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State of Wisconsin \. DEPARTMENT OF REVENUE

OFFICE LOCATED AT

125 SOUTH WEBSTER STREET

MAILING ADDRESS

POST OFFICE BOX 8933
MADISON, WISCONSIN 53708

July 18, 1985

Dr. Graaskamp
202 N. Breese Terrace
Madison, WI 53705

Dear Dr. Graaskamp:

I am confirming our scheduled training seminar we talked about
previously and also providing you with questions, issues and problems
that we must face. We have scheduled your presentation for Thursday,
August 15, 1985 at 9:00 a.m. I expect you will conclude sometime
between 11:00 and 12:00 a.m. You mentioned on the phone that your fee
would be about $400 to $500 for a half-day session. I would like you
to get back to me with an exact figure for our budgeting purposes. 1
am told we have a very tight budget for this new fiscal year, so we
would appreciate any help you can give us on this.

I had mentioned our great interest in Mr. Shlaes article "The Market
in Market Value" and in the topic of reliability of sales data in thin
markets. You had said that you knew Mr. Shlaes and had discussed this
topic with him and that you both had identical ideas on the subject
and in fact you were quoted several times in the article. Enclosed
are a list of questions/issues and three appraisal articles. Some of
the questions make reference to statements in the articles. If you
would Tike to discuss the questions/issues or if you have some other
material for your presentation, please let me know.

Sincerely yours,

Elantly € biomtl

Charles E. Turner, Chief
Manufacturing Assessment Section
Bureau of Property Tax

CET:sb
Enclosure



APPRAISAL SEMINAR
STATE OF WISCONSIN DEPARTMENT OF REVENUE

August 15, 1985

I. Objectives of Session
A. Appraisal responsibility to reflect collective market behavior.
B. Three approaches to value

1. Truth, chance, and beauty
2. Normative, inference, and simulation
3. Cost, market, and income

C. Expansion of appraisal function

1. An appraisal is a benchmark for making a decision and therefore
value must be defined in terms of the decision.

2. An appraisal is application of alternative pricing models to a
specific property given availability of relevant data.

D. The assessment system is a model for pricing like any other, and
subject to the six constraints of modeling:

Careful definition of the question.

Recognition of available and qualified data.

Choice of hypothesis which focuses data on the question.
Limitations imposed by time and talent of the analyst.
Recognition of constraints of credibility with the client
(Wisconsin taxpayers and Wisconsin courts).

Cost effectiveness of the process.
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E. Appraised value for assessment is a specific decision with an
artificial set of constraints of its own, just as investors have
specific constraints in their context.

1. The interest to be appraised is the contribution of
land and building to the total venture.

2. Definition of market value assumes buyer and seller are under no
duress and have at least two alternatives which can substitute.

3. Value is fee simple under the Unity Rule.

L. Value should not be confused with price where the seller did not
receive cash or did not retain contractual benefits.

5. The real estate tax must fall on the contribution of land and real
estate capital, and exclude returns to management and labor.

1. The assessor should stop fighting the emphasis on market sales and defending
the cost system by recognizing that assessment now has the following advantages:

A. Uniformity of application or a market derived pricing algorithm is more
important than exact prediction of the re-sale price.

B. Set theory is the basis for market comparison--not statistics, so you need
only a very limited number of clean sale transactions and data for an
appraisal model.
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C.

D.

The

Careful research of a limited number of sales will do more to improve
assessments than any other single factor.

The minicomputer is all that is needed to make alternative methods
cost-effective in applying market comparison methods.

Before specificially answering questions provided by Mr. Turner, | would
like to show you three methods for handling market data which depend on
a limited number of benchmark sales and a very limited number of
adjustments and are prefectly defensible in court.

1. The Ratgram-Dilmore Algorithm.
2. The '"'Backdoor System' to income value.
3. The MKTCOMP Concept.

Ratgram-Dilmore Handout

Selection of four to six benchmark sales for which data is available.
Adjust sales for terms and conditions and possibly time and location
if there are great discrepencies.

Discovery of a common unit of comparison which explains perhaps 50%

of the difference between one price and another. (Remember that the
objective of market adjustments is to reduce the standard deviation of
the mean price due to differences among somewhat similar properties;
properties should be similar in terms of function and buyer motivation.)

Choose five, and no more than ten, attributes which characterize
significant differences amont properties, covering a span of
attributes such as:

Location

Appearance

Internal efficiency for activity housed
Quality of construction

. Efficient utilization of site

. Market conditions controlling buyer or seller.
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Assign weights to the scores and then develop a price per unit of
comparison per weighted point score.

Apply the price per point per unit to scores of the comparable properties
to test the predicted price against the actual price.

Then apply the pricing formula to the score and number of units in the
subject property.

The system can be stylized for apartments in different size groups,
industrial properties of different sizes, farms, etc.

Once a property has been scored, it is available in the data bank for
all future appraisals on the same scoring system.
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Iv.

The income approach is a market comparison approach because ultimately
buyers compare properties on the ability of the property to produce
dollars of cash. A capitalization rate is an attempt at market comparison.

A. Overall rates from the market have become totally unreliable due to
engineered prices to achieve creative financing, income tax
advantages, or access to special business opportunities.

B. However, it is possible to easily estimate the value of the property
justified by its ability to produce cash for a conventional institutional
mortgage lender and the equity investment, ignoring non-real estate
factors in terms of personal financial goals of the investor.

C. The basic value of a farm, aside from lifestyle, is its ability to
produce bushels per acre, support so many animals for so many months,
etc.

D. In real estate, we call it the backdoor approach, it can be done by
hand or computer and driven from esimated market rents and expense
ratios for a specific class of property. The best source of data for
the required market factors of debt cover ratio and mortgage constant
is the American Council of Life Insurance Schedule M, which is available
free on a quarterly basis.

E. Refer to Backdoor Chart.
F. Refer to sampe Backdoor Computer Output.
G. Test the system with VALTEST.

My partner, Jean Davis, is the assessor for Maple Bluff and successfully
utilizes a system called MTCOMP to select, adjust, and apply four comparable
sales to each improved property each year, and three comparable sales of
vacant lots to each vacant lot. Maple Bluff continues at 100.5% equalized
value.

A. The system has too much detail for historical reasons, but does work
with a very limited number of sales each vyear.

B. The concept works very well and is statistically very robust, i.e.
very insensitive to adjustment factors which are necessary to the market
comparison approach.

C. Federal mortgage institution regulators have disapproved the use of
multiple regression because the appraiser has not inspected the properties,
is not responsible for adjustments between properties, and because the
subject property is comparéd  to the mean of the sample rather than
specific properties with a specific address. Moreover, HLB argued that
it required too many sales to maintain statistical reliability.

D. The concept permits the appraiser to bracket the subject property with
a specific set of comparables--the key word is ''set.'" Any specified
number most like the subject property. ''Most like' is measured using
Euclidian distance
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Vi.

1. The attributes chosen as a basis for comparison are subjective
as are the dollar factors for adjustment; the analysis is objective.

2. The point is here to show that only a limited number of sales are
needed each year to keep the system relevant and representative.

3. The point we want to make is that the system is cost-effective,
it meets the credibility requirement with the client because it
matches specific properties to specific sales, it can be automated
so that the typical assessor can operate it with common sense and
some input from a supervisor, and it is consistent with the data
and hypothesis available from existing records and traditional market
comparison logic.

QUESTION: How can the assessor show the Tax Appeals Commission and courts
that a sale price does not always equal market value or that the most
comparable sales to be found may not represent market value and should not
always be the sole determinant of value?

A. Do not confuse absolute price with price per unit; with a little
imagination, price per unit per point will greatly expand the

application of the limited number of clean sales prices available.

B. Discounted cash flow is simulation of the market when direct
inference is not possible.

C. Take guidance from the Ratcliff hierarchy of market inference, buyer
simulation, and only then normative methods like cost.

QUESTION: The courts appear to have gone from market value to most probable

selling price. They are saying if liquidation sales are the most likely

type of transaction, then they should control value even though they may not
meet the market value standards as described in this article. Please expand
upon the difference between most probable selling price and market value and
how the assessor can go about showing the difference to reviewing authorities.

A. Be careful to define '"'liquidation' sales in terms of the cause of
liquidation--poor management of the property or no productivity of
the property.

B. No productivity in the property means liquidation price is market price
and value added by conversion to another use is in part a return to
management.

C. Be sure to distinguish between a distressed seller and a distressed
property. Probable price for a distressed seller is irrelevant to the
assessor; a fTair market price of a productive property minus the cost
to cure including return to the entrepreneuer is relevant to the
assessor.

QUESTION: Of all this verbage the key phrase is '"The level of confidence

associated with a sample has to do not so much with the range of distribution

as with sample size."

to show this fact.

Yet assessors and case law show no effort by anyone
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A. The emphasis on sample size is misplaced and reflects the belief that
the market is statistics rather than ''sets.'" Statistics deals with
inference where sets deal with parameters and simultaneous equations.
Set theory allows you to bypass the number of degrees of freedom required
of statistics.

B. There is a whole new area of information analysis developing called
"fuzzy sets," which will be directly applicable to appraisal.

C. The test for the appraiser is wthether his pricing algorithm can
reasonably predict the price of his comparable sales; the second test
is whether the estimated fair market price for the subject property
would result in economic benefit to the buyer without external subsidies.
These tests determine if the assessed value is congruent with the market
in which the subject property will be traded. Economic logic and not
statistical rules is the critical demonstration.

D. Confidence is a matter of consistency with a limited number of sales,
adjusted for cash equivalency and the rules of the set.

QUESTION: Is there a way to calculate the probability factor shown on the
vertical axis of these graphs?

A. No, and it is not necessary. The point system shown solves for factor
weights which automatically adjust sales prices for most of the
differences. The range then becomes dispersion of prices around the
transformed unit of comparison.

QUESTION: The assessor cannot have two values like the fee appraiser can.
Do you believe that the assessor in Wisconsin must chose one or the other
use as his premise or can he give a weighted value based on estimates of
probability?

A. | believe the assessor should choose the current use of the property
rather than speculate on the next-best use; the problem of predicting
future effective demand, appreciation, or depreciation is unnecessary
since the assessor can review his judgment each year in light of conditions
which are observable at that time. Rate of obsolescence due to social
change does not have to be recognized until confirmed by market transactions.

QUESTION: If we had a subject property of 1.2 million sq. ft. how wo?ld you
show whether or not two sales is or isn't an adequate market or a reliable

market:

A. The problem is you have unnecessarily narrowed the set at 500,000 sq.
ft. or more. This is the point of '"‘fuzzy set'' theory. If you )
need four or five sales for the price per point system, take additional
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transactions of properties of less than 500,000 sq. ft. Set up an
attribute score that reflects your judgment that bigger plants sell
for less money and let the Dilmore algorithm assign a weight, or
select on the basis of five or six variables including age, location,
flexibility of alternative uses, and location in terms of population
density and choose four comps based on Euclidian distance.

We have already discussed gross adjustments.

Sale of a special purpose industrial plant will reflect to the next-best
user and not the compulsion factor; the bankruptcy trustee has time to
look for the best deal for the creditors; the next buyer may have

faced opportunity costs in alternative properties that would have made it
impossible to go forward or make the risks higher than returns to capital
would justify. Again, the appraiser must recognize if the real estate
caused the business to be unprofitable due to location, flexibility for
changing techniques, or excessive cost to operate, or whether outside
conditions changed the demand for the product, the cost of labor, or
other factors not related to location and structure.

Special purpose commercial buildings are better analyzed from discounted
cash flow analysis or cost to provide a functional alternative than
through a search for comparable sales. The Sentry building case.
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EXHIBIT IV-9

SCALE FOR SCORING COMPARABLE SALES
BASED UPON PRICE SENSITIVE ATTRIBUTES

ATTRIBUTE WEIGHT SCORE
GROSS BUILDING 30% 5 = Building less than 15,000
AREA SF of GBA

3 = Building between 15,000 SF
to 40,000 SF of GBA

1 = Building greater than
40,000 SF of GBA

LOCATION 30% 5 = Located in South Madison
Industrial Park area with
or without rail siding or
along major highway with
rail siding

3 = Located along or visible
from a major road such as
Righways 51, 151, 113, or
30 in a mixed use area
without rail siding.-

1 = Located in more isolated
commercial mixed use area
without rail siding

RATIO OF LAND 10% 5 = Greater than 4:1
TO GBA 3 = Between 4:1 and 2.5:1

l = Less than 2.5:1
EFFICIENCY OF BUILDING 10% 5 = Efficient layout for
DESIGN FOR STORAGE AND accessibility of stored

DISTRIBUTION USES goods with adequate number
of overhead doors and
truck height loading docks

3 = Adequate layout with
limited number of overhead
doors and truck height
docks

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

QUALITY OF 20%

HVAC SYSTEM 5 = Pully insulated with heat
in warehouse and office
area

3 = Partially heated warehouse
space and adequate heated
office space

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




WEIGHTED MATRIX FOR COMPARABLE PROPERTIES
SCORE/WEIGHTED SCORE

QOMPARABLE MO. 1 COMPARABLE O, 2 COMPARABLE MO. ) QMPARMNE MO, 4 QOMPARABLE MO. COMPARABLE NO. § SUBJECT
4401 Coctage 4610 - 4622
ATTRINTE WEIGHT 1115 O°'Neill Sc. 2810 Scyant Sx. 910 Wetson Ave. Grove Rd. Femrite Rd. 3103 vetford Wey 2422 Penneylvenia
GROSS BUILDING
AREA (GBA) 308 5/1.50 3/0.90 1/0.30 3/0.90 5/1.50 $/1.%0 3/0.9%0
LOCATION los 1/0.30 3/0.%0 5/1.50 5/1.50 3/0.90 5/1.50 3/0.90
RATIO OF
LAND TO GBA 108 3/0.30 1/0.10 1/0.10 5/0.5%0 3/0.30 1/0.10 1/0.10
EFFICIENCY OF
BUILDING DESIGN  10% 3/0.30 1/0.10 1/0.10 5/0.5%0 $/0.50 3/0.30 1/0.10
QUALITY OF
HVAC SYSTEM 20% 5/1.00 3/0.60 3/0.60 1/0.20 $/1.00 1/0.20 5/1.00
TOTAL
WEIGHTED SCORE 1008 3.40 2.60 2.60 3.60 4.20 3.60 3.00
CASH
SELLING PRICE $200.000 $212,000 $625,000 $525,000 $301,000 $209,000
DATE OF SALE 6/27/84 6/12/83 6/30/83 1/4/82 2/29/84 6/30/82
GROSS BUILDING
AREA (GBA) 13,832 sr 19,760 sr 57,800 Sr 34,517 v 17,300 SF 14,000 ar 30,195 sr
CASH PRICE/
T Or GBA $14.46 $10.73 $10.81 $15.21 $17.40 $14.94
CAM PRICE PSR 37/
WEIGHTED POINT SCORE $4.2529 $4.1269 $4.1577 $4.22%0 $4.1429 $4.1500

Ol-At LI1G1IHX3



JUSTIFICATION OF COMPARABLE PRICE FORMULA
FOR THE GOODWILL BUILDING
BY MEANS OF ANALYS!S OF VARIANCE OF ACTUAL SALE PRICE
VS. PREDICTED PRICE OF COMPARABLES
USING MEAN PRICE PER POINT EQUATION METHOD

PREDICTED ACTUAL

WEIGHTED MEAN PRICE PRICE PER SF PRICE PER S8fF $ OF VARIANCE
NO. COMPARABLE SALE POINT SCORE PER POINT SCORE OF GBA OF GBA VARIANCE TO ACTU?L_PBISEf_

O'Reill Street 3.40 $4.18 14,21 14.4¢ - 0.25 1.7%
% %:ig Bryant Street 2.60 . 4.18 10.87 10.73 0.14 1.3%
k) 901 Watson Avenue 2.60 4.18 10.87 10,81 0.06 0.6%
4 4401 Cottage Grove Road 3.60 4.18 15.05 15.21 - 0.16 1.1%
5 4610-22 Pemrite Road 4.20 4.18 17.56 17.40 0.16 0.9%
6 3103 Watford Way 3.60 4.18 15.05 14.94 0.11 0.7%

NBT VARIANCE $ 0.06

Li-A1 L18IHXT



EXHIBIT 1V-~12

GOODWILL BUILDING

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

R T T R E T R T T T T E I e S E T T R T S S E T I e T S S S E S S I ST E ST S B ES =S

CASH SELLING PRICE PER SF OF

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

1 $14.46 3.40 $4.25

2 10.73 2.60 4.13

3 10.81 2.60 4.16

4 15.21 3.60 4.23

5 17.40 4.20 4.14

6 14.94 3.60 —4.15

TOTAL $25.06

Total of Price per SF of GBA = $25.06
Total Weighted Score

Mean Value (x) = $25.06/6 = $4.18

Standard Deviation = €x - xI\2 = $0.05 where:
n -1

X =X  Ix-Xx)  {x-X3\2 o n-=1
4,25 4.18 0.07 0.0049 6 5
4.13 4,18 = ~ 0.05 0.0025
4.16 4.18 = ~- 0.02 0.0004
4,23 4.18 = 0.05 0.0025
4.14 4,18 = - 0.04 0.0016
4.15 4.18 = -~ 0.03 0.0009

0.0128

,Q;ﬂlZ& = 0.050596
5




ESTIMATED RANGE OF MOST PROBABLE SELLING PRICE

OF THE GOODWILL BUILDING

====8========8.‘8=‘ﬂ====R=ﬂ.‘.:.::.ﬂ‘.'zIﬂ’.-ﬂ--"-ﬂ--‘ﬂ--'ﬂﬂ'..-..Iﬂ'ﬂ‘:l‘-’:::8’8.-.---8

LOW
ESTIMATE

CENTRAL
TENDENCY

HIGH
ESTIMATE

S > - St S Sin G S Y S AP G D T e G W G GUS TR TS T S e G B W G S S

SCORE MEAN VALUE +/- PRICE/SF
FOR SUBJECT $0.05/POINT SCORE OF GBA
3.00 $4.13 $12.39
3.00 $4.18 $12.54
3.00 $4.23 $12.69

GBA OF
SUBJECT

30,195 SF

30,195 SF

30,195 SF

ESTIMATED
VALUE

$374,116 or $374,000
$378,645 or $379,000

$383,175 or $383,000

(penuiiuo)) Zi-Al LIGIHX3



APPENDIX E

COMPUTER OUTPUT OF DILMORE QUANTITATIVE

POINT WEIGHTING PROGRAM



ek GOODWILL 3 #ax

# Attributes = S

Attribute Namess Prelim. Weights -e——————==— Pro]iminary weights selected
GROSS BUILDING AREA (GEBA) 20 by the appraisers

LOCATION 20

RATIO OF LAND TO @B& 20

EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION 20

QUALITY OF HvaC SYSTEM 20

# gf Observations = & e Comparable sales with score for

Observ.

Obserwv.

Observ.

Observ.

Observ.

Observ.

The Matrix:

20
10
15
25
30

each comparable
# 1 1115 O'NEILL ST Price 14.46

GROSS BUILDING AREA (GBA) 5

LOCATION 1

RATIO OF LAND TO GBA 3

EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION 3
QUALITY OF HVAC SYSTEM S

# 2 2810 BRYANT ST Price 10.73

GROSS BUILDING AREA (GBA) 3

LOCATION 3

RATIO OF LAND TO &BBa 1

EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION 1
QUALITY OF HVWAC SYSTEM 3

# 3 901 WATSON AVE Price 10.81

GROSS BUILDING AREA (GBA) 1

LOCATION S

RATIO OF LAND TO GBA 1

EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION 1
QUALITY OF HVAC SYSTEM 3

# 4 4401 COTTAGE GROVE RD Price 15.21

GROSS BUILDING AREA (GBA) 3

LOCATION S

RATIO OF LAND TO @& ©

EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION S
QUALITY OF HVAC SYSTEM 1

# S 44610-22 FERMITE RD Price 17.4

GROSS BUILDING AREA (EBA) S

LOCATION 3

RATIO OF LAND TO GBA 3

EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION S
QUALITY OF HVAC SYSTEM S '

# & 3103 WATFORD WAY Price 14.9

GROSS BUILDING AREA (GBA) S

LOCATION S

RATIO OF LAND TO GBA 1

EFFICIENCY OF BUILDING DESIGN FOR STORAGE AND DISTRIBUTION 3
QUALITY OF HVAC SYSTEM 1

e Test matrix to select optimal

20 20 20 2.0 combination of weights

10 10 10 10
15 15 15 15
25 2% 2Bz B
3. 3 33 3D



Median

= 4.565106 --———e—eee——— |njitial results using
Mean = 4.,528223 appraiser's weights
Standard Deviation = 441591
ueights: P . 1 PPN .
GROSS BUILDING AREA (GBA = 20 Appraiser's initial weights
LOCATION = 20
RATIO OF LAND TO GBA = 20
EFFICIENCY OF BUILDING D = 20
QUALITY OF HWAC SYSTEM = 20

Final RESUH’.S:‘ . ) e | t@rations to
Number of Combinations = 31725 select optimal

Number of Combinations Adding to 100% = 381 weight

Median = 4.153846 ~—————— rinal results using
Mean o = 4.175902 optimal weights
Standard Deviation = 5.,06733F-02

ﬁéé;téumm (@B = 3; " Optimal weights
LOCATION = 30

RATIO OF LAND TO GBaA = 10

EFFICIENCY OF BUILDING D = 10

QUALITY OF HVAC SYSTEM = 20
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COMPUTERIZATION OF ALL MARKET COMPARISON CALCULATIONS

— Program Choices Are:

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

- 2. Analyze quality point ratings

= 3. Display output to screen

T —4-Print output to erinter - -
L S. Select optians

- 6. Quit

;— Enter your choice: ? 1
Y —. - Load/edit tile options  Current disk file: None -

- 1. Create new data file
—— - —Z-Lkpad existing disk tile tor editing -
3. Display current data
4. Edit current data
- - S, Save current data to disk file
&
7

&

. Clear (erase) al!l current data
. Quit load/edit options; return to main program

Enter selection number:

Enter selection number: 1
Enter new data
Enter heading for output:INDUSTRIAL WAREHOUSE

Enter number of attributes:? S

Enter name for attribute: 1 ? GROSS BUILDING AREA (GRBA)
Preliminary weight: 1 7 20

Enter name for attribute: Z2 7 LOCATION
Preliminary weight: 2 ?7 20

Enter name for attribute: 3 7 RATIO OF LAND TO GBA
Prel iminary weight: 3 ? 20

- Enter name for attribute: 4 ? EFFICIENCY OF BUILDING DESIGN —

Preliminary weight: 4 ? 20

Enter name for attribute: S 7 QUALITY OF HVAC SYSTEM

Weight far QUALITY OF HVAC SYSTEM is 20, so that total ot weights is 100.
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- Enter

Do you

- Enter

nember of ohservations:? &
want ta <1> Enter a unit price ar

<2> Enter a total! price & size
wour chgice: ? 1

Observation number 1 :

—— .. Enter
Enter

.—- . Scare

Score
Score
e —- Score
Score

name -1-7 1115 O’NEILL ST.
price 1 ? 14.446

for GROSS BUILDING AREA (GBA)? S

tor LOCATION? 1

for RATIO OF LAND TO G3A? 3

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

" ~— .. QObservation numbar 2 :

Enter name 2 7 2810 BRYANT ST.

Enter price 2 7 10.73

Scare for GROSS BUILDING AREA (@A)? 3

Score for LOCATION? 3

Scare faor RATIO OF LAND TO &GBA? 1

Score for EFFICIENCY OF BUILDING DESIGN? 1

Score for QUALITY OF HVAC SYSTEM? 3
BDiFeroatrormTonEeT—a" *

Errer—rame—3-—2

Observation number 3 :

Enter
Enter

Score

name 3 ? 210 WATSON AVE.
price 3 7 10.81

for GROSS BUILDING AREA (@BA? 1

Secare- far LOCATION? S

Score
Score
Score

for RATIO OF LAND TO GBA? 1
tor EFFICIENCY OF BUILDING DESIGN? 1
tor QUALITY OF HVAC SYSTEM? 3

Observatian number &4 :

Enter
Enter

Score
Scare
Score
- Seare
Score

name 4 7 4401 COTTAGE GROVE RD.
price & 7 15.21

for GROSS BUILDING AREA (EBA)? 3

tar LOCATION? S

tor RATIO OF LAND TO GBA? 5

+or EFFICIENCY OF BUILDING DESIGN? S
for QUALITY OF HVAC SYSTEM? 1

10
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REd

3
[

Enter name S 7 4610-22 FEMRITE RD.
Enter price 5 ? 17.40

Score for GROSS BUILDING AREA (EBAY7? S
Score ftor LOCATION? 3

r— - ——Score for RATIO OF LAND TO GBA? 3 : Cm———

Score for EFFICIENCY OF BUILDING DESIGN? S
Score for QUALITY OF HVAC SYSTEM? S

Observation number & :
Enter name & 7?7 3103 WATFORD WAy
Enter price &6 ? 14.94 — -

Scare far GROSS BUILDING AREA (@AX? S

Score for LOCATION? 5 R
Score tor RATIO OF LAND TO GBA? 1

Score +ar EFFICIENCY OF BUILDING DESIGN? 3

Scaore tar QUALITY OF HVAC SYSTEM? 1

Enter subject property name:? |NDUSTRIAL WAREHOUSE
Enter the name of the designated unit of comparison
(acre; square tont> etc.) 7 SQUARE FOOT |

Enter number of units of comparisan for sub_ject
(acress sguare feet; etc.) ? 30195

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

LOCATION 7?3
RATIO OF LANDB TO GBA 71
EFFICIENCY OF BUILDING DESIGN? 1
QUALITY OF HVAC SYSTEM 75

11



_oad/edit file optians Current disk file: Nane

-1. Ereate new data file
2. Load existing disk tile far editing
3. Display current data
&; Edit current data - -
S. Save current data to disk file
&, Clear (erase) all current data
- - 7. Guit toadtedit optionss return to main program

Enter selection number: S

Enter name for data tile:? SAMPLE

Load/edit file options Current disk file: SOMPLE
1. Create new data file

-~ %~ Load existing disk file fer editing: - —
3. Display current data

4, Edit current data

S- Save current data to disk file

&. Clear (erase) all current data

7. Quit load/edit options, return to main program

Enter selection number: 3

Project title: INDUSTRIAL WAREHOUSE
Unit prices Search interval =9
GROSS LOCAT RATIO EFFIC QuUALI Price

Prel. wts. 20 20 20 20 20 -

1115 O’NEIL S 1 3 3 5 $14.46
2810 BRYANT 3 3 1 1 3 $10.73
9iU UATSO& 1 5 1 1 3 $10.81
4401 COTTAG 3 S 5 S 1 $15.21
4610-22 FEM S 3 3 S 5 $17.40
3103 WATFOR S S 1 3 1 $14.94
INDUSTRIAL. 3 3 1 1 5 -

Press any key tao continue

12




S -Gk Version 2.1

- Program Choices Are:

1. Enter/edit/display/ftile input data
2. Analyze quatity point ratings
3. Display ocutput tao screen

4. Print output to printer

= -5, Delect aptions

6. Quit

- - Enter your choice: 7 2

Pass'# 1 Combination # &

Standard deviation = .4693161

Status GROSS LOCAT RATIO EFFIC QUALI
Prelim. Wes., 20 20 20 20 A0

13

S.D.

Mean = 4.497711

Mean

441591 4.528223



13112 6.

oP Version 2.1

Praogram Choices Are:

7?"_—"‘ 1 —Emter/edit/display/file input data

—
B
4

."5'

2. Apalyze quality paint ratings
3. Display output to screen
— — b PFrint sutput tO printer - -
5. Select options
6. Quit

Enter your choice: 7 3

Display Output to Screen

Select output to be displayed:

Weighted matrix for properties

Value range determination: mean price per pa!nt methad

Value range per unit of dispersion

Transaction zone: mean price per point methaod

Transaction zone: |inear regression method

Mean price per paint method: predicted vs. actual price far comparables
7. Linear regression mathod: predicted vs. actual price for comparables

8. Input data

?. Computation matrix

UL WUN e

{Return> ta quit
Enter your choice: 1

14



Feature/
Attribute ER0OSS BU
Initial

- weights 20
Fimal
weights 30
1115 O’NEILL S S/ 1.90
2810 BRYANT ST 3/ 0.90
910 WATSON AVE 1/ 0.30
4401 COTTAEE G 3/ 0.90
4610-22 FEMRIT 5/ 1.%0
3103 WATFORD W S/ 1.50
INDUSTRIAL WAR 3/ 0.90

Weighted Matrix

LOCATION RATIO OF EFFICIEN QUALITY

1/
3/
S/
S/
3/
S/
3/

Press any key to continue

20

30

OO +—00

.30
.50
.50
.50
.90
.50
.90

3/
1/
1/
S/
3/
1/
1/

20

10

O00o0o0000

15

.30
.10
.10
.50
.30
.10
.10

3/
1/
1/
5/
S/
3/
1/

20

10

oOoocooooo

.30
.10
.10
.50
.50
.30
.13

20

S/
3/
3/
1/
S/
1/
S/

20

O 000»r

.00
.60

.20
.00
.20
.00

Wtd.
score

100

W6
8ENEEEE



Display Qutput to Screen
Select output to be displayed:

f*“———~%b—hkwghted—matrrx for properties S e e s
, 2. Value range determination: mean price per point method
- 3. Value range per unit of dispersian
_— 4. -Transaction zone: mean price per point method
— S. Transaction zane: |inear regression method
&, Mean price per point method: predicted vs. actual price for comparables
-1+ kin@ar regression method: predicted vs. actual price for comparables
- 8. Input data
9. Computation matrix

141",

%ﬁ {Returr> tb quit
- Enter your chaice: 2 Canst 3)

Value Range Determination: Mean Price Per Point Method

Mean crice per point: $4.18
Dispersion About the Mean: $0.05
Caoetticient at Dispersian: g0.0121

Value Range Per Unit of Dispersion

Sub ject Mean Price
Paint (+/- One Per
Scare Standard Unit

Deviatian)

Low Estimate 3.00 X ®4.13 = $12.38
- Central Tendency 3.00 X $4..18 = $12.53
High Estimate 3.00 X %4.,23 = $12.68

Press any key to continue
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i

Display OQutput to Screen
Select nutput to be displayed:

1. Weighted matrix for properties
2. Value range determination: mean price per pgint methad

.3. Malue-range par unit of dispersion - : - -

4. Transaction zone: mean price per point method

S. Transaction zone: |inear regression method

&. Mean price-par point method: predicted ve. actual price for-comparablies
7. Linear regression methad: predicted vs. actual price for comparables

8. lnput data

9. Computation matrix . - -

{Return> to quit )
Enter. your choice: & Cand 5

Transaction Zone: Mean Price Per Point Method

Number of units in subject praoperty: 30195

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

Transaction Zone: Linear Rearession Method

-7 .505322E-02 Standard Error of the Forecast = 2056632
4.,20001s6 -

a
b

Prediction equation: price =

30195 units X [-7.505322E-0Z +( 4.200016 +/- 2096632 ) X 3 1

lLow Estimate $357,562 or 360,080
Central Tendency $378,192 or $378,000
High Estimate $3946,822 or 397,000

Press any key to continue

17



Display Output to Screen

Select output to be displayed:

]’ululql
S I

Cee o= -1+ Weishted matrix for properties —_ =
2. Value range determination: mean price per point method
3. Value range per unit of dispersion
- - 4. Teansaction zone: mean price per point method —
S. Transactiaon zarme: |inear regression method
= 6. Mean price per point method: predicted vs. actual price for comparables
—— - 7. Linear regressiaon method: predicted vs. actual price for-comparables
: 8. Input data
7. Computatiaon matrix
{Return> to quit
Enter yaur chaoice: &

Mear- Price Per Point Method: Predicted vs. Actual Price for€Comparables -

Predicted Price Actual price Ervar
1115 O’NEILL ST. $14 .20 P14 .46 -$0.26
2810 BRYANT ST, $10.84 $10.73 $0.13
10 WATSON AVE. $10.86 $10.81 $0.05
4401 COTTAGE GROVE $15.03 $15.21 -$0.18
4610-22 FEMRITE RD $17.54 $17.40 $0.14

3103 WATFORD WAY $15.03 $14.94 $0.09

Press any key to continue

18



--.Display Qutput- toc Screen

Seiect output to be displayed:
1. Weighted matrix for properties
- 2. Value range determination: mean price per point method
S e - 3. Value range per unit of dispersion
4. Transaction zone: mean price per point method
_ S. Transaction zone: |inear regression methad
- - &.-Mean-price per point method: predicted vs. actual! price for comparables
7. Linear regressian method: predicted vs. actual price for comparables
8. Input data
_ ?. Computation matrix

- {Return> to quit
-—- -- Enter your choice: 7

Linear Regression Method: Predicted vs. Actual Price tor Comparables

Predicted Price Actual price Error

1115 O’NEILL ST. $14 .20 14 .46 -$0.26

- 2810 BRYANT ST. $10.84 $10.73 $0.11
F10 WATSON AVE. $10.84 $10.81 %0.03
4401 COTTAGE GROVE $15.05 $15.21 -$0.1&6
44618-22- FEMRITE RD $17.57 $17.40 - $0.17
3103 WATFORD WAy $15.05 %14 .94 $0.11

Press any key to continue
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1411, 6 H.

. Display OQutput to Screen

o .. SBelect putput to be displayed:

| S—

2 1. Weighted matrix far properties
' 2. Value range determination: mean price per point method

. Value range per unit of dispersion

. Transaction zone: mean price per point method

Transactian zane: |inear regression methad —_

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

8. Input data . e

F. Computation matrix

NP~ w

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

Broject titie: INDLSTRIAL WAREHOUSE
Unit prices Search interval =5
GROSS LOCAT RATIO EFFIC QUALI Price

Pret. wts. 30 3a 10 10 20 -

- 1115 O’NEIL 5 1 3 3 = $14.46

. 2810 BRYANT 3 3 1 1 3 $10.73

910 WATSON 1 5 1 1 3 $10.81

4401 COTTAG 3 S S 5 1 $15.21

4610-2Z FEM 5 3 3 S 5 $17.40

31ﬁ3 WATFOR S S 1 3 1 $14 .94
INDUSTRIAL 3 3 1 1 5 -

Press any key to centinue
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Display Output to Screen

Select output to be dlSplayed

1. Weighted matrix far properties

2. Value range determination: mean price per point method

3. Value range per unit of dispersion

4. Transaction zone: mean price per paint method

S. Transaction zone: |inear regression methaod

6. Mean price per point method: predicted vs. actual price for comparables
mm— - - P inear regression method: predicted vs. actual price -for comparabtes

8. Input data
9. Computation matrix

{Return> tao quit
Enter your chaoice: 9

Computation Matrix

20 20 20 20 20
10 10 10 10 10
15 15 15 15 15
25 25 B85 & B
30 30 30 30 30

Press any kay to continue
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[-. 3

':_____. Display QOutput to Screen

t

v;. Select output to be displayed:
- 1. Weighted matrix far properties
. 2. Value range determination: mean price per poOint method
3. Value range per unit of dispersion
4. Transaction zone: mean price per point method
- S. Transaction zone: |inear regression methad
?._ — &. Mean price per point method: predicted vs. actual price for comparables
; 7. Linear regressian method: predicted vs. actual price for comparables
8. Input data

ceee - 9. Computation matrix o .

R i :

1"

{Return> to quit

-~ Enteer wour choice: 10 e o
e ——lterations . —
_ GEROSS LOCAT RATIO EFFIC QUALL S.D. Mean
- = Prelim. UWts. 20 20 20 20 20 L4159 48528223 . .

z Pass # 1 30 30 10 10 20 5.06733E-02 4.175902

Pass # 2 30 30 10 10 20 5.0673cF&-02 4.175902

Press any key to continue
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GP Version 2.1

Program Chaoices Are:

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

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

4, Print output to printer

S. Select options

6., Quit

Enter your choice: 7 5
Special options
Enter your selection:

1. Change search interval

{Return> far no changes
Enter your chaice: ? 5

23



EXHIBIT 1- A

CORRELATION COEFFICIENTS AND R2 OF SALES PRICE

Space Unit Correlation

First floor frontage (frt) .745
Lot area .908
First floor (1st f1) .790
First floor + Upper floors (upp f1) .933
1st f1 + .05 (upp f1) .919
2(1st f1) + upp fI .919
(1st f1) x (frt) .784
[1st f1 + 0.5 (upp f1)] x (frt) .864
[2(1st F1) + upp f1)] x (frt) .864
(1st f1 + upp f1) x (frt) 874

55.
82.
62.
87.
8.
8h.
61.
7h.
74.
76.

5%

£SO 0 Ul




ANALYSIS OF CONSISTENCY IN FIRST YEAR RATIOS:

WITH VALUE CONCLUSION OF 479909
GROSS POTENTIAL RENTAL OF 68168

NET OP INC OF 42534
MTGE OF 352500
INTEREST RATE OF .145
MTGE TERM OF 38 YRS
PMTS PER YR OF 12

AND OP EXP OF 22908
GAM = 6.89554
OAR = .9984979
EQUITY DIVIDEND = -.273743
DEBT SERVICE COVERAGE = .821139
BREAKEVEN RATIO = 1.89593
EQUITY PAYBACK PERIOD = -12.6825

WITH TYPICAL D/S COVERAGE OF 1.2 .
LENDER'S SAFE OVERALL RATE = .132252
(LOAN RATIO * CONSTANT * COVERAGE)

OCCUPANCY RATE .96

EXPENSE RATIO .35
GRCSS INCOME GROWTH RATE .1
EXPENSE GROWTH RATE - .06 .
PROJECTION PERIOD .7

IMPLIED NET INCOME GROWTH RATE: .118847

L5



EXHIBIT 10

VALTEST

A DEMONSTRATION PACKET

PREPARED BY

LANDMARK RESEARCH, INC.
MADISON, WISCONSIN

PREPARED FOR

THE REAL ESTATE ANALYSTS NORTHSTAR USERS GROUP

SEPTEMBER 24 AND 25, 1982
COSTA MESA, CALIFORNIA

34



CAM1D11 O (Lulilihucuy

VALTEST - DEMONSTRATION 3 45

INFUT RS2 _msTI08S
[IEESENE RS NNPIE RN EERNE]

t.o ENTED BT ITT ONARD T OGDLE AT LQuUs TEST

2. ENTER FFET IELTIDN FEFICE 7 S

3. LT YIu LAKT TO ENTTE EFFECTIVE BRASE REVINYE INSTEAL OF NGI7 Y
TO REFEAY PRIVICUS YEAR'S NOIJEER FCR Fab OF FRCJECTION EnTEw §
EFFECTIVE GROSS REVENYUE YEAR 17 13830
EFFZITIVE GRCSS REVENUE YEAR 27 14279
ESFZCTIVE BGEGSS REVENUE YEakR 27 1540
EFFELTIVE GRESS REVENUE YEAR 47 130890
EFFECTIVE GRC3S REVENUE YEAR 37 13530

VAR OF EXPENSE (X) YEAR 17 §
VAR OF EXFENSE (X)» YEAR 27 O
VAR OF EXFENSZ (Z) YEaR 37 0

FIZED OF EXFENSE YERR 17 3709

Firch OF EXFENSE YEAR 27 3729

FIYED OF EXFEINSE YERR 37 4789

FIXZh OF EXFENSZ YEAR 47 44395

FIXED OF EXFENSE YEARR 37 44670
4. ACGUISITION COST: ? 46000 .

S. BC YOU UaANT T0 USE STANDARD FINANCING? Y QR N&Y
KTG., RATIGC OR ARCULNT, INT., TERM, ND PRY/YR 7 49500, .1%. 25, 12
6. ENTER ERTIC OF IMF #3/TOTAL VALUS, LIFZ OF IdF &17 .25, 15
IS THEIRE A SECOND IMEURCVEMEMTT Y GR N7 Y
ENTER RATIO OF IMF #2/TOTAL VALUE, LIFE QF IwF 27 .55, 1S
ENTER REHABILITATION TaX CREDIT FQR Imf $7: 957%
IS STRUCTURE A CERTIFIEZL HISTORICAL LAND=AR=7F Y OR N7¢ ¥
7. BEFREICIATION METHOD, IMFAOVEMEKRT #1 2 2 -
ESTER D.B. 2: 7 170%
DEFSZCIATION METHOD, INFROVEMENT #2 7 2
ENTER D.B. Z: ? 120% *For Hlustrative
IS PREOFERTY SUBSIDIZED HOUSING ? Y OR N 7N Purposes Only
IS FRECGFERTY RESIDENTIAL? Y OF 6° N
8. IS DUNER A TAXABLE CORFORATIONT Y GR 7y
CORFDEATE FENERA&L ORDINARY TAX RATE Eﬂu I BE
17% - 432 (1928 Lae, EFFSCIIve 1=79,
1642 = 422 (1981 LAL, EFFECTINE 19282

-

15% - 46% {1981 Lau, EFFECTIVE 1983 § THERZAF 31
KAYIRUR CORFORATE CAFITAL GAIN ALTERNATIVE Tax RATE IS CE°

{FLUS STATE RATE}

ENTER:
1) EFFECTIVE QRIINSTY RATE 23 EFFILTIVE NFLINGRY RATE fEaF OF SaLe>
A T
9. RESALE FRILE (NET 7 Sa_E CLZTED 7 68003
10, IS THERE LENDEZ PARTIZIEATION 7
ENTER CASH THROU-GFF {%¢, FEQTEILE BZ- 3¢ Toves inmis 5, @
T1. E~TES CUREE § AFTER TAY AEINUICTAIAT fi f i1 9 ©
12, E&TER BuNIX € ATTES Tas CIFLETGaITy C0:7 GF E200r Fisoo =3 &
FILE = SALTESTH4 LANDMARK RESEARCH, INC.



EXHIBIT 6 (Continued)

DEMONSTRATION 3 (Cont.)

7 T2A TAA LRSS~ Folie FROUECTION
SELL AT ricD TEET
LATS F.14.82
[ Th SUMHARY
I EEPEELEEEEFEREE X ]
ACQUISTN CDCET: £68,000, 7o, ART.s $46,50G9,
NCI 157 YE: $9,272. #Tc. INT.: 18%
GRE. ELUITY: $146,500. BTG. TERH: 23. RS
CTC 157 YEAFK: $252, DEET SERVICE 157 YEAR: $2,014,

MTIG. CONST.: .1820914
INF. M1 VALUE: $16,500. InF. #1 LIFE: 15,
INF, 42 VALUE: $36,300. IXF. #2 LIFE: 15,
INC. TX RATE: 40X

SALE YR RATE: 40% BUNER: CORFORATION

REFRECYATION IMFROVEMENT #1 @ 37353 D.B,
LEFRECIATION IRFROVEMENT B2 Fii L.E
HON-RESILINTIAL FROFERTY
CERTIFIED HISTORICAL STRUCTURE
LENDER FARTICIFATION: CASH THROU-OFF: 5% REVERSICH: 5%
HO REFRESENTATIOUN 15 MADE THAT THD ASSUMFTILNS PROGIBET LY Jfan
ARC PROFER OR THET THE CUPRERT TA) ESTIMATES USED Ik THIS
PRCJECTION WiLl BE ACCEPTABLE TO TAXING AUTHORITIEE. NO ESTImsTE
HAS BEEN MADT OF MINIMUR PRZFERENCE TAX., CAFITAL LOZSEZS Id YEas OF
SALE ARE TREATED AS ORDINARY LOSEES (SECTIOH 1231 FROFERTY

}
ARE CREDITED AGAINST TAXES FAIDR AT Tr
OREIRARY RATE AT THE TIRE BF SALE.
FOR THE PURFOSE OF THE MODIFIED INTERNAL RATE OF RETURW (M.I.R.F.}
CALCULATION, NEGATIVE CASH IN ANY DNE PERIGDH I5 COVERED
BY A CONTRIBUTION FROM EGUITY IN THAT FERICD

MTG INT & TRY, TAXRELE INCOHE AFTER TARY
YEAR N0l LENDERS X DEF INCOME Tax Cadk FLOu
1. 272 B4, biel. -9843, -113¢7. 11542,
d. 956¢C. §907. 944, -4770. -195%. 2647,
3. =32190. geni. 4EL7. -1687¢, -674¢, -9470.
4. 9916, B&éo. 424¢, -3197. -1280. 2130,
S 10664, BE3”. 3750, -2%¢45. -1¢03. 2515,
35641, $44277, $24484, §-133¢%. §-22338. $ 270,

n0TE: 187 Yezar S TAY RELUGLED B $3,0750, For Tos CRELIT f7es HID



47
EXHIBIT 6 (Continued)

DEMONSTRATION 3 (Cont.)

RESALE FRICE: $50,000. 1ST YR B4 TAX EQ L1IV: 1.4821%1%
LESS MORTGAGE RALANCE: $4E,67C. AVG DEET COVER RaTIO0: 7948
FROCEELS BEFORE TAXES: $11,330. AVG DEFALLY RATIO: 1.1581
iLESS LENDEE'S X: $357.

NET SALES FROCEEDS

BEFORE TARXES: $10,764.

RESALE FRICE: $60,000.

LESS LENDER’S X1t $567.

NZT RESALE FKICE: $59,433.

LESS BASIS: 34%,5%¢.

TOTAL GAIN: $17,838.

TEX BEFRECIATION: $24,4C4.

CAFITAL GALIN: $C.

ORDINARY GAIN: $17,838.

TAX ON ORDINARY GAIN: $7,133.

TAX ON CAFITAL GAln: $0.

FLUS MORTGAGE RAL: §43,670.

TOTAL DEDUCTIONS FROH

NET RESALE PRICE: $55,805.

NET SALES PROCEEDS

AFTER TAX: $3,829.

IF PURCHASED AS ABOVE, HELL 5 YEARS & SOLD FOR $50,000.

THE MODIFIED I.R.R. BEFORE TAXES 1S -12.47077% Aul AFTER IAZES 15 5.4%01%
ASSUMING AN AFTER TAX Rol#veSTecNT RATE OF 9%, AND U¥-0R 0l i CusT OF w4



EXHIBIT 6 (Continued)

DEMONSTRATION 3 (Cont.)

BI=TRIBTION OF Cris THRLG-OFF

CASN THRCGU-OFF

YEAR TG7 AL

1. 25t

2, 364,

3. -12224.

4. FATGN

5. 1070,

-9427

FESALE FRICE:
LESS H#CRTBAGT ERLARLE:
FROCEELRS BEFGRE TAYEES
LESS LEWDER S5 %t
HEY S&LES PROCEEDS

BEFORE TAXES:

SELL AT LGSS TEST

CaSH THROU-OFF
10 EQUITY

40,

$60,000.
$42,670.
$11,320.

3547,

€aSH BOWUS
T3 LENDER
o 1.

€AER THRIU-OFF = EX REVERSICH = 5%
EGUITY ANALYSIC
Szil &Y LOSS TS
L 2RISR RN LRI
BEFORE TAX EGUITY DIVIREND
YE EKT CaT= RETURHM
YR NCI EauITy #MCY=T ORE Ev CUR ES
t. $¢,272. $16,£13. 245, 0145 LOT4s
2. 9,98C. 16,747, 38, 0356 L0327
3. -3,21¢. 27,131, =12,224. -.74C8 -.419:¢
4. v,916. 29,324, 7. LOZZ0 G292
5. 10,064, 29,254, 1,038, L0éte L0242
QRIGINAL EGUITY: § 13504

27



YE&R
1.
2

rary

4.
3.

BYo

YEAR

o

3.
4.
5.

4

EFF

NO1
9272,
9550,
-321¢.
99i&,
10084,

7,12E.

GROSS KEV
$12,80%.
$14,219,
$1,050.
$15,980.
$15,530.

EXHIBIT 6 (Continued)

HORT
InT.

MORTGAGE ANALYEIS
SELt AT LTS5 TEST
SEEENERR FYFEFRATRAY

geo1.
86779,

§&53.

gzt
8764

“3SRT

ANOERT
113,
135,
161,
192.

Aan
LoV,

EVENUE ANl EXFE
SEil AT LOGS
DeTE Ba14)

AAFF AL eI 14T 4%

%

o

FalE & B AL A S

<N oen LN oLt O 0
. « o =

m

AR

S -ty O

RS I e R - A
.

“
~Jd

230

DEMONSTRATION 3 (Cont.)

DEKT
SERV BCh
9ot4. 1,027
5014, 1.063
9014,  -.358
9014,  1.160
9014,  1.13%
REFORT
T s ettty
$ FIXED OF
$3,700.
$3,920.
$4,1630.
$4,4190.
$4,5670

L REC]N

BaL.

45387,
49253.
AGQCC.
43730,
48670,

49

DEFRCLT
RATIO
.53
968
13.22
740
.73

1.132



SUB-T0TAL

YEAR

b P
.

EXHIBIT 6 (Continued)

DEMONSTRATION 3 (Cont.)

PEFRECIATION SCHZIMLE

SELi AT LC5E TEST
IMFRCUIHINT 8 1
1793 2K,

NUI-REZIDENTIAL
22 ZEE R EES ERANEE R SIS S K

. §.L. DEF. TAX T
0 1100.0 1925
1700.4 1165.0 17090
0
a9

1172.¢ 1108.¢ 1172,

FEFRECIATION SCHEDULE
SELL AT LSS TEST
IMFEGUINEST R 2
TEYT TG

NCh-rESIDENTIAL
2 R N RSN RN Y

TRY LEF. 3... Def. TAX &
4235.¢ 2400.8 4235
3745.9 RERIRY 2740
3304.5 2428, 3i04
2719, 252¢.¢ 2%19
257¢c.4 230000 2ore

16777.8 AR 16777

1100.0 1502.0

t
£E

.G
.4

t

« s N
O W 0O 0

ot

e

e
>
3

M I SRS BN LN iy

i oLr ot B G
.
NG e o-

3

—

ry ot
«
<

et -

—

LI L W
.

(4 B¢
({731
.

AckiTE

TTA LY f
Sousl WAl
223241
25019.6
22106.7
15T N
HIROA e

56



LOAN

EXHIBIT 7

TAO COST RATIO AFPPROACH

siTa acocwsTion cost 100,000

80,000 sq.ft. land

voTt vy

RPN Y Y W

consSTRUCTIGN auosaT 360,000

INOIRECT COST ANG

OEVELOPMENT EX2S

32,000 X $30/sq. ft.

fees, interest, atc.

L1, 250,000 l

TS CgaT RATIO 8

-
“
»

'MOQTGAGE QAN 322.“““

SISTRIBUTION RATE

REQUIRED PRE«TAX CASH

— 8%

20 yr. 11%%
monthly pay

—

DERT SE¥EAVICE

CONSTANT

1

CASH THRQW OrR

REQUIRED SR BQAUITY

14.880

D 11,824 <

CASH REQUIRSED FOR

MORTGAGE LANDER

Ve

Default ratio:

Op. Exp.+R.E. Tax+Debt Sear.
Gross Rent

80,000 + 32,176 + 126,944
268,421

=.89

Debt cover ratio:

Net Op. Inc.
Debt Ser.

141,824 _

178555 (too Tow)

1

NET QPERATING InNCOMSa

S

SPERAT

25

e d

AEAL #3TATR TAXES32,176 §

CASH REPLACEMENTS 1,000 1

R ANPE ATy

EEFNCTIVE GROSS REVENUSG

>

REQUIRED

$2.50 X 32,000

_$255,000

.35

|-

13
.
o
Xy
X3

CROSES ACTENTIAL REVENUEG

§268 421

= 27,200 GLA

= $9.87/sq. ft. eu@]




LENDER'S POINT OF VIEW
EXHIBIT 8

DEST COVER RATIO ABPPROACH

-

GRAUSS RENT POTENTIAL 27,200 GLA X $9.25

vacancy toss _3 % 12,600

BFFBCTIVE 2
SROSS RevenNUR —ﬁm—

S DAYY Y

apenAaTING sxpansas 30,000

EUTATE TAXES 2,000

NET CPERATING INCOME AVAILABRLE .
126,000 -

rOR OEST BAVYMENT, INCOME TAX, CASH DIVIOENDOS

CEBT COVER RATIO 1.2

RECGUIRED 8Y LENOERS

CASH AVAILABLE BOR
21,000

CASH AVAILABLE ROR

INCOIME TAX AND INVESTORG
. e 105,000
- oEsT SEAVICH
REQUIRRD BRE-TAX CASH -
.6 o =
—--——lc“ma-rmsuvmn RATHE oRaT SEIRVICEH ccmarnu?.1223§8

JUSTIRIRD CASH JUSTIFIED MORTOAGSE

222000 > 1,170,500 < Loan 820,500

EQUITY INVESTMENT

280,000 Land & Indirect Costs
IMRROVEMENT 8UDGET
..}'

FRQCEHL.QQ. AVAILABLE BOR
D 890,500 q Funds for Construction Budget

PROPERTY PAURCHASE A8 Ig

899, 500
32,000 = $27.80/sq. ft. justified building budget
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DEVELOPER'S POINT OF VIEW - -
EXHIBIT 3

CEEAULT RATIO APPRGOACH

Gacss K[RENT POTENTIAL E

x | soc1 600 |
215 1= SEEAULT RATIO SERALLT RATIQ . 35
L g VARIASLES ANG CASH BUSOHT QUTLAYS 13,8608
237,740 -
z WQUITY CASF .
2 e cagH AERLACEManTs 1,000
25,160 CASH AVAILABLE : =
b .
TR INVESTORS CASH AVAILABLE QR
$100,860 |
4 ScHET SERVICH St

nlx:ugnm: PRETAX CASM

g

DISTRIGUTION RATR

oxsT sanvics consTANT. 127968

HOM

4

C JUSTIRIBD CASM

2 > 1,207,899 <

JUSTIRIED MCARTZAJK

788,166

2QUITY INVESTMENTS

o o5

. TOTAL JUSTSIED INVESTMENT

N p.3 ~m
EXISTING :2 d’oﬂoocﬂ PLANNEDR Land &

IMPARSCVEMRENT BUCGET

2
s
b

$37/sq. ft. of gross area for justified bildg. bu‘clget

35

indirect Costs

QFOC“°3~ AVAILABLE BTN .
D .927,500 Q Available for

M .
PROBERTY RBURCHASE “as is” Construction Budget




INPUT INSTRUCTIONS FOR
FRONT DOOR/BACK DOOR

Front Door/Back door analysis is a before tax static analysis.
The front door uses project cos*t to determine the necessary rents
to satisfy an equity cash on cash return, to satisfy a give debt
cover ratioco or to satisfy a given default rate. Back door
analysis uses marKket rents to determine a justified project cost.
The amount of equity and debt is determined by satisfying a given
debt cover ratio or default ratio. While few investment
decisions can be made using only front door/back door analysis it
can be an effective screening tool and useful in performing
sensitivity analysis.

1. TITLE-- enter the title of the analysis
caps will appear as caps, lower
case as lower case

2. TYPE-- E--existing income property
R--rehabilitation of existing
property

N--new construction

E--uses land, building cost and
other costs in dollars

R~-uses land and building costs in
dollars, # of square feet to rehab
and rehab cost per square foot, and
other cost in dollars

N--uses land and other costs in dollars
and the # of square feet to build
and the cost per square foot of
construction

3. ANNUAL EXPENSES 3-5 enter either a dollar amount or

4. ANNUAL REAL ESTATE TAXES a percentage of gross income as

5. VACANCY RATE either a percentage i.e., 15.5

or a decimal, i.e., .,155.
6. INTEREST RATE enter either a percentage or decinmal
value

7. TERM the tera in years

8. PAYMENTS PER YEAR enter the number of payments/year

9. EQUITY CASH ON CASH enter either a percentage or decinmal
RATE value of the desired equity cash

return before taxes as a percent of
total egquity

10. LOAN TO VALUE RATIO enter a percentage or decimal value
of the required ratio of the 1loan
to total cost or value

Dis re_Jaro( Page 5 ‘)uv afle
Net 1'a Scqwence



i1.

12,

13.

14.

DEFAULT RATIO enter a percentage or decimal value
aof the required ratio of expenses
plus real estate taxes plus annual
debt service to gross income

The default ratio is defined as:

OPERATING EXPENSES + REAL ESTATE TAXES + ANNUAL DEBT SERVICE

GROSS INCOME

It is a measure of risk for the equity interest in that it
indicates the ability of the project to withstand shock
i.e., higher vacancies rates, lower rents. As the default
ratio approaches one, the project’s ability to withstand
shocks is reduced, thus higher risk.

DEBT COVER RATIO enter the decimal value that
represents the required ratio of net
operating income to debt service

The debt cover ratio is defined as:

NET OPERATING INCOME

ANNUAL DEBT SERVICE

It is a traditional measure of risk for lenders. A value
well above one indicates the project’s ability to withstand
shocks, those things that would lower net operating income,
and still meet debt service obligations. As the ratio
approaches one, higher risk of default is assumed by the
lender.

SPACE TIME UNITS (STU» enter the number of rentable units;
i. e. the number of leasable square

feet, the number of apartments
(total wunits to calculate annual
rent or total wunits X 12 to

calculate monthly rents)

MARKET RENTS/STU enter the dollar amount of rents
per space time unit (be sure these
match, do not enter total apart-
ments and then monthly rents?



15.
16.

17.

18.

19.

20.

The following pages
inputs contained

of

LAND COST

BUILDING COST

SQUARE FEET TO
REHABILITATE OR # OF
SQUARE FEET TO BUILD

CONSTRUCTION COST PER
SQUARE FOOT

SOFT COSTS

OTHER COSTS

dollar amount

dollar amount

number of sguare feet to actually
build or to rehabilitate

actual dollar cost per sguare foot
for construction or rehabilitation
enter either a dollar amount or as
a percentage of construction or
rehabilitation cost; percentage can

be a percentage or a decimal value

dollar amount

include a blank input screen and an example
in FDBD.IN and the resulting output.



BLLANX FDBD INPUT SCREEN

INPUT ROUTINE FOR FRONT DOOR/BACK DOOR ANALYSIS

3. ANNUAL EXPENSES

4. ANNUAL R. E. TAXES

5. VACANCY RATE

6. LOAN INTEREST RATE

7. LOAN TERM IN YEARS

8. PAYMENTS PER YEAR

9. EQUITY CASH ON CASH RATE

*%xFRONT DOOR INPUTSxx

15. LAND COST

17. Ss@. FT. TO BE BUILT

18. CONSTRUCTION COST/SQ FT
19. SOFT COSTS AS % CONS.
20. OTHER

1. ENTER THE TITLE FOR THIS ANALYSIS ?

2. ENTER THE TYPE PROPERTY ?
E=EXISTING INCOME PROPERTY

R=REHABILITATION OF EXISTING PROPERTY

N=NEW CQNSTRUCTION

10. LOAN TO VALUE RATIO
11. DEFAULT RATIO
12. DEBT COVER RATIO

13. SPACE TIME UNITS

*%*BACK DOOR INPUTSx*x

14. MARKET RENTS/SPACE
TIME UNIT

COMPLETED FDBD INPUT SCREEN

ENTER THE # OF THE VARIABLE YOU WISH TO CHANGE-O TO RETURN TO MAIN MENU?

3. ANNUAL EXPENSES 20.0000%
4. ANNUAL R. E. TAXES 50, 000
5. VACANCY RATE 5.0000%
6. LOAN INTEREST RATE 14.0000%

7. LOAN TERM IN YEARS
8. PAYMENTS PER YEAR

9. EQUITY CASH ON CASH RAT 10.0000%

*x%*FRONT DOOR INPUTSxx

15. LAND COST 300,000
17. SQ. FT. TO BE BUILT 100,000
18. CONSTRUCTION COST/S@ FT

19. SOFT COSTS AS % CONS. 18.0000%
20. OTHER 200,000

10. LOAN TO VALUE RATIO 80.0000%

11. DEFAULT RATIO 85.0000%
12. DEBT COVER RATIO 1.25
13. SPACE TIME UNITS 80,000

**BACK DOOR INPUTS*x%
14. MARKET RENTS/SPACE 11.50
TIME UNIT

1. ENTER THE TITLE FOR THIS ANALYSIS Neighborhood Shopping Center

2. ENTER THE TYPE PROPERTY n
E=EXISTING INCOME PROPERTY

R=REHABILITATION OF EXISTING PROPERTY

N=NEW CONSTRUCTION



FRONT DOOR ANALYSIS USING LOAN TO VALUE RATIO FOR Neighborhood Shopping Center

LAND COST 300,000
CONSTRUCTION COST 4,000,000
SOFT COSTS 720,000
OTHER 200,000
TOTAL COST 5,220,000

1,044,000

10.0000% EQUITY CASH ON CASH RATE

104,400

MORTGAGE CONSTANT

4,176,000
14.4451%
603,229

NET OPERATING INCOME 707,629

R. E. TAXES 50,000
OPERATING EXPENSES 202,034
EFF. GROSS INCOME 959,663
VACANCY LOSS 50,509
GROSS INCOME 1,010,172
SPACE TIME UNITS 80,000
REQUIRED RENT PER 12.63

SPACE TIME UNIT
LOAN TO VALUE RATIO 80.0000%
DEBT COVER RATIO 1.17
DEFAULT RATIO 84.6651%

109.8013% OF
MARKET RENTS

FR. DR. ANAL. USING LTV AND DEBT COVER RATIO FOR Neighborhood Shopping Center

LAND COST 300,000
CONSTRUCTION COST 4,000,000
SOFT COSTS 720,000
OTHER 200,000
TOTAL COST 5,220,000

1,044,000

14.4451% EQUITY CASH ON CASH RATE

150,807

MORTGAGE CONSTANT

4,176,000
14.4451%
603,229

NET OPERATING INCOME 754,036
R. E. TAXES 50,000
OPERATING EXPENSES 214,410
EFF. GROSS INCOME 1,018,446

VACANCY LOSS 53,602
GROSS INCOME 1,072,048
SPACE TIME UNITS 80,000
REQUIRED RENT PER 13.40

SPACE TIME UNIT
LOAN TO VALUE RATIO 80.0000%
DEBT COVER RATIO 1.25
DEFAULT RATIO 80.9328%

116.5270% OF
MARKET RENTS



FR. DR ANAL. USING LTV AND DEFAULT RATIO FOR Neighborhood Shopping Center

LAND COST 300,000
CONSTRUCTION COST 4,000,000
SOFT COSTS 720,000
OTHER 200,000
TOTAL COST 5,220,000

1,044,000

9.6261% EQUITY CASH ON CASH RATE

100, 497

MORTGAGE CONSTANT

4,176,000
14.4451%
603,229

-———---------‘----—--—-—-—---—-—---------—----——---’--—--—--—--—------.

NET OPERATING INCOME 703,726

R. E. TAXES 50,000
OPERATING EXPENSES 200,993
EFF. GROSS INCOME 954,719
VACANCY LOSS 50,248
GROSS INCOME 1,004,967
SPACE TIME UNITS 80,000
REQUIRED RENT PER 12.56

SPACE TIME UNIT
LOAN TO VALUE RATIO 80.0000%
DEBT COVER RATIO 1.17
DEFAULT RATIO 85.0000%

109.2356% OF
MARKET RENTS



BACK DOOR ANALYSIS USING DEBT COVER RATIO FOR Neighborhood Shopping Center

GROSS RENTS
VACANCY LOSS
EFF. GROSS INCOME

920,000
46,000
874,000
184,000
50,000
640,000

MORTGAGE CONSTANT

512,000
14.4451%
3,544, 446

LAND COST

300,000
200,000

3,664,784 %

EXPENSES
R. E. TAXES
NET OPERATING INCOME
128,000
10.0000% EQUITY CASH ON CASH RATE
1,280,000
JUSTIFIED INVESTMENT 4,824,446
IF YOU HOLD CONSTANT REHABILITATION COST
LAND COST -95,555 %
OTHER 200,000
CONSTRUCTION COST 4,000,000
SOFT COSTS 720,000
CONSTRUCTION COST 40.00

1
t,

IF

PER SQUARE FOOT

659,661 x

36.65 x

BACK DOOR ANALYSIS USING DEFAULT RATIO FOR Neighborhood Shopping Center

GROSS INCOME

138,000

46,000 VACANCY LOSS

131,100
0.0000%
311,000

CASH TO EQUITY
EQUITY CASH ON CASH RATE
EQUITY INVESTMENT

920,000

EXPENSES

R.E. TAXES

DEBT SERVICE
MORTGAGE CONSTANT
MORTGAGE LOAN

782,000
184,000
50,000
548,000
14.4451%
3,793,665

JUSTIFIED INVESTMENT 65,104,664

YOU HOLD CONSTANT

LAND COST

OTHER

CONSTRUCTION COST

SOFT COSTS

CONSTRUCTION COST
PER SQUARE FOQT

REHABILITATION COST

184,664 %
200,000
4,000,000
720,000
40.00

10

LAND COST

300,000
200,000

3,902,258 *%

702,406 x

39.02 %



INPUT INSTRUCTIONS FOR VALTEST

Valtest is a multiple year after tax discounted cash-flow model
that incorporates the current federal tax laws as they affect

real estate. The projection period can vary from two to twenty
years. Basic assumptions of the model include:
1. Income flows to the equity interest occur at the end of
the year

2. The sales proceeds at the end of the holding period are
assumed to occur at the end of the year

3. Internal rate of return is calculated using the *Newton-
Raphson Iteration’ and is calculated to the .0001 level
of precision

4. All equity is assumed invested at day one of the project
5. The following-cash flow statement is used:

GROSS INCOME
LESS VACANCY LOSS

EFFECTIVE GROSS INCOME
LESS VARIABLE OPERATING EXPENSES
LESS FIXED OPERATING EXPENSES

NET OPERATING INCOME
LESS INTEREST
LESS DEPRECIATION

TAXABLE INCOME
LESS PRINCIPAL PAID
PLUS DEPRECIATION

CASH THROW-OFF
LESS INCOME TAXES (PLUS TAX LOSSES)

SPENDABLE CASH AFTER TAXES
6. The impact of the alternative minimum tax is ignored

The following 1includes input instructions with copies of both
blank and completed input screens. The data was originally
entered through Ellwood and the minimum additional inputs were
added. The input screens from the Ellwood file follow the
ocoutput. In addition, the following input screens and resulting
ocutput use the same basic data with additional data input
assumptions.
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1.

10.

i1,

BASIC

PROJECT NAME

PROJECTION PERIOD

ACQUISITION COST

IS PROPERTY SUBSIDIZED
HOUSING

IS PROPERTY RESIDENTIAL

IS OWNER A TAXABLE CORP.

EFFECTIVE ORDINARY TAX
RATE

EFFECTIVE ORDINARY TAX
RATE IN YEAR OF SALE

RESALE PRICE OR
CAPITALIZATION
RATE

OWNER’S REINVESTMENT

OWNER’S DISCQUNT RATE

DATA
enter the title for the project,
caps will appear as caps, lower

case as lower case

enter the holding period for this
analysis, minimum of two, maximunm
of twenty

enter the total acquisition cost

for the project

Y--Yes, N--No, used
capital gains at sale

in calculating

Y--Yes, N--No,
taxes on sale

used in calculating

Y--Yes, N--No,
taxes on sale

used in calculating

enter the effective marginal tax
rate for the holding period as
either a decimal or percentage

enter the effective marginal tax
rate in the year of sale as either
a decimal or percentage

enter
the

either the resale price at
end of the holding period or
enter a capitalization rate to be
used against net operating income
in the year of sale to determine
the sales price as either a decimal
or a percentage

rate
per-
cal-
rate

enter the owner’s reinvestment
RATE as either a decimal or a
centage; this rate is used in
culating the modified internal
0of return

enter the owner’s discount rate for
this project as either a decimal or
a percentage; used in calculating
net present value of the project

20



MORTGAGE DATA

MORTGAGE RATIO OR AMOUNT enter either the dollar size of the

INTEREST RATE

MORTGAGE TERM IN YEARS
OR PERIODIC PAYMENT

PAYMENTS PER YEAR

POINTS TO BE PAID

PREPAYMENT PENALTY

IS THERE LENDER
PARTICIPATION

% OF CASH THRQOW-OFF
TO LENDER

% OF BEFORE TAX
PROCEEDS AT SALE
TO LENDER

loan or the ratio of the locan to
acquisition cost as either a
decinal or a percentage, the
program will not allow over 100%
financing

enter the contract interest rate
for the loan as either a decimal or
a percentage

enter the mortgage term from 1 to
99 years or the periodic payment’,
a periodic payment should be used
if the 1loan is not a standard
amortizing loan, a payment equal to
the interest due per period will be
a interest only loan and a payment
below that will result in negative
amortization

enter the number of payments per
year, the payment specified in #3
above should be entered
corresponding to this entry

enter the percentage of the
original 1loan amount that will be
paid at the closing of the loan as
either a decimal or percentage,
this amount will be amortized for
ten years for tax purposes

enter the percentage of the ending
balance of the loan that must be
paid for early retirement of the
loan as either a decimal or a
percentage

Y--Yes, N--No

enter the percentage of the cash
throw-ocff the lender will receive
as additional interest on their
loan as either a decimal or a
percentage

enter the percentage of the before
tax proceeds from sale that the
lender will receive as additional
interest on their loan as either a
decimal or a percentage
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10.

tt.

COMPONENT DATA

VALUE OF COMPONENT #1
OR RATIO TO TOTAL
VALUE

DEPRECIABLE LIFE

DEPRECIATION METHOD

DECLINING BALANCE %

IS THERE A SECOND
COMPONENT

VALUE OF COMPONENT #2
OR RATIO TO TOTAL
VALUE

- DEPRECIABLE LIFE

DEPRECIATION METHOQD
DECLINING BALANCE %

REHABILITATION TAX

CREDIT FOR COMPONENT #2

enter the dollar value of the first
component or the percentage of the
acquisition cost as either a
decimal or a percentage

enter the wuseful 1life of the
component for tax depreciation
purposes

{=Straight line
2=Declining balance method
3=Sum-of-the~years-digits

if #3 1is 2 then enter the type
declining balance method to use as
either a decimal or a percentage

Y--Yes, N--No

see {#1!

see #2
see #3
see #4

enter the tax credit for
rehabilitation or
credit as a percentage of this
components value as either a
decimal or a percentage

either
investment tax

IS STRUCTURE A CERTIFIED Y-~Yes, N--No

HISTORIC STRUCTURE
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INCOME AND EXPENSE DATA
1. WHERE TO START 1=Gross income

2=Effective gross income
3=Net operating income
if #1--enter gross income, vacancy
rate, variable operating expenses
and fixed operating expenses
if #2--enter effective gross
income, variable operating expenses
and fixed operating expenses
if #3--enter net operating income

2. INSTRUCTIONS FOR INPUTTING GROSS INCOME, EFFECTIVE GROSS
INCOME, FIXED OPERATING EXPENSES AND NET OPERATING INCOME

For year one enter the fixed dollar amount for that year
For years two through the holding period enter either:
{. A fixed dollar amount for that year

2. A zero to hold the amount from the previous year
constant for the balance of the holding period

3. A percentage growth rate to be used to calculate the
remaining years amount by applying the growth rate
to the previous year as either a decimal or a
percentage, the growth is assumed to be compound

3. INSTRUCTIONS FOR INPUTTING VACANCY RATE AND VARIABLE
OPERATING EXPENSES

For year one enter either:

{. A zero to disregard all years

2. A percentage
for vacancy a percentage of gross income for
variable operating expenses a percentage of either
gross income or effective gross income depending on
where the analysis starts--see #! above

For year two through the holding period enter either

1. The percentage for that year

2. A zero to zero out the remaining years

3. A 99 to duplicate the previous years entry for the
remaining years
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INPUT ASSUMPTIONS FOR--Neighborhood Shopping Center

BASIC DATA
Project Name Ne ighborhood Shopping Center
Projection Period 7
Acquisition Cost 5,220,000
Is Property Subsidized Housing ? ¥ Or N n
Is Property Residential? Y Or N n
Is Owner A Taxable Corporation? Y Or N n
Effective Ordinary Tax Rate 50.000
Effective Tax Rate In Year Qf Sale 50.000
Cap Rate for NOI to Determine Resale Price 12.261
Owner’s Reinvestment Rate in % 12.180
Owner’s Discount Rate in % 12.180

MORTGAGE DATA

Do You Want To Use Standard Financing? Y Or N Y
Mortgage Ratio Or Amount 80.000
Interest Rate 14.000
Mortgage Ternm 25
Payments Per Year 12
Points to be paid 0.000
Prepayment penalty 0.000
Is There  Lender Participation? Y Or N n
Income Cash Throw-0ff To Lender In % 0.000
Resale Proceeds To Lender Before Taxes In X% 0.000

COMPONENT DATA

Value or Ratio Of Improvement #1/Total Value 90.421
Depreciable Life Of Improvement #1 18
Depreciation Method, Improvement #! 1
Is There a Second Improvement Y
Value or Ratio of Component #2/Total Value 3.831
Depreciable Life of Component #2 18
Depreciation Method, Improvement #2 1
Rehabilitation Tax Credit for Improvement #2 0.000
Is Structure a Historic Landmark n

INCOME AND EXPENSE SUMMARY

Year Gr. Inc. Vac Rate Var Exp Fix Exp
1 920,000 5.000 20.000 50, 000
2 933,015 5.000 20.000 50,707
3 946,215 5.000 20.000 S1,425
4 959,601 5.000 20.000 52,152
5 973,177 5.000 20.000 52,890
6 986,944 5.000 20.000 53,638
7 1,000,907 5.000 20.000 54,397
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CASH FLOW REPORT FOR--Neighborhocd Shopping Center

Gross Effective Variable Fixed Net
Operating Vacancy Gross Operating Operating Operating
Year Income Loss Income Expenses Expenses Income
1 920,000 46,000 874,000 184,000 50,000 640,000
2 933,015 46,651 886, 365 186,603 50,707 649,054
3 946,215 47,311 898,904 189,243 51,425 658,236
4 959,601 47,980 911,621 191,920 52,152 667,549
5 973,177 48,659 924,518 194,635 52,890 676,993
6 986,944 43, 347 837,597 197,389 53,638 686,570
7 1,000,907 50,045 950,862 200,181 54,397 696,283
6,719,860 335,993 6,383,866 1,276,773 365,210 4,674,685
Net Less
Operating Less Less Taxable Principal Plus
Year Income Interest Depreciation Income Paiad Depreciation
1 640,000 583,400 273,333 -216,734 19,829 273,333
2 649,054 580, 438 273,333 -204,718 22,791 273,333
3 658, 236 577,035 273,333 -192,133 26,194 273,333
4 667,549 573,123 273,333 -178,909 30,106 273,333
5 676,993 568,627 273,333 -164,969 34,602 273,333
6 686,570 563,459 273,333 -150, 224 39,770 273,333
7 696,283 557,520 273,333 -134,571 45,709 273,333
4,674,685 4,003,602 1,913,333 -1,242,258 219,001 1,073,217
Cash Inconme Spendable Cash Equity Return Equity Return
Year Throw-0ff Taxes After Taxes Before Taxes After Taxes
1T 36,770 =108, 368 145, 138 3.52%  13.90%
2 45,825 -102,360 148,185 4.39% 14.19%
3 55,006 -96,067 151,073 5.27% 14.47%
4 64,318 -89, 455 153,773 6.16% 14.73%
] 73,762 -82,485 156,247 7.07% 14.97%
6 83, 340 -75,113 158,453 7.98% 15.18%
7 93,053 -67,286 160, 339 8.91% 15.36%
452,075 -621,134 1,073,209 6.19% T 14.89%
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SUMMARY OF FINAL SALE OF PROPERTY FOR-~Neighborhcod Shopping Center

~iginal Cost 5,220,000
Jriginal Net Mortgage 4,176,000
Original Equity 1,044,000
Resale Price 5,679,059
Less Mortgage Balance 3,956,999
Proceeds Before Taxes 1,722,060
Less Lender’s % 0
Prepayment Penalty o
Net Sales Proceeds
Before Taxes 1,722,060

Resale Price 5,679,059

Less Lender’s % 0

Prepayment Penalty 0 Net Sales Proceeds
Net Resale Price 5,679,059 Tax On Capital Gain
Less Basis 3,306,667 Tax On Ordinary Gain
Total Gain 2,372,393 Total Taxes on Sale
Excess Depreciation 0

Excess Dep. Forgiven 0

Capital Gain 2,372,393 Net Sales Proceeds
Ordinary Gain o After Tax

..et Income to Market Value Ratio in Year 1
Net Income to Market Value Ratio in Year of Sale

The IRR for the project before taxes is

The IRR for the project after taxes is
Assumes cash flows and tax losses at
end of year and a reinvestment rate
equal to the calculated IRR.

The Modified IRR for the project before taxes
The Modified IRR for the project after taxes
Assumes cash flows and tax losses at
end of year and a reinvestment rate
of 12.18 %.

The Net Present Value of the Project Before
Taxes Using 12.18% as the Discount Rate is

The Net Present Value of the Project After
Taxes Using 12.18% as the Discount Rate is

31

0.1226
0.1226

12.18 %
16.24 %

12.18 %
15.08 %

204,463

1,722,060
474,479
0

474,479



DEPRECIATION SCHEDULE FOR--Neighborhood Shopping Center
IMPROVEMENT #
Straight Line

Depreciation Straight

For Tax Line Excess
Year Purposes Depreciation Depreciation Balance
1 262,222 262,222 o 4,457,778
2 262,222 262,222 0 4,195,556
3 262,222 262,222 (o} 3,933,334
4 262,222 262,222 0 3,671,111
5 262,222 262,222 ’ 0 3,408,889
6 262,222 262,222 0 3,146,667
7 262,222 262,222 0 2,884,445

SUB~TOTAL 1,835,556 1,835,556 (0]

DEPRECIATION SCHEDULE FOR--~Ne ighborhood Shopping Center
IMPROVEMENT # 2
Straight Line

Depreciation Straight

For Tax Line Excess

‘ear Purposes Depreciation Depreciation Balance
1 11,111 11,111 (o] 188,889
2 11,111 11,111 o 177,778
3 11,111 11,111 0 166,667
4 11,111 11,111 0 155,556
5 11,111 11,111 o] 144, 444
6 11,111 11,111 o 133,333
7 11,111 11,111 0 122,222

SUB~TOTAL 77,778 77,778 0

TOTAL 1,913,333 1,913,333 0
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MORTGAGE ANALYSIS FOR--Ne ighborhood Shopping Center

Net Mortgage Amount 4,176,000 Mortgage Terna 25
Mortgage Interest Rate 14.000 Mortgage Constant 14.445
Points on Mortgage 0.000 Prepayment Penalty 0.000
Lender Participation 0.000 Reversion 0.000
Debt
Interest Principal Loan Debt Mortgage Coverage
Year Paid Paid Participation Service Balance Ratio
1 583, 400 19,829 0 603,229 4,156,171 1.0610
2 580,438 22,791 0 603,229 4,133,380 1.0760
3 577,035 26,194 0 603,229 4,107,186 1.0912
4 573,123 30,106 0 603,229 4,077,080 1.1066
5 568,627 34,602 0 603,229 4,042,478 1.1223
6 563, 459 39,770 0 603,229 4,002,708 1.1382
7 557,520 45,709 o] 603,229 3,956,999 1.1543
Avg: 1.1071
Lenders Participation in Sales Proceeds o]
Lenders Prepayment Penalty is o
Lenders Internal Rate of Return is 14.00 %

assumes payments are made 12 times a year
at the end of the period and participation
is paid at the end of the year.
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Project title: PHILLIPS
Unit prices Search interval = 5

ACCES SHAPE SIZE PROXI LOCAT CORNE FRONT Price

Prel. wts. 10 20 30 20 5 15 0 -

AMERICAN 3 5 1 3 3 1 1 $2.50
HERITAGE 5 1 3 5 5 5 5 $3.41
ZIMBRICK 3 3 3 3 3 5 3 $3.33
APPLIANCE M 5 5 3 3 1 1 1 $3.20
PROMENADE 5 1 1 5 5 1 3 $2.45
AHRENS 3 3 3 3 3 1 1 $2.62
PHILLIPS 1 5 1 1 3 5 5 -

Transaction Zone: Mean Price Per Point Method

Number of units in subject property: 213684

Low Estimate $514,962 or $515, 000
Central Tendency $529,537 or $530,000
High Estimate $544,112 or $544,000

Value Range Determination: Mean Price Per Point Method

Mean price per point: $0.99
Dispersion About the Mean: $0.03
Coefficient of Dispersion: 0.0275

Value Range Per Unit of Dispersion

Subject Mean Price
Point {(+/- One Per
Score Standard Unit
Deviation)
Low Estimate 2.50 X $0.96 = $2.41
Central Tendency 2.50 X $0.99 = $2.48
High Estimate 2.50 X $1.02 = $2.55

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

Predicted Price Actual price Error
AMERICAN $2.48 $2.50 -$0.02
HERITAGE $3.57 $3.41 $0.16
ZIMBRICK $3.27 $3.33 -50.06
APPLIANCE MART $3.17 $3.20 -$0.03
PROMENADE $2.38 $2.45 -$0.07

AHRENS $2.68 §2.62 $0.06



EQUITY YIELD RATE

16.00000

HOLDING PERIOD 5
LOAN NUMBER 1

INTEREST RATE 0.13250
LOAN TERM 25.006000
PAYMENTS PER YEAR 12
DSCR & LOAN/VALUE RATIOS 1.30000
TAX RATE 0.40000
CAPITAL GAINS TAX RATE 0.20000
RESALE PRICE $528,000.
LAND VALUE $250,000.
DEPRECIATION METHOD SL
COST RECOVERY PERIOD 18
NET OPERATING INCOME $49,923.
CHANGE IN NOI 0.18242
INCOME ADJUSTMENT FACTOR YR
SELLING COST 0.04000
VALUE $418,929.
AFTER TAX YIELD 16.00000
OVERALL RATE 0.11917
MORTGAGE CONSTANT 0.13760
MORTGAGE VALUE $279,078.
BUILDING VALUE $168,929.
EQUITY VALUE $139,851.
EQUITY DIVIDEND 0.08238

CASH FLOW SUMMARY

YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5
NOI $49,923. $51,580. $53,973. $56,456. $59,030.
DEBT SER#1 -$38,402. ~$38,402. -$38,402. ~-$38,402. ~$38,402.
BTCF $11,521. $13,178. $15,571. $18,054. $20,628.
NOI $49,923. $51,580. $53,973., $56,456. $59,030.
INTEREST 1 -$36,888. ~$36,675. -$36,432. -536,154. -$35,837.
DEPREC -$9,385. -$9,385. -$9,385. -$9,385. -$9,385.
TAXABLE $3,650. $5,520. $8,157. $10,917. $13,808.
TAXES $1,460. $2,208. $3,263. $4,367. $5,523.
ATCF $10,061. $10,970. $12,308. $13,687. $15,105.
RESALE PRICE $528,000. RESALE PRICE $528,000.
SELLING COST -$21,120. SELLING COST -$21,120.
LOAN BALANCE # -$269,052. ADJUSTED BASIS -$372,004.
TAXABLE GAIN $134,876.
LONG TERM GAIN $134,876.
BEFORE TAX PROCEEDS $237,828. ORDINARY TAXES $0.
TAXES -$26,975. CAPITAL GAINS TAX $26,975.
AFTER TAX PROCEEDS $210,852.

EQUITY CASH FLOW SUMMARY
YEAR CASH FLOW

0 -$139,851.

1 $10,061.

2 $10,970.

3 $12,308.

4 $13,687.



