buyer behavior from compieted
market transactions.

b. |In the absence of sales, simulate buyer estimation methods
and constraints.

c. Knowing nothing of buyers methods, fallback to normative
approaches.

In the contemporary approach, note:

1. Any method is judged on the reliability with which it predicts
transaction price-not on intellectual elascance-robustness.

2. Buyer-type is generally a class, but it could be a single
buyer. The statistical market place assumption does not contrcl,



Pt

V.

3. Thers is no nesd that buyers be fully informed as the market
may provide evidence that pricas ares baing sat by ignorance;
there is no nead that buvyers have raascnable choices if the
seller is enjoying a monopaly position.

4. Finally it should be notad that the logical development Ffrem
precductivity analysis to salection of the appraisal report
structuras the form of the recort.

Since appraisal starts from what is known about a specific piece
of property (Productivity Analysis, Chaptar 2 in Ratcliff), it is
similar to a feasibility report until one has determined the praobagle
use and the probable buyer.
P . Y verd . T Froned /}/)lvrm”*" Foolionad
A. Refer to Exihibit 2. ’dofnleﬁ‘bie, TSer a4 Fesd bl Hszaenprions
b included ~

8. The traditional aporaisal raport always moves frcm the general to

the specific, subject to a series of limiting csnditions. Many

of these special conditions are professicnal courtesy to aveid

competition with aother profassions at the same time that one

avoids paying the other orofessions and continues 3s a lone wolf

in appraisai, csntrolling the custcmer, a psychoiogical hang-up

of real estats brokarage. Thus the appraiser avoids:

1. Engineering factors

2. Finance and taxation matters

3. Title issues, surveys, etc.

4. Legal charactsr of leasas, permits, and other contrac:s

C. At the same time the alement of uncertainty, left imolicit by a
single number conclusion, is hedged by additional limiting
conditions including the appraisal practics cf ignoring politics,
land use administraticn, and persconalities.

1. The practice of using limiting canditions has moved to the
point wiers the aporaiser supper:s consistency basad on faully
pramises rather than hcnesty as the reljapilicy of a pradictian

2. Neverthelass, all an investor buys is a set of assumptions
about futurse.

3. Sinca risk is the variance between assumptions and realizatians,
how can the appraisar svaluate the probable productivity of the
property without avaluating all the assumpticons which can
be made explicit.

4. Thus the transaction zcne or range of estimates together with
other ragor+ writing tachniques are intended to provide betcar
methods of reccgnizing the need far toleranca in the decision
process for the conditions of uncertainty which surrcund the
appraisal escimacs.

Ratel i ff has he=2n most comorehensive in statement of basic aooraisal
theory, many writars are conetributing to the razninking of :tne aporaisal
procass and aporaisal taschnigues. A numter of selectsd r=adings by
these other srofassicnal and academic ¢ritics have hean included in the
acpendix of vour workzcok.

t4

-10



Will zha prTsi

Exhibit 2

TRADITICNAL APPRAISAL AS A FICTIONAL SET OF FZASIBILITY ASSUMPTIONS

Fazsihilier Acaleels

ecz T23lly wori for a

specifiz i=vescar?

i.

C. adapeazicn

Cbjectives - decisiom sctacdaris

provided By clianc decfsiom pracess

2. Maxi=i=s spamdable cash of
total entarnrise

B. Subieccive grazificacion of
specifis individual

to exZazprisa

zanigese=s specizltias and

vaiizesses

' A.gs-':g;u TaTies pocaneial

oppoTmizy {deancifizaziosn

Mgrshgndiging amalysis
(Defizizg ccmmecizive edgs)
and speciii: usar profilas

Lagal-polizizal camcaxs

2. Al legal czuscrainzs cn sica,
sallar, Suyar and user ars
comaiiared

B, What is legal is gqualifisd by
vitat is polizdical
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A. Much commentary on appraisal can be divided betvean those who
would just as soon scrap the historical texthcoks and language
of appraisal (a la Ratcliff and Graaskamp), and those who would
simply like to refine present dogma and techniques of appraisal

rasor® ccntant (Wendt and Smith).

8. While the rabels attack theory head-on with the romantic notion
of toppling the temple of principles built in Chicage, the more
pragmatic politicians are realistically chipping away at the
stone tablets from within traditional institutions.

C. A few argue that the change in appraisal method resprssents a shift
from deductive logic hased on principles to inductive forecasting
tools capitalizing on observed behaviar, A parody of scieatific
method versus theory and raason.

D. Some of the other issues in debate relats to zhe follewing topics:

1. What is function of appraisal?
a. Senchmark of value
b. Pradict transaction prica under conditions of uncertainty
¢. To answer a question of 3 client
2. What is the standard of profassionalism?
a. Format (profassion vs. institutien)
b. Tools and techniques
¢. Standards of business conduct
d. Reliability of results
3. What is the frame of referanca of real estata arcducstivity?
a. The parcsl
5. The individual investment intesrest
¢. The ccmmunity
d. The collective intarast of society

COFFEZ SREAK



CONTEMPORARY REAL ESTATE APPRAISAL REPCRT

Letter of Transmittal

VW £ W py —

Brief statemeant of appraisal issue

Definition of value applied

Value conclusion (qualified by financing, tarms of sale, and range
of probable transaction zone as appropriate)

Sensitivity of conclusion to critical assumptions

Property obsarvations or reccmmendations

Incorporation by reference of limiting assumptions and conditions

Table of Contents

List - of Exhibits

Digest of Facts, Assumptions, and Conclusions

1.
2.
3.

—‘QLDSI)\IO'\\J’IJ-*

1
1.

12.

13.

Property type

Property location

Property ownership

Determinant physical attributes

Controlling legal-political attributes

Pivotal linkage attributes

Marketable dynamic attributes

Most probabla use conclusion

Most probable buyar profile assumed

initial probable price pradiction and central tendency

Adjustment of preliminary value estimate for extarnal Factors or
market position of parties '
Testing of corractad probable price for consistency with most probable
buyer objectives

Final value conclusion and rangs of error estimate as appropriate

T. Appraisal Problem Assignment

A,

Statement of issus or circumstances for which appraisal Is intended
to sarve as a decision benchmark and date of valuation

Special problems implicit in property type or issue that affect
appraisal methcdolcgy and definition of value

Special assumptions or instructions that are provided by others

Definition of value ,which is the objective of appraisal analysis
and disciplines appraisal procass

1. Selectad definition and source
2. Implicit conditions of the definiticn
3. Assumptions reguired by relevant legal rulings

Definition of legal interasts %o be appraised

1. Legal description and scurca

2. Permits, political approvals,and ather public use entitlements
3. Fixtures or personalty o be included with sale

4., Specific assecs or liabilities excluded as inconsistant with

issue or nremise of agpraisal
’ I-13



1. Property Analysis to Determine Altarnative Uses
A. Site Analysis

1. Physical (static) site attributas (size, shape, geology, slope,
soil hydrolegy, eatc.)
2. Special site improvements {wells, bulkhesads, irrigation systems,
parking surfacas with unique salvage or re-use charactaristics, etc.)
3. Llegal-political attributes {applicable federal, state and local
zoning, convenants, easaments, special assessments, or other
land use codes and ordinances, etc.)
4., Linkagas of site (key relationships to networks, populations,
or activity centers that might generate need for subject propercty)
5. Oynamic attributes of site (percaptual responses of people to
site in terms of anxiety, visibility, prestige, aesthetics, etc.)
8. Environmmental attributes of site as related to off-site systems
or impact 3reas.

B. Improvement Analysis

1. Physical (static) attributes of improvements, cataloged by type,
construction, layout, cendition, structural flaws, etc.

2. Mechanical attributes (brief statament of heating, ventilating,
air conditioning, electrical, plumbing, and fire or safety
systems in tarms of Ilimitations on use or efficiency)

3. Special structural linkages to off-site eiements (tunnels,
bridges, adjoining structures, etc.)

k., Legal-poclizical constraints an use of existing imprcvements
(faderal, state and local building ccces, Tire cocoges, csnditional
usa procsdures, neighborhoed associations, and inspection
liens of record for violatiens).

5. Dynamic attributes of existing improvements (impressions creatad
by type, buik, texture, previous uses, past history, or
functicnal efficiency)

6. Currant uses and tenancias of improvements, if any

7. Environmental impacs attributes of improvements on eavirons

E. Ildentification of Alternmative Use Scenarios for Subject Properzy

1. Harketing existing uses of property as is
2. Renovation of axisting property and marketing improved space
3. Redirection of existing property to alternative tenancies
and uses
4. Replacement of axisting improvements or program with new uses

111, Selection of Mgst Probable Use
A. Comparative Analysis of Altarnative Uses
1. Testing snd ranking alternative-use s:trategies for lecal-
political compatibility
2. Testing alternative-use scenarics fer fit to physical property

attributes within reasonable cost to cure
3. Selection of scenarios that justify market research

14
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B. Analysis of Effective Demand for Selectad Uses

Search for rents and inccme potentials of scenaric spaca-time
products

Screen and rank market targets

Apply income-justified residual investment approach to rank
economic power of alternative market scenariocs

Evaluate marginal ravenue, marginal investment risk trade-offs

€. Summary Matrix for Selection of Most Probable Use Scenario

1.
2.
3.
k4,
5.

Physical fit

Legal-political risk

Strength of market demand
Adequacy of available financing
Revenue and cost assumptions risk

Pradiction of Price for Subject Proparty

A. Specification of Most Probable Buyer Type Implied by Most Probable Use

Criteria motivations of altaernative buyer types

Selection of most probable buyer type as basis for predicticn
of a sales transaction with logic for ranking of alternatives
Specification of essential site, improvement, financial, or key
decision criteria of principal alternative buyer types

B. Explanation of Aporaisal Methodology for Prediction of Probable.
Purchase Price

i.

2.

3.

Preferred mathod: to infar buver behavior from actual market
transaction and market data available from sales by comparable
buyers of acceptable alternative properties

In the absence of adequate market sales data, the alternative
method selectad for simulation of prcbable buyer decision process
1f market influence of simulation is impossible, select normative
model such as investment value, or cost to replace

C. Search for Comparable Market Sales Transacticns

.
2.
3.

~ ovn &

Unit of ccmparison

Method of comparison

Explanation of search parameters

Investigation of sale transaction circumstances
Evaluation for comparability

Definition of predeminant terms of sale

Source of comparative adjustments ’

D. Oetermination of Suitability of Existing Market Data for Inference
of Value for Subject Property

1.
2.

3.

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

Where data is lacking or misleading, selection of alternative
valuation method and reasaening

Conclusion leads to E or F

I-15



E. Simulation of Probable Buyer Decision Procass If Markat Comparison
Approach Is Inconclusive or Impossible

1. Source and axplanation of simulation model
2. Schedules of simulation assumptions
3. Range of alternative simulation value predictions (sensitivity analysis)

(OR) F. Selection of Normative Mode! of Buyer Behavior

1.. invesiment model
2. Cost-to-replace model
3. Nonquantitative decision models

G. Computation of Most Probable Price and Standard Error of Predicticon
H. Correction of Preliminary Value Estimate for External Factors

1. ldentification of conditions relative to date of appraisal
not presant in market ccmparison assumptions

2. Specification of political contingencies that might upset
normal appraisal assumptions of substitution

3. ldentification of any viclation of cohditions in the definition
of value by the appraisal methodology

L. Indication of adjustment necassary to preliminary probable prica
estimate or

5. Explicit statsment that no adjustment is necessary

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

1. Comparison to values derived from selected alternative appraisal
methodology

2. DOemonstration of achievement of cobjectives of mast probable
buyer minimum selection critaria

3. Measurement of fit of financial cash reguirements to market
rents, lender ratios, or other relavant conszraints

4, Comparison to decision criteria appropriatas to issue {(financial
ratios required by mortgage lender, comparative assessments of
similar property for the tax appeal board, rates of return in
alternative investments, construction prices for similar property,
or whataver demonstrates consistency with statameant of ths issue)

V. Appraisal Conclusion and Limiting Conditions

A. Definition of Value and Value Conclusion of the Report
B. Certification of independent Appraisal Judgment
€. Statement cf Limiting Conditions That Establish:

. Contributions of other professionsls on which resort relies
Facts and forecasting under conditions of uncartainty
Critical assumptions provided by the appraiser

Assumptions provided by the client

. Controls on use of appraisal imposed by the appraiser

.

(VA Sl VO S R
»

Appendices
Maps, data sets, only if referred to in the tex:. These data collections
would slow down the reader if included as an =xnibit and are secondary
to the argument in the bedy of the raporz.
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CONTEMPORARY REAL ESTATE APPRAISAL SEMINAR

Concept of Most Probable Buyer Type/Most Probable Price

Ratcliff Theory would place as much emphasis on behavior of prospective
buyers or investors as on the operating behavior and characteristics

of a property. Appraisal is trying to predict how people, buyer and
seller, will behave in the future, converting a decision to a mutually
acceptable price.

A. Each party is operating under certain assumptions and constraints:

1. Buyers assume they will have to pay no less than some specific
price, that others are bidding for the property, that they
cannot afford to pay more than a certain amount of income for
shelter or business location, or that a desired use requires
a specific set of attributes.

2. Sellers assume buyers see the property in the same way they
do, that the property has some inherent value and utility,
and that its just a matter of time before some fish can be
found to pay the asking price.

B. The definition of value selected by the appraiser also assumes
certain motivations for buyer and seller which typically are a
matter of convenience for the appraiser but often a significant
source of error in the prediction of price. While the wording
on fair market value differs slightly, the following conditions
are always assumed to prevail:

1. Competitive market conditions.

2. An informed buyer and seller.

3. No undue pressure on either party.

L. 'Rational'' or prudent economic behavior by both buyer and
seller.

5. A reasonable turnover period.

6. Payment consistent with the standards of behavior of the

market.
7. Market Value looks at the transaction from the point of view
of the buyer.

C. However, a buyer is integrating and comparing a property more to a
personal set of needs than to a3 property alternative which is only
roughly similar to another in function and potential.

1. For example, a commarcial office building developer seeks a
site with a minimum number of construction problems, an
optimum shape, and maximum rental value. On the other hand,
the committee buying a home office site for an insurance
company or bank will emphasize visibility and location at
the expense of almost any development cost and despite any
reduction in rental value for re-use.

2. A young couple may buy an old house because it is run down and
in need of renovation in order that the initial cost is lTow
and the opportunity for creating equity is greatest, while
the seller is selling because of irritation with the fit of
the structure to his lifestyle or because he has reached the
end of his lifecvcle in that location.

I-17



D.

3. One man's floor is another man's ceiling.

4, Therefore, the eventual sales price at which two parties will
agree is arranged within a zone of expectations and require-
ments reflecting the assumptions of each party. Indeed some
transactions are designed so that the final price is determined
later based on whose assumptions prove to be more correct in
a speculative situation.

Both buyer and seller enter negotiations with a subjective value
expectation (Vs) which is a constraint in bargaining for the
property.

1. "“The actual selling price will usually represent a compromise
between what the buyer would have paid if necessary and what
the seller would have taken as a last resort.' p. 13, Ratcliff.

2. Therefore, the appraisal must take more than just the buyer
viewpoint of the transaction or the appraisal will not be of a
value that reaches the minimum the seller can or would accept.

This leads then to the concept of a transaction zone around a
point which is the central tendency of bargaining, a point we call
most probable price. Notice the assumptions of most probable
price may be somewhat more acceptable in terms of pragmatic

realism than those of fair market value.

1. Subjective value (Vs) is a figure with which buyers and sellers
enter the market as a constraint in the bargaining. The actual
selling price will represent a compromise between what the
buyer would have paid if necessary and what the seller would
have taken as a last resort.

2. In residential work, where there are many sales, the transaction
zone may be defined statistically as the standard deviation
of the estimate.

3. The possible variance or error in the estimate of probable sales
price may be intuitive by the appraiser.

4, The zone may be defined by the logic of bargaining positions.
The seller wants to cover his debt and broker fees; the buyer
assumes a certain value in a new use less remodeling costs,
less a cushion for unexpected costs and profit.

5. In the cast of investment properties, sensitivity analysis may
define the range of alternative outcomes.

6. There may be certain conditions which cannot be known by the
appraiser but which would change his estimate as to what the
buyer or seller would accept; the appraiser may define the
transaction zone as the range between optimistic and pessimistic
impacts of external events.

The important function of the transaction zone is to alert the
reader of the report:

1. To the fact that an appraisal value is not a certainty but a
pradiction of a future hypothetical business event.

2. Prasent value is the purchase of a set of assumctions about the
future and therefore value depends on which set of assumotions
the buyer and seller ''buy.'

3. The reliability of a prediction is important in using probable
price as a benchmark for a decision; reliability is less important
in assessment than in investment, conservatism more important.

in lending than in equity investment, etc.
I-18



Vi,

Three Basic Methods of Appraisal

As you know, Ratcliff concludes that most appraisals are concerned -
with prediction of a future event, a transaction price. Since an
appraisal method is a forecasting tcol, forecasting is best done
with some past experience. Failing that, the best method is
simulation of the real estatc market process.

A.

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.

1. Statistical prediction if possible.
2. Statistical rules 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 market model of factors which
raflect 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.

2. 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 consider. In 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 hew buyers would
review the specific property (utility case-rate base or kilowatt
production?), then the appralser 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
wealth. :

2. The traditional income approach on the cost approach are
normative models unless it can be proven buyers behave accord-
ingly.

3. After tax cash flow models are normative models until it can
be shown how these models value property.



CONTEMPORARY REAL ESTATE APPRAISAL SEMINAR

Vit, Inferring Future Price From Sales Data

A.

For residential properties there are often many sales of similar
properties so that powerful statistical tools can be brought into
play, such as multiple regression, factor analysis, etc. However,
the simple average can also lend itself to statistical inference.

Dispersion is the variation or scatter of a set of values.
Measures of dispersion are needed for the following basic purposes:

1. To gauge the descriptive reliability of averages.

2. To serve as a basis for control of the variability itself
(such as rejecting a comparable that lies outside a certain
range) .

3. To summarize facts, both an average and a measure of dis-
persion should be presented.

When dispersion is small, then the selected average is a typical
value in that it closely represents the individual values in the
set and it is reliable in that it is a good estimate describing

the typical case in the population. It is a useful generalization.
Conversely, an average with very great dispersion is not very
descriptive of the data set and may be a misleading generalization.

Measures of dispersion include:

1. A range

2. The quartile deviation
3. The mean deviation

L, The standard deviation

Consider the data on some apartment site land sales in Madison
provided in Exhibits 1, 2, and 3. The range is the difference
between the largest and smallest values of the variable:

1. $5.60 - $6.50 per square foot of land or 30¢

2. 81970 - $2208 per dwelling unit built or 5238

3. $3.72 - $4.23 per square foot of gross building area or 51¢
b, $1226 - $1327 per total number of rooms built or $101

Exhibit #3 shows the mean and the standard deviation of the mean.

Quartile deviation must be applied to group data which are ranked
from high to low. First the data is divided at the median and
then each half of the data is split in half once again. Consider
the net rentals of older supermarkets under existing leases
provided in Exhibit #4.



Exhibit #4

CUMULATIVE FREQUENCY DISTRIBUTIONS
Supermarket Net Rents for 214 Stores in Chain X

(M (2) (3) (%)

New Rent per Number in Class Number Number Earning

Square Foot with Lower Earning Less as Much or

‘Limit Shown More
$2.25 2 0 214
2.35 23 2 212
2.48 49 25 189
2.55 63 74 140
2.65 45 137 77
2.75 25 182 32
2.85 3 207 7
2.95 4 210 b
3.05 9 21k _90
Total 214 1051 . 875

H. In the full array of data, the value of Q; and Q3 are found to be
$2.50 and $2.70, meaning 1/4 of the propertfes generate less than
$2.50 a square foot and 1/4 exceed $2.70 per square foot while
the middle half fall between these values. The quartile deviation
is then (2.70 - 2.50)/2 or 10¢, or stated another way the range
of the second and third quartile is about 10¢ per square foot.

Vill. When comparable sales have only cne dimension, such as net lease-
able area or number of rooms, a direct mean and some of the squares
dispersion test is possible. However, usually it is necessary to
consider a variety of factors and discover how price changes relative
to the net differences of each property. Linear regression is one
such method.

A. Ratcliff in Chapters 6 and 7 demonstrates a point system which
ranks properties and is then weighted by buyers priorities. The
weighted points are then compared to unit price. This system
may be too elaborate for houses but can be demonstrated on a
variety of commercial properties.

8. Consider the evaluation of vacant industrial land in Exhibits 5,
6, and 7.

1. Point system should be kept simple. 1-3-5 indicates below
average, average, and above average.

2. |f the appraiser is capable of making more careful distinctions
between comparable properties, he can use a ten point scale
such as 0, &4, 6, 8, 10 for each item, being careful not to
change scales.

3. Many small judgments are better than large rough adjustments
because of the theory of off-setting errors. Too big a range
in scoring implies drastic differences between the werst and
the bast,
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L, Note that Exhibit 7 provides an objective scale for most
factors so that the reader can understand the score. The
weights in this case were corroborated in the narrative of
the report from a 1968 study by Real Estate Research Corpora-
tion.

All calculations for establishing the "'a'' and ''b'" factors for
linear regression appear in Exhibit #8 and are charted in
Exhibit #9.

An example using restaurant sites in Madison is provided in
Exhibits 10, 11, and 12.

An example of a single family appraisal is provided in Exhibits
13, 14, 15, and 16.

A fourth example comparing old store buildings in downtown Madison
will be provided in a demonstration appraisal.
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EXHIBIT #2

Vacant Land Harket Comparlison
Residentlal Use Land Prlce: Hean

Comparable Sales

420 V. Wilson 219 N. Frances 102 N. Franklin 43k W. HIfflin 427-31 W.Haln Hean (X)

Factors No. 1 No. 2 N. 3 . N. &4 No. § 1-5
Sales Price $84950 $48000 $86900 $160000 $53000 $432850
Date of Sale ‘73 o 172 172 ' 172 172

Land Area (sq.ft:) 13068 | 7920 - 15246 26400 8712 71346
No. of Dwellling 43 _.2h k3 73 24 207

Unlts Bullce

Total Gross Bldg. 20070 - 12670 24364 43040 10900 111044
Total # Rms Blt. 65.5 38 .h5.5 130.5 Lo .339.5
~ Hean Land Price - $/per:
1. Square Ft. of Land $6.50 $6.06 $5.60 - 86306 $6.08 $6.06
2. dwelllng Unit Blt.” $1976 $2000 $2020 $2192 $2208 $2079

3. Total Gross 8ldg. $h.23 $3.79 $3.79 $3.72 $4.86 $4.08
Floor Area )

[

. Total # Rms Blt. 1297 1263 1327 1226 1325 1288
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EXHIBIT #1

Basic Information of residentlal Multi-Famlly Land Sales Comparables

420 W, wWildon 219=N. Frances 102 N. Frankitn 434 W. HIfflin 427 W. Maln
Factors NG, | to. 2 . No. 3 4 ' No. 5
Sales Price $ 84,950 $48,000 $86,900 $53,000
Sales Date 73 T2 172 72
Type of Deed W0 \iD Wb WD
Volume and Page 4o3/510 346/561 334/ 23 342/113
Grantoe R.A. Paape Vork of God, - Brown, Emily Voss, Rob't Hitler + wife
Co.lnc. inc.
Grantee HiYimark,Dev. Hll!mark‘Corp. Courtyard American Unlted Hillmark Corp.
Corp. Assoc. Investment
Land Area 13,068 7,920 15,246 8,712
Zonlng R-6 R-6 R-6 R-6

All have clty services, sldewalk and street Improvements

No adjustment for time required as reslidential economics wou

Id not permit Inflatlion of land prices.
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Industrial Land Sales Selected as Comparables

EXHIBIT #5

to MG € E Subject Parcel

Date of Sale Price Public Record Square Feet (Acres) §/Sq. Ft.
HATYC 6/8/67 $108,750 Confirmed by 152,460 (3.5) i
MATC Finance
Director
MATC 1/23/67 . 75,000 Vol.828,p.280 81,828 (1.88) .92
Gorman 12/20/65 17,500 Vol .h36,p.463 21,060 (.48) .83
Holfman  -6/5/64 15,000  Vol.779,p.558 17,050 (.39) .88
Garrett 5/31/63 12,000 Vol.758,p.226 13,932 (.32) .86
Madlson :
Translt 174768 55,000 Vol .li,p.358 211,701 (4.86) .26
HMadlson
Trust - 12/28/66 45,000 Vol.828,p.204 67,900 (1.56) .66
HW Hutual 9/9/66 117,500 Vol.B824,p. 144 138,521 (3.18) .85



Exhibit 3

Vacant Land Market Compariscon
Mulci-Family Residential Use Land Price
Mean & Standard Deviation

Land Price/ Mean Standard
Comparable Comparable %-x  (X=X)2 Deviation Deviation
Unit MDm= £¥~X S= | $(X=X)
n=-1 n=1
Land Prica Per:
Sq. Ft. of Land 1 $6.50 b .19 o
(Row #1, Ex. #6) 2 6.06 0 0 .92 R
, 3 5.60 b6 L2 Y NT &
4 6.06 ' 0 0
5 6.08 .02 .04 §.23 $.33
Total $30.30 92 4%
Mean {sum xi's) $ 6,06
n
NOZ of DU Built 1 1976 53 2809 \
Row #2, Ex. #6) 2 2000 29 841 33 62341
3 2020 9 81 T \/—4'"
4 2192 163 26589
. 5 2208 179 32041 $108 §249,
Total $10396 433 6Z3LT
Mean ' $ 2079
Total Greoss Bldg.
Area Built 1 4.23 .15 .02 .
2 3.79 .29 .08 1.87 /.92
3 3.79 .29 08 -5 TR
A 3.72 .36 .13
5 4.86 .78 b1 §$.465 §.br
Total $20.39 1.87 .92
Mean $ 4.08
Total No. Rooms Built 1 1297 9 81
(Row #3, Ex. #6) 2 1263 25 625 172 7440
3 1327 33 1521 b In
4 1226 62 3844
5 1325 37 1389 $43 $43.1:
Total $6538 172 75840
Mean $1288

Landmark Research, lnc.



EXHIBIT #7

Quality Scores & Weight Per Category

1. Size (Marketability Tactor) Weight
0 ~-1acre=395 20
- over 1 -3 =4
over 3.5 -i0 = 3
over 10 = 20 acre = 2
over 20 acre = 1
2. Accessibility to all areas 20
(in terms of distance and time)
1=5 where 5§ = premium + 3 = agverage
3. Visibility from major artery 15
1-5
L. Availability of sewer/water at site 15
1-5
5. Availability of rail 10
1-5
6. Soils and topography 20
100%
Exhibit 16
Table of Scores for Comparable Properties
1 2 3 4 5 6 7 8 Subject
Size 3 5 S S 5 3 4 4 1
Access 4 4 4 4 4 2 3 3 4
Visibility 5 5 5 5 g4 1 1 2 5
Sewer/watar 5 5 5 5 5 2 5 5 5
Rail 1 1 1 1 3 v 1 2 2 b4
Sails 2 3 2 2 2 4 5 5 !
Feature Weight Weighted Ratings
1 2 3 4 5 6 7 8  Suuy
Size 20 60 8 100 100 100 60 8 8 20
Access 20 80 80 80 80 - 80 Lo 60 60 80
Visibility 15 75 . 75 75 75 60 15 15 30 75
Sewer/water 15 75 75 75 75 75 30 75 75 75
Rail 10 10 10 10 10 20 10 20 100 40
Saoils 20 Lo 60 Lq LQ kg 80 100 100 20
Total 340 380 380 380 285 235 350 365 310
Prics/Sq. Ft. .71 .e2 .33 .88 .86 .26 .66 .85



EXHIBIT #8

Least Squares Regression

Modal Y=3-bX
whare Y = estimated land value par squara foct
X = weighted quality ratings
Ccmparables Y X y2 X2 Xy
1 .71 340 504 115600 241.4Q0
2 .92 380 .8hé 114400 349.600
3 .83 380 .689 114400 315.400
b4 .88 380 775 114400 334.400
] .86 385 740 148225 331.100
6 .26 235 .088 55225 61.100
7 .66 350 L4386 122500 231.000
8 -85 .723 133225 310.2540
%5797 £=-Ts Z=47779 7/9 £21007975 &2174.25

St=p 2: Ccmpute mean of Y

and mean of X

.746

X = 3 = 351.875

Step 3: Ccmpute ifyz,

‘*779-8(

2 and <xy

7&6)
557)

4.779 - b4.452

: 4,770 - 8¢(.
= 327
foz = JXz - n(—3

= 1007975 - 8(351. 875)

17446.873
Lxy = £ - n X7

= 74,298

Stap 4: H =Lxvy = 74,25

2174.25 - 8(.746) (351.875)
2184.25 - 2099

.39

= 04256

—  175a8.573



EXHIBIT #8 continued

Step 5: a=Y - bX

= 746 - ,004256 (351.875)
= -.7517

Hence Y = =.7517 + .004256 (X)
Yn- -.7517 + .004258 (310)

= .56765 say .57

Step 6: V.Computa standard error

Sy.x = \/ﬁ—xz zzbég

= Y1327 = .004256 (74.26)
=3

= \/70959
\/_.E__
= V.q01825

= .042719 say $.04

Step 7: Compute 1-'2
R g
,sziyz
.= 74,28
(17446.873) (.327)

= .9665
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EXHIBIT 410

Baslc Informatlon on Restaurant-Conmerclal Land Sale Comparables

Marc's Marc's
Barnaby's Barnaby's Bud's Pigs Ear Blg Boy Big Boy
East West Vest East South East .
Sales Price $92,000% $89,000 $75,700 $91,000 $87,500 $85,000
Sales Date 10~6-70 6-30-70 6-29-71 5-20-72 9-3-69 3-15-68
Type of Deed Lease wlth 7)) WD "])] \D WD
Option
Volume £ Page 209-455 184-75 264-173 344-385 130-463 15-108
Grantee Barnaby's Inc. Barnaby's Inc. Clyde Poole, Inc. B & G Realty B £ G Realty
Chamberlain
Area 38,211 32,900 45,236 141,570 38,327 30,237
Zonlng c-2 C-3-L - C-3-L H-1 c-2 c-2
Princlpal Busliness E. Washington Ave. Mlneral Polnt Odana Rd. Cottage Grove S. Park E. Vashlngton Ave.
Frontage® . £ Grand Canyan Road & Atlas Street
Roads Avenue .

Poslitlon on Block inside lot Corner lot inslde lat Corner lot Corner lot inslde lot

All have clty services, Plgs Ear did not have curb and gutter
Ho adjustment of time required as restaurant economics would not permit Inflatlon of land prices.



EXHIBIT #12

Determination of Linear Regression
Weighted Mean Value of Land/sf
Commercial-Raestaurant

’

1 2 3 b 5

Comparable Land §/sf Total Wgtd. (Land $/sf)2 (‘vlgtd.Pts)2 (3 x b)

Pts.

Yi Xi y12 xi2 Xivi

1 $2.40 1490 5.76 2220100 3575

2 2.73 1700 7.45 28390000 Lol

3 1.67 1620 2.79 2624000 2705

L .64 1090 b 1881000 698

5 2.28 1520 5.20 2310400 3466

6 2.81 1789 7.90 31688400 5002

TOTAL $12.53 3200 29.51 15093000 20087
Mean (Y)=52.09 (X)=1533

Calculations of Mean,Standard Deviation

Sum y2 - v? - n(Y)2
=(29.51)2 - 6(2.09)2
=345
Sum x2 = X2 - n(X)2
1509300 - 6(1533)2
993366
Sum xy = XY - n{x) (Y)
20087 - 6(1533)(2.09)
- 863

1= a+ bXgubiect

b = Sum xv = 363 = ,00087
Sum x< 993366

a = (Y) - b(X) = $2.09 - .00087(1533)

SALES PRICE/SUBJECT SITE STANDARD DEVIATION
Y‘ = g + bxsubject sxy = Sum Lz - b(sum XV)
n=2
= -$.76 = .G0087(1120) == $1.80
—— =$ .15

I-32
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EXHIBIT #11

Attribute Polnt and Velght Comparison
0f Restaurant-Commercial Land Sales and Subject Property

Harc's Marc's
(Sce Exhiblt #8) Barnaby's Barnaby's Bud's Pigs Ear Blg Boy Blg Boy Subject
— - East Vest West East South East
30 #Site Polnts \gt'd Pts
Shape 5 ] 5 3 5 3 5
% Usable 3 3 5 5 5 5 !
Site Preparatlon 3 \ 5 5 5 5 5
Visibll ity 3 5 5 3 5 3 3
Access
Left & Right Turn 5 5 5 3 3 3 |
Frontage Road 3 5 5 1 5 5 5
Total 8 20 25 20 28 2k 20
Velght 5ho 600 - 750 600 840 720 600
50
Linkages
Trafflc Volume 5 5 3 3 5 5 3
Supportive Retall/Serv. § 5 3 1 | 3 "1
ProxIimity to Hultl- } 5 5 1 3 3 3
Family Resldentlal
Proximlty to Employm. 3 3 1 l 5 3
**|nterstate-Beltline 2 ] 1 3 2 2 1
Total 15 18 15 9 12 18 1
\lelght
20 Image
Development Actlvity 5 5 3 i 1 3 i
Prestlge of Street 5 5 3 A 3 5 Ll
Address
100 Total 10 10 6 2 4 8 2
: 200 200 120 o 8o 160 40

*Scale 1,3,5 Except ** 1490 1700 1620 1090 1520 1780 1190



EXHIBIT #1b

N . J; 4.; 3 .;l/}
o 4 py) 73] 73] v t
vi ) 0 0
1] [ 94 ~— ~ £y j ¥
z o Q [} ) o 0 £
k¥, o U o S| o £ @)
1) Q - o | 4 [§] ¥ O |
Q Y [/} 1] o ol ' )
«f (V) L 44 2] o o n o
b v (0] V) 4 ~ 166 ] -
o w)
- ~ ) w0 w o -~ 2
o~ - < ™ o~ < n
«© ) w \0 0 w w
Rating / Weighted Ratings
Features Weight
Location & Nelghborhood 25 2750 6/150 4/100 2/50 2/50 471001 4/100 2750
Lot 5
| 2/10 4720 4/20 6/30 4729 1/20 /20 4720
Financial Burden ' 15 .
| 4/G0 2/30 4/60 6/90 4/60 4/60 A/60 6/90
Exterlor Architecture 15 e -
1/60 4/60 4/60 6/90 6/90 6/90 6/90 4/69
Mechanlical 10
2/20 2720 4740 6/60 6/60 4/40Q 1/40 6760
L
Physical Condition \ 10 ' :
2/20 4/10 4740 4/410 4740 1740 4740 1740
Interior Attractiveness 20 '
2/40 2740 4/80 4/¢0 6/120 6/120 | 6/120 4700
U .
TOTAL 100
260 360 400 440 440 470 470 100 '
PRICE i B j
1 $26,300 ! £24,500{ $23,8001%22,900|%22,900 |421,900 |$21,900 277




1.

EXHIBIT #13
B8uyer Charactaristics In Judgeon School Area

836 Crandall Streat

Married counle, 27 years old - ons year aold child - college dagress -
salary $10,C000 per year

Yalued protactad play ar=a for child, convenieat location on bus line,
remodeled kitchen, housa with character within prics range and passibility
to build equity. They are having home rawirad and doing minor mainteananca
raqulred themsslves. Financsd with a conventional mortgage and second
mortgage from state VA

Relative importanca of buyer factors reportad by Interviewer:

Physical conditlien 10
Intarior spaca 25
Mechanical equipment 10
, kocation & neighborhcod 25
Financial operating burden 25
lot 3
100

821 Minakwa

2% year old couple, no children - project manager - c¢ollega degree $10,000
salary.

Primary motivations were: house had more charactar and value than a new
house for the same prica, locatien for bringing up children, mechanicals
In good condlition and firephaca. Lot was considerad a drawback.

3120 Gregory

Man and wife In mid ~faorties, no children - needed three bedroams with full
dining roem and 2-stories high, wantad a two car garage but sattled for cone,
Prafsrred west side for convenienca and mors valuas appraciation.

Purshased housa expecting to repaint entire bullding.

Buyer reportad purchasa prica of $24,000

24535 HMohawk Or.
Married csuple, 27 yvears old, noc children, both work with college educations.
Husband gave major weight ta structural soundness, neighborhood appeal,

and lecation near bus line and beltline.

Wife gave prefarence to wooded neighborhood and cutdoor yard, and spaca
utilization inside. Mechanical and storage were given only medium emphasis.

645 Shaiden St.

28 year old marrled couple, no childran, college educatad.

They prefarred hana with garage, firaplaca, close to bus !ine, and on west
side between campus, square and Hilldale. Want=d garden.

Physical conditicon was ratad highly, extsricr appearancs was not impartant.
Lot siza was more Important with mechanical and Intarior cocnditicn less
{mportant.

1510 Whencna Orive

Married couple (approximataly 30) - 2 childran, ages 3 and 5 = college
degre=s - father, $10,000; wifa warks as a nursas.

Couple emphasizsd structural soundness as they expectad %o remain In
housa mare than 10 years and possibly add a rocam at the r=ar. They
wantad good sized roams and visusl appeal or charactar of an older home
In a scable nelghborhood. Valued locatlon for csnvenlencz and stasilley
of velue and knew other young couples were maving [n with plans to fix
up the!lr hcmes, tce. They did not expect machanical equipment t3 be
modern In an ald home and expeciad to updatz the kitchen eventually.
Cff-site factors weras taken for granted exczpt for bus which wife used
avery day far work,

I-33



EXHIBIT #16

$26,000

$25,000

$24,000

$23,000

£22,000

$21,000

$20,000

| y T
100 200 300 400 500 600

"700

36



Ratcliff Lirear Regression EXHIBIT #15

¥ = a + bx

B = n(Exy) = (Xx)(@Ey)
n@Ex%) - £(x)?

a = Y, - b(&x)
n
na=7 The number of comparables.
‘&Y = 164,200 The sum of %the seven actual prices
paid for the comparakles.
($25,300) + (324,500) + (823,8CCl...
(€y) = 164,200
(8x) = 2840 The sum of the total welghs for
ccmparables. _ '
(260) + (360) + (4C0) + (420) - ...
(Exy) = 65,916,0C0 (260)(26,300) - (3601)(24,5CQ) +« o
(Bx)(8y) = 465,328,000 (2840)(164,200)
£(x)% = 5,065,500 (2840)°2
($¢x2) - 1,186,200 (26002 + (26012 + (400)2 + (asC) -

p . 7(83,916,000) - (465,328,000) o oo o i e

7(1,186,200) - (8,085,600)

164,200 = (=15.5)(2840)
a = ’ ° = 30,151,428 =  $30,151.
7

¥ = a + bx
1

Y = 30,151 + (=156.5)(x)
'x' For the subject greoperty was aco
! e -~ 1 c

310,151 + (=15.5)(4CC)
$23,530

[}

(14
i



VILLAGE OF MAPLE CLUFF, ZANE COunTY
SINGLE-FARILY RESICENTIAL WK {LFORMATICH L FORM

TAX PARCEL NUMBER

PROPERTY QUUER

PROPEATY ADORESS i 3L0CK no. LOT NO.
© LAND DATA
ettt e e e o o . o . 3*20 Tax Parcs! Humber .

e s o s s o 2128 Strest Humber

C e sty e e v s s s e s s e s 26-40 Sireec Name

e o o oo ki-h§ Lac Sale Prica

e o o o 46243 Lot Dacte af Sale (malyr)

e 50-51 Lac Neightorhood Number {coded 01-13)

e o o o s+ 52-57 Geocnde - XY Coardinates for Neighborhaod
st s s ¢+ s $8-42 Lot Area {rounded to nearest $20 sq.. fe.)
e -+ 63-85 Lot Fronctage (round to nearest fooc)

e e s+ 6653 Lot Dagth (round ta nearest foot)

e+ 69 Suddividable Lat (smmiler of A or 3)
tem” .

{roent omes ¢8 rasg

Ao trens lots o \ateger vatual

Fran:
S @ May saqicianst o ‘rwese e 1 {Feund wman tw sanc
taes -t iatmear catend

e 70 Oversiza (3t (O *under 75,000 sq. f2.; | = oversiza loc)

o 71 take Aczass Zisecenc (0 = no; | = yes)

e 72 Shore Qualicty (3 = inaccassible Biuff; 2 » shallow; | = mud; 3 = ng cominant sronlem)
e s 73 Water Quality (3 = odor; 2 = flatsam; | = weeds; 0 = no dominanc oroalem)

te o+ T4=7§ Numter of Lake Froat Fest {(round 23 nearest fooc)

s 77 Corner Lot (G » n0; | = vas)

8 Cul-de=sac (.0 = nom cul-da=sac; | # cul-de-sac)

~4

2+ 79 lInside L3t (G » non=inside log; | = inside loc)

o 88 Voaded Lat e 81 View

- o
1 @ teiaw sverwqe 3 (8§ ajer trewy) 9 o Lavwmergial t@e 1r fqslreea Ced
1 @ ivarsqe mmmed ‘ec * '3 | sejev treesd 1 o iversqe viem
2« s00ve everorw -4C rmre (nan ] treess 1 o Catf courte 3¢ Jorat view

3 ° vacer warse renvicate Zeaitye iwwe
N e cate” tueerier l2ate Cudecol rreed

.+ 32 Toosgraghy ar Cantour oo 83 Adfacent Adverte Infiuenca
2o -
1 @ tevers. arussie ilase 1o Cancieumus ine § @ Metie aMarty Cxpslere
I e vat reamecy coramant e tacirnes
2 o dmmciceiny ‘at T« iaing Pivemey Toealyn crartie
] @ Cavar contowr 3 = dtnee hien ,
Lo iomare siessny lot 1laes. ace.. (f tag tuffery ' ey
I« Cowarcrar reria At sredes, e=ter
Jreserty iNa tiqRes saive.
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{MPROVEMENT JATS = INTERIOR (con'd)
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RONT EXTERIOR ENTRY
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le function

= Single -1 = Unprotected
2 = Double 2 = Protected

FRONT INTERTOR ENTRY

-3 = Entrance direct
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to living rm.
Vestibule with/without closet (hall entry)
Foyer with/without closet (2 separate doors)
Spacious vestibule with/without closet
Spacious foyer with/without closet

Classical cathedral ceiling

None

Contemporary slcped ceiling
Built-ins (cabinets,shelves)

Sunken multi-level
Natural‘i%lumgnation

telwre aeterge

DINING ROOM EXTRAS

WIN O

jw}
O]
2
[t

W un

None
Built-in china cabinet

Buillt-in break front/ouffet

Wet bar
Deluxe built-ins

/LIZRARY/STUDY EXZRAS

N O

None
3uilt-in cabinets
Deluxe wcodwerk

KITCHEN EXTRAS

a
1

None
Zach built-in appliance e

dishwasner, counter tep rangs,

microwave oven, exhauss,

ref.-freezer, servingpantry/var,direct
access to outside, grill/BBQ, more tha

one sink area

No window

Below average window area
Averase windew area

Above nverage window arsza

.g. disposal,
oven,

rash caompactor,

H
|

43

Lot
n o

EAMILYZ-ROOM-5ATRAS

None

Deluxe fldor
Panelled
Built-ins

Sloped ceiling
Wet bar

Kitchen facilities

1]

VN O

U u uwu i

RECREATION ROOM

0 = Unfinished, low ceiling e+

0 = Unfinished separate room

3 = Fin¥shed\walls or flloors
an?’cei;ing

RECREATTON ROOM EXTRAS

0 = None

1 = Built-in cabinets
2 = Wet bar

5 = Kitchen Tacilitles
MASTER BEDRQOM SUIT=

0 = None

2 = Extra closet space
2 = Dressing area

2 = Sitting area

NUMBER OF SPECTIAL SPACES

None

Woodwork/craft area (speci
Dark room

Sewing area

Sitting area

Qther e.g. office .
arie 'y Firmohed recreolisa r

QUSEHOLD EXTRAS (wealls, cetlny v,

I I 1 N B )

o W N = O

None

Green house - attached win
Speciei—rnatural iitumina T
Special indirect lighting
Security system

Green house - attached-wal
Sauna

Central air conditioning
Spiral grand staircase
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SINGLE-FAMILY RESIOENTIAL TAX
AS QF JANUARY 1,

Tax Parcel Number
Property Owner
Street Number
Street Name

Previous Lot Sale Price
Previous Lot Sale Date
Geocode X

Geocode Y

Neighborhood Numper

Lot
Lot

Square Feet
Front reet
Lot Depth

Lot Subdivicanie
Lot Qversized

Lake Accass Zasement
Shore Qualicty

Wacer Quality

Lake Front Feet

Lot on Corner

Lot on Cul
Inside Lot
Lot Wooded
Lot View
Lot Topo

de Sac

Adversa {nfluence
Tennis Court
Qutdoer Poal
Patio

Storage Shed

2oathouse
Seawall
Indoor Pool
Flmvater

Qther Structure Name
Qther Structure Value
Other Structure Name
Other Structure Yaiue
Special Structures Total

driveway

Neighborhood Foliage

Landscaping
Scraening of 3Jack
Screening of Frontg

Curo Gutter
Sidewalk

Previous Sale Price
Previous Sale Date
Year 3uilt

VILLAGE OF MAPLE BLUFF, OANE COUNTY
INFORMATION FORM

1980

PLSPRICE

PLSDATE

GEQ X

GEQ Y

NBRHD

LTSOFT

LIFFT

LIDPTH

s 2

LOTSDIY

LOTQVSZO

LKAGG

SHORE

WATER

LKFFT

LTCNR

~t

LICUL

LTINS

L TW00D

LTVIEW

LT70P0

ADINF

TENCT

QUTPOQL,

PATIOQ

SISHD

THSE

SEAWLL

INPOQL

21 ey

STCT!

YALUE]

STCT2

VALUE2

PCTOT

QRVWY

NGRFQL

LNQSC?

CRGK

SCRFT.

CRBGTR

SICWLX

ISR

3SRATZ

vRgLT

Era

Sq. Ft. Living Space
Number of Stories
Roof

Exterior

Garage Type

Building Style
8asement Type

Basement Condition
Appearance to Neighbors

Qualicy

Enclosed Porch

Total Number Rooms
Total Number 8edrcoms

Total Number 3athrooms
Half
Three Quarters
Full
On First Floor

Total Number Fireplaces
Living Room

Dining Room
Den/Library/Study

Kitchen Score
Kitchen Size

Kitchen Type

Kitchen Work Area
Kitchen Eating Space

Family Room
Recreacion Room
Laundry Area Score
Laundry Area Location
Laundry Area Type

Heating System Score
Heating Fuel

Heacing Type
Electrical Service
Water Heater
Interior Circulation

Special Fsaturaes Score

- sAT s T

ERA

SQFTLS

STORIES

IS “ ~

ROCF

I

EXTER

NARLGS

-4

STYLE

Y]

3SMTYP

\-3

8SMTCND

APPEARS

QUALTY

PCRCH

ROOMS

[ 30RMS

3ATHS

" HFaTH

THQBTH

FULLBTH

BTHIST

FPLAC

LIYRM

DINRM

JEN

KTCHSCR

KTCHS 2

KTCHTYPE

KTCHWRK

KTCHEAT

FMLYRM

RECAM

LAUNSCR

LAUNLQC

LAUNTYP

HTG3CR

ATGFUEL

HTGTYP

ZLEZCTSAY

wTRHTR

i

INTCIR

SPFTSCR




MARKET COMP THEORY COMPARED TO REGRESSION

Common Requirements to be Determined

A. Variables to survey

8. Sales comparables available for analysis

C. Variables which relate to value

D. Rates of adjustment for difference in variable factors

E. Comparable sales which are best related to subject property

Praediction of Price Through Regression Analysis
vp =b + X, (A) + ... Xﬂ’S (An)

Vs

¢
bo * ¢ Af Xg o

v.==b°+f_l, Af xf,h
+V -V

k s |4

= Ph + A, xls - A! X”:+ Az-XZS - A2 X

V! =P
3

2
=P+ A (X - xm) + Ay (Xgg = Xgy)

Market Comparison

v 'AIX(XS-Xh)+A2x<X52-Xh2)

x
= = '
Vp average of V\r. Quality
A
Euclidian Distance /1
ol s
41; : !\ ;>’ Size
($ Distance)? = (Qual $)2 ¥ Subject
+ (size $)2
Y

Scale regquiras conversion of factors %o S's per unit
Market ccmp permits conversion with:

S$/unit

$/as % of sale prica/unit

$'s/ transformation unizt



1960 FHUPERTY CARD ~ PARCEL t4a1ld

LAND DATA
PREVIOUS 103 SALE PRICE
PREVIOUS SALE DATE

GEOCOUE
HETGHYORIO0D HUKBER

LOT §G. F1.¢

1OV FKORT FT.¢

Lol bEPTID

LOT SUBDIVILABLE

LOF OVENSIIED

LAKE ACLESS EASENENT

LAKE FRONT FT.
LOT OH COKKER

LOT OK CUL DE SAC
INSEDE LOV

LOT uoOLEDL

LOY VIEY

101 JOFOORAPHY
ADVERSE LNFLUENCE

Vas

No

No

4 lo 7 najor lrees
Average view

Level contour
Public properly

SPECIAL STRUCTUKES AND SITE JHPROVERENIS

VENNES COURT
QuIhOOKR roOL
PAllO
SIORAGE SHED
§oarnouse
StAUALL
JRLOOKR POOL
ELEVATUR

0

9

SPECTAL STRUCTURES TOTAL

DRIVEUAY
HELGHBORWUODL FOLBAGE
LAHUSCAFING
SCRELNING OF BACK
SLHEENING OF FRONI
CUkb ANV GUIIER
S1bEVALK

SAFFHOX. USING VILLAGE NAP

DSDO0OOOO OOV Ee O

200

Livear, concrele
Shady

Average

Litils or noas
Little or moae
Ho

Ho

IRPKQUERENRT BALA

FREVIONS SALE PRICE
FKEVIDUS SALE DAIE

YEAR BUILT
§.1)
50, F1. LIVIND SPACE
HUHPER OF GTORVES
BULLUING STVLE
RUGE
EXTERIOR
GARAGE
BASENENT TYPE
BASEMENT COnDLTION
UALITY
AFFEAKANCE 10 HEIGHBDRS
EHCLOSED FORCH
NUUVER DF RODHS
NUNBER OF BELROOUS
KUNBER OF WATURGOHS
WALF BATUS
TUKEE OUARTER DATHS
FULL BATHS
BALIL OH FIKST FLOOR
NUNBER OF FIKEPLACES
LIVIHG ROOM
DINING kDOH
DEN/LIBKARY/5TUDY
FANLLY ROON
KITCHEN SCURE
SI12E
1143
UORK AREA
CALIHG SPACE
KECKEAVION ROOA
LAUNDRY AKEA SCOKE
LOCATIUN
1YPE
HEATINO SYSEEN SCORE
Futt

{1143
CLECIRICAL SERVICE
UATER HEATER
INIRRIDR CIKCULATLON
SPELIAL FEATUKES SCORE

LAND
IRFROVERENTS
1979 ASSESSHEN]

LAND
INFROVERENTS

[}
0

1922
1910-192?
2180
2 Shory
Architectural Traditional
Gable,slate shingles
Stucco
2 Car atlached,saall
fFull
Poor condition
Exterior natntenance required
Less ablractive
Nons
?
)
1.23

- e e D

Hoderale size, good layout
Separale rooa
Saal) size
Noae
1.13
Snall
Single vall
Dated
Space for table/chairs
Ho
]
Basenent
Expused
é

[ R

01d lou pressure stean
40 anp,

30 gal., gas
Naderatlaly guod

[}

24,500
54,500
91,000

24,500
34,300



AL 1D SHvRE £V . e
t AL IOk e kAt AVE, $-pLy,

PSR 0. 1,00 8y213. 2M4)2.
FSUATE 2. 0.03 147, 1207,
HEAWD Voo 1500.00 250, 1500,
LISOFY l. 0.22 2173, 823,
LOISPIV 1. 15500.00 0. 0.
LOTOVSIY 2. -0.09 0. 0.
LKALC I 100.00 0. 0.
SH0kE 2. -0.02 0. 0.
UATEK 2. -0.02 0. 0.
LEEFT . 350.00 0. 0.
LIChK 1. -750.00 =250, 0.
Litn . 500.00 0. 0.
Livoob 2. 0.05 1873, 2445,
LIviEy 2. 0.02 0. 0.
Lioro 2. 0.0} 0. 0.
ALIRF 2. -0.02  -4794. 5044,
Spclor i. 1.00 0. 183,
(37 2. 0.02 =249, 84,
SUFILS |. 15.00 150, 4941,
SIOKIES 2. 0.02 'R 0.

EXIER 2. 0.0) fil. 1592,
LAKALE 1. 1000.00 1000, 1824,
shiie 2. 0.0} 34, 1827,

¥Salvr 2. 0.01 449, 7%,
ssatcuy 2. -0.02  -af24, 144,
AFPEAKS 2. 0.03 -242s. 473.
uuaLTY 2. 0.02 -1949, 2309,
POKCU t.  400.00 -900. 400,
BOKAS 1. 1500.00 0. 1225.
BaENS 1. 4d00.00 0. 2000.
FruLac oo 230000 -1872. 373.
DINKkH 2. 0.02 749, 44,
DLN 1. 1000.00 750, S00.
KICHSCR V. 3506.00 KR 245,
AnkH b. 100.00 -2150. 1509,
RECKH 1. 2000.00 0. 0.
LAURSCR 1. 100.00 -4%0, M.
HIGSCK . 200.00 -t400. 1200.
INICLK 2. 0.01 -30%, 410.
SKEISCR 1. 200,00 -230. 1310,
AVE AVJUSTED ANT 27910. 4247,
UELGHIED AVE. 74000.

IKDICATED VALUE 24000,



gP-I

4348 460115 30 0LV SHORE Kb
S1246 48001325.24 172 wOUDLAlb
211139 4601212 2148 LAKLUOOD BLY
291139 4800237 122 LAKLUOOD BLY

FACIOR
rskk
PSDATE
HUbkHD
LESUFt
LolSkly

2

LOIGVSTY

1 KACC
SHOKE
uAlEk
LKFF
LItk
Licu,
L1ub0b
LIviLY
L1010
AbINE
SPLinl
(ha
SOFILS
S10KIES
EXIOR
ChRALE
SIve
BSHIYP
BSHECKD
AFFEARS
QUAL TV
POKCH
bUKHS

BALUS
FPLAC
DINEK
[1%]
KILHSLR
FAnkH
HECRA
LAUNSCR
HILSCR
INICIR
LFEISCR

1.00

ALJUSTED AKOUNT
SELLCHION MabEX

SUsIECY -ART ABS
0.00 85000.00 83000.
80.00 28.92 4400,
5.00 5.0 0.
2300.00 14000.00 1870,
0.00 0.00 0.
0.00 0.00 0.
0.00 0.00 .
6.00 0.00 0.
0.00 0.00 0.
0.00 0.00 0.
1.00 0.00 -700.
0.00 0.00 0.
1.00 I.00 0.
1.00 1.00 0.
3.00 3.00 0.
3.00 3.00 0.
200.00 200.00 0.
1.00 1.00 0.
2180.00  2400.00 -3100.
J.00 }.00 g.
1.00 4.00 0.
2.00 8.00 -1000.
8.00 9.00 -850.
3.00 3.00 0.
3.00 2.00 -31060.
1.00 2.00 -23%0.
3.00 1.00 0.
0.00 2.00 -1200.
1.00 0. ]
1.23 1.50 1000,
1.00 1.00 0.
1.00 4.00 0.
1.00 0.00 1000.
1.4 .30 -123.
0.00 32.00 -3200.
0.00 0.00 0.
1.00 1.00 0.
4.00 4.00 0.
1.00 1.00 0.
4.00 4.00 -400.
25002,

14842,

G1-Add

226850.00

7%9.42
3.00

10500.00

.00

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
1.00
J.00
0.00
400.00
2.00
1940.00
1.00
1.00
4.00
1.00
1.00
0.00
2.00
3.00
0.00

1300.
V.50
1.00
3.00
§.00
4.9

22.00
0.00
4.00

18.00
1.00

13.00

ALY
rau0.
21230,
doo0.
2440,

25-4a41

b3

122000.00022000.

.75
3.00
17500.00
0.00
0.60
0.00
0.00
0.0Q
0.00
0.00
0.00
1.00
1.00
J.00

0.00-

200.00
1.00
2500.00
i.00
2.00
3.00
?.00
2.00
2.00
2.00
3.00
2.00

.00 -1500.
.50
1.00
A.00
0.00
4.40

32.00
0.00
2,00

10.00
2.00
3.00

1525,
0.
1100.
0.

0.
0.

0.

9.

0.
=250,
9.

0.

4.

0.
12200.
0.

[
-4000.
Q.
2440,
2000,
-1220.
1220,
-7320.
-3éd0.
-40480.
=1200.

|}
-3000.
0.

0.
1000.
-1907.
-3200.
0.
-300.
-000.
-1220,
-200.

81128,
242272,

29-001 ALY
72000.00 77000.
28.42 5131,
5.00 0.
8500.00 3000,
0.00 0.
0.00 0.
0.00 0.
0.00 0.
0.04¢ 9.
0.00 0.
0.00 -730,
0.09 0.
0.00 138%50.
1.00 0.
3.00 0.
0.00 -2200.
0.00 200,
2.00 -1540.
1820.00 5400,
1.00 Q.
5.00 -720,
7.00 0.
4.00 1540,
3.00 0.
5.00 0.
2.00 -2110,
3.00 0.
2.00 -1200.
.00 9.
1.50 1000,
2.00 -J%0,
3.00 1540,
0.00 1000.
0.90 87.
0.00 0.
0.00 0.
1.00 0.
18.00 -2400.
1.00 0.
-3.00 1400,
ST TER
22003,
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3.3. Filananel A3LATS
Quiout Filenaae? X3:

Cater (start cald, <ava csid, <sirt 1o, <ane 1> \7‘4 e <
T, 112, 1, & / (/

Farnat Cade Filanane? PRCPTY,

18 VITSAS:XBAS  PROPCI+IASIC
18 UITSAa3A343 PROPCIeSASIC

1990 PRUPERTY CARD - PARCEL

210
an 16416IK012X 47.40018.10 ./C‘-‘M/“d
IBETIT) TalladKe1X 48.0051.0)

1401124

INPROVENENT JATA

PREVIOUS SALE PRICE 14
PREVICUS SALE dATE ?
LANE JATA '
e—emam—e TEAR UILT ’
PREYINUS LOT SALE PRICE 3 £2A ?
PREVICUS SALE JATE ] S8, FT. LIVING SPACE ’
HURBER QF STORIES Vacast Lsb
GEOCIDE Q BUILIING STYLE
T TACISHIAANDOD vuNBER - 7 T Te e T T 00 T coT v
£x7LR10% 1
107 SQ. fT.3 1409 SARAGT 1?
LBT FRONT FT.s " IASTAENT IYPE 14
LOT JEPTHe 194 ASENENT CONDITION 4
LOT SUSBIVIZASLE ‘e qUALITY 1e
LOT QVERSIZED He APPEARANCE T3 NEIZHIARS *
LAKE ACCESS CASZAENT 1] . ENCLISED PORCH 134
SKORE QUALITY Ae demizast jreslan NURBER JF R00AS "
JATTR WALLTY e demraint prodles NURBER OF 3£DR0GaAS e
LAXE FRQMT FT. 4 AYABER OF BATHROONS 19.39
L3T 0% CORNER He KME 3ATHS b2 4
L3T O CuL JE Sac L3 THREEL SUARTER 3ATHS 9
188128 LIT s FULL 3ATHS 12 ]
LOT Jogasxz 4 ta 7 majer trves JATH Ou FIRST FLOQR 1
LAT vigw Average riew AYNSER OF FIREPLACES ”
L3T TOPUGRAPHY Lavei c¢sataur LIVIne RGON e
ABUERSE INFLUEXCK Aene JINING RQOA Y
JEN/LIZRARY/STUIY b s
SPECIAL STRUCTURES AXS SITE IAPROVERENTS FARILY ROCA 1
XITCHEN SCoxE 199,36
TEANIS COURT ’ [ 394 144
QuTgogR ?ScL b4 Tee ”
28710 ? YORX AREA ”
STCRAGE SNEB ’ EATING SPACE 124
IBATHOUSE y RECREATION 00N ”
SEAUALL 4 LAURBRY AREA SCIXE k4
1xg00R 200% ] LOCATION 14
TLEVAIGR r bad 4 4
7 ’ RCATING SYSTEM SCIRE 1?
L] L4 FUsL ”
SPECIAL STRUCTURES TOTAL 9 TIPE 1"
CLECTRICA. SERVICE 19
IRIVETATY ” JATER HEATER 1e
ACIGHIORNAGD FOLIAGE 144 INTERIOR CIRCULATION 1o
LANSSCAP ING 124 SPECIAL FEATURES SCUrE 124
SCREENLING CF 3ACK re ,
SCRETNING JF FRONT 134
o w2 .
cuEs amp UTTER " TAPROVEAENTS -
SI3EVALL 1Y 1979 ASSESIAENT 13,23
saPPRCY, ISING VILLAGE 24P Lang 28,368
{APRAVERENTS
1989 ASSESSAENT 24,300



3US J3.RKTRIE

3.3.FILE TQ AETRIEVE JATA 70N >AP3LYUF
QUTPUT FILE >

3.2.FILE APILUF: 49 RETIRSS, 94 COLUMNS,

A

caLuas >13

s 25 OR = (UNICH OHE) DD
YALUE >4

L)

Coluxe >3

<y >y QR = (URTICH JHE) DO
VALUE >4¢

1.4

HUMBER JF COLUNMS 12
APTLE3L. 1 2

APT.O0L. 223

RPT.COL. 3 >4

IPTLLOL. 4 D10

RPTLL3L. S D18

IPT.LAL. & 250

APT.LIL. 7 22

R2T.I3L. § >43

APT.OSL. 7 O88

APTIIL. 10 28

TSN 11 D9

APTLLIL. 12 Ot

JELIRITER (MAY 3E NULL) >

30 YOU UANT ALLIGNED COLUMNS? DY

POSITION TQ ESIN COLURN 1 , TIPARHUIOG
POSITION T0 IE5IM COLUAM 2 , STRNUNDIZ
PQSITICN TQ 3EGIMN CILUMN T , STANANDZS
POSITIIN I1Q IEIIN COLUAM 4 , LISGFTO3Y
PASITION TO IEGIN CILUAM 3 , LKFFTO4AY
AOSITION TO 3EGIN CILuax & , SOFTLSOSY
POSITION 7O 3EGIM J3LUNM 7 , FORNSD e
PSITIAR TO 3BEGIN CILunn § , 3ATHSOIIZZ
POSITION TQ 3E5IM COLUAM ¢, 3PFTSC2O4S
POSITION 7O 3E3IN COLUAM 10 , 79AS3ESSO9S
POSITION TO JESIN COLuMM 11, 20ASIESSO10S
POSITIqN T0 SEGIN CILUNM 12 , ZSHANGED 113
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APPRAISAL INSTITUTE OF CANADA/INSTITUT CANADIEN DES EVALUATEURS

EVALUATION SHEET

CONTEMPORARY APPRAISAL OF LARGE INCOME PROPERTIES SEMINAR
MONDAY AND TUESDAY, APRIL 5 AND 6, 1982, EDMONTON, ALBERTA

WHAT WAS YOUR GENERAL IMPRESSION OF THE SEMINAR?

a) Content: Good Fair Poor

b) Presentation: Good Fair Poor

c¢) Equipment &
Material used: Good Fair Poor

d) Other comments re above:

SPECIFIC AREAS OF TOPICS THAT COULD HAVE BEEN GIVEN MORE / LESS TIME

WAS TWO DAYS SUFFICIENT TIME FOR THIS TYPE OF SEMINAR?

YES / NO

DID YOU BENEFIT? (explain)
YES / NO

SUGGESTIONS FOR IMPROVEMENT




CONTEMPORARY APPRAISAL SEMINAR

A Two Day Seminar For
APPRAISAL INSTITUTE OF CANADA

Presented by

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

Introduction

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

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

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

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

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

4, Real estate markets must be defined not only in terms of use,
age, income, but alsc access to capital.

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

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

B. Volatile moneay market conditions and the widespread use of creative
Y

financing leave the appraiser in considerable difficulty in defining
typical market terms, cash equivalent prices or the relationship of

II-1



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

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

. lIncome investment properties

. Economic development properties

. Multi-family residential properties
. Single family residential properties

N e

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

1. What is the function of the appraisal?

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

3. Which definition of value is appropriate?

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

E. Reference to Exhibit 1
F. Reference to definition of fee simple title in Exhibit 2

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

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

A. Sales prices-are engineered by accountants to some degree to shift
asset values among various classifications for land, structure,
personalty, intangibles, capital gains and losses and ordinary
gains and losses, making market comparison anything but objective
(not to mention adjustments for non-market financing discussed
in Section I11).

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

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

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

II-2



Funct ton ot Lhe
Appiratnal

Critical Issucs Which Define Appraisal

Process

Propevty Rights

—

Relevant pefinition
of value

Allocation of
Productivity

Buyer Motivation
Presumed

Tax duutcusment

Fee simple private
rights unencumbered

Fair market value

Income attributable to
land and structures only

Purchase of economic
productivity

Mortgage Joan
(nun-participating)

Encumbered fue simple
private rights plus
additional rights
pledged

hequlations - fair
market value
Underwriting - solvency
price or liguidating
value

Fixed income pledged
from all sources less
costs of creative
management

Share of econowmic
productivity contributed
by capital

Mottgage luan
(participatoly)

Encumbered title plus
non-vested interest in
sclected future revenues

Present value of all
future cash flows

variable income pledged
plus share of reversionary
interest

Share of economic produc-.
tivity contributed by
capital plus share in

selected management returns

plus positioning against
devaluation due to
changing conditions

Sale of an
ITnvestment

tocumlered title plus
vested entitlements plus
going concern profit
center opportunities

Most probabile price
above minimum accept -
able alternative
opportunity

Return from land, struc-
tures, personalty, and
selected entitlements

Increase in spendable cash
Increase in liquidity value

of estate
Positioning to maximize
probability of survival

of benefits despite changing

conditions

Purchane of
Luvestment s

Encumbered title plus
pusitioning for access
to untitlements

Most prolable price
within perceived peril
point limit

fand, structure,
personalty, and intangible
assets less profit centers
for manayement

Increase in spendable cash

Increase in liquidity
value of estate
Positioning to maximize
probability of survival
of benefits despite
changing conditions

Guiiry concern
purchase ot o
Lusinens

Encunbured title plus
positioning for access Lo
entitlements plus
reduction in risk for
business start-up plus
monopolistic market
controls

Most proluble price
within perceived costs
of alternative

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

Increase in spendable cash
Increase in liquidity
value of estate
pPositioning to maximize
probability of survival

of benefits despite
Clmnuuu_zmwiif_m:__ﬁj




EXHIBIT 3

(*The most probable price - new edition, lInstitute)
FAIR MARKET VALUE - The highest price in terms of money which a property

will bring in a competitive and cpen markast under all conditions regquisite
to a fair sale, the buyer and seller, each acting prudently, knowledgeably
and assuming the price is not affected by undue stimulus.

Implieit in this definition is the consumation of a sale as of 3 specified
date and the passing of title from seller to buyer under canditions whersby:

1. buyer and sellier are typically motivated.

2. both parties are well informed or well advised, and each acting in

what he considers his own best interast.

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

sayment is made in cash or its equivalent.

fimancing, if any, is on tarms generally available in the community

at the specified date and typical for the property Type in its locale.

. the grica regresants a normal consideration for the property sold
unaffectad by special financing amounts and/or tarms, services, faes,
costs, or credits incurred in the transaczion.

an [V, W g W ]
.

Sourca: P. 137, Real Estat= Acoraisal Terminoloav, Editor 8yrl Boyca.

EXHIBIT &4

The most probable prica is that selling prica which is most likely to smerge
from a transaction invoiving the subject property if it wera to be axnased
for sale in the current market for a r=asconable time at tarms of sale

which are currently predaminant for properties of the subject type.

Sourca: P. 8, The Aooraisal of 25 N. Pincknav, Editor Jamas A. Graaskamo.

*Not to be confused with most probable price in contemporary appraisal,

which does not reflect an assumption of a competitive markat with alternative
does not require ignoring of public bargaining position of the party, and
which does not require cash to the seller if the market cannot have a
transaction withcut seller financing.

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

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

The definition of economic rent attributable to the real estate

I. 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?
ls permit to build or maintain a dam assignable? Does
right to management fee and brokerage fee go with general
partnership or property?

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

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

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

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

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) or Section 38 (tangible) or Sectionlig48(intangible).

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

Problem of defining or forecasting a reversion

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

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

a. Rising net income
b. Falling interast rates
¢. Falling investor expectations



3. When Is appraciation speculative, non-vested and excluded from
falr market value? !

4, Can the appraiser simulate alternative speculative gains for most
probable price?

5. When a premium is paid anticipating syndication of condominium
conversion, should there be an adjustment for purchases of a business
opportunity? Does fair market value include management fees for
conversion?

I11. Case Study of an appraisal of a 50~year old high rise office building in
the C8D with vacancy problems, utility problems and management problems.

A,

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

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

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

Qur firm makes heavy use of:the backdoor approach on MRCAP for
valuation.

LUNCH BREAK
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11

12

CASE STUDY - EXHIBITS 4-29 - SEMINAR

LIST OF EXHIBITS

Location of Subject Site Relative to the Capitol Square. . .
~Subject Site in Original Madison Plat. . . . . ¢« . « « « o .
Site Plan of Subject Property. « « « ¢« « ¢ ¢« v o o « o«
Proposed Capitol Concourse Plam. « « « v v v « o o + « s o &
Proposed Parking for Concourse Plan. « « « « + « v ¢« o o« o .

Traffic Patterns and Public Parking Upon Completion of
Capitol Concourse. -« « « « o & o « ¢ o o o o o o 2 o o

View from the East Main Office Entrance of the Subject
ProRPeriy « « o o « o ¢ o o o o 2 o o o o o o o o o s o o o o

Photographs of Subject Property. . - «. « . « « « + « .

Location of First Floor Retail Vacancies on the Capitol
SQUATE « « o o + & 4 s o o o o o e o 8 e 4 st e 8 e e e e e s

First Floor Retail Vacancies on the Square Existing or Known
to be Available as of January 1, 1980. . . . « « « « « « + .

Madison Downtcwn Offica Spaca as of January 1, 1980. . . . .

Exprassion of State's Interest in Post Office Building~-
VWisconsin State Journal Article. « . + .« +« « « « o v v« . .

Lecation of Comparable Sales on or Near Capitol Square

Comparable #1 = 30 West Mifflin. . . « . « « « « + & « o .

Cemparable #2 50 East Mifflin. . . « ¢« « v « « ¢ o & . .

Comparahie 23 16 North Carroll v v v v v v v o v v o o .

Comparable #4 123 West Washington. - . . « « « « « « « « &

5
w
]

Comparable 7 102 and 110 North Hamilton . . - . . - -

Cocmparable #6 - 212 East Washington. . « « « « « « « « « « &

Comparable 27 2 West Mifflin

Scale for Scoring Comparables cn Imporzant lnvestor
Considerations « « « « o o o o o o + o« o & = 4 e 4 4 .

Weighted Matrix for Ccmparable Properzies.
Calculation of Most Probsble Price Using Mean Prics

Per Point Squation Method. . .

II-7
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24

25

26

27

28
23

LIST OF EXHIBITS == Continued

Schedule of Rental Revenues for the Period of April 30, 1980
Through April 29, 1985 . . . . & i i ¢ v & 4 4 e v e e e e e e e e e

Schedule of Vacancies by Floor and 8y Leasa Terms for the
Period of April 30, 1980 Through April 29, 1985, . . . & v v v « « « « &

Average Rate of incraase in Consumer Price Index - All [tems
May 1975 Through April 1980 . & & 4 v v 6 4 6 v v v o e o e o o o o o o s
Schedule of Projectad Revenues and Expensas from April 30, 1580

Through April 29, 1985 & . i i i i i e e e e e v v o o o e e e e e e e

Revenue Justified Capital Budget - Debt Cover Ratio Approach , ., ., . . ..
MRCA? !input and OQutput--Justified Capital Budget with Real Escatas

Taxes at 5.4% of First Year's Gross Reflll . . . v v v v o o o « o o o o o
Sourcas of Comparable Land Sales from 1373-1980 in Madison,

WIiSCONSIM ¢« o « o e o o o =« o o o o o a o o a s o o o«

Page

12

17

24
28

32

Location of Comparable Class B Offica Sites in Odana Area . . . « « « « « . 47

3

Analysis of Comparable Land Sales « « « + « « o o ¢ o o o o o o o o o o o« « 48

BFCF Test of Justified Land CoST. « « ¢ o « ¢ ¢ o o ¢ ¢ ¢ ¢ o o o o + o o

Wisconsin Housing Finance Authority . . .

Comparative Operating Budgets for l100-One-Bedrcom Units

Assessment Valuation of Section 8 Using Income Approach

II-8
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EXHIBIT 21

SCALE FOR SCORING COMPARABLES ON lMPORTANT INVESTOR CONS!DERATIONS
FOR OFFICE/RETAIL, S?AQE 1IN MADISON C- -4 ZOME ,

Parking
25%

Location
20%

First Floor Retail

Lease in Place at

Time of PUrchasw#
15%

Need for Renovation
of Office Space at
Time of Purchase

15%

Visual Quality of
Office Entrance
10%

Vacancies in Existing
Office Space at Time
of Purchase

15%

i
!

5. Amp]e private parkxng on site or

available on contract within the
same block.

3= Limited parking on premises
¢ = Little or no surface parking on

premises.

% = In the blocks of East and West

Mifflin St. or North and South
Carroll St., acréss from the
Capitol Square

3 = In the blocks of North and South

W

~ N

o wun

Pinckney St., actoss from the Capitol
Square, or in the 100 block of West
Washington, or adjacent to General
Executive Facilities.

= O0ff of the Capitol Square

= Strong lease in place.
= Strong lease in place for part of

first floor.

= Lease expires in less than 6 months

or vacant.

= No rengvation required.
= Modest renovation required.
= lntensive renovation required.

= Exce!lent}design and location.
= |ndifferent design and/or location.
= Poorly defined and/or adjacent to

incompatible uses.

= Less than 10% of net rentable area (NRA).
= More than 10% of NRA.
= Vacant

54
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DI-II
S

WEIGHTED MATRIX FOR COMPARABLE PROPERTIES

HatIng/Melghted Rating

FEATURE/ 1 12 1 " 15 16 Sub Ject
NELGRY 30 W. MIfflin S50 €. HIff)In 16 N. Carrol) 123 M. Mashington 102 N. Hamliton 212 €. Washlagton 110 E. Haln
Parking

25% 5/1.25 3/.75 0/0 0/0 /.75 37.75 /.15
Locatlon

20% §/1.00 5/1.00 5/1.00 3/.60 17.20 3/.60 3/.60

First Floor

Retal! Lease

In Place 5/.15 57.75 0/0 3/ .48 3/ .45 0/0 1/7.18
152

Heed lor
Renavatlan

153 5/.15 17.15 3/.45 5/.75 1/.15 17.15 : 3/.45

Visual Quallty

of 0fflce

Entrance 5/.50 3/.30 3/.30 5/.50 3/.30 3/.30 17.10
103

Vacancles In

Exlsting

0fflce Space 5/.15 0/0 5/.75 5/.75 0/0 0/ 7.5
151

22 1181HX3

Total Welghted

Score 5.00 2.95 2.50 3.05 1.85 1.80 2.20
Selling Price  $2,555,500 4$850,000 $615,270 $2,896,000 $330,000 $472,000 . x
Total Het 65,000 38,500 35,725 118,000 28,000 38,000 74,000
Rentable Area 3q. ft. sq. fc. sq. fr. sq. ft. sq. ft. sq. ft. sq. ft.
{HRA)

Prlce Per .

Squate Foot $39.30 §22.10 $17.20 §21.00 514.80 $12.40

{HRA)

Pelce Per

Square Foot .

of NRA 7.86 7.49 6.88 6.89 £.38 . 6.89

:((.-I;ﬂ'h_c—lgl\lca

Score



EXHIBIT 23

CALCULATION OF MOST PROBABLE PRICE USING
MEAN PRICE PER POINT EQUATION METHO0
(With Standardized Weighted Poin: Scores)

Comparable Selling Price We ighted Price per NRA (x)
Property per NRA Point Score We ighted Point Score x
1 $39.30 5.00 7.86
2 22.10 3.45 7.49
3 17.20 2.50 6.88
21.00 3.05 6.89
5 11.80 1.85 6.38
6 12.40 1.80 6.89
TOTAL 42.39
Central Tendency _ = x_ _ 42.39 _ 7.07
(Mean = x) n [
Dispersion . =t fass o
(Standard deviation = s) -1 Vs :
where:
x 2 LR/ glxemp?ononnd
7.86 - 7.07 = .79 .62 6 5
7.49 - 7.07 = .42 .18
6.88 - 7.07 = .19 .04
6.89 - 7.07 = .18 .03
6.38 - 7.07 =" .69 .48
6.89 - 7.07 = .18 .33

Value Range: X *s=7.07% .53
Estimate of Value of Subject Property =

NRA of subject = Weighted point score of subject =
(74,000 S.F.) (2.2)

[sample mean of orice per NRA per totdl

weighted score = (Dispersion = t value)]

{7.07 = (.53 = t value)]

Confidence Lével

8 n-i = 5;

68% (¢ = 1.000} 9% (v = 2.015)
High Estirate: $1,240,000 $1,320,000
Central Tendency: 1,150,000 1}150.000
Low Estimate: 1,060,000 980,000

lAll value estimates are rounded.

II-11
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Schedule of Rental Revenuesl

Occupancy as of
Aprid 30, 1380

bower Level & Roof

B leve) Vault-Vacant

B level-Showroom & Offlce

A Llovel -S1orage

Noneywe ) Phone Box
TYotal-Lower level

Flesy Floor

Chez Vous-112

Chez Vous-tih

North Entry '

P south Entry-Leaf & Ladle

Total-flrst Floor

Second Floor
20) Vacant
202 Stated,
203-4 Vucam5
205-6 State
207-8  lowmecrafts
209-10 Stated
211 Dr. Regez
212-14 Dr. Wlerwi )
215 Vacant
216 Pl
218-19 Rape Crisls Center
220-21 Stared

Total -Second Floor

Annual
Space Rent per
Sq. Ft. 8q. Fr.?
700 j.o0
Looo j.o0
400 4.00
5100
454 4.80
1000 §.80
2000 9.00
3500 9.00
($11]
150 6.50
600 6.70
543 6.20
506 7.00
386 1.20
111 6.25
219 ].00
700 6.50
ks 6.75
500 7.50
816 7.00
thoo 6.25
1314

for the Perlod of April

30, 1980 Through Apri) 29, 1985

Annuallzed Gross Rental Revenues

Lease Torms §/730/80- %/30/81- §/30/82- §/730/83- §/30/78%-

as of 4/30/80 4/729/81 h/29/82 4/29/83 4/29/84 k/29/85

- $ 2,100 $ 2,100 $ 2,270 $ 2,270 $ 2,450

-- 12,000 12,000 12,960 12,960 14,000
6/30/80 1,600 2,ko00 2,600 2,800 3,000

- 600 600 600 650 650
$18,300 $17,100 $18.530 s18.880 $20,100

10/1/76 - 9/30/81 $ 2,180 § 2,290 $ 2,360 $ 2,360 § 2,160
10/1/76 - 9/30/81 4,810 5,030 5,200 5,200 5,200
-~ 18,000 19,500 21,000 22,500 24,000

1/1/60 ~ 12/30/84 31,500 33,130 33,950 36,670 39,600
$86.530  $53.,950 §82,510 $28.730 §71.180

~- $ 970 $ 970 $ 1,05 $ 1,050 $ 1,140

171779 - 6/30/80 4,020 4,320 4,320 4,670 4,670
9/1/78 - 8731779 3.370 3,640 3,640 3,640 3,930
3/1/718 ~ 5/31/780 3,540 3,820 3.820 4,120 4,120
171779 -~ 12/31/81 2,780 2,850 3,000 3,000 3,080
1871779 - §/31/80 2,820 3,040 3,040 3,280 3,280
-- 1,600 1,730 1,230 1,870 1,870

k71778 - 3/31/8) 4,570 4,900 4,900 4,900 5,210
771778 - 6730779 2,800 3,020 3,020 3,270 3.270
5/1/80 - 4/30/81 3,750 4,050 4,050 4,370 h,370
1/1/80 - |2/3|/g| g,aho 6,120 6,:60 6,530 6,690
12/1/79 - 5/31/80 50 9,450 9,450 10,200 10,200
o R e sull 280 §50, 900 §51,830

T LIBIHX3
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Schedule of Rental Revenucs‘ for the Perlod of April 30, 19.80 Through April 29, 1985

Aonual - Annualized Gross Rental Revenues
Dccupancy as of Space Rent pcg Lease Terms | ¥730786- h/30/81~ k/30/82- k)o/8y- h/73678&-
April 30, 1980 $q. ft. 5q. as of 4/30/80° k/29/81 h/29/82 4/29/8) 4/29/84 4/29/85

Third Flooc
3ii Vacant 150 5.75% - § Béo $ 860 $ 930 $ 930 $ 1,000
302-3 State? 1719 5.75 -- 6,780 7,320 7,320 7,900 7,900
304 Stute 210 6.70 -- i,%40 1,660 1,660 1,800 t 800
305-8 Slales 942 6.70 -- 6,300 6,800 6,800 7.160 7.360
309 The Journal Ca. 232 7.20 9/1/19 - 8/31/80 1,810 1,880 1,970 2,030 2,120
310-11 Stated 456 6.70 3,050 3,300 3,300 3,560 3,560
312 Vacant 234 LT L 1,340 1,450 1,450 1,570 - 1,570
313-14 Dr. R. Hang LA2 7.20 61,tma- 5/31/80 3,490 3,730 3,750 000 k.00
315 Vacant P31 6.70 041779 - & W4BQ, 5,000 5,080 5,310 5,480 5,630
316-19 Wisc. Builders Assoc. 1091 F.0n l/l/ﬁﬂ\- m}uaa, C 7,810 8,160 8,360 8,730 8,440
320-2hL vacanmt 1363 7.08& g,slm . 10,300 10,300 11,130 11,130

Total-Third Flaor 7050 $43.526 $50.560 $57,150 HREY $55.0k0
fourth floor s
401" Vacam 150 6.k -- $ 980 §7980 - b0k § 1,040 § 1,120
502 Fusrst, Carlson Inc. 648 6.40 5414748 - k/30/80 4,350 k370 ‘idﬂﬁ; ?"”"* ﬁ_J]O 5,090
403-11 State LY 6.15 bL/Ba - lh"nm 4,500 14,880 15,620 m 106 . 16,960
412 Vacant 202 6.40 -- 1,290 1,290 t,hoo ,ma .- 1,500
L11-14 Wisconsin Al)lance of Clllcs 619 6.80 - . 4,980 5,020 5,420 5 h20 -~ SB50-
hi15 Stateg 259 7.00 3/4/79 - 2/28/81 Y &}Q,_ 1,940 1,970 2,100 2, 130m
416-19 Stateg 1370 £.00 vacated 6/30/80 8,24, - 8,880 8,880 9,590 9,59%
520-20a State 560 6.J0 vacated 6/30/80 3,756, 3,750 4,050 4,050 k,370
lm-zlz‘ State 320 2.670 vacated 6(/}30/83 2, 0‘:0 2,.0'1'0 2.‘:70 , 2,:70 2,2'.0
423-24 £d Konakol 340 .60 9/1/15 - 8/31/80 2,240 240 2,420 2,420 2,620

Total-fourth Floor (153 §4%.130 sl%’.fjﬁo” $k7.720 slﬁf"diﬁ $51,570

pONUIIUOY -= {7 LIGIHXT
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Schedule of Rental Revemlesl

Occupancy as of
April 30, 1980

F1fth Flour
501 €. C. Barton
502 Vacani

503-5 Vacant

506-19 State

520 State-8d. of Aglng

521-22 Ov. Corycll

§23-2k Green Bay Press Gazette
Total-FIfth Floor

Sixth Floar
£01 Vacant
£02-4 State

605 Vacant

606-10 State

611 Yhe Evjue fFoundatlon
612-1h State

615 Teanoy Bldg.

616 John Barsnoss
617 8111 Ward
618-19 State

620-2k vacam
Total-Sixth Floor

Seventh Floor
701 Lawlon & Cates
702-19 Lavwton £ Cates
720-24 Vacant

Jotal-Seventh Floor

Annual
Space Rent por
Sq. Ft. Sy. Ft.
150 7.60
842 7.50
810 7.50
3922 6.25
555 6.70
3319 7.20
117 7.60
€355
150 6.70
1473 6.00
204 6.k0
1000 6.70
286 7.00
647 7.50
34k 7.00
850 6.00
250 6.70
hal 8.00
1262 6.20
8360
150 5.75
5417 5.715%
1106 7.00
(153

lLease Terms 3
as of h/30/80

11/1/79 - 10/31/83
771/79 - 6/30/81
7/1/79 - 6/30/80
9/1/79 - 8/31/82

vacated 6/30/80
to 6/30/80
then mo. - mo.
vacated 11/30/80
1171779 - 10/31/83

371719 - 2/28/81
vacated 5/31/80
vacated 5/31/79

6/1/73 - 5/31/8}
671773 - 5/31/83

for the Period of Aprll 30, 1980 Through Apri) 29, 1985

Annual lzed Gross Rental Revenues

4730780 &730781- §730/82- §730783- §/730/78%-
4/29/81 4/29/82 4/29/83 4/29/84 4/29/85
§ \,240 § 1,270 $ 1,270 § 1,380 $ 1,380
6,310 6,820 6,820 7,360 7,360
6,070 6,070 &,4ko 6,800 6,800
24,500 24,500 24,500 30,590 31,770
31,950 4,000 4,270 4,330 4,940
2,440 2,290 2,720 2,920 2,920
2,560 2,690 2,760 2,760 2,760
sk7.070  shB.0ko  s%B.Boe  §EELM0 §57,960
$ 1,000 $ 1,000 $ 1,080 $ 1,080 $ 1,170
8,840 9,540 9,540 10,300 10,300
1,300 1,300 1,410 1,410 1,520
7.370 7,500 7,500 8,100 8,100
2,000 2,000 2,160 2,160 2,330
k,850 4,850 4,850 5,080 5,240
2,400 2,400 2,600 2,600 2,800
5,170 5,520 5,590 5,950 6,020
1,940 2,120 2,120 2,300 2,300
3,950 3,950 4,270 4,270 4,610
8.4s0 9,130 9,130 5,860 _9,860
§47,270  $49,310 $50,250 $53.110 556250
$ 930 $ 970 $ 1,100 $ 1,050 $ 1,090
33,600 35,100 33.&50 37.850 39,160
40 740 360 8,160 9,030
gadi0  siyEg $45,310 §$h7.260  $49,280

penuUIlu0) -~ 4§27 LIBIHX3
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Schedule

1
of Rental Revenues

Annual
Reat per

sq. 1.2

.00
.55
.50
.00
.60

~ Oy

.00
.00
00
a0
.15
.00
.00
.50
.20

-~ NN N P~ D

.8o
.50
.00
.80
. 50)
.65
.25
.50
.10
.00

(-~ I - - R - - N - N =

Gccupancy as of Space
Apei1 30, 1900 sq. ft.
Lighth Floor
fion Wisconsin Radlo News 150
802-5 Siate 1536
B06G-7 Di. Mannls Lo
808-22 sState hsbo
82)-24 dr. Boyle 23
Total-tighth Floor 7075
Ninth Floor
901 MiTlwan & Robertson 150
902 Wisc. ins. Alllance 864
903-6 Hulcahy ¢ Wherry 960
907 Robert Dehling 225
909-10 Larry Hall 700
911 Dr. Sclunitg 248
912-19 Vevine lnsurance 2580
921 State 55
922-2) Judlcial Camnlsslon 158
924-25 Dr. Rundel} 319
lotal-Hinth floor 70!‘
Tenth Floor
1001 Vicior Uind 150
1002 Wisc. Assac. of tndep. Colleges 864
1003-4 Wisc. Coanners & Freozers 756
1605-8 Hoelter Co. 911
1009-10 Vacant kss
1011-13 Dr. Dol 12}
104 Vacant 229
1615-18 State 1616
1019-21 Vacant 680
1022 Berb Walsh [R2}
1023-24 Vane La. Advacate for
Battered Women i3]
Total-Tenth Floor 830
Aunual Totals for 74,054

1q. ft.

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

Annuallzed Gross Rental Revenues

Lease Terms 3 ¥/30/80- %730781- k730/82- k710783- k/30/8k-
as of k/30/80 h/729/81 4/29/82 4/29/83 4/29/84 k/29/8%
to 6/30/80 $ 1,050 $ 1,050 $ 1,130 $ 1,130 $ 1,220
to 10/31/8) 11,600 11,600 11,600 12,060 12,520
9/1/79 - 8/31/80 3,040 4,000 4,000 4,210 4,320
771779 - 6/30/80 27,480 36,620 37,100 37,100 39,580
9/1/19 - 8/31/80 2,180 2,080 3,040 3,120 3,120
8,750 §58.150 §58.870 §37.620 §60’ 780
x
1/1/80 - 12/31/80 $ 1,230 $ 1,300 $ 1,3h0 $ 1,400 $1.400 @
6717713 - 5/31/80 6,400 6,480 6,910 7,000 7,000
18779 - 12/31/81 8,070 8,530 8,750 9,210 9,210 ,
/1780 - 3731704 1,810 §,960 t,900 1,110 1,0 &
6/1/19 - 5/11/80 h,520 4,550 4,8)0 4,900 §,900 ,
/4779 - 12731780 1,920 1,910 2.060 2,140 2,230 ¢
/1780 - 3/31/8) 18,060 18,060 18,180 19.350 19,150 o
vacated 7/1/80 4,020 4,350 k,350 700 4,700 §
571719 - /30781 2,300 2,500 2,500 2,700 2,700 ~
6/1/19 - 5/31/80 2,650 2,680 2,860 2,080 2,000 5
§30,080  $52,380  $53,800 §56.390  §56,480 £
[+ %
1171/719 - 10/31/80 $ 1,050 $ 1,200 $ 1,25 $ 1,300 $ 1,350
171/80 - 12/31/80 5,760 6,050 6,190 6.k80 6,650
S/1/7719 - k/30/80 6,050 6,050 . 6,530 6,530 7.050
12/6/719 - 11/30/80 6,370 6.650 6,880 7.200 7.4oo
-- 2,950 3,190 3,190 3,450 3,450
671779 - 5/31/80 5,210 5,210 5,640 5,670 6,100
-- 1,430 1,430 1,540 i1,5k0 1,670
1171779 - 10/31/83 12,120 12,120 12,120 12,600 13,09
vacated 2/29/80 5,380 5. 440 5.870 5,910 6,350
12/1/719 - 1i1/30/80 1,420 1,490 1,49 1,540 1,600
8/1/73 - 1/31/80 2,610 _2,680 _2,8h0 _2,%00 _U.’Ag
950,370 §51.570 453,540 $55.120 $51.7
$493,960  §522,120 §537,260 $565,460 $586,210
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Notes ta Schedule of Rental Revenues for the
Perlod of April 30, 1980 Through Aprll 29, 1985

'Ihe annuallzed gross rental revenue for the perlod from April 30, 1980 through April 29, 1981
actual lease terms, If at market rents, as of April 30, 1980. Increases ln rents are assumed
to lease terms and conditions; an Increase of B percent |s used at lease renewal dates. This
survey of offlce rent Increases In Class B bulldings onand near the Capltol Square In Madlson

used by the Tenney Bullding manager.

2Ihc annua) rental market rate Is glven as of April 30, 1980. Only one tenant In Rooms 903-10
market rent at $h.73/square foot; therefore the reat for this space ls calculated at a market

Market rents are also Imputed ta spaces used by the bullding owner.

30F the 87 rental space units In the Tenney Bullding as of April 30, 1980, there are 62 leases
terminate between 1960 and 1982, Only elght have leases that extend beyond April 30, 1982.

J
Is conslstent with the
to take place according
factor was taken from a
and |s the current rate

Is consldered to be below
rate of $6.00/square foot.

In place, but 54 of those

!
"The Leaf and tadle Restaurant began Its lease of 3500 sq. ft. of the flrst floor retall space on January 1, 1980. The

restaurant had closed Its door by October 1, 1980, and the remodeled space |s once agaln on the market.

The rental rate

of $9.00 with an annual escalator of 8% per year commenclng in the second year s consldered comparable for the area.
A most probable lnvestor mlght conslder an escalatar basdd upon a percentage of gross sales to encourage rental of this
space If restaurant use Is most llkely; the projected revenues probably would not Increase as rapldly as forecast.

SIhc state has glven notlce that It will vacate these spaces by June 30, 1980.

penuUIlUC) -- 47 118IHXZ
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B level - Vauh

8 tevel
Showroom and Offlce

A Llevel - Storage

Yotal - Lawver level

Flrst Floor

112 East Haln

t1h East Haln

leal ¢ Ladle

Horth Entry

Total - Flrst Floor

Space

§£l:._£h2

700
700
700
700
700

4,000
4,000
4,000
4,000
A ,000

hoo
koo

L5k
L5k
454

t,000

1,000
1,000

3,500

. 3.500

3,500
3,500

2,000

Schedule of Vacancles by Floor and by Lease Terms for

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

3 vacant

100
100
100
%0
50

100
100
50
50
50

160
100

100
100
100

100
50
50

100
100
100
100

100

Annual 1 of . Projection Period
Rental Rate Honths §/30/80- k730/87- “k730/82- $730/83- 73078k -
Per. Sq. Ft. Vacant 4729/81 4/29/82 4/29/8) k/29/84 k/29/8%

3.00 12 $ 2,100 -

3.00 12 $ 2,100

3.25 12 $ 2,270

3.25 6 § 1,140

3.50 6 $ 1,040

3.00 12 12,000

3.00 6 6,000

3.25 6 3,250

3.25 6 3,250

3.50 ) 1,750

1.00 6 1,400

7.50 9 2,250

$14,100 $ 8,100 $ 5,520 $ 5,790 $ 5,140

5.20 a $ 1,570

5.20 12 $ 2,360

5.20 ) $ 780

5.20 8 3,480

5.20 12 2,600

5.20 4 860

9.00 1 18,370

9.50 3 8,310

10.50 ) 9.1%

14,30 ) $ 9,89

9.00 9 13,500

$31,870 $13,360 $ 4,960 $10,830 $ 9,89

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

Annual 1 of Projectlion Perlod
Space Rental Rate Honths §730/80- §/30/81- §/30/82- %730/83- h730/8%-
sq. F1.? $ Vacant Per Sq. Ft. Vacant 4729/81 4/29/82 4/29/83 4/29/84 4/29/85
Second Flaxr] )
201 150 100 6.50 12 $ 900
150 100 6.50 12 $ 900
150 100 7.00 12 $ 1,050
150 100 7.00 12 $ 1,050
150 100 7.60 12 $ 1,140
202 600 100 6.70 6 2,010
600 50 7.20 12 2,160
600 50 7.20 12 ) 2,160
600 50 7.80 6 1,170
600 50 7.80 3 580
203-4 543 100 6.20 12 3,370 :
543 50 6.70 12 1,820
543 50 6.0 12 1,820
543 50 6.70 ) 1,360
205-6 506 100 7.00 6 1,770
506 50 7.50 12 1,900
506 50 7.50 12 1.900
506 50 8.15 9 1,550
506 50 8.15 6 1,030
209-10 45 100 6.25 6 1,410
451 50 6.15 12 1,520
LS| 50 6.75 12 1,520
451 50 7.30 9 1,230
215 bis 100 6.15 12 2,800
s 100 7.30 6 1,510 .
415 100 7.30 3 760
218-19 816 100 8.00 8 4,370
816 100 8.20 12 6,690
220-21 1,400 100 6.25 6 k,370
1,400 50 6.25 12 4,720
1,400 50 6.75 6 2,360
1,400 50 7.30 6 2,560

Totad - Second Floor 316,630 $14,510 §11,570 $13,290 § 9,1k

pSnulluo) -~ S7 1IBIKX3
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toor)

=

Inied
j0i

102-3

3ok

304-8

310-1

312

315

320-24

Total - Third Floor

Space
Sq. Fi.?

150
150
150
150
150

1,479
1,179
(.79
1,179

230
230
230

942
942
942
942

456
456
456

234
234
2)4
234
234

I3}

1,363
1,363

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

Annual 1 of . Prajection Perlod
Renta} Rate Manths k730/80- 4/30/81- 4736/702- 4/30/83- /736784 -
1 Vacant Per Sq. Ft. Vacaal k/29/81 4/29/82 4/29/83 4/29/08% 4/29/85
100 5.75 12 $ 860
100 5.7% 12 $ 860
100 6.20 12 $ 93
100 6.20 12 $ 930
100 6.7 12 $ 1,000
100 5.75 6 3,390
50 6.20 2 3,650
50 6.20 12 3,650
50 6.70 6 3,950
100 6.70 6 1170
too 7.20 12 1,660
100 7.80 6 900
100 6.70 [ 3,150
50 7.20 12 3,390
50 7.20 12 3,19
50 7.80 ) 1,830
100 6.0 6 1,530
50 7.20 12 1,640
50 7.20 12 },640
100 5.15 12 1,340
100 6.20 12 1,450
100 6.20 12 1,450
100 6.0 12 1,570
100 6.70 12 1,570
100 6.70 i 1,610
100 7.00 1 9,540
100 7.60 6 5,150
$22,190 $17,800 $11,060 $ 6,450 $ 5,300

poNUIIUC] -~ ST 118IHXT
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fourth Floor

LY ¥

§16-19

420-20a

Jotal - Fourth Floor

520

Jotal - Fifuh Floos

schedule of Vacancles by Floor and by Lease Terms for

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

Annual 1 of projection Perlad
Space Rental Rate Honths %/36/80- §/30/81- §730/82- 4730783~ §/30/8k-
Sq. Ft. % Vacant Per Sq. Ft. Vacant 4/29/814 4/29/82 4/29/83 4/29/84 4/29/85
150 100 6.40 12 4 960
150 100 6.40 12 $ 960
150 100 6.9 12 $ 1,040
150 100 6.90 12 § 1,040 n
150 100 7.4 12 $ 1,020 %
w
202 100 6.40 52 1,290 r
202 100 6.4%0 12 1,290
202 100 6.90 12 1,400 5
202 100 6.90 12 1,400
202 100 2.k 12 1,500 }
1,370 100 6.00 6 4,110 o
1,370 50 6.50 12 h,4s50 2
1,370 50 6.50 12 4,450 5
1.370 50 7.00 12 4,800 c
1,370 50 7.00 6 2,k00 &
560 100 6.70 6 t,880
560 50 6.0 12 1,870
560 50 7.20 9 1,520
$ 8,240 $ 8,570 $ 8,410 $ 7.240 $ 5,020
842 100 7.50 12 $ 6,310
842 50 8.00 12 $ 3,410
B42 50 8.c0 12 $ 3.0
842 50 8.75 6 $ 3,410
555 100 7.70 6 2,130
555 50 7.80 12 2,160
555 50 8.90 9 $ 1,850
$ 6,310 $ 3,410 $ 5,540 $ 5.570 $ 1,850
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Sixth Floor

€02-4

605

617

620~24

fotal - Slxth Floor

Seventh floor
Mo Vacancles Projected

Elghth Floor
Bat

Total - Elghth Floor

Space
Sq._Ft.

150
150
150

1,473
1.4
1,473
t.h73
1,473

204
204
204
204

250

1,262
1,262
1,262
1,262

150
150
150

Schedule of Vacancies by Floor and by lease Terms for

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

Annual i of
Rental Rate Honihs
1 Vacant Per Sq. Ft. Vacant

100 6.70 12
{00 6.70 12
100 71.20 9
100 6.00 6
50 6.50 1?2
50 6.50 )2
50 ].00 9
50 7.00 [
100 6.40 12
100 6.40 12
100 6.90 12
100 6.90 9
160 7.75 b
100 6£.70 1
100 7.20 6
100 7.20 6
50 7.80 9
100 7.00 10
100 7.00 12
100 1.50 [

Prolection Perlod

k736780~ L/730/81- k730/82- §730703- L7307k~
4/29/81 4/29/82 4/29/83 4/29/64 4/29/85
$ 1,000
$ 1,000
$ 8o
4,420
4,770
4,770
$ 3,870
1,300
1,300
1,410
1,060
640
8,450
4,540
h,540
3,630
$15,810 $11,610 $11,530 $ 8,620 $ 2,580
¢ 880
$ 1,050
$ 560
$ 880 $ 1,050 $ 560 0 0

penuiluo] ~- ST LI8GIKHX3
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909-10

922-23

Total - Hinth Floor

1003-10

1014

1019-20

Jotal - Tenth Floor

TENHEY BUILDING TOTALS

Space

Sq. ft.

700
700

355
355

hss
hss
455

229
2293
229

680

2

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

Annual

! of

Projectlon Perlod

Rental Rate Honths §730/B0- 1730/81- %730/82- 4730/83- §730/8%-
3 Vacant Per Sq. Fi. Vacant 4/29/81 4/29/82 4/29/83 4/29/84 hr729/85
100 6.50 6 $ 2,280
100 7.00 [ $ 2,440
100 7.00 12 2,500
100 7.60 6 $ 1,350
0 $ 2,280 $ 4,940 § 1,350 0
100 6.50 12 $ 2,950
100 7.00 12 $ 3,190
100 7.00 9 $ 2,35
100 6.25 12 1,43
100 6.25 12 1,430
100 6.70 [3 110
100 6.70 1 380
$§ 4,760 § h,620 2,330 $ 220 0
$120,730 $85,330 §66,480 $59,910 $19,220

pPanUIlU0] - §7 J118IHYI
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Notes to Schedule of Vacancles by Floor and by Lease Terms
For the Perlod of April 30, 1980 Through April 29, 1985

'Tlm lower level space has a contlnued record of vacancy; It Is asswned that untll the space Is made more marketable by
remode ) [ng, rents will not keep pace with the market. Uses other than a showroom for the K000 sq. ft. will need to be
explored; subdlviding the targor space for office space and/or storage space are possibilitlies.

2ll Is assumed that the smaller offlce spaces from 200-500 square feet wlll experlence less overall vacancy than the
larger spaces. There appears to be a trend toward several small Independent businessmen sharing a common secretarial
staff; some of the larger vacant sultes could be remodeled for this type of use.

3[he second and third floors have the greatest amount of vacancy due to the exodus of State tenanits. By the end of

June, 1980, the State's move alone will cause 4% of the second floor vacancles; the third Floor will experience a

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

will be 29% and 21% respectively. A most probable buyer wlll have to antlclpate a large capltal Investment In 1980
to remodel and refurblsh the Bullding to make it competitive In the Class B offlce market that already has a
large supply of space avallable on and ncar the Square.

]

"Wacancles are assumed to gradually decrease between 19B) and 1983; a most probable buyer wil) Instltute a vigorous
market Ing program vhich will Involve research of space needs In the area and remodeling which will be targeted to
those nceds.,

PoNUIIUC) -~ ST L1BIHX3
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Revenues:

Gross ncome
less: Vacancles
Effective Gross
Parking Rentals

Total Revenues

)
Expenses:

Accounting € Lega
Bullding Sccurity
Insurance
Halntenance

Mage € Salarles
fayroll laxes
Repalrs

Telephone
veilitles

Offlce Expenses
Hanagement

Concourse Speclal Assessment

lotal Dperating Ensenses
Before R.E. Taxes

Het Operating Income
Before R.E. Taxes

Heal Estate Iaxcaa

Het Operating lncome

Schedule of Projected Revenues and Expenses From
April 30,

4/30/80-
h/29/8)

$493,960

{120,790) (24.5%)
3”310

12,960

$386,130

$113,870
(26 ,680)

$ 87,190

1980 Through April 29, 1985

4/30/81-
4/29/82

$522,120
_égs.gzg)m.n)
G,790

12,90
$hh9,750

4,640
24,100
1.730
31,850
66,240
12,700
16,430
|,Z7o
101,470
7,520
26,320
__2,h10

($303,180)

$146,570

_{28,000)
$118,570

4/30/82-
4/29/8)

$537,260
‘66 Aaa)(lz 43)
h70, 780
12,960

$483,740

5,120
26,620
8,530
35,160
73.130
14,020
18,130
1,950
107,560
8,250
27,5h0
2,630

—_—

(§328,640)

$155,100
{29,400)

$125,700

4/30/83-
4/729/84

$565,460

_(59,910) (10.62)
505,550

k000

$519,550

$161,850
{30,880)

—_——r

$130,970

h/30/84-

h/29/85

$586,210

$560,990

6,240
32,440
10,400
L2 ,860
89,130
17,080
22,100

2,380

122,020

9,690

32,570

2,k80

($389,390)

§121,600

(32,420)

§139,180

(39,220) (6.71)
548,990

14,000

LZ 1181HX3



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

1,
Expenses

In general, expenses are projected to Increase according to the average annual change of 10.43 In the All ltem Consumer
Price Index over the past flve years. {See amended Exhibly 27).

2uullg[ng Secur ity

Secur ity personnel s hlred from 10 P.M. to 6 A.M. on weekdays with 2k hour coverage on Lhe weekends. The bullding Is open
to the public from 6 A.H. to 6 P.H. each weekday. The continuing problems created by the presence of bars and adult
entertalnment places across the street make thls securlty protection mandatory.
]M1Inl-nancc
— Halhichante
H -y
&,cn Mhis account Includes an elevator malntenance contract at $9,060 a year.
wn
4
ULl b itles
At present the Tenney Building consumes approximately 55,000 to 70,000 gallons of No. 2 fuel ol) per year depending upon the
weather. The cost of fuel has Increased as follows:
January 12, 1979 W3/gallon
October t, 1979 .71/9allon
fFebruary 1, 1980 .95/gallon

in thirteen months the cost has rlsen 121%. Thouyh the Tenney Building Is convertling to natural gas on Its primary boller,
the cost of natural gas Is also volatlle. Over the past Flve years natural gas has had an average annual Increase of 17.6%
for the comerclal 1ime-of-use consumer, according to Hilton Splras, Madlson Gas &€ Electric Co.

The Installation of combinatlon storm windows throughout the bullding should help to conserve fuel costs. To stablllize utllity

costs It Is assumed management will place energy cost escalators In renewed leases; therefore In the pro forma income statement
utll ity costs are escalated at 12 percent annually with 50 percent of the Increase passed Lhrough to the tenant after year 2.

Solflcc expenses Inctude rental of space In the Tenney Bullding for management operations.

6Hanaucnmnl costs are computed as 6% of cffective gross offlce revenue with 4% allowed for management and 2% for leasing
commlsslons lor space Luronover.

ponNUIIU0) -- [Z LIBIHX3



Notes to Schedule of Prolected Revenues and Expenses
From Apri) 30, 1980 Through April 29, 1985

7Total operating expenses are calculated before Includlng real estate taxes for case In uslng the MRCAP dlscounted cash
flow program.

8 .
Real estate taxes are calculated as 5.4% of gross revenues In the flrst year and Increased at 5% per annum thereafter.
These calculations are based on the following fact and assumptions:

1. The assessed value as of 1/1/80 Is §1,200,000.
> 2. The wlll rate Is assuned to Increase sllightly (approximately 1¥) after several years of decrease.
3. Taxes will contlnue to Increase due to inflated city budgets and decreasing state alds.

9¢-1I1
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4. Conversion of Net Income to Present Value

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

t the end of a five-vear holéing period.

‘e Assumpticns Used in MRCAP

The MRCAP discounted cash flow program can solve for a justified
oroiect value by specifying the ratioc of net income to debt service
acceptable to an institutional mortcage lender. Given the interest
rate and term available as of April 30, 1980, the program will

.solve for the justified amount of mortgace and for justified cash
ecuity, assuming typical before-tax cash-on-cash investor requiresments
for office buildings, with potential for inflaticn sensitive rents.
Exbibit 28 is a simplified flow chart depicting the steps in sclving
for the justified project budget.

On April 30, 1980, prucdent lenders will require a minimum
debt cover ratio of 1.3 and ecuity investors expect no less than
€ percent cash-on-cash.

l. Inputs into MRCAP Program

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

C. Proiect holding periocé = § vears

II-27



EXHIBIT 28

REVENUE JUSTIFIED CARITAL BUDGET
DEBT CAOVER RATIO APRPPROACH

GRCSS RENT ACOTEANTIAL

F

[ A-3_1

NET OPERATING

CEBT BAYMENT,

iNCOME TAX,

INSOME AVAILASLE

CASH DIVIOENDS

TENT SERAVICE

CASH AVAILAZLI FOA

INCEME TAX ANO INVESTOARS

MEQAUIRED PRE-TAX CASM

SINTMBUTION AATS

<SLIBTINING CASM

EQUITY INVEETMENT

CHET COVER RATIQ

REQUIRED 8Y LANOERS

CASH AVAILAJGLRE BPTHA

QEBsT sxRVICE

OEST SERVICE CONSTANT

<UBSTIMIED MORT3AGEH

LOAN

EXISTING CLAIME OF ALANNED

IMBRCUVEMENT BURART

o

BRCOCAXTE AVAILAALSE =OR

PRGPERTY SURCHNASE AS

II-28



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

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

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

g. Resale price = 10 times net overating income in
vear of sale

h. Resales cost rate = 4%

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

j. Investor marginal income tax rate = 50%

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

l. Buildings = 60% of total iaprovement value

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

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

o. Improvements for Energy Conservaticon = a total
¢f $54,000 which inclucdes 543,000 for storm windows
and $11,000 fecr natural gas cocnversion unit.

P. Tenant Iaprovements = $50,000 for carpeting andé
partitions as neecded to upgrade vacant office sgace

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

. Mortgace = principal amount determined bv debt
ccver ratio; interest rate a minimum of 12% with a
20-vea: term, paid montkly, on the first mortgage and
133 interest and an 8-vear term for the second mertgace

II-29



2. Real Estate Tax Assumpticns

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

taxes each year thereafter.

D. Analvsis of Test Results

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

past three years on the subject property have been:

Year 1877 ‘ 1978 1979
Real Estate Taxes $33,118.75 $29,951.95 $25,340.93
Net M4ill Rate .026435 .024153 .022038

Real estate taxes estimated at various percentages of the
first year's projected gross and inflated 3 percent a vear gave

these results in the MRCA? runs:

II-30



Percantage of First Real Estate Taxes
Yaar's Gross rentadl

Revenue 15890 1981 1982 1983 1984
5.0 $24,698 $25,5%33 27,230 s$28,591 $30,021
5.4 $26,674 §28,008 529,408 530,878 532,422
5.8 §28,65Q0 $30,082 $31,586 $33,166 $34,824
6.0 $29,638 $31,119 32,675 534,309 $36,025

The real estate taxes estimated at 5.4 percent of the first
year's gross rent best approximates the shift from a decreasing
to an increasing net mill rate that can now be expected due to
an anticipated decrease in state aids to citiés. Rising costs
of local government can be expected to be borne by the local taxpayer.
The input and output for the MRCAP program using real estate
taxes estimated at 5.4 percent of gross rental revenue are found
in Exhibit 28.
If taxes are a conservative 5.4 percent of gross rental revenue,
MRCAP substantiates the fair market wvalue of $1,150,000 estimated

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

EXHIBIT 29

MRCAP INPUT AND QUTPUT--
JUSTIFIED CAPITAL BUDGET WITH
REAL ESTATE TAXES AT 5.4% OF

FIRST YEAR'S GROSS RENT

HRCHP 39:49CST 12/29/30

ENTER INPUT FILE HAME?

THE PROGRA# MRCAP [S THE PROPERTY QF
MICHAEL L. RUBBIAN3

C/Q REaL ESTATE DYNAMICS IMC.

4701 UINMEQUAH RO.

HONONA. UISC.

USER M. 36

1808)-221-1129

N0 REPRESENTATION IS AADE THAT THE AGSUMPTIONS OR
COMPUTATIONAL FORMAT USED IN THIS FROJECTION UILL

BE ACCEPTABLE TQ TAXING AUTHORITIES.

+310.09 LIB CHG APPLIED

REPORT SECTION HU3ER 1 Frise |
= -3

+ GROSS RENT § $54373. + Ra7t OF GROUTH OF GROS3 SEMT  w,.wd32
s EXPENSES § 330234, * RATE OF GROUTH 1JF EAXPENSES 2.4730
+ R B TAXES 5 29478, + AATE OF GROUTH OF R E TAKES  9.339)
INCOHE TAX RATE 90,3000 PROJECT VYALUE GROUTH OF 209099
s UACANHCY RATE 0.1373 UORKING CaAPITAL LUAN RATE d.1409
EQUITY BISCOUNT  0,130¢0 EXTRAQRDIART EXPEHSES H Je
RESALE CasT 9.040¢ REINWESTAENT RAVE J.26990

UKG CAPITAL RS 3 130090, CAPITAL RESER [HIERE3[ Rale 9.
IRITIAL COST § 1321502, I#T0Tal GaBITY FEQUIRED 5 23eu0s.

ALL " ®° URLUES ARE ARUERAHBEZ AdOUHTS IR =Sol.0la3 PERIOD. OF 3§ (RS,

LilTIAL CO3T JEZIUED THROUER 2pCHiuilf TLFE 3 HIIAG 2 A0RTHRES

II-32



EXHIBIT 29 -- Contlnued

PRO Fo R ] A

INVESTNENT ANALYSIS OF

BUILDING

FOR

o e e m mr mm e o D s S e e i e  m M m S A e = o = =
T T S S S S TSRS RS ST S ST ST SIS SRIIIS=SZS==ZS IS ==

CGnurgscz sy RIS T B

TITLE PCT. BESIN USEFUL DERR
TEFR  UEZ LIFE HETHGD £057 SCH
TLAND a2, : 25. 9 3 335006, 0
AVILIIHG 3,35 i 9, 2 3 338221,
HUAL .20 1 g, 2 3 225831, W
ILIWATORS .1 4, 2 3 T3999. D
ENER5 CONSERUATION .29 | 5. 2 H 54009, 9
TEARHT [AFSGUEREZATS 3.%9 i 15, 4 i 59gQy.  Q
INUESTAEAT CREDIT 40 1,99 i 1, 2 3 19300,  w
#mORTGARGE SUmAARY
TITLE I#TR BEGIN EdD  TEzd NRIG gCT
RATE YR. iR, YRiLC UnLUE
£I257 aGRTGAGE Q.1200 1 29 20 3§ 531493, §,s37
SISONG A20RTGAGE 9.13990 ! 3 3 H 198G9d. 6,995
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EXHIBIT 29 -- Continued

PR

FORMA

INVESTHENT ANALYSIS OF

" BUILDING
FGR
£ 27 3R 7 SCrIiod fnuUuM3ER 3
EEzsEs3=s=IITSEoSS a2 IISIISSISSRIsSsSassEsSEss3.sss
38 FLOU anili3I3
TSISSSITI TSRS 2Rw e 1939 {991
! GR333 IdilinE 536729, 5335980,
2 L8323 “ALAsCY 124729, 33330,
3 LESS REAL E5TATE TAKES RELTE N 23003.
¢ L2332 EAPEZAHSES 372259, 293139
N NET INCOME 37123, 118342
3 LE3S DEPHECIATIOHN 78323, 4378
7 LE33 IHTEREST 70472, EE N
3 ThABLE IHCORE -353%99. -20381.
9 PLUS DEPRECIATION 76323, 54398,
10 LESS PRINCIPAL PAYHENTS 14730. 164687,
1t CASH THRQU~QFF -4004. 27341,
12 LESS TAXES 0. 0.
13 LESS RESERVES Q. 0.
14 CASH FROM QPERATIONS q. 27341,
1§ UORKING CAPITAL LOAN 9. 0.
14 DISTRIBUTABLE CASH AFR TaX g. 27341,
17 TAX SAVIMG OM QTHER INCOME 32799, 10173,
18 SPENDABLE CASH AFTER TAX 32799, 37338,

II-34

FAGE
1292 13453
S350220. 37 %449,
a3180. 34,
29343, 39873,
328adu. 3577
125672, 130972,
33442, 324829,
72298. 3?2735,
-10048. -1443,
§3442., 62629.
18904, 21417,
J4490. J9770.
3. 0.
Q. 0.
34490, 39770.
, 0. 0.
34490, 39779,
5324, 721,
39514, 30491,

3

(O}

+ -§
35527,

camas
STUN,

37422,
332399,
139178,

453513,

8938,

28726,

15513,

24243.

47975,

133483,

0.
Jia13.
q.
34413,
J.

~ i
39613,



EXHIBIT 29 -~ Continued

AARKET UALUE 3 REVERSION

E8D OF VEAR mRRKET “ALUE
LEBS RESALE £Q€T
LESS LOAN 3ALAANCES

PLUS CUnm, CASH RESERVES
BEFORE TAX SET UORTH
CAPITAL GAlHW (IF SOLD)

CAPITAL GAIHS TAX

mINIAUM PREF. ThJ

INCOME TAX Gm EXCZS3 DEP.

TATAL TaX O# SALE
AFTER TAX NET UORTH

FA 1D A 83 0D 1D 2D 1D B kS e
M) O S G LA s Gl E) - <l

BEFORE TAX RATIGQ ANALYSIS

ZEAITEZTINTIZISSTXZIIRZTIZTXEX

CASH FLOW ANALYSIS

2ASTIITUSXTIIIII==

30 RETURM OW NET UQRTH B/4 TAX
31 CHAHGE IN NET UORTH B/4 TAX
32 ORIG EQUITY CASH RTNB/4 TaxX
33 ORIG EQUITY PAYBACK B/4 TAX
34 B/4 TAX PRESENT valUE

AFTER TAX RATIO ANALYSIS

TESSVWTRISSTREIJ_RTTITIZ==

CASH FLOU ANALYSIS

SEZTSTEIT ST SRI====S

35 RETURN OM NET UORTH AFR TAX
36 CHANGE IM NET WORTH AFR TAX
37 ORIG EQUITY CASH RTNAFR TAX
38 ORIG EQUITY PAYBACK AFR TaAX
39 AFTER TAX PRESEANT YALUE

CASH FLOW ANALYSIZ

SR TI=SSTTZS=S=S=RIT=S

9 HET IdCOME-aRRKET YaALUE RTO
31 LEMDER BOHUS IMTEREST RATE
2 DEFAYLT RATIQ

1980

871932,
34378,
68307464,
c599s.
242314,
-1810%s.
-34219.
Q.
1500.
-13010.
258924,

1$80

-0.5014
~243495.
-0.0082
.000¢0
844384.

1989

-9.3998
-227084.
0.3s67°5
0.0875
8§$3433.

1980
¢.1009
J.udde

J.76%s
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1281

11885423,
417428,
3049077,
25994,
340117,
132344,
36309,
Q.
2338,
38944,
521171,

1981

1.4245
317803.
9.0343
0.0563
1092030,

1981

1.157
252248.
0.0772
0.1447
1132967%.

1eg2

1254921,
56277,
583173,
25994,
447 44q,
313511,
82702,
¢,

2897,
85579,

381847,

1982

9.2173%
37349,
0.07190
0.1273
11256006,

1982

0.1923
ava?6.
9.0813
0.2260
112454013,

1233

1399717,
52389.
563750,
25994,

1983

0.1728
72100,
0.9318
0.20%1

1142995,

1983

0.1545
3494435,
9.9833
0.3993

1133347,

h . 1}
------

1984

1391278,
35874,
337493,
25994,
822408,
35159%s.
119319,
9.
2837,
112977,
709432,

1984

0.2099
103042,
0.9%87
0.2803
1174i89.



119
123
130
149
150
160
170
18¢
199
200
210
229

—~
Lo

REL
Kivi))
250
279
28¢
296
Jao
316
329
330
340
359
349
370
330
390
449
41¢Q
420
33¢
449
150
3440
470
4890
499
590
$1¢Q
320
$30
40

EXHIBIT 29 -- Continued

INPUT FILE

09:43C37 127295390

ty . © BUILDIWG. DAYIS
19,1980.0.,1,1.0.5.7400¢
20,3.2.1.3..G5.2.2
30,493969,322120.537280,585340,.5362190
50.12980,1293G.,12740, 14309, 13300
80.120790.35339.53430,57271¢.3%22290
$0,.084, .05,
39,372249.30313¢0,323349.,3577990.339370
199,.13..50,.068

131.,9.19,2

192, .13.1,.94.9

1934930904949

2991, 1LAND

291,1,34000003.9

292,1,1.35.¢

200,.2,30ILDING

231,3,.489..89.2

202.2.1.22.9

2¢0.3,KUaC

201.3,.40..79.2

202.3,1,7.2

200,4,ELEVATORS
241,4.7330Q40,.79.2

202.4.1,4,9

209,3,EMERGY COMSERVATION
201,3,34009.,.93.2

292,5,1,5.9

200,58, TEHANT [HPRAVEMENTS
201,3.50000,.79,.4

202,a.1,14,0

200,77, INVESTNENT CREDIT BuUiRY
201,7,10800,1.3.2

202,7,1.1.0

339.1,FIRST HQRTGAGE
J01.1,1.0..12,0.20
392.1.12.1.20.9

333.1.0.0.9,90

300,.2,SECOND MORTGAGE
J01,2,1344900,.13,9,8
Jo2,.2.12,1.8,0

383,2,0.0,0.¢

4¢9,9

493,99,1,2.3,4,5
399,99
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iv.

Aside from the problem of defining and allocating income and reversion
to the real estate interest, income property appraisal is at C. with
the problem of cash equivalency adjustments for both comparable sales
and the subject property. Many of the issues on how to appraise

. properties with economic development loans, state-subsidized housing
loans, or seller financed property relate to when and how cash equiva-
lency rules should be applied.

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

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

Real Estate, Seventh Edition.

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

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

2. However, in a Section 8 loan from a state housing authority,
it is typical to take an assignment of the general partnership
position which can be exercised by the Housing Authority in the
event of default on the mortgage terms or the related property
management agreement. Control of the property can pass through
subsequent assignment without disturbing the tax position or
the special non-market interest rate of the deal. Moreover,
the rights transfered include existing reserve funds. Therefore,
fair market value is not ralevant relative to the security of
the loan. The investor purchases a fee simple title encumbered
by transfers of owner prerogatives to the government in exchange
for tax privileges and minimun income guarantees for 20-4C vears.
That is the gquestion of most protable price or going ccncern
value.
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Reprinted with permission of McCloud B. Hodges, Jr.

Exhibit 30
McCLOUD B. ITODGES, JR.

PzaL ESTATE INVESTMENT. VALUATION AND COUNSELING
410 PINE STRELT. SUITE 203
VIENNA. VIRGINIA 22180 703 - 201-5668

Octohber 9, 1980

MEMORANDUM FOR several interested RE appraisers/counselors,
trial attorneys and academicians

Enclosed is an expanded and revised list of OARs and assessment/
sales ratios which are self explanatory. This list is not a pure
(rancom) sample by statistical rules. ©On one hand it is much
larger than a sample need be, as it covers nearly 70% of all known
property sales for the areas described, in the price range above
about one-half million dollars, excluding MF apartment properties
sold for condo conversion. On the other hand, it is possible

that the 30% of investors-purchasers who, thus far, have not
cooperated in furnishing data for this survey, may have shown
slightly lower average OARs and A/S ratios.

This study, consuming several hundred man-hours in visits to
offices of investors and inspections of their properties, was
initiated more than two years ago primarily to obtain market data
for rebutting several ad valorem tax valuations of properties
owned by my clients. But it is now evident, from the specific
results of the study and from its sheer coverage, that it ought
to serve as the basis for a new educational manuscript advocating
modern methods of valuing investment classed property. The "OAR"
capitalization method, regardless of how the OAR is derived or
constructed, is quite crude, often erroneous, and therefore
useless as applied to higher priced property valuations. It was
made even more useless during the last year in which many insti-
tutional sources of long term, level payment mortgage loans have
withdrawn or have changed their lending practices in order to
share in part of the inflation-produced cash flow through additiona!
lnterest and/or future capital gain.

The second enclosure, a revised edition of "Effects of Financing
on Price and Value”, should explain the main reasons for the
variances in OARs shown in the first enclosure: financing and

tax shelter. The other reasons for OAR variances are the buyers'
anticipated future changes in net income and resale/exchange
values. Some properties are expected to produce large profits, or
their only profits, in the distant future, while others will be
nominally profitable only in the short range. This reduces the
"NOI" either as a first year or a "stablized" figure to a position
of invalidity in the wvaluation appraisal practice.

Enclosures
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McCLOUD B. OODGES, JR.
REAL ESTATE INVESTMENT. VALUATION AND COUNSELING
410 PINE STREET. SUITE 203
VIENNA, VIRGINIA 22180 703 - 281-5668

Sample of investment-classed property resales in the Virginia and Maryland
suburbs of Washington, D. C., showing the wide variations in the overall
capitalization rate (OAR) and in the assessment/sale price ratio. For any
property which was not sold for cash above new, market-rate mortgage
financing, the price shown is the cash-equivalent price, being the sum

of the equity cash and the balances of the mortgage loans after discount-

ing the loans to their estimated cash liquidable values at dates of prop-
erty sales.

The OAR is based upon the cash-eguivalent sales price and the net operating
income (NOI) produced in the first year following the date of sale. If a
full year had not passed by the date of any datum sale analysis, the NOI

is that which was budgeted by the new owners. The assessment/sale price
ratio is based upon 100% market value assessment and the cash eguivalent
sales price. Supporting data for all property sales are contained in a

separate, confidential listing with corresponding identification (ID)
numbers.

Year of Cash Equiv. Assmt/

ID Sale Kind of Property and Location Price OAR Sale
100 1¢77 Garden apts., Fairfax Co. 440,000 .1298 118%
105 1380 Office Bldg., Fairfax Co. 467,074 .0856 118%
107 1978 Elevator apts., Montgomery Co. 474,389 .0942 148%
110 1978  Elevator Apts., Arlington Co. 559,800  .0857  71%
113 1978 Office Bldg., Montgomery Co. 585,126 .1324 1339
115 1977 Garden apts., Fairfax Co. 589,000 L1091 94%
120 1980 Office Bldg., Fairfax Co. 590,255 .0860 158%
125 1980 Office Bldg., Fairfax Co. 638,975 .1291 229%
130 1976  Garden Apts., Alexandria City 730,058 L1232 77%
132 1978 Cffice Bldg., Montgomery Co. 746,833 .0818 97%
135 1978 Garden Apts., Fairfax Co. 802,900 .1396 1043
la4cC 1980 Garden Apts., Fairfax Co. 836,857 .0874 96%
141 1977 Garden Apts, Prince Georges Co. 850,000 L1012 87%
1c2 13978 Office Bld., Montgomery Co. %50,000 .0759 893
143 1978 Elevator Apts., Prince Georges Co 994,808 L1151 101s
144 1978 Office Blcég., Montgomerv Cao. 1,010,865 .0868 59¢
145 1980 Office 3lég., Fairfax Co. 1,120,20¢ .0957 1123
147 187¢% Garden Apts., Prince Georges Co. 1,159;172 .1267 102%
150 1977 Office Bldg., Fairfax Co. 1,245,2C0 L1124 106%
133 1976 Gerden Apts., Arlington Co. 1,3

25,0C0 L1015 1033
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Year of Cash Eguiv. Assmt/
1D Sale Kind of Property and Location Price OAR Sale
157 1977 Shopping Cntr., Montgomery Co. 1,461,500 .0879 98%
160 1976 Garden Apts., Alexandria City 1,577,300 .1065 108%
162 1980 Garden Apts., Ann Arundel Co. 1,638,000 .1416 90%
163 1979 Garden Apts., Prince Georges Co. 1,716,505 .1290 101%
164 1979 Garden Apts., Prince Georges Co. 1,732,107 .1827 144%
166 1978 Office Bldg., Arlingten Co. 1,751,835 .0645 90%
168 1976 Garden Apts., Fairfax Co. 1,879,250 .1248 123%
170 1976 Garden Apts., Fairfax Co. 1,960,835 .1140 114%
175 1975 Elevator Apts., Fairfax Co. 1,984,500 .1321 156%
180 1978 Elevator Apts., Falls Church 2,000,000 .0821 91%
184~* 1977 Garden Apts., Montgomery Co. 2,113,500 .1192 115%
185 1980 Shopping Center, Fairfax Co. 2,144,706 .1081 125%
130 1975 Elevator Apts., Alexandria City 2,153,606 .0831 137%
195 1978 Garden Apts., Fairfax Co. 2,324,000 .1224 106%
200 1975 Garden Apts., Fairfax Co. 2,375,000 .0950 115%
205 1977 Elevator Apts., Arlington Co. 2,400,000 .0975 66%
210 1980 Office Bldg., Fairfax Co. 2,510,492 .1290 133%
225 1978 Garden Apts., Fairfax Co. 2,569,500 .1068 85%
300 1975 Elevator Apts., Alexandria City 2,558,669 .1234 93%
301** 1979 Garden Apts., Prince Georges Co. 2,960,244 N/A 131%
303 1975 Garden- Apts., Alexandria CityA 2,789,190 Q775 122%
304 1978 Garden Apts., Prince Georges Co. 3,090,639 Neg 9S5%
305 1979 Office Bldg., Montgomery Co. 3,100,000 1221 78%
306 1976 Garden Apts., Fairfax Co. 3,117,300 1036 165%
307 1977 Garden Apts., Prince Georges Co. 3,125,000 1070 102%
310 1979 Garden Apts., Alexandria City 3,214,928 1110 110%
315 1980 Shopping Center, Fairfax Co. 3,765,341 1093 132%
317* 1977 Garden Apts., Prince Georges Co. 4,000,000 .0810 86%
318 1978 Garden Apts., Prince Georges Co. 4,100,000 1439 97%
319 1979 Garden Apts., Prince Georges Co. 4,128,173 0962 98%
320 1975 Garden Apts., Fairfax Co. 4,190,700 1359 155%
323 1377 Elevator Apts., Mcontgomery Co. 4,796,255 07s0 154%
* Financed under THA 223(£) rehabilitaticn ané refinancing prograrn.

Nominal price shown. No information available on
NQI in first year of ownership.

terms of sale or
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Year of Cash Eguiv. Assmt/
ID Sale Kind of Property and Location Price OCAR Sale
325 1980 Garden Apts., Fairfax Co. 4,871,282 .1316 124%
328%* 1978 Garden Apts., Prince Georges Co 5,426,138 .0921 116%
330 13980 Office Bldg Complex, Fairfax Co 5,529,031 .1071 110%
335 1979 Garden Apts., Alexandria City 6,296,800 .1345 113%
340 1980 Office Bldg., Fairfax Co 6,593,267 L1121 154%
344 1979 Garden Apts., Prince Georges Co 6,726,848 .1457 88%
345 1976 Garden Apts., Fairfax Co. 6,735,450 .11l61 102%
352 1979 Elevator Apts., Montgomery Co. 8,189,554 Neg. 208%
354 1979 Office Building, Montgomery Co 8,850,000 .0862 120%
355 1979 Office Bldg., Arlington Co. 8,857,450 .0593 128%
360 1978 QOffice Bldg., Montgomery Co. 10,729,000 .1025 80%
365 1976 Elevator Apts., Fairfax Co. 12,819,124 .0936 99%
375 1978 Office Bldg., Fairfax Co. 14,957,334 .0881 89%
385 1979 Elev. & Gdn. Apts., Prince Geo. 18,866,955 .0674 72%

Financed under THA 223(£f)
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EFFECT OF FINANCING CN PRICE AND VALUE

WHAT CAN A 4-PERSON PARTHNERSHIP PAY FOR A [0-YR.
OLD, GOOD GUALITY APARTIMENT COMPLEX UNDER
3 DIFFERENT SETS OF FINANCING TERMS ?

EACTORS CONSTANT IN ALL 3 ANALYSES:

o NET INCOME BEFORE R.E TAXES STARTS AT #359000
AND RISES ON A 4% SLOFPE IN ACTUAL INFLATION &
° RETAX RATE =.0/12/; ASSESSED VALUE = SALE PRICE.
* DEPRECIABLE ASSETS =852 OF PRICE, 25 YR, LIFE, /25 % S/L 2.8,
* NO MAJOR CAPITAL REPLACEMENTS IN NEXT TEN YEARS.
°* RESALE PRICE 10 YEARS LATER =£3662,000 CASH-TO-SELLERS
° OWNERS WILL REMAIN IN 50% FED. & 5.75% STATE INCOMEF
TAX BRACKET DURING ALL 10 YEARS OF OWNERSHIP.
© OWNERS WANT (8% EQUITY YIELD (1.R.R.) AFTER INCOME TAX,
* /978 TAX AC7T™ GOVERNS INCOME, GARIN & ADD-ON TAXES,

VARIABLE FACTOR: FINANCING

£ /478 786 Asmda. | Neiv £/850 000 @
/ST MTGE | @515 17 11ove v, | 3%, 20 6 Aot None
Ealleening (0 ¥rs. |
2ND M75s |$4500000 DA
&5 % Int Caly, 10 Vrs. Hone
FPRICE/VALYUE|8 3 537073 |8 2527085 |¢ /435045
FQUITY CASH| 557257 677085 / 4355045
/ & 85 4z & 88 738 /52 003
AFTER- 2 86 244 o2 103 /83 988
7AX 3 87 085 95 555 /99 054
CASH & 87 250 29 0g/ 202 196
FLows 5 88 845 102 664 205 41/
IN 6 89 730 106 289 214 695
YEAR 7 83655 /12 /136 22/ 25
8 o7 373 /17 879 227 820
e J00 857 /123 503 232428
/0 512 538 1257 06 2805 060
4] ”?
"~ 4 P / 2 9
0AR'| 0869 | 1264 | 235
Oterelt Bote’= Yeor 1 Mef lncome Ar B2, 7o 0 = Tots/ Safe £ v2e/il e g
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Going concern value may be more relevant to an economic development
loan. The publi¢ purpose of the loan subsidy is to create employ-
ment, improved physical environment, and the seeds of an economic
base appropriate to redevelopment. In appraising the property for
loan purposes the cash equivalency of fee simple title is not
relevant if eventual delinquency on the loan gives the lender
several options other than foreclosure. For example:

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

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

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

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

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

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

1.

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

If a builder of condominiums buys down the loan of his customer,
what are those points really worth? |t depends on how long the
buyer owns the property and is really an oblique form of a
shared appreciation mortgage, is it not? Contingent interest
for the borrower 2as well as the lender.

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

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

on financing through prior builders' commitments. 0o you discount
project unit values because he bought a FNMA commitment or hedged
in the GNMA certificates market? After all, these costs are

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

What isanoint really worth? Refer to Exhibit 30A.
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Reprinted with permission of Mortgage Bankers Association

MARCH 1981

EXHIBIT 30 A

WHAT IS A
POINT REALLY
WCRIH?

e ——r

Darie! J. O’Connedl

any real estate professiomls
compie lists of personal rules
of thumb. ldeally these rules of
tamb serve 0 reduce efort and raise
producivity in daly decision mmaking-
—with mimimal sactifics in accuracy and

One rule-of<humb that seems to have
made a lasung impression is that the
payment of one loan point' should
equate 10 an Y percent reducion in the
lcan mrerest rate. For exammie. a bor-
rower choosing between a 12+ percemnt
lcan with 2 pomts ffom ABC Mortgage
Company and a {3 percemt loan without
pomts from the XYZ Mongge Com-
peny wouid be indifferent as w0 the
chosce.® According to the ruie-of-thumb,
the two-pomt charge supposedly equates
w0 the Ya percemt (Y percent per point)
diference m interest rares. However.
that may not be a valid rule. as can be
seen when comparmg the points and no-
pomts altermnagves.

A purchaser buys a house o be fi-
mnced with a $100.000. 30-vear loan.
Fmancing is avalable from ABC Mort-
@ee at 12-4 percent plus 2 pomts
($2.000). and is also available from XYZ
Mortzage at 3 percent with no points.
This is ilusmated in Table L

Asaume the borrower plans to hoid
the property for a pericd of only two
years at which pomnt the balance of the

lcan will be paxd. The difference in pay-
ments between the two lcans s $468.00
for the two-year penod. favorng the
lower mterest rate lcan:

2-year payments

@ 13% $26.548.80
2-year sayments

@ 12-%% -26.080.80
Payment savings wih

12-%.% ican S 48300

The differencs in remaming balances
upon the loan pay-off must also be takan
imo account. Because the 12-% percant
lcan will amortize faster, it will have a
remaning balance that is $54.71 lower
than the |3 pere=nt lcan at the end of the
two vears. Adding this balance w0 the
$468.00 in reducad payments results in a
savings of S502.71 over the two-vezr Iife
of the lcan:

Payrmert savings win

12-%% lcan 363.00
Acaacna ican

recLCIon - 4N
Tl savings with

12-Y4% can =27

The borrower, if choosing the 12-%
pereent loan. saves S502.71 m payments
and additonal amortization over the I35
pereent loan. but has pad $S2.000 1o do
s0. Obviously. the two-point fe= does not
ajways equale t0 the comresponding s

ABC ’ XYZ

Tabie 1 Mortzage Co.  Mortzee Co.
.

Lsan $100.000 3100000
reres: rate 18-%:% 3%
MorTywy cavmenms 31.086.70 ST CCES
ATual cavmers §313.0404C 313272
e g . 2 o}
§ ot —arge 2200 e

'As useg here. 2 pogm # Oed as 3 aoLOL
Uo-Fort Smargs Tmde Sy 2 enoer amd oad oV 2
DOMMower, STl srames 2 oan (1o DS Made it 1 ower
aRETSST rate. A pomt s SomTaied as (T of the kan
aroum. More (an one corx TRY 98 CRrpeEl. wih

mﬁmm:mdﬂ:‘mmw
Tnerest rate.

‘Assurmeng e Sorrower as the avadaore funas ©
;v e ponts.

II-44

pres v |



"3 s s AT Tl LR ST D2 SR A B A DN Gt SN e e g o A TG T s SRR AT M S o Sy i Camt e S E g

Tabie 3
Discounted, after-tax payment savings with 12%% loan
14 2 3 4 5
Annuai
After-Tax Column 3 Cumuiative
Payment Tax Savings Payment Discounted Payment
Year Difference On 13% Loan Savings @ 8% Savings
1 S234 00 8274 S141.26 512080 $ 13080
2 234.00 9326 14Q.74 120.66 251.46
3 23400 93.82 140.18 11128 36274
4 23400 Qa 41 139.59 10280 45534
S 23400 85.02 13858 458 553.93
6 23400 95.56 138.44 8724 64717
7 23400 26.31 13768 80.34 727.51
8 23400 96.95 13705 7404 801.55
9 234.00 97.682 136.38 6322 869.77
10 23400 825 13575 62.88 93265
15 23400 10049 133.51 5726 1.180.99
2 23400 734 136.66 5427 1.350.33
25 234.C0 7738 156.62 287 1473.26
20 23400 1291 21.09 2197 1.584.75

Cciunn 113 he annual diffierence in paymernts tetween the wo icans with the advantage to the 12¥%,% loan.
Celumn 215 the annual savings N (3xes aimitiable o the 13% ‘can Cue 0 accitional nterest payments.
Celumn 3 s ihe comeined eifecs of he first wo coiumns: Columrn 1 minus Courmn 2 = Caiurn 3.
Cetumn 4.5 Caumn 3 aiscourted (o e present a 8% cer annum.

Ceiumn 5 is he cunuianve ot of Colurrn 4

_thble 4
Discoumted, after-tax pav-off and combined savings with 123,% loan
1 2 3 4
Cumuiative
Pay-Off Coiumn 1 Payment Savings Combined
Year Difference Discounted @ 8% {Table 3, Col. 3) Savings
1 S 16.85 S 15.42 $ 12080 S 14622
2 7! 2.78 25146 28122
3 5429 4a3.1q 28274 405.84
4 75.44 5548 46334 520.79
5 2828 €6.87 539.93 626.20
8 122280 77328 847.17 72455
7 149.09 86.99 72751 81450
8 177.13 95.70 80155 897.25
9 20636 103.59 &R.77 g73.30
10 238.51 110.48 932,63 1.043.13
11 274.70 116.53 20,61 1,107 14
i2 3638 121.67 1.04206 1.165.73
13 34237 125.89 1083.37 1.219.26
14 379.38 122.16 113850 1.282.06
15 416.68 13145 1.180.2 1.31244
20 289.40 126.45 1 350.23 1.476.78
z5 30135 aras 1475.26 1.553.10
0 a Q 1.584.75 138473
I T T T L B e~ R e s o W R o o e P 0
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EXHIBIT 31

Example Problem: Cash Equivalent Price - Existing Mortgage plus

Purchase Money Mortgage

Given the following information, determine the cash equivalent
price of the transaction:

Sale Price ) $1,000,000

Existing Mortgage (assumed) Balance $682,052

Mo. Pmt. $6,039.20
Contract rate 8.5%
Expired Term 6 years
Remaining Term 19 vears

Purchase Money Mortgage $200,000 @ 10%

Amortization over 20
years, balloon in 10 years

Current Financing 14,5%, 20 year

A.
B
C.

D.

amortization with
10 year balloon

What is the equity investment?

What is the balance outstanding on the existing (assumed)
mortgage in 10 years?

What is the payment on the PMM?

What is the balance outstanding EQY 107

What is the cash equivalent price of the transaction?

Suggested Solution - Il
Existing Mortgage plus PMM

A.

B.

$117,948
S454,781"

s 1,930
$146,049

Equity $117,948

Assumed Existing Mortgage
PW $6,039.20, 120 mos.

2 1h4.5% $381,535
PW $454,781, EQY 10
@ 14.5%
Purchase Money Mortgage
PW $1,930, 120 mos. $121,931
2 14.5%
PW $146,045, E0OY 10
2 14.5% $ 34,558
Total {Cash Equivalent Price) $763,581

% Courtesy of Byrl Boycs
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EXHIBIT 32

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

An Income producing property (special purpose) was resold by the
Midland National Bank on a "workout.!' The terms of the sale wera
as follows:

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

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

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

For the next 23 years - principél
and interest at 8-1/2%, payable
monthly
The property (a 12,000 sq. ft., 3-year old restaurant building)
was purchased on November 10, 1977 for $1,178,808. Typical terms
of financing at that time (11/77) were 9-3/4% interest for 25 years
on a 75% loan-to-value ratio. 1t is estimated that equity raquired
a 12-15% return.
Questions:
A. What are the monthly interest costs in years | and 27
B. What is the constant on the amortized portion of the mortgage?

C. What is the monthly payment on the mortgage?

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

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

F. What is the cash equivalent price assuming an equity yield require=
ment of 12% 15%7

G. What is the adjusted sales price per square foot under each of the
conditions set forth above?
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EXHIBIT 32 (continued)

Suggested Solution - IX
Problem (Cash Equivalency)

A.

F.

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

f = ,09913

$9,737.97

$1,178,808 + 12,000 = $98.23/sq. ft.

PW i Costs Year 1 @ 9-3/4% = $ 50,347.92
PW i Costs Year 2 @ 9-3/4% = 60,918.28

PW Amortization payments
Years 3-25 @ 9-3/4%

881,198.63

Cash Equivalent Price
(100% Financing)

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

Discount Rates given Y = 12%, Y = 15%, m =~ 75% i = 9.75%

Y = 12% Y = 15%
Mortgage .75 x .0975 = .073125 .75 x .0975 = .073125
Equity .25 x .12 = .03 .25 x .15 = 0375
Discount Rate (r) = ,103125 Discount rate (r) = .110625
PWCF @ 10.3125% PWCF 3 11.0625%
Year 1 $ 50,198.33 $ 49,999.88
Year 2 60,399.42 59,715.07
Years 3-25 835,796.73 780,188.86
$946,394 . 48%=% $889,903.81%%*

%%3232,413.52 below face  #***%$288,904.19 below face
$946,394.48 = 12,000 = $78.87/sqg. ft.
$889,903.81 &+ 12,000 = $74.168/sq. ft.

* Courtesy of Byrl BSoyce
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A.

EXHIBIT 33

CASH EQUIVALENCY EXAMPLE

NAKOMA HEIGHTS
168 APARTMENT UNITS
SOLD NOVEMBER 1, 13979
NOMINAL SALES PRICE 53,450,000

One appraisal raviewed recantly contained the following summary analysis.
It is used as it probably parallels the Madisen Assessor s Office perception
of the transaction:

Income S.P.

Date Prics Gross Ne t GIM Expense Unict QAR

7/79  $3,450,000 $4hg, 249 $196,548 7.58 56.3 $20,536 5.7

Cash Equivalency - Monthly payment differential

If 25% down with 75% L/V at 10.55 for 25 vears Down 862,000
Mortgage §2,588,000
$3,450,000

Monthly payment $24,528; Annual payment $294,335

1979 - 4/80 Conv. Mortgage $294,235
. (5.25) 272,875
§ 21,660/12 = §1,788 (A)

4/80 - 4/81
$2,250,000 Conv. Mortgaga $234,335
250,000 L.C. = 249,750
$2,700,000 X .0925 S 44,585/12 = $3,715 (B)
4/81
$2,700,000 $294,335
250,000 226,625
52,850,000 X .0125 S 67,710/12 = $5,643 (C)
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NET PRESENT VALUE UNDER
L.C. FINANCING AND BALLOON PAYQUT
ACCORDING TO CONTRACT ON 12/31/85

197 1980 1981 1982 - 84
years
Down $500,000 $250,000 $250,000
Payment 3,576 (2A) 5,364 (3A) 11,145 (38) $§ 67,710 (12€)
$503,576 33,435 (98) 50,787 (s¢C)
$288,799 $311,832
Balance 2,450,000
$2,517,710
NET PRESENT VALUE CONVENTIONAL LOAN
1979
Down $862,000
Payment -~ Balance 2,404,022
Cash year 1 $503,576 $288,799 $311,932
.884664 .796455
Cash year 2 255,491 $255,491
Cash vear 3 248,440 248,440
Cash year & 48,551 $67,710
Cash year § 43,710 67,710
Cash year 6 39,351 67,710
Cash year 7 $1,317,332 $2,517.710

S2,0458,451 Total Cash Equivalency
(Versus $3,450,000 nominal selling price)

INCOME PREPORTED GROSS [INCOME $499, 249
(Contract) NET INCOME 196,548
MARKET RENT LEVELS

At least gross $450,000
Less 40% expense 180,000
NO} $270,000

QAR = 270,000 = .,109915
2,556,551

SP/Unit =2,456,451 = 14,622
1
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3.

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

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

In practice you ignore polnts paid by the seller in a VA loan.
To predict the most probable price, why not ignore points paid
by the seller for a conventional loan? For loan security the
lender Is intarested in themost probable price at which it

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

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

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

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

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

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

A.

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

1.

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

The legislation included instructions that the subsidy would
cover full taxas and utilities, presuming taxes would be similar
to non-subsidized development pegged at prevailing market rents.
1t was an operating subsidy program with no specific relationship
to financing.

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

Three factors precluded the original concest - rising interest
rates in the conventional market, the evelution of HUD prarogatives
for auditing, management, and tenant selection or eviction, and
finally the operating procsdures of state housing finance agencies
and GNMA tandem plans which provide virtually all of the financing.
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Reprinted with permission by Wisconsin Housing & Economic Authority (WHEDA)

¢ CIFA FORM NO. t100

Exhibic 34 «cvised 1/19/77

AN
Eﬁ.@%?@ Wisconsin Housing Finance Authority

Page 1 of 4

{. GENERAL INFORMATION

1. Deveclonment Name: Woodview Park 4. (x) Feasibilicy
Real () Firm
2. Development Sponsor: Munz Investment Estate, Ikres
S. Type of Mortgagor:
3. Development Location: Tyrell Ave. & Geneva St. (X u.n. .
(Street) () N.P.
Delavan, Walworth
(Ciey) (Councy)
6. (X New Canstruction 7. Permanent Mtz. [nterest 3. Construczion K¢ WHFA
( )} Rehabilitacion Rate 7.5% Financing: ( ) Conventional
9. Type of Navelopment. . . . . . . No. of Units. . . . . . . . . . . .. .. .No. of Stories
! | E - 3 Story
(% Low Rise (1-3 stories) 84 ipt. Units § T.M. Units = F =_2 Story
| Duplex Units S.F. Units !
|
() Mid Rise (4-6 sctories) | No. of linits |
() High Rise (7 stories | No. of Units I
and over) ' :
10,  Acuessory Butildings: {(No. and type) Jane
11. Total Vumber of Suildings: Three
12. Total Number of Units: 90 (Family 22 . Clderly 63 : Handicap )
13. Total Number ar lnits: 90 Revenuc; Non-Revenuc
14, Jensicy: 20 tnics Per Acte
15. Juilding Information: Scructural System Wood frame w/exterigr & Laterior aasonry
Exterior Finish Masonxv /o8Aring walls
Floor System Hoca
16. Gross Floar Arez (Inciuding Basement and Common Areas) 85,600 Sa. Fet.
17. Net Rentable Floor Area: 53,396 Sq. Fe.
18. Number af Parking Snaces: | 18, Parking Ratio:
34 Elderly 1./.a7
44 Family .
L. AMEN(TIES (L, 3V
S Range ‘Sm=—=.ElectTic) {nciuded in Rent

kS Refrigerator

X Air Conditioning (Slecve Only)
Air Conditioning (Sleeve Unic)
Ceneral Alr Conditicning

X Kitchen Exhaust Fan
X Central Laundry Facilities
X {inic lLaundry Facilitics
X Disvosal
Dishwasher
' X Carnesz
F e Nranes
b Siades
X Rads
X Common Arca Furnishings
% Tat Lat
" Gther (Spceify)

.

Hlgat

Gas/ilor Water.......0vou. X )
Gas/Farczad AT, ... ... ..., (X) 3Bdx. ()
LR 23 @ o X SN () (1
{lot Kacer

(o T T PN [@ie] L)
Clectric. .. celvenininnn, i) {
Unit Electric............. (@] ()

(Lignts, Cooxing, cte.)

LR 4 =3 <N [¢] ()

James Wilson Maza. Suste 300 @ 131 Nest Wilson Street o Madisan. ‘Nisconsin 53703 e Teieonone 508/768-7384

II-53



.

fage 2 T ¢
Reviseu 4/ 10/77

{V. RENT SCUEDSULE

tnics | e | sarms | meoael | o Cem | aileaser
§7 r -y 1 s00 ses | s271 s2s8.10 | si4G, s4r
r |r-i| a2 300 860 | s348 $278.84 | s20G, seE
16 | w-rz.rl 2 820 | a715 | s293 5278.84 | 520G, seE
§ | r.m. 1 396 1080 | sas $372.21 | sise,si2:
l l .
| | l |

Gross Annual Contracz Rent

e e e e e e e e n e et ceaeeeaeeee~-a-§ 291,194

Gross Annual Contract Rent § Utility AllowanGe « « = = « = « « = = = = = =~ =« § 314,762

V.

SQUITY CALCULATION

Vi,

INCCME CQMPUTATION

.-

2. Martgige Amount- - -
3. BSPRA - ¢ « - - - -

4. SSPRA & Mtz. Amount

=inus Line 4)

3. Equity Cash (line 1l

-

Tetal Replacement Cost - - ~ 3 2,212,287

~§ 1,991,040

.s 192,737

-§ 2,183,777

<3 28,490

!. Gross Anpnual Income

. {Contract Rent) = « = « -« « §$ 314,762

2. Vaczney (5-+) -~ -

----- $_ 15,718

3. £feceive Gross [ncome - - § 299,024

4. Debt Service (7% %) - -.- § 157,229

§. MIFA Scrvice Fee ( % %)- - S 9,955

6. Total Operating
Expenses § Taxes

7. Return on Egquity-

* & ° o e

118,568

-

----- s 13,274

vii.

SE:. LIMENT IEQUIRLMENTS

- INITIAL CLOSiN:

L. Cash

iquzty CSh = = = =« « =« =
ConsIruction Adjustncnts-
0f5.SiC@e = = = = = ©» o =

Campletion Assurance~ - -

Totzl Cash Reguirement

L]

2. Letter of Credit

Construction Aqjustments- - §
Off-Site

Completion Assurance- - - - ¢

Total letrer of Credit

Roquisement « = « « « = « o s
3. Tota! Caxh & Lesiar of
_PCCIT REAULTEACNE = = « = §

4, Bonus

Compiction Assurance- - - - §

OFf-Sitoe = = = = = « = « = §

VIZD, RELoNCOLIA

TICH

ACT AUTROTLIZ2TION = = = « o « « o

TERIAMT PSYMOALY o o = o = « = = =

Cxpeccteu HUD Contribucions- - -

Tatsl Revenue -

TOr3] LIPCASCNe = o o o « o = = o o
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Revise  lo/77

[X. REFLACEMENT COST AND MORTGAGE

A, CONSTRUCTION CONTRACT

Per Unit Total

l. STRUCTURES: )

1a. APATTMONLS « = = = = =~ = = = = = « - - = $ 15,162 51,273,600

Ib. TOWRNOUSES = = = = = « = = = = - = = « = $ 23,0040 s 138,000

1c. Duplexes « - = = = = = = = = = = « + - = S s

id. Single Family = =~ = = = = = = =« = - - = s Ry

le. Other Buildings - - - - - - = - - e - =3 $

1£. TOTAL STRUCTURES - = -~ = = = = =~ = = -3 15,684. s 1,411,600 _ g1.411.500
2. LAND [MPROVEMENTS: .

?a. Usual (landscaping paving, ecc) - - - -5 1,433 s 129,000

IZb. Unusual- - - - - - = “ e e e e e ..o -$ $

2c. TOTAL LAND [MPROVEMENTS = - = - = - = = s 1,433 § . 129,000 ¢ ..4 440
3. GEMERAL REQUIREMENTS (__ %) =~ = - - - - - e e s o
4. GENERAL OVERHEAD ( 4] m e e e e e e e e e e e e e e e e s 28,335
5. BOND PREMIUM/LETTER QF CREDIT FEE- = - = = = = = = = = = = = = « = = @ @ o - - s 16,123
6. omHERSYTell Ave. Improvements-Eng. Est. $70 £75000+122 0.0, ' s=5614 s 35,260

- per D.U. X 90 = e

7. TOTAL CONSTRUCTION CONTRACT & = = = = = = = = = = = = = = 2 o =@ = = =~ = « « = s 1,676,463

7a. Per Unit CaonstTuction Contract- - - -§ 18,627

8.  ARCHITECTURAL SESS ~

§a. Design (____ %) - = - = <<« <=~ - R s 46,000
8b. Supervision (%) = - = = = = s e e e me e e e 3 14,000
8c. TOTAL ARCHITECTURAL FEES = = = = = = = = = = = = = = « = = « = « = « = s 60,000
8d. Per Unit Architecturzl Fess - - - - - S 66.6.57
9. TOTAL CONSTRUCTION CONTRACT § ARCHITECTURAL FEES - - - - -« - - - - - - - . - g L.736,468

mo. 4 8% for 3 Bdrms.
0. CONS"RUC'ION INTEREST (_10 : 1.0 70,3 B 4) for l_w 2 3dxms. | 5 65,139

1. CONSTRUCTION TAXES = = = = = = = = = o = = = = « = - e e e s 13,87S
12. CONSTRUCTION INSURANCE = = = = = o = = = = = = @« = o = = = « = = ¢ 3,020
13. TITLE & RECORDING- - - - - Pt s 2.368
(4.  WHFA PROCESSING FEE (_225%) = = = ~ = = = = = = = = = = = = - - s 49,7786
5. Loax Loss_ RESERVE (2.5%) - = = = = = =« = == - o« oo s 49,778
l6.  LEGAL (s__ 4950 ) & COST CERTIFICATION (5_ 2,000 g 58-950
7. TQTAL CARRYING CIIARGES & FINANCING FEES- - « =« = = - -« v = & 2« c @ o o = 4 - s 1s0.902
17a. Per Unit Carrying Chgs. & Fin. Feces § 2,121 -
18, TOTAL (Lines 9 « 17) = = = = = = = = = = = = = = 2 = = =~ @ & @ = o o v o « o < sl,927,370
19, 3SMRA= = = = = « 4 = = @ = o = = = = 2 % s e a0 e e e e aee e e e s 182,737
0. LAND = = = m e e e e e e e e e e e e e aa e e e e e e s 32,150
-1, TOTAL REPTACEMENT COST (Lines 1S = 19 « 20} « 2 = o o 6 6 4 o o - 0 4 o & . . 2,212,287
Jla.  Per Unit Replacement Cost - = - = - § 24,531
330 MORTGAGE (_9Q_ %) = = = = = = = = o = = = = = = « = @ = 4 4 40 awo o s1,991,040
12z, Per unit MOTIgaQe - - - - - - - o - $ 22.123 ————



r 4 of 4
Re.used L/710/77

X. CPERATING EXPENSES

Zac. assessed Mkt
yalue _ Per Unic Sub-Total
&

$17,000 x 68 x &7% = S77L,520
< 3 $19,000 x 16 x 67% = $203,830
la. Est. Assessed Val. 87 93 2r 326,000 x 6 z 7% = S104,520

tS_ 33.37  per $1000 - - - - -« - - - - X WTELTT,

_REAL ESTATE TAXES:

e s =aee-$ 26,872
1b. Per Unit R.E. Taxes = « = - - - - § 408

SERVICE ACCOUNTS:

22. Fue! {(Hzg. § Dom. Hot Wazar) - - § 198.40 s 17,8%6
25, ElecITiC - = < = - = - - =<+ § 63.47 s 5,712
2. WIteT - SeweT - « v - - - - - - - § 43,07 $ 4,056
2d. Garbage § Trash Removal - - - - - ¢ 27.00 s 2,430
le. Other - - Meveszising = o 3,00 s 270

L
L]
L]

2f. TOTAL SERVICZ ACCOUNTS - e e e e e e e s eeeeeaweae-aa$ 30,324

2g. Per Unit Servica Accounts - - - - $ 336,94

INSURANGE = = = = = = = = @ = = = = = 2 2 o = o = = o eeecocoeeeeasas 4062

AUDIT © = @ = = = = = « ©« = = = o2 s e o a o =« 2 2o ceeoeoceesesaeseescsl 1,080

LEGAL = = = = = = = = = = =« = = = = = e .- ] 540
MANAGEMENT ; ) .
6a. Fees
! 6, CaRLTAl = o = ® @ = =2 ° 4 c o o @ a2 e o - = . -5 6,758
8. OMaSIiTE = o = o o o o @ « o = o = o = = = = - - =5 9,192
6d. AdmintiSTraTive - = = =« = © 4 o 2 @ e a2 o o o - -~ - -3
be. TCTAL WA@!&W B T T T T T T « e <a--8§ 15,948
6f£. Per Unit Management « « « « - - + § 177.20
MAINTENANCE:
7a. Caretaker Salary =« = - = « - - - . e ee- . e .. .5 8,430
7h. Other S3LaTI@S= « « o = = = = = = =« « = = = + « = e - =3
b 4,998

7¢. CONTTICT SCIVICES = = = « = & %« @ = o = = o « « « = = =§

7d. Supplics~ < = = = =« - - - - - . P $ 2,700

7e. Other - - REPALT Saxvices | _ _ ... ...... 7,170

7¢ ‘tc‘r,{x.m:._'_-----. ..... et e eaae e e e 21,348
7g. Per Umit MIinToNaNCes - - - - o -§ 137.120

REPLACEMENT AESTRVE = = - « o o = = = o = a = = = = a a « = “ e s e eaae e < 2,594
TOTAL OPERATING CXPENSES (Lines 13 « 28 o 3« 3 » 3 e b o 7t «38) - == oo - § 113,563
JE3T SERVICI. @ = o = o o e o o o e v v o & = L I P R § L67.132
iCa. Per Unit Jest Servict « = - - - - ¢ +.857.38

RITURN ON BIHTY o o o o o o e o o o o o o o o o v o o o o o o m s - 0§ 12,274

TUOTAL CPURATING RXPENSTS, 08T SERVICE & RETURN QN TTUITY (Lines 8 « 10 « 11). & 299,028
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!“g .
2.‘;5 §ﬁ P { INAN HORTLY WHFA Form NO.-
S WISCONSIN HHOUSING O INANCT AUTTHTORTLY Pace 1 af |

-~ Periect Na,
5‘/[.\../77 | CONTRACTQR'S end-3r MORTGAGOR'S
—— QU sediiind COST BREAKDOWN 274
e Ctgssec INCHEIMILES JF VALEES)

::._57/‘/ - _ U_ %M//{ - o SDJ/L:/WW U oa

“ad larm caprnsenis the Cantractars end/se Uerigagers fiem c8stt end 1avvidas ¢5 & Basis for disbursing {oiler emaunis =hen edvences
e cwquasted,

v TRADE ITEY! . COST TRADE DESCRIPTION
. 11 Excavaciag & Backfill JTY3IP
:  JiCancrecs 25,57
. 4 |4asonrvy 14 2268
. SiMetals 10 ¢ 32
- & |Rourh Carpencry T uly
16 |Rounh Carpencrv Laboc 94202 |
. _6|Finish Carpencrv | 23167 1}
1+ 6|Finish Carpencrv labor | g oF¥
¢ 7 |Wacernroofing sHo007
C__7ilasulacion 22U daog |
7 {Raafinge 50037 !
:_7|Sheet Mscal 1,15 |
° 3 |Doors 41500 |
. S |Windows | 17067
. 3 |Glass 12242 -
. 9Wach § Plascar —
« 3 IDrywall 73050 !
L 91iTile Wari ~7250 |

3 |Acouscical | 4,00

3iWoed Figarine | -
2 3iResiitenc Flooring ) [72%%4
: 9iPsintinn & Daecoragini; 11425
. 10{Snectalittes { SF2Y
. ll!Special Fauipment ' %563
. LlliCabinacs | 22157
. Lllippliances | <7990
..121Blinds & Shades, Acctwork! azs |
..12!Carnecs ! usGoa !
. L)iSpecral Conscrucclon | —_— |
T 14iElevacars . 24aqy |
T Tlumbinn & lloc Wacer |, 72000 1.
:-19iHeat & Vencilacion | 135073 !
LS iALe Coundit laoaing : 1000 |

L6 1Elecericnl ‘o 4gI77
M fAcerxsory Scruccuces ' Yeog |

ITOTAL STRUCTURLE(S) L 14326237 0

2Farth Yark | /{250 |

JiSice Hoilizices ! /oot

2 IRaads & Walks | o720 |
© 2!Site Imnrovemancs ! Yoo .
2. 2llauns & Plancing Y4 ¥
50 2 Wausual Size Condition {  €£5723¢ 4
T Trotac o menet S 400]  ter e st e enns
. ITAT. STRUCT. S LAND 1MPRV TS, ) SE2 223 Levasis saviudod in itade 11om Seonbdowaillessis 10t 1aciedrdiarade siem broarden
I_| GENCAAL SCALIRCMENTS 35508 | 2eicmirTion T€5T. cosT 3LICRISTION es7. COsT
38 JSURTATAL (Linve 4l and 47) PrP A B
. QUILDER'S QVEIHEAD | ,29335'
3 auUN LS < rearT | T—
0 SUBTGTAL (Linss 43 iew 431 | /6 4T6S3.
b 1 ToTAL 3 _
31 QTHER FEE3 | JEwOLITION
H ASHO PR ps | L72 L | .1 (eatis sarintivded1v trade civm brvaidag
n 0 ] T \ I OZscAIPTION | £3T. Casv

T TOTAL FOR ALL 1MPROVEMCNTS | AZ& > 784 | } |
TP Bt TN verd Sy e | i ] !
1[ l YQTALLf‘inLA‘L"L‘ .;-;ncvuurs‘ caTaL 1 I raraL s
P R vt —
JTegagsr O gp bt dy date J;//-’ /3 Z
;atractor %ﬂ W‘—i; A8y Dace r7f_, /77
p; ;
IFA bDace
374773




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

Using the FMR's for the unit mix of a propesed project, the
developer works through the 2013 form (See WHFA, Exhibit 34)
backwards to arrive at a capital budget available for hard
construction costs; he typically buys hls land at a value not to
exceed 30% of the HUD acceptable unit cost of land. The 2013
budget is then a tentative maximum but actual project costs are
audited and any savings are used to adjust the maximum mortgage
commitment. The 2013 does not racognize points pald for the
permanent loan or overruns oa cost, but the audit doesn't recognize
rents collected prior to the audit certification date. With adroit
phasing these costs may be offset with revenues during a period

when most operating costs are funded as indirect costs of construction.

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

for design, supervision, bonding, overhead, etc. Space allocations
within the project may reflect social purposes such as meeting

‘rooms, medical centers, craft shops, and infirmary. Moreover

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

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

The market comparison approach is incperative because of constraints
on resale inherent in the mortgage and management contracts, the

tax trap of accelerated depreciation, the loss of depraciation
benefits to the second owner, the emphasis on profit caenters for
construction rather than management, the rent controls following
construction, and the fact that conversion to a conventional

market rent structure in the early years would mean rents below

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

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

sale at fee simple title. Rather a transfer would come with all
the liens and contractual oblications because the owners are not
the controlling powers; HUD and the finsnce authorities are.

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

1. The Legistature recognized higher costs and higher risks could
not be funded up front by dirsct subsidy so what has amerged
is a series of mandatory management and operational raform
and a series of initial and delaved profit centers, augmentad
by favorable tax rules, and automatically guarantesd.
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2. Three groups of restrictions are the 1974 Act, complimentary
administrative rules, and financlng restrictions.

3. Section 8 developments are built to conform to the regulatory
moid rather than market or merchandising feasibiilty.

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

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

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

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

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

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

II-60



66-TT

ExhiL

35

COMPARATIVE OPERATING BUDGETS FOR 100 ONE-BEDROOM UNITS

Conventional

Section 8 High Range Low Range
Rent 342,000 285/u 276,000 230/mo 240,000 200/mo
Management 15,800 158/yr 16,200 162/yr 12,000 120/yr
Malintenance 20,300 203 /yr 18,03§ 180/yr l0,0gg 100/yr
Services/
Heat 27,000 270/ yr 24,000 240/ yr 22,000 220/yr
Insurance 6,850 68/yr 6,000 60/yr 4,000 Lo/yr
Audlt/Legal 900 9/yr -0~
Replacement
Reserve 9,200 92/yr -0~
Equity Return 14,000 140/yr -0~ -0-
Taxes® 51,600 42,960 37,200
Mortgage 2,150,000 1,532,567 1,405,125
Debt Service 184,834 168,840 154,800
Total
Replacement
Cost 2,391,000 1,803,020

*Based Upon Unadjusted Total Costs

1,653,088




Exhibit 36

Assessment Valuation of Section 8
Using lncome Approach

Gross Receipts = $142,000 Collected from tenmants
190,000 :Collected from ACC contract for
five years totalling $3950,000

Net Revenue $332,000

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

Management fee $ 15,800

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

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

Net operating inccme

B/4 real estate taxes $251,950 or $252,000

$252,000/.1374264 = 1,833,344 or 1,830,000

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

(.126384 x .85) + (15 x .05) + (.75 x .03 mill rate)
1074264 .0075 .02225 =

Cap rate .1374264

*Be sure gross receipts include utility allowance; in some cases
the tenant contribution is less than the utility bill.

*% local tax equalization rate

85% loan ratio x $1,830,000 x 126384 = 196,590
$252,000

796600 = 1.28 debt cover ratio
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¥1. Untll now, cash equivalent prices have made adjustment for differences
In fixed mortgage constants and predictable mortgage balances due at
some future point in time., However, today we are faced with variable
rate mortgages and a subsector of those called mortgage participation
loans.

A.

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

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

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

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

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

. Participation in gross rent, generally above a floor of

normalized gross. (May reduce value for mortgage loan-ta-ratia

value purposes).

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

3. Percentage of net operating income (certain expenses aliowed
in full wnile other discretidnary expenses and vacancy

allowance may be defined in amount or percentage of effective

gross). Sometimes found on land leases and reduces net

income available for debt service if land lease is unsubordinated.
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4. Percentage of cash throwoff, after debt service and with
defined priorities and allowable debt limits. Other restrictions
may include mandatory reserves to be set aside before partici-
pation.

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

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

. A community shopping center costing $6 million to build
and with a million in runaway construction interests can
be sold for $723:million for $800~-850,000 net operating
tncome in the first five years. Lender provides $7.3 million
for 11% interest only ten-year mortgage; in addition, he
receives 50% of cash throwoff and whatever percentage of
ownership is needed in the tenth year to provide overall
18% return.

2. An office building in San Francisco received 100% financing
for construction and eight year balloon. in addition, the
developer-borrower becomes a general partner with two limited
partners, the land cwner and the lender, each receiving some
percentage cof tax shelter, cash dividends, refinancing surplus

or resale vaiue and perhaps retaining first right of refusal
as well.

3. In each case, the mortgage locan represents fee simple title
while the interests above that represent entitlements to tax
shelter, nonvested future interests, managementzand contracting
fees and marketing skills,
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Period
Occupancy (163 rooms)

Revenue:
Availablz2 Rooms
Occupied RoQTs
Rate Average

Room Revenue

Fublic Room Renta12
Restaurant Rental
Telephone

Ocher Income
Room Service Commissions

5
6

Total Revenue

Operating Expenses:
Payroll
liousekeepling
Adm. & Cen.g

Adv. & Promotion

10

Urilities 12
Rz2pairs & Maintenance

Total Operating Expenses

lHouse Profit
Misz. Interest Income
Gross Profic

Less:

insurance
Land Rental 3

Income to Furnishing14

Income before RE Taxes and

Debt Service to Land and

guildings

HHoward Johnson -
¢chedule of Projected Income and Expenses
For the Years Commencing May 1, 1974-78

1976-77

Exhibit 4-6

1974-75 1375-76 1977-78 1978-79
687% 70% 71% 72% 73%
59,463 © 59,400 59,400 59,400 59,400
40,463 41,580 42,174 42,768 43,362

18.89 19.00 19.50 20.00 20.50

764,450 790,020 822,390 855,360 888,920
7,116 7,200 7,200 7,200 7,200
31,500 31,500 31,500 31,500 31,5C0
(14, 345) (14,795) (15,375) (15,960) (14,560)
6,113 6,165 6,405 6,650 6,500
1,635 1,850 1,920 1,995 2,070
706,468 821,940 854,040 886,745 920,030

166,180 164,390 170,808 177,349 184,006 .
33,160 33,700 .34,200 34,700° 15,200
83,150 85,690 89,250 92,665 96,145
82,250 82,735 84,704 86,352 86,030
66,500 76,030 79,000 82,025 85,100
16,550 13,560 13,590 12,500 13,500
447,790 455,245 471, 452 486,591 501,981
348,618 365,695 382,578 400,154 418,049
720 720 720 720 720
349,398 3€h,415 383,298 400,874 418,779
10,314 9,426 9,926 9,926 9,926
7,630 7,680 7,680 7,680 7,620
_ 64,000 64,000 64,000 64,000 64,000
267,404 284,809 301,692 319,268 337,163




Notes to Exhibit 4-6

Rate Average:

The average room rate for the year ending April 30, 1975 was $18.89.
This was a $.19 increase over the room rate for the period ending
April 30, 1974, or about 1l%. The increase was due in large part to
standardizing room discounts for major clients and for functions
requiring a large number of rooums.

Public Rooms:

For the year ending April 30, 1975 the total dollar volume was $7,116.
In cowmparison, for the year ending December 31, 1974, the total
volume was $6,834. Public room rental was not found to be related to
the level of occupancy or total revenues, thus it is assumed to be
fairly fixed in character.

Restaurant Rental:

The restaurant is leased to Howard Johnson's for a minimum rent of
$31,500, plus 5% of the amount of gross receipts which exceeds 20 times
the minimum rental.

Telephone:

Telephone revenues have averaged 3.4% of room revenues, compared with
an industry average of 3.67 (Lodging Industry, by Laventhal, Krekstein,
Horwath, and Horwath).

Annual equipment lease payment is $12,764.40.

Net losses have average 1.87 of revenues. With increased occupancy,
losses ghould not exceed 1.5%, comparable to national averages in
Laventhal, Krekstein, Horwath and Horwath.

Other Income:

- Includes valet and laundry, vending sales, sundry sales, and 10%

commission on banquet food sales. Vending has averaged 1/2 of 1% of
total revenues. The remainder accounts for 1/4 of 1Z of total revenues.

Room Service Commissions:

2% commission on restaurant bills and room service charged through motel
plus 20¢/room service ticket, thus variable with occupancy.

Payroll:

Actual and target results are 207 of total revenues.
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10.

11.

Housekeeping:

Averages have ranged from $33,157 (December 31, 1974 closing) to $33,775
(April 30, 1975 closing), or 4.06% to 4.27% of total revenues. Dollar
amounts are fairly comstant within a narrower range of occupancies.
Includes commissions to travel agencies.

Administrative and General:

For the year ending December 31, 1974 the total amount was approximately
$82,750, or 10.45% of revenues. The torals are comprised of expendi-
tures the majority of which are variable in nature.

Includes a 3% fee for management services.

Advertising and Promotion:

Schedule
Outdoor Sign 1975~76
Sign Co. $1625.50/mo.
Advertising Co. 31.50/mo.
Less: Howard Johnson's share (275.00/mo.)
Total $1377/month X 12 = $16,524
Promotions 1,500
Publications 7,200
Franchise Fee (5% of gross room receipts plus
public room rentals)’ 39,537
Manager Expense and Promotion 3,475
Miscellaneous Advertising 2,500
Reservation Charge to Howard Johnson 12,000
Total $82,736
Utilities:

The total is comprised of four elements: electric bulbs, electric
current, fuel, and water. The total for the year ending December 31,
1974 was $64,274 or 8.12% of total revenues.

Interim rate increases by Gas and Electric commenced in

June 1975. Electric increased 17.7% while fuel (gas) increased 7.33%.

At present, additional proposed increased are being evaluated by the
Public Service Commission which would become effective in 1976. Electric
increases are proposed to be an additional 14.9% while gas is to imcrease
4.9%. Beyond 1976, increases are expected to be between 5% and 10% per
year for both forms of energy.

Utilities are not expected to exceed 9.23% of total revenues without a
corresponding increase in room rates. Increases in utilities are
expected to occcur faster than any corresponding increase in room rates,
thus it should be some time before the utility expense ratio will
stabilize at approximately 97.

Year to date totals indicate the projectiomns for 1975-76 are consistent
with the above assumptions concerning the room revenue increase lag.
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13.

14.

Repairs and Maintenance:

- Contracts
Plabocki Sign Repair Contract $1,060
Westinghouse Elevator Contract 3,336
Pellitteri Wast Removal 738

- Actual for year ending December 31, 1974 was approximately $16,550.

- For the year 1975-76, the year to date totals indicate a decrease in
expenditure. Such expenditures should remain fairly constant over the
next five years.

Land Rent:
Monthly rental charges $1000
Less: Recovery from leased property (360)

Net land cost per month 640
Furnishings and Other Assets:

Furnishings and Equiprment

Furnishings and Equipment $251,120
Carpeting 60,490
Two Autos . 9,480
Signs 9,967
Leasehold Improvements 5,778
Total per Audit 336,835
Factors Attributed to Furnishings
Rate of Return 9.0%
Recapture 10.0%
Personal Property Tax 4.5%

Income Equivalent of Recapture and Return to Equity
336,835 + 336,835(9% X 10 years) = 639,987
639,987 + 10 = 63,999 or 64,000
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EXHIBIT 1

LOAN TO COST RATIO APRPRROACH

2T acSuwiaTicrne c=aar 100,000

et

'Lccmsfnuc-ncu auacaT 349 naaf

80,000 sq.ft. land

32,000 X $30/sq. f=.

INQIRZCST CQOIT ANSD
i 120 1000 | faes, interest, etc.
TEVRELIPMENT XEXS
TATAL CASITAL BUSSET
3 K
3 1,240,000 |
! lr..:xam TS CcT3yT nArvc_Q____J
E:As.w ITUTY AxayinasLg ngj Enc:n-::n.ax L3am 942,109 ]
= — T =
REQUIRED PRE-TAX CAERM ‘e REET SETARAVICE
20 yr. 111% 5 -
SISTRBUTION RATER manthly pay coNSTANT ~L27982 .

CA B THRCW QF.-

rRFAUIAKRD SCR BQUITY

D 1s1 820 <

Qefault ratiao:

0o, Exp.+R.E. Tax+Jebt Ser.
Gross Rent

80,000 + 32,176 + 126,944
268,421

=.39

ODebt cover ratio:

Net Opo. lnc.

ﬁeot der.

141,824

T8 355 = T.11

{toa low)

CASH REQUIAXD QR

MCRTQAGE LINSER

Qb

\/

NET Qo€rATING

INCIvm e

o
oo o

ARAECTIVE GRACQSS REVEINUR

D

SEauIiR=c

Somn
I3 d
AsAL ASTATE TAXIS 3_2_,3_5___:{‘

$2.50 X 32,000

§2¢55.090

ac
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LENDER'S POINT OF VIEW
EXHIBIT 2

DEBT COVER RATIO ARERROACH
CROSY AENT SATENTIALYG] 5QQF"

27,200 GLA X $9.25

vacancY Loss O % .

gaeRBOTIVE
18ACSE asvENyS

rasLacemenTs _1,000

NET TREIRATING INCTOIME AVAILASLE

126,000 -

I QEDT BAYMENT, INCSME TAX, CASH CIVICENGS

.

QERT COVER AATIA 1.2

] pEaUIREDd 8Y LENTERS

CASH AVAILABLE TR
21,000

INCTMIE TAaX ANGS INVESTOS

CASH AVAILASLE STR

105.900 ‘

CSHEST SERAVICE

KREQLIIALED PEAg-TAX CAaAHMH

Yomig raimuTion maTe [:zsz-r saavica c=usTamT. ) 27563 J
350,000 JUBTIMED CASM JUBTISIED MORTSAGE
. TR RGUITY INVASTMENT O 1 ,170,500 ] LoAN 820,500

v Y T

EXIBGTING CLAImE CR ACAaNNMNGED

289,000 : Land & Indirect Casts
IMRIOQQVEMENT sUCCET

ARQCESS3 AVAILASLE FOR
D 820,529 q funds for Censtruczion 3udgaers

SogQuEA™Y IUSCMASE AS 18

390, 530
32,000 = $27.80/sq. ft. justified building budget
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OEVELOPER'S POINT OF VIgw
EXHISIT 3

CEFAULT RATIC AFRPROACH

::{ amQas SNNT PATENTIAL

L__s751.200 |

r .19 = SRrAMLT aaﬁcj

NI VARIARLAES AN

37,740

EQLUTTY CaSw

r____ﬁ_:___ e nu:uv;

25 180 CASM AVAILABLX

FTHA INVESTTRS CABH AVAILAEALI BC

2
$109.88a

+* SasT suaviCR

REQLINED BRtR-TaAX CAg™
L)

SUBATRIBMUTION 2ATR

419.333 rED casm JUSTIRIAD MCATTASE ;

~
22NITTY  INVRETIENTS -~ 1,207,482 Q =Aang 788,166

EXIBTING & iMe Caa B
590 000 SAnan Land & Indirecs Cascs

IMPRCVEMRNT SUSSET

RECC ARSI AVAILARLE RSR
D 927,520 <] Availanle for
BRACHBINTY FGACHAIA “Ag ix” Censtructian Judget

$37/3g. ft. of gruss ar=a for justified Bldg. budget
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