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FIRST HOUR

The basic premises of the contemporary approach stem
from the fundamental belief that pricing is a
behavioral science, that analysis should be inductive
rather than deductive wherever possible, and that
appraised values are intended to serve as a benchmark
for some decision process.

A. A price is a soclal transaction and the behavier
of the parties and configuration of the
transaction reflects a consensus at some point in
time between external market forces sufficiently
strong to impose on the outcome and internai
forces on the supply side sufficiently strong to
pursue their own self-perceived interests.

Notice that the above does not presume:

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

2. Negotiation abilities of equal force, or

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

B. The contemporary view sees appraisal as a limited
and fictional case of feasibility analysis which,
in turn, is a limited case in problem solving
which, in turn, is part of a larger planning
framework.

C. Appraisal as a fictional feasibility study is a
model of a decision process and, therefore, like
all models is constrainea by the following
elements:



II.

1. What is the nature of the questionv

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

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

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

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

6. What techniques and uata management are cost
effective in terms of the dollar consequences
of the decision?

D. Functions of appraisal differ dramatically and
lead to multiple definitions ot value.

1. Validation (mortgage loans)

2. Benchmarking performance (pension funds)

3. Confrontation (legal cases)

4, Counseling (investment decisions)
In that light, the sequence of steps required of the
contemporary/appraisal process referred to by

Wisconsin students as RATGRAM is as follows:

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

B. What are the attributes of the property in terms
of alternative courses of action for their
productive use?

C. Given the alternatives, what is the most probable
use?



Given the most probable use, who is the most
probable buyer in terms of c¢lass, motivation
profile, or market position? (See Exhibit 1.)

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

1. Inference from past transactions involving

properties of similar potential and buyers of
similar motivation.

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

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

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

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

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

terms and/or critical assumptions about unknowable
facts.

1. Although the Institute uses fair market value
and most probable price interchangeably, that
is a travesty on the work of modern theorists
and a deliberate attempt to confuse or negate
the implied criticism of traditional ways by
contemporary analysts.



Critical Issues That Define Appraisal Process

Functlon of the
Appraljsal

Property Rights

Relevant Definition
of Value

Allocatlon of
Productivity

Buyer Motlvatlon
Presumed

Tax assessment

Fee simple private rights
unencumbered

Cash market present
value (As opposed to
most probable selling
orlccg

Present value
income attributable to
land and structures only

Purchase of economic
productivity

Mortgage loan
(nonparticipating)

Encumbered fee simple
private rights plus
additional rights
pledged

Regulatlons =

market value
Underwrliting -~ solvency
price or liquidating
value

Fixed Income pledged
from all sources less
costs of creatlve
management

Share of economic
productivity contributed
by capital

Mortgage loan
(particlpatory)

Encumbered titte plus
nonvested Interest In
selected future revenues

Present value of all
future cash flows

Variable Income pledyed
plus share of reverslonary
Interest

Share of economic produc~
tivity contributed by
capital plus share In
selected management returns
plus posltioning against
devaluation due to

changing conditions

Sale of an Investment

Encumbered title plus
vested entitlements plus
golng concern profit
center apportunities

Most probable price
above minlmum acceptable
alternative opportunity

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

Increase in spendable cash
Increase in liquidity
value of estate
Positloning to maximize
probabillity of survival of
benefits despite changing
conditions

Purchase of
Investments

Encumbered title plus
poslitioning for access
to entitlements

Host'probable price
within percelved perll
point limit

Land, structure,
personalty, and Intanglble
assets less proflt centers
for management

Increase 1n spendable cash

Increase in liquldity
value of estate

Positioning to maximize
probabi{lity of survival
of benefits desplite
changing conditions

Golng concern
purchase of a
bus iness

Encumbered title plus
positioning for access to
entitlements plus
reduction In risk for
business start-up plus
control of monopolistic
market posltion controls

Most probable sales
price within perceived
costs of creating an
alternative

Land, structure,
personalty, and Intangible
assets and aood will plus
artlfactual proflt centers
for management

Increase in spendable cash
Increase in liquidity
value of estate
Positloning to maximize
probabllity of survival

of benefits despite
changling conditlions
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2. Contemporary theory recognizes explicitly the
errors in forecasting, the role of financial
terms, and the reality of bargaining position.

These general precepts are then expanded into:an
appraisal report outline of the general type
included in Exhibit 2.

Upon review of the more detailed outline and the
limited time that we have, I would like to
demonstrate a manual market inference system, an
automated market comparison system, an income
simulation method, and a computer test model.

Three Basic Methods of Appraisal

As you know, Ratecliff concludes that most appraisals
are concerned with prediction of a future event, a
transaction price. Since an appraisal method is a
forecasting tool, forecasting is best done with some
past experience. Failing that, the best method is
simulation of the real estate 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 defintiion 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 reflect
his understanding of how buyers and sellers might
behave.

1. The income approach and the cost approach are
- submodels of how an investor 1is supposed to
behave.



EXHIBIT 2 6

CONTEMPORARY REAL ESTATE APPRAISAL REPORT

Latter of Transmicsal

1. Brief statament of appraisal issus

2. Definition of value applied

3. Value conclusion (qualified by financing, terms of sale, and rance
of prchable zransaction zcne as aporcpriats)

k. Sensitivity of conclusicn %o critical assumptions

§. Proper:y cbsarvations or recomendations

8. Incorporation by refaranca of limiting assumpticns and conditicns

Table of Contants
List - of Exhibics
Digest of Facts, Assumptions, and Conclusiaons

1. Property type

2. Property leccation

3. Property ownership

4. Oeterminant physical attribuces

§. Contralling lagal-political attributas

6. Pivatal linkage attributas

7. Harketable dynamic attributas

8. Most probable use conclusion

9. Most prchable buyar profila gssumed )

10. initial prchable pricas pradiction and central tendency

11. Adjustnent of preliminary value estimate for external factors or
markat position of parties .

12. Testing of corrected probable prics for consistency with most prchadle
buyer objectives

13. Final value conclusion and range of error estimate as appropriate

T. Appraisal Problem Assignment

A. Statsment of lssue or circumstances for which appraisal s intanded
ta sarve as a decision benchmark and date of valuation

®. Speclal problems implicit In property type or issue that affect
appraisal methcdalcgy and definition of value

€. Special assumpticns ar instructicns that ars provided by others

B. Definition of value,whicht is the objective of appraisal anmalysis
and disciplines appraisal procsss

T.. Selected definition and source
Z. mplicit conditions of the definitieon
3. Assumptions required by relevant legal rulings

€. Definition of legal interests o be appraised

1. Leqgal description and source
2. Permits, political appravals,and other public use entitlements
i.‘ Eixtures or personality ta be included with sale .

. Speciflc assets or liabilities exciuded as Inconsistent with

. {ssue or premise of appraisal



EXHIBIT 2 (Continued)
[{. Property Analysis to Determine Altarnative Uses

A, Sits Analysis

1. Physical (stazic) site attributes {sizs, shape, gesclogy, slope,
sail hydralogy, ete.)

2. Special site imgrovements {wells, bulxheads, irrigaticn systems,
parking surFaces with unique salvaga or re-use charactsrisctics, ets.)

3. Legal-peiitical atcributes (scplicabla fadaral, state and local
zoning, csnvenants, esasanants, speclial assassments, or cther
land use codes and ardinances, ete.)

5. Linkages of site (key relacionshizs to networks, poculations,
or activity cantars that might senerats nesd for sublect prsserty)

5. Ovnamic atsribucss of sizs (sercan=ual responses of ;eszlas oo
site In terms of anxiety, visikilisy, prastige, aesthetics, e:=.)

8. Envirocrmental aziributas of site as related to off-siza systams

" or lmpact arsas. :

8. Improvement Analysis.

1. Physical (static) atiributes of improvements, cataioged Sy tyrpe,
constructign, lavout, canditian, structural flaws, atc.

2. Mechanica’l actributes (brief statament of heating, venctilating,
alr conditianing, electrical, nlumbing, and fire or safecy
systams [n terms of limicatisns on uyse or afficiency)

3. Special struczural linkages to off-site elements (tunnels,
Sridges, adjoining structures, atc.)

k. Legal-zolicical canstraincs on use of existing Improvements
(federal, state and local Suilding codas, fire codes, conditional
uss procedures, neighborhood associaticons, and inspection
liens of reccrd for vialations).

5. Oynamic atsributes of existing imorovements {imprassicns creacad
by type, Sulk, texture, previous uses, past history, or
functicnal efficiency)

6. Current uses and tanancies of improvements, if any

7. Environmencal impacs astributes of improvemants con envircas

E. Identification of Alternative Usa Scanarias for Subjec: Propercy

'f. Marketing existing usas of property as fs
2. Rerovatzion of existing praperty and markating improved spaces

3. Redirection of existing property 2o alternative tanancies
and usas

h. Raplaceament of existing Improvements aor program with new usas
i111. Selection af Mast Probadle Usa
A. Comparative Analysis of Altarnative Uses

1. Testing and ranking altarnative-use strategies for legal-
palitical compatidilicy )

Z. Tasting alternative-use scenarlios for fit to shyslcal property
sttributes within reascnable cost to cure

3. Selection of scenarios that justify market resaarch



EXHIBIT 2 (Continued)

B. Analysis of Effective Qemand for Selected Uses

1. Search for rents and income potentials of scenario space-time
products o

2. Scraen and rank market targets

3. Apply income-justifiad reasidual investment approach t3 rank
econcmic power of alternative markst scenarios

b, Evaluate marginal ravenue, marginal investnent risk trade-cffs

C. Summary Matrix for Seleczicn of Mast Probable Use Scenario

1. Physical flt

2. Legal-political risk

3. Strangcth of market demand

4. Adequacy of availaple financing
5. Ravenue and cost assumptions risk

Pradiction of Prica for Subject Propercy
A. Specification aof Most Probable 3uyer Type Implied by Most Probable Use

1. Criteria mativations of altsrnative buyer types

2. Selection of most probable buyer typa as basis ffor pradicticn
of a sales transaction with logic for ranking of altarnmatives

3. Specification of assential site, improveament, financial, or kay
decision criteria of principal altarnative buyer types

8. Explanation of Appraisal Methodology for Predictzicn of ?raobablae.
Purchase Price

I

1. Prefarred method: to infer buyer bshavier from actual market

" transacticon and markat data availabls from sales by comparable

buyers of accaptable altarnative proparties
2. In the absencs of adequats market sales data, the altermative

mathod salected for simulation of probable buyer decision procsss
3. If market Influence of simulation is impossibie, salect normative

model such as Tavestment valus, or cost to replacs

C. Search for Comparable Markst Sales Transactions

. Unit of comparison
2. Method af comparison
3. Explanacion of search parametars
© &, [Investigaticn of sale trainsaction clircumstances
5. Evaluatiom for comparabilicy
6. Oefiniticn of predeminant tsrms of sale
7. Source of comparative adjustments

0. Determination of Suitabilicy of Existing Market Data for Inferenca
of Valueé for Subject Property

. Where data s adequate, selection of market comparison method
o estimate value .

2. Where data is lacking or misleading, selecticn of altarnative
valuation method and reasoning

3. Conclusion leads toa Ear F



EXHIBIT 2 (Continued)

v 9
E. Simulation of Probable Buyer Decision Procass !f Market Camparisen
Approach Is Inconclusive or Impossible

1. Scurca and explanation of simulaticn model
2. Schedules of simulation assumptions
3. Rangs of altarnative simyiation value praedictions (sensitivity analysis)

{OR) F. Seleczion of Nermative Mode! of Juyer 3ahaviar

l.. Investonent model
2. Cost-to-renlace model
3. Noncuantitative decision models

G. Computation of Most Prchable Price and Standard Errgr of Predicticn
H. Carracticn of drelininary Value Zstimata for Zxcarnal Factors

1. Identification of conditicns relative to date of appraisal
not prasent in market comparison assumptions

2. Spezification of political cantingancias that might upset
normal appraisal assumptians of substituticen

3. Ildentificatian of any viclatien of conditicns in the dafinition
of value b5y the apgprzisal mechodalegy

k., Indication of adjusctrnent necessary to preliminary precbabla prica
sstimate or

§. Explicit statament that noc adjustment (s necessary

1. Test of Masz Srobable Price ar Value Conclusion by Means of:

1. Compariscn ta values derived fram selectad altarnative appraisal

© methodology

Z. Demcnstration of achievement of objectives of most probable
buyer minimum seleaction criteria

3. Measurement of £#it aof financial cash requirsments to market
rents, lender ratios, or cther relevant constraines

k. Comparison to decision criteria appropriate to issue (financial
ratios required by mortgagse lander, comparative assessmencs cf
similar property far the tax appeal board, ratss of return in
slternative invesunents, constructian pricas for similar property,
or whataver demcnstratas consistency with statement of the issua)

V. Appraisal Conclusion and Limiting Conditions

A. Daflafcian of Value and Value Conclusicn of the Repors
3. Cartification of lndepandent Appraisal Judgment
€. Statement of Limiting Conditicns That Escablish:

1. Contributicns of cther prafessionsls an which resert relies
2. Facts and forecasting under canditions of uncartainty

3. Critical assunpticns provided by the zppraiser

&, Assunptions provided by the client

§. Controls an use of appraisal imposed by the appraiser

Appendices

. Maps, data sets, only If referred to In the text. These data collections
would slow down the reader 1f included as an exhihit and are secondary
to the argument in the bady of the report.



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
appralser must be very careful to indicate
price on the supply side representing minimum
expections (Vs) of the seller.

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

1.

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

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

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

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

1.
2.
3.
5,
5.

Legal/political acceptability
Physical/technical feasibility
Effective demand and marketability
Financial viability

Community compatibility

(See Exhibit 5.)

10
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New Issues and New Appraisal Techniques

It is generally recognized that the real estate market
is dependent upon substantial amounts of credit to
support effective demand so that real estate prices
and perhaps values vary with the terms and supply of
credit generally available in the marketplace. Indeed
the o0ld 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 mortgages, limited
partnerships, convertible mortgages and seller
financing.

3. As the government had removed general
subsidies to real estate finance such as
regulation 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 also access
to capital.

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

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



Volatile money market conditions and the
widespread use of creative financing leave the
appraiser in considerable difficulty in defining
typical market terms, cash equivalent prices or
the relationship of fair market value to
transaction price. Does the client want fair
market price, most probable price, going concern
value, contributory value, investment value, or
liquidating value 1In event of delinquency and
foreclosure?

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

1. Income investment properties

2. Economic development properties

3. Multi-family residential properties

4, Single family residential properties

The impact of financing in each situation requires

that we go back to basics. The appraiser or his

client must define:

1. What is the function of the appraisal?

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

3. Which definition of value is appropriate?

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

Reference to Exhibit 2
Reference to definition of fair market value in

Exhibit 3 and compare to most probable price in
Exhibit 4.

12



EXHIBIT 3
(* The most probable price - new edition, Institute)

FAIR MARKET VALUE - The highest price in terms of money which a
property will bring in a competitive and open market under
all conditions requisite to a fair sale, the buyer and
seller, each acting prudently, knowledgeably and assuming
the price is not affected by undue stimulus,

Implicit in this definition is the consummation of a sale as
of a specified date and the passing of title from seller to
buyer under conditions whereby:

Buyer and seller are typically motivated.

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

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

Payment 1s made in cash or its equivalent.

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

6. The price represents a normal consideration for the
property sold unaffected by special financing amounts
and/or terms, services, fees, costs, or credits incurred
in the transaction.

mE W N —
L]

Source: P. 137, Real Estate Appraisal_Terminology,
Editor Byrl Boyce.

¥ Not to be confused with most probable price in contemporary
appraisal, which does not reflect an assumption of a
competitive market with alternative, which 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 without seller financing.

13
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EXHIBIT 4

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

Source: P. 8, The Appraisal of 25 N. Pinckney, Editor
James A, Graaskamp.



Faanibility Faotar
Market Demand Risks

Legal/Political
Acceptability

Technical
Conatruction
Problems and
Capital Cost Riaks

Relative Investment
Power Bamed Upon
Revenue Qeneration
Potential

Special Income Tax

Advantages or Public
Subsidies Available

Real Estate Tax
Consequences to
City

Scapario 1

Refurn to Former Use

Demand very elastic
relative to price
unless room rates
subsidized by
welfare agencies

Inconsistent with
long term City goals
for 0lin Place

Failure to repair
within one year may
have jeopardized
grandfathered non-
conforming building
conditions, Other-
wise thias use has
loweat oonstruction
risks of Scenarios 1

through 5

$192,765

None

Modest increase in
assessed value

FEASIBILITY OF ALTERNATIVE USES

Scepario 2

Purchase by Welfare
Agangy.

Welfare agencies
lack capital
resouroces to
purchase and resodel
facilities, given
the absence of
government funding

Mixed acceptability
as interim use as
housing for
transient males by
some groups; favored
by welfare advocates
and disfavored by
local residents

Capital costa of

renovation to state
standards excessive
for short term use

$120,38%

None

Lozs of $194,300 tax
base with tax-axempt
agency as owner

Scenario 3

Conversion to
Clasa B/C Qffice

Office market
beooming more price
sensitive; would not
accept neighborhood
and laok of parking
unless rents were
lower than nscessary
to support remodeling

Neighborhood
resistance to
increased demand for
street parking

Yariance needed for
parking requirement
of 1 stall per 300
SF to 1 stall per
2,500 SF of office
space

460,331

Rehabilitation tax
oredit of 20% for
older commerocial
building conversion
plus possible
industrial bond
financing

Real estate tax base
would be multiplied
approximately 3
times the present
assessmant

Scepario ¥
Conversion to
Apartments with
Qffice on 1at Floor

Strong demand for
spacious two bedroom
units in CBD area

Preferred use, given
need for downtown
housing and politi-
cal statements by
alderpersons for
reduction of bar
businsss in reaiden-
tial neighborhoods

Spacious apartments
with views provide
favorable rent/cost
per SF ratio--
housing oode creates
more remodeling risk
than ocommercial code

$103,220

Possidble historic
landmark status for
25% rehabilitation
tax credit plus tax
incremental
financing (TIF)
assistance

Real estate tax base
would be multiplied
approximately 3 1/2
times the present
assgssment

Conversion to
Apartmsnts with
—~Exiating Bar

Though there iz a
strong demand for
affordable downtown
housing, oonsumer
survey shows tenant
reluctance to live
above noisy/poten~
tially malodorous
bar-restaurant

Preferred uss for
housing is ocompro=
mised by existing
bar management
agreesment

Apartwent mix
cheapened by re-
taining exiating bar
opsration~—smaller
unita require more
plumbing and bring
less favorable rent/
oost per SF ratio

(410,513)

Poasible historic
landsark status for
25% rehabilitation
tax oredit. TIF
less likely because
increase in tax is
smaller

Real estate tax base
would be multiplied
approximately 2 1/2
times the present
assessment

Sosrario 6

Demolition and
—Sals of Site

8oft market for
vacant sites which
cannot be assembled
into larger plot-
tage; parking
revenues from 20
spaces inadequate
to oarry clearance
costs

Inoonaistent with
oonstituenoy
favoring landmark
designation

$13,778

None

Loss of
approximately
$140,000 of tax base

G L191HX3
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Traditional techniques of market comparison and
capitalized income lack reliable data or fail to
represent market behavior, leading to greater reliance
on discounted cash flows for large income properties.

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 compariscon
anything but objective (not to mention adjustments
for non-market financing discussed in second day).

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 throw off).

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

3. There is the problem of selecting a conversion
process which reduces income cash flows and
reversionary 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
using a spread sheet for both income and the
reversion. Lenders may share in appreciation and
owner and lender may share the risk of variable
interest and the first principal payment.

The problem of defining real property as tangible
or intangible,

1. Property refers to things and objects capéble
of ownership.

16
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Real property refers to the legal rights,
interests, and benefits inherent in the
ownership of real estate.

What is inherent?

Is the residual claim the right to receive
cash flow from income property subject to any
prior claims?

How is cash flow allocated among land, labor,
capital, and management...and public licenses?

definition of economic rent attributable to
real estate:

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

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

Is the real estate income from retailing of
space or from wholesaling of space?

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

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.

Ancillary to rather than integral with the
project.

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



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

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 service sales, or speculate
in long term demand/supply commodity
relationships or long term commodity/money
ratios.

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

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

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

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

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

Referring back to functions and the accounting/
appraisal interface, consider that accounting
theory distinguishes values according to the
following in order to fit the function of the
accounting task:

1.

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

18



VI,

19

Exit value assuming abrupt liquidation
(construction loan validation).

Replacement value with asset of current
technology.

Reproduction value of asset at original state
of technology.

Market value in an organized market for
tangible goods.

Current value as original cost indexed for
dollar devaluation.

Discounted value of future receipts at
interest factor.

Value of asset not yet charged to consumption
or production,

Case Study of an appraisal of a 50-year old high
rise office building in the CBD with vacancy
problems, utility problems, and management
problems. (See Exhibits 6 through 21.)

A,

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

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

Resale price is tied to projected net income
and gross with a debt cover ratio and a
cash-on-cash yield. Loan-to-value ratio is
irrelevant. (See The Appraisal Journal,
January 1981, "DCR/RE Cap Rate Tables for
Today's Financing," p. 15.)
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CASE STUDY - EXHIBITS 6-21- SEMINAR

Locacien of Subject Siz= Rslative to the Capitol

Subject Site in Original “adiscn Plat. .

Site Plan of Subject Prcperty.

-

Proposed Capitsl Concourse Plan.

Prcposad Parking for Cenccurse Plan. . .

Traffic Pattarns and Pubiic Parking Upcn Completion of

Capital Concourse. . . . . . .

View from the East Ma

Procperty . . .

Photograohs of Subject Property.

Lzccaticn of First Floor Retail

Square . . . .

First Flcor Retail Vacancies on the Square Existing or i

.

(%]
£i

in Office Entrance cf the Subject

Yacanciaes cn the Capitoi

to be Available as of January 1, i$80. . . . . . . . .

Madison Jowntewn Offica Spacs as of January 1, 1980. .

Exprassicn of State's Interast in Post O0ffice Building--
Wisconsin Stata Journail Article.

Lecation of Comparable Sales on or Near Capitol Square

Comparable #1 - 30 West Mifflin.

Ccmparable #2
Comparable #3
Comparable #4
Comparable #5
Ccmparable #6

Comparable #7

50 East Mifflin.

16 Naorth Carroll

123 West Washington. . .

102 and 11Q North Hamilton

212 East Washington. . .

2 West Mifflin

Scale for Scoring Comparables cn [mportant

Considerations

Investor

Weighted Matrix for Comparable Prcperties. . .

Calculation of Most Probable Price Using Mean Price

Par Pgint Equation Method. . .

IT-7
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EXHIBIT 6

(Confinued)

SCALE FOR SCGRIMNG COMPARABLES ON {MPORTAMNT INVESTOR CONSIDERATIONS
FOR OFFICE/RETAIL SPACE 1IN MADISOM C-L ZTNE

Parking
25%

Location
20%

First Floor Retail
Lease in Place at
Time of PUrchase

15%

Need for Renovation
of 0ffice Space at
Time of Purchase

15%

Visual Quality of
Office Entrance
10%

Vacancies in Existing
O0ffice Space at Time

of Purchase

15%

§ =

Qw
[ |

s N
L I ]

-\
"

Ample private parking en site or
available on contract within the
same block.

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., across from the

Capitol Square

In the bloaeks of North and South
Pinckney St., across from the Capitol
Square, or in the 1G0 block of West
Washington, or adjacent to General
Executive Facilities.

Off 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 renovation required.
Modest renovation required.
Intensive renovation required.

Excellent design and location.
indifferent 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

21



WEIGHTED MATRIX FOR COMPARABLE PROPERTIES

RatIng/Melyhted Ratling

FEATURE/ n 1 n I ' 1" Sub ject
WEAGHT 30 W. MiFFlin 50 €. HIfflln 16 N. Carroll 123 Y. Washington 102 N. Hamliiton 212 £, Washlngton 110 E. Hala

Parking
252 §/1.25 3/7.75 0/0 0/0 3/.15 /.15 3.75

Location
20% 5/1.00 5/1.00 5/1.00 3/.60 1/.20 3/.60 3/.60

First Floor
Retall Lease
in Place 5/.75 5/.1% 0/0 3/.45 3/.45 0/0 17.15

15t

Heed for
Renovatlon

152 5/.75 /.15 3/.4% 5/.15 /.15 1/.15 3/.45

Visual Quallty

of Offlce

Entrance 5/.50 3/.30 3/.30 5/.%0 3/.30 ¥/.30 i7.10
10% :

Vacancles In

Exlsting

0fflce Space 5/.715 0/0 5/.15 5/.7% 0/0 0/0 17.15
153

L 1191HX3

Total Welghted
Score 5.00 2.95 2.5 3.05 1.85 1.80 2.20

<

Selling Price $2,555,500 $850,000 - $615,270 42,896,000 $330,000 $h72,000 X

Total Het 65,000 38,500 35,725 138,000 28,000 38,000 74,000
7cn(1bll Area 3q, ft. sq. fr. sq. ft. sq. ft. sq. ft. sy. ft. sq. ft.
NAA

Price Per
S;uure Foot $39.30 §22.10 $17.20 $21.00 $11.80 $12.40

(NRA)

Price Per

Square foot 6.8
of HRA . by 6.08 6.89 6.38 . .89
lolaT'Vc‘ghlea 7.86 7%

Score

[A4



EXHIBIT 8

CALCULATION CF MQST PROBABLE PRICE USING
MEAR PRICE PER POINT EQUATION METWOD
{(With Standardized Weighted Point Scores)

Comparable Selling Price Ueightéd Price per NRA

Property per NRA Point Score We ighted Point Sc‘ore (<)

1 $39.30 5.00 7.86
2 22.10 3.45 7.43
3 17.20 2.50 6.88
4 21.00 3.95 6.39
5 11.80 1.85 6.38
6 12.40 1.80 _6.89

TOTAL 42.39

Central Tendency _ = x < h2.39 _7.07
(Mean = x) n S

Dispersion - ﬁ(x-i}“' </ 138 _ 535
(Standard deviation = s) n-1 5 -

where:
x & feR7 gxn? ononet
7.86 - 7.07 = .73 .62 6 5
7.549 - 7.07 = .42 .18
6.88 - 7.07 = .19 .04
6.89 - 7.07 = _ .18 .0
6.38 -~ 7.07 =" .89 R
6.83 - 7.07 = .18 .03
1.38
Value Range: Xts=7.072%.53

Estimate of Value of Subject Property =

NRA of subject x Weighted point score of subject %
{74,000 S.F.) (2.2)

[Sample mean of price per NRA per total

weighted score £ {Dispersion 2z t value)}

[7.07 = (.53 » t value}]

Confidence Leve!

’ @n-1 =5;

68% (t = 1.000) 90% (t = 2.015)
High Estimlte:‘ $1,240,000 $1,320,000C
Central Tendency: 1,150,000 1,150,000
Low Estimate: 1,060,000 380,000

‘AH value estimates are rounded.



Schedule of Rental RevenuesI

Occupancy as of

April 30, 1980

towar level & Roof

B leve! Vault-Vacant

# level-Showroom & Offlce

A Level-Starage

tloneywul | Plwne Box
Total-Lower Level

First Floar

Chez Vous-112

Chaz Vous-11h

North Entry 5

South Entry-Leaf & Ladle
Total-First Floor

Second Floor
201 Vacant
02 Stated
203-4 Vacant
205-6 Stale
207-8 llomecrafis
209-10 Stated
21 Dr. Regyez
212-14 Dr. Wierwill
215 Vacant
216 (1}
218-19 Rape Crisis Center
220-21 Stated

Tatal -Second Floor

5

Annual
Space Rent par
$q. Fit Sq. Ft.?
100 3.00
k000 3.00
4oo k.00
5100
L11] .80
1000 .60
2000 9,00
3500 9.00
($11]
150 6.50
600 6.70
543 6.20
506 7.00
386 7.20
ks 6.25
219 7.00
700 6.50
his 6.25
500 7.50
816 7.00
1400 6.25
(Y113

for the Period of April

Leass Terms

as of 4/30/80}

6/30/80

10/1/76 ~ 9/30/8)
10/1/76 - 9/30/8)

1/1/80 - V2/30/84

7/1/15 - 6/30/84
9/1/78 - 8/31/79
3/1/78 - 5/31/80
/1779 - 12/31/81
11/1/79 - 5/31/80
k71778 - 3/31/8)
2/1/78 - 6/30/79
5/1/8a - 4/30/81\
1/1/80 - 12/31/8)
12/1/79 - 5/31/80

30, 1980 Through Apri) 29, 1985

Anuallzed Gross Rental Revenues

§/736/B0- §/30/81- k730/82- k730763~ §/30/8%-
4/29/81 k/29/82 4/29/83 %/29/84 h/29/85
$ 2,100 $ 2,100 § 2,270 $ 2,270 $ 2,450
12,000 12,000 12,900 12,960 14,000
1,600 2,400 2,600 2,800 3,000
600 600 600 650 650
~ §18,300 $17,100 $18,k30 §$18,680 $20,100
$ 2,180 $ 2,25 $ 2,360 $ 2,360 $ 2,360
5,810 5,030 5,200 5,200 5,200
18,000 19,500 21,000 zz,zoo 2h,000
31,500 33,110 331,350 36,670 39,600
$56,430 $59,950 $62,510 $68,730 §71,160
$ 970 $ 970 $ 1,060 $ 1,050 $ 1,140
4,020 4,320 4,320 k,670 N,670
3,370 3,640 3,640 3,640 3,930
3,5h0 3,820 3,820 h,120 k120
2,780 2,850 3,000 3,000 3,080
2,820 3,040 3,0k0 3,280 3,280
1,600 1,750 1,730 1,870 1,870
4,570 4,500 %,900 4,900 5,210
2,800 3,020 3,020 3,270 3,270
3,750 k,050 4,050 4,370 4,370
g,ako e.zzo 6,:60 6,530 6,6%
120 3,450 3,450 10,200 10,200
s4i'B6  sa7.910 s48.2080 §50, 500 $51.830

. e
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Schedule of Rental Revenuas' for the Perlod of April 30, 1980 Through April 29, 1985

Anual o Annualized Gross Rentsl Revenuoss ]
ficcupancy as of Space Rent pey Lease Terms V7307806 N/36/78i0- k730782- 4736787 W/30784~
April 30, 1980 Sq. Ft. Sq. FL. ay of 4/30/B0 h/29/81 4/29/62 h/29/8) 4/29/84 k/29/85

Third Floor
i Vacan 150 5.15 -- $ Beo $ 860 $ 930 $  9ja $ 1,000
302-3 State 179 5.75 - 6,780 7,320 7,320 7,900 1.900
308 Siated 230 6. 70 -- 1,540 1,660 1,660 1,800 1,800
j05-8 S(alos 942 6.70 -- 6,300 6,800 6,800 1,160 7,360
9  The Journal Ca. 232 7.20 9/1/719 - 8/31/80 1,810 1,880 1,9/0 2,0)0 2,120
310-11 Stated 456 6.70 -- 3.050 3,40 3,300 3,560 3,560
M2 Yacant 2)4 5.75 “- 1,350 1,450 1,hs0 1,570 1,570
313-44 Or. K. Heng k82 7.20 6/1/7719 - 5/31/80 3,490 3,130 3,750 k000 4,030
315 Vacant m 6.70 1074779 - 9/ j/to 5,000 5,000 5,310 5, kB0 5,630
316-19 Wisc. Bulldars Assoc. 1091 7.00 1/1/80 - 12/31/80 7.810 8,160 8,360 8,730 8,940
320-2k Vacant 136 1.00 - 9,540 10,300 10,300 1,13 00
Total-third Floor 70% ' $47,520 $50,560 $51,150 $E4,4%0 $55.,0h0
Fourth Floor
OV Vacant 150 6.40 - $ 960 $ 960 $ 1,000 $ 1,000 $ 1,120
402 Furst, Carlson inc. 648 6.40 8/17719 - &/30/80 &350 b3 4,00 §, 730 5,090
403-11 State 2147 6.75% 1717680 - 12/31/814 14,500 14,880 15,670 16,100 16,960
hi2 Vacant 202 6.ha -- 1,29% 1,29 1,h00 1,hu0 1,500
413-10 Visconsin Alllance of Cltles 619 6.80 -- 4,480 5,020 5,420 5, h20 5,850
M5 State, 259 7.00 3/1/79 - 2/28/8)\ 1,830 1,940 1,970 1,100 2,130
k16-19 smcS 1370 6.00 vacated 6/30/80 8,220 8,860 8,880 9,590 9,5%
§20-Z1a State 560 6.0 vacated 6/30/B0 3,750 3,750 h,050 h,050 k370
421-22 Scate 300 6.70 vacatad 6;10/&080 2.0‘:0 2,010 2.‘:70 2,170 2.2&0
42)-24 €4 Konkol 140 6.60 9/ 17719 - 84341/ 2,240 2,240 2,420 2,h20 2,620
Total-Fourth Floor 11133 $hhiii0  $hE,3h0 §h7.720 §49,020 §51,570

Y4
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Schedule of Rental Revenues‘

Occupancy as of

Apcid_30, 1980

Elfih Floor

501 E. C. Barton

502 Yacant

503-5 Vacant

506-19 State

520 State-8d. of Aglng

§21-22 br. Corysll

§23-2h Green Bay Prass Gazatte
Total-Fifth Floor

Sixth Floar

201 Vacan
£02-4 Siate
605 Vacant

606-10 State
611 The Evjus Foundatlon
612-t4 State
615 Tennay Bldg.
616 John Barsness
617 811) Mard
618-19 Stata
620-2k Vacant
Total-Sixth Floor

Sevenlh Floor

701 Lawton & Catas

702-19 Lawton & Catles

720-24 Vacant
Total-Seventh Floor

for the Perlod of April

30, 1980 Through April 29, 1985

Annual Annual lzed Gross Rental Revenues
Space Rent peg Lease Terms o §730/80- "  K/30/81- h/30/B2- §730/83- h/30/8%-
Sq. Ft. Sq. Ft. as of 4/30/80 k/29/81 k/29/82 4/29/83 h/29/8} 4/29/85
150 7.60 -- $ 1,240 $ 1,270 $ 1,270 $ 1,380 $ 1,380
842 7.50 - 6,110 6,820 6,820 7.360 7,360
810 7.50 - 6,070 6,070 6, k4o 6,800 6,800
3922 6.25 11779 - 10/31/83 24,500 24,500 25,500 30,590 31,770
555 6.70 /1719 - 6/30/8) 3,950 h,000 h,270 h,330 h,940
3319 7.20 ;5!579 - 3/30520 2.“20 2.290 2.720 2.920 2.920
13 7.60 1779 - 8/31/82 2,560 2,690 2,760 2,760 2,760
) G gdloh  ga i 57380
150 6.70 -- $ 1,000 $ 1,000 $ 1,080 $ 1,080 $ 1,170
1473 6.00 vacated 6/30/80 8,840 9,540 9,5k0 10,300 10,300
20k 6.h0 -- 1,300 t,300 i,h10 1,hi0 1,520
to 6/30/80

1000 6.70 then mo. = wo. 7,370 7,500 7,500 8,100 8,100
286 7.00 vacated 11/30/80 2,000 2,000 2,160 2,160 2,330
647 7.50 171779 - 10/31/83 h,850 h,850 A,850 5,080 5,240
511 7.00 .- 2,400 2,400 2,600 2,600 2,800
Bso 6.00 371779 - 2/28/8) 5,170 5,520 5,59 5,950 6,020
250 6.70 vacated 5/31/80 1,940 2,120 2,120 2,300 2,300
A9l 8.00 vacated 5/31/79 3,950 3,950 h,270 h,270 4,610
1262 6.70 - 8.4%0 3,130 3,110 9,860 9,860
€980 $47,270 §49,310 $50,250 $53,110 $5k,250
150 5.75 6/1/79 - 5/31/83 $ 930 $ 970 $ 1,100 $ 1,050 $ 1,09
fkaz §.75 6/1/79 -~ 5/31/83 33.620 35.120 33.“20 37,850 39,160
106 .00 - 1,730 740 360 8,360 9,030
8873 $h2,270 si%fano 45,910 §k71260 $49,280

9¢
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Schedule of Rental Revenue.r.l

for the Perlod of April 30, 1980 Through April 23, 1985

Annual’
Qccupancy as of Spaca Rent per Lease Turm.,
Aprid 30, 1380 5q. Ft, 5q, Fr.2 as of 4/30/80°
tighth Floor
ol Wisconsln Radlo Mews 150 7.00 to 6/30/80
802-5 Siate 1536 7.55 to 10/31/8)
806-7 Dr. Hannls h70 7.50 9/1/719 -~ 8/31/80
808-22 State hsBo 6.00 7/1/719 ~ 6/30/80
823-2h br. Boyle 231y 7.60 9/1/719 - 8/31/60
Total-Eighth Floor 7075
Minth Floor
901" Hillman & Robsrison 150 8.00 1/1/80 - 12/31/80
902 Misc. Ins. Alllance 864 ].00 €/1/19 ~ 5/31/780
501-6 Hulcahy & Wherry 980 8.00 171719 - 12/30/8)
907 Robert Uehling 225 8.00 h/1/80 - 3/%1/781
909-10 Larry Hall 700 6.00 6€/1/19 - 5/31/80
911 Or. Scimitz 248 7.7% 171779 - 12/}1/60
912-19 Devins Insurancs 2500 7.00 /1780 - 3/31/8)
921 State 515 7.00 vacated 7/1/80
922-23 Judicial Comnission 355 é.50 571719 - W/30/80
924-25 Or. Rundel| 319 1.20 6/1/19 - 5/31/80
Total-Ninth Floor 7016
Tensh_Flour
10014 Victor Lind 150 6.80 171779 - 10/31/80
1002 Misc. Assoc. of indep. Calleges BGA 6.50 1/1/80 - 12/)1/80
1003-4 Wisc. Connars & Freszars 756 8.00 5/1/779 - &/30/80
1005-8 Woeltsr Co. ' 91\ 6.80 12/4/79 - 11/30/80
1009-10 Vacant k55 6.50 -
1001-13 De. Dol 71) 6.6% 6/1/19 - 5/31/80
1014 Vacant 229 6.2% .-
1015-18 Stale 1616 7.50 1174779 - 10/11/8)
1019-21 Vacant 6£80 6.20 vacated 2/29/80
1022 Merbh Walsh N 8.00 1274719 - 11/30/80
1023-24 Dane Co. Advocate for
Battered Women 11l 71.20 8/1/79 - 1/31/80
Total-Tenth Floor [157]

Anual Totals for

74,054 4q. ft.

Avual fzed Groas Rental Revanuus

%735/84-

N/ia/80- W/30/8i- k730/82- k730783~
4/29/81_  W/29/82 4/29/8) 4/29/8% k/29/85
§ 1,050 $ 1,050 $ 1,130 $ 1,130 $ 1,220
)1 ,600 11,600 11,600 12,060 12,520
3,040 b ,000 k,000 h,210 h,320
27,460 36,620 37,100 37,100 39,540
2,180 2,880 3,000 3,10 3,20
$h8,750 §56,150 §58,870 §57,820 §60,760
$ 1,230 $ 1,300 $ 1,340 $ 1,h00 $ 1,ho0
6,400 6, h8a 6,310 7,000 7,000
8,070 8,530 8,750 4,210 9,210
1,810 1,960 1,980 2,110 2,110
h,520 4,550 4,870 b, 900 4,900
1,920 1,970 2,060 2,140 1,230
18,060 18,060 18,180 19,350 19,350
&,020 4,350 4,350 h, 700 k, 700
2,300 2,500 2,500 2,)00 2,700
2,650 2,600 _2,860 2,080 2,800
§50,080  $52,i00 s57'B00  $56.390  ¢56,460
$ 1,050 $ 1,200 ¢ 1,250 $ 1,300 $ 1,350
5,760 6,050 6,190 6,kbo0 6,650
6,050 6,050 6,530 6,530 7.050
6,3M 6,650 6,880 /.,200 7,400
2,950 3,190 3,140 3,450 3,450
5,230 5,210 5,640 5,670 6,100
1,30 i,hj0 1,540 1,5h0 1,620
12,120 12,120 12,120 12,600 13,05
5,300 5, hko 5,870 5,910 6,350
t.420 1,h90 1,490 1,540 y,600
_2,610 _2,600 2,40 1,900 070
$50,370 §51,5/0 §53,540 $55,120 63%1.7‘0
ghoy,960  §522,120  g537,260  g963,M0 3586200

N
~
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Notes to Schedule of Rental Revenues for the
Period of April 30, 1980 Through April 29, 1985

‘Tha annual | zed gross rental revenuve for the period from April 30, 1980 through Aprll 29, 1981 Is cansistent with the
actual lease terms, |f at market rents, as of April 30, 1980. Increases In rents are assumed to take place according
to lease terms and conditlons; an Increase of B percent Is used at lease reanewal dates. Thls factor was taken from a
survey of of fice rent increases In Class B bulldings onand near the Capitol Square In Madison and Is Lhe current rate

used by the Tenney Bullding manager.

2The annual renta) market rate is glven as of April 30, 1980, Only one Lenant In Rooms 909-10 }s conslidered ta bhe below’
markel rent al $4.73/square foot; Lherefore the rent for Lhis space Is calculated at a markel rate of $6.00/square footy
Market rents are also lmputed ta spaces used by the bullding owner.

3Of the 87 rental space units In the Tenney Building as of April 30, 1980, there are 62 leases In place, but 54 of those
terminate between 1980 and 1982, Only elght have leases that extend bayond April 30, 1982,

“The Leaf and Ladle Restaurant began Its lease of 3500 sq. ft. of the First floor retall space on January |, 1980. The
restaurant had closed Its door by October |, 1980, and the remodeled space s once agaln on the mwarket, The rental rate
of $9.00 with an annual escalator of 8% per year commencing in the second year [s considered camparable for the area.

A most probable Investor might consider an escalator 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 farecast,

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

(penuijuol) 6 1191HX3
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tover Level § loof'

8 level - Vault

0 Leval
Showroom and 0ffice

A Level - Storage

Yotal - Lower level

First Floor

-t o e

1IN East Maln

Leal ¢ Ladle

Marth Entry

Tatal - First flaor

Schedule of Vacancles by Floor and by lease Terms for
the Perlod of April 30, 1980 Through April 29, 198%

Aanual I of

Space fental Rate Honths

Sq. Fg.z L Vacant Par. Sq. Ft. Vacant
700 100 3.00 12
700 100 3.00 12
7u0 100 3.2% 12
700 50 3.2% 6
700 50 3.50 6
4,000 100 3.00 12
&h,000 100 3.00 6
000 50 3.25 6
4,000 50 3.25 6
& ,000 50 3.50 )}
koo 100 7.00 6
400 100 1.50 9
111 100 5.20 ]
454 100 5.20 12
kS 100 5.20 h
1,000 100 5.20 8
{,000 50 5.20 12
1,000 50 5.20 4
3,500 100 9.00 7
31,500 100 9.50 3
3,500 100 10.50 3
3,500 100 i1.30 3

1

2,000 100 9.00 9

Projection Perlod

Y/360780< K736787- 4730787~ §7307%3- §/30784-
h/723/81 h/29/82 h/29/8) h/23/84 4/29/85
$ 2,100
$ 2,100
$ 2,270
$ 1,140
$ 1,1k
12,000
6,000
3,250
3,250
1,250
1,k00
2,250
$14,100 $ 8,100 $ 5,520 $5,7% $ 5,1h0
$ 1,570
$ 2,360
$ 180
3,460
2,600
860
18,370
8,310
9,19
$ 9,89
_13,500
$31,870 $13,3060 § 4,960 $i0,830 $ S.PBU

62
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Schedule of Vacancies by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1985

(penuijuol) o1 L1gIHX3

’ Annua) 1 of Projectlon Period
Space Rental Rate Honths §730780- k730/81- k730/82- h/30/83- K730/8%-
sq. Fi.? 3 Vacant Per Sq. Ft. Vacant 4729/81 k/29/82 h/29/83 h/29/84 h/29/85
Second l’lt:.or3
0 150 100 6.50 12 $ 900
150 100 6.50 )2 $ 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 5h3 100 6.20 12 3,370
543 50 6.70 12 1,820
543 50 6.70 12 1,820
543 50 6.70 3 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 A58 100 6.25 6 1,410
AS1 50 6.75 12 1,520
h51 50 6.75 12 1,520
451 50 7.30 9 1,230
215 his ) 100 6.75 12 2,800
k15 100 7.30 6 1,510
K15 100 7.30 3 760
218-19 816 100 8.00 ] k,370
816 100 8.20 12 6,6%
220-21 1,400 100 6.25 6 4,370
1,400 50 6.75 12 4,720
f,400 50 6.75 6 2,360
1,400 50 7.30 6 2,560
Total - Second Floar ?i'(.,630 §14,530 51T.570 570 3'.——13.290 R

1]9



Space
5q. Ft.?

Third Floor)

301 150
150
is5a
150
150

302-) 1,179
1,179
1,179
1,173

304 230
230
230

305-8 942
942
942
942

310-10 k56
hs6
h56

32 23h
234
234
234
234

IS5 31

320-24 1,363
1,363

Jotal ~ Third Flour

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

Aanual J of . ) Projection Perlod _
Renta) Rate Months ¥730/80- ¥/30/81- V30782 W/30/B3- — &J3678k-
$ Vacant Per 5q. FL. Vacani h/29/8) 4/29/82 4/29/8) h/29/8% h/29/85
100 5.75 i2 § 860
t0d 5.75 12 $ Béo .
100 6.20 12 $ 930
100 6.20 12 $ 930
100 6.7 12 $ 1,000
100 5.75 é 3,19
50 6.20 12 3,650
50 6.20 12 3,650
50 6.70 6 3.950
100 - 6.70 3 770 ‘
100 7.20 12 1,660
100 7.80 6 %00
100 6.70 é 3,150
50 7.20 12 3,190
50 7.20 2 3.3%
50 7.80 3 1,030
100 6.70 6 1,530
50 7.20 12 1,640
50 7.20 12 1,640
100 5.75 12 1,340 '
100 6.20 }) 1,450 ,
100 6.20 12 §,hs0
100 6.)0 12 1,570
100 é.70 i2 1,570
100 é.70 & 1,610
100 7.00 12 9,540
100 7.60 6 _ 5,450
$22,19 $12,800 $11,060 $ 6,h50 $ 5,300

'(panu!lUOU) 0L 1191HX3
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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 ! of Projection Period
Space Rental Rate Honihs %/30/80- 4730/81- k730782~ 4/730/83- §/30/8k-
5q. Ft.2 % Vacant Per Sq. Ft. Vacant 4/29/8) k/29/82 4/29/83 4/29/84 h/29/85
fFourth Floor
L)) o 150 100 6.40 12 $ 960
150 100 6.40 12 $ 960
150 (a0 6.90 12 $ 1,040
150 100 6.9 12 $ 1,040
150 100 7.45 12 $ 1,120
412 202 100 6.40 12 1,290
202 . loa 6.40 12 1,290
202 100 6.90 12 1,400
202 100 6.90 12 1,400
202 100 7.40 12 1,500
hi6-19 1,370 100 6.00 6 4,10
1,370 50 6.50 12 k450
1,370 50 6.50 12 A, 450
1,370 50 7.00 12 . 4,800
1,370 50 7.00 é 2,400
h20-20a 560 100 6.70 6 1,880
560 50 6.70 12 1,870
560 50 7.20 5 1,520
Total - Fourth Floar $ 8,240 $ 8,570 $ 8,410 $ 7,240 $ 5,020
Fifih Floor
502 842 100 7.50 12 $ 6,310
842 50 8.00 12 $ 3,410
B2 50 8.00 12 $ 3,h0
842 50 8.75 6 $ 3,410
520 555 100 7.70 6 2,130
555 50 7.60 12 2,160
555 50 8.9 9 $ 1,850
Tatal - Fifth Floor $ 6,310 $ 3,410 $ 5,540 ~§ 5,570 $ 1,850

(Penuriuoly o j1igIHX3
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Sixth Floor
1]

602-4

605

6\}
620-24

Total - Sixth Floor

Seventh Floor
No Vacancles Projectad

- —aa

Total - Elghth Floar

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

Annual 1 of

Space Rantal Rate Honths

sq. Ft.? T Vacant Per Sq. FL, Vacant
150 100 6.70 12
150 100 6.70 12
150 100 7.20 9
1,473 100 6.00 6
1,473 50 6.50 2
1,473 50 6.50 12
1,07 50 7.00 9
1,473 50 7.00 3
204 100 6.40 12
208 100 6.h0 12
204 100 6.9 12
204 100 6.9 9
250 100 7.75 L)
1,262 100 6.70 I
1,262 100 7.20 6
1,262 100 7.20 é
1,262 50 7.80 9
150 j00 7.00 10
150 100 7.00 12
150 100 7.50 6

Projectlon Perlod

§/30/B0- k/730/81- k730782~ k/730/83- 8/30/8k -
4/29/8) 4/29/82 4/29/8) h/29/8k 4/29/85
$ 1,000
$ 1,000
$ 8o o
=
4 k20 \ =
770 o
A,770 ) -
$ 31,870 =
$ 2,580 ©
1,300 E?
' 1,300 a
1,410 5
1,060 c
@
a.
6h0 hed
8,450
4,540
h,5ha
3,690
$15,810 $11,610 $11,530 $ 8,620 $ 2,580
$ 4déo
$ 1,050
§ 560
§ 8bo $ 1,050 $ 560 0 0

£t



Ninth_Floor

it po8 i

909-10

922-23

Total - Ninth Floor

Jenth Floor
1009-10

1014

1019-20

Total - Tenth Floor

TENNEY BUILDING TOTALS‘

Space 2
Sq. Ft.

700
700

355
355

kS5
455
h55

229
229
229

680

Schedule of Vacancles by Floor and by Lease Terms for

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

Annual I of Projection Purlod
Rental Rate Months 4730/80- k/730/81- “4730/82- §730/83- K/30/8%-
t Vacant Per Sq. Ft. Yacant h/29/81 h/29/82 4/29/83 4/29/84 4/29/85
100 6.50 6 $ 2,280
100 7.00 é $ 2,440
100 7.00 12 2,500
100 7.60 é $ 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 $ 2,39
100 6.25 12 1,h30
100 6.25 12 1,430
100 6.70 6 770
100 6.70 ] 380
$ h,760 § h,620 $ 2,19 $ 770 0
§120,730 $85,330 $66 480 $53,310 $33,220

“(penuiluol) 01 LigiHX3
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Notes to Schedule of Vacancles by Floor and by lLease Terms
For the Period of April 30, 1980 Through April 29, 1985

'The lower level space has a continued record of vacancy; It Is assumed that until the space Is made mare warkatalle by
remade) ing, rents will not keep pace with the market. Uses other than a showroom for the 4000 sq. ft. will nced to be

explored; subdividing the largar space for offlice space and/or sloraye space are possibilities.

2ll I's assumed that the smaller offlca spaces from 200-500 square feet will experience less ovarall vacancy than the
larger spaces. There appears ta be a trend toward several small Independent businessmen sbaring a coummon secretarlal
staff; some of the larger vacant sultes could be remodeled for this type of use,

3Thc sacond and third floors have the greatest amount of vacancy due o the exodus of State lenants. By the end of
June, 1980, the State's move alone will cause 443 of the second fFloor vacancles; the thivd Floor will experlence a
to loss of State tenants; the State related vacancy rates on the fourth and sixth floors
A most probable buyer will have to antlclpate a large capltal investoent In 1980
Bullding to make It competitive In the Class B offlce warkel that already bas a

vacancy rate of 319.51 due
wil) be 291 and 21X respectively..
to remodel and refurbish the

large supply of space avallable on and near the Square.

"Vacanclcs are assumed to gradually decrease between 198) and 1983; a most probable buyer will Institute a vigorous
market ing program which will Invalve research of space needs In the area and remodeling which will be targeted to

those needs.

(Ponui3u0l) 01 LigIHX3
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Schedule of Projected Revenues and Expeases From
April 30, 1980 Through April 29, 1985

&/30/80- 4/30/81- 4/30/82- h/30/83- ' h/30/8k-
Revenues: h29/8} h/29/82 4/29/83 4/29/84 k/29/85
Grass Incom: $493,960 $522,120 $537,260 $565 ,k460 $586,210
Less: Vacancles (120,790) (24.5%) _#5,}19)(!6.32) _£§§J_‘gﬂg)(|2.'d) _{59,910) (10.6%) _(39,220) (6.73)
Effective Grass 373,170 36,790 70,780 505,550 k5,990
Parking Rentals 12,960 12,960 12,960 14 000 14,000
Total Revenues $386,130 $h49,750 $483,740 $519,550 §560,990
'
Expenses:
Account ing & Legl! 4,200 h,6h0 5,120 5,650 6,2k0
Bullding Security 21,84 2k, 100 , 26,620 29,390 32,440
Insurance o 7,000 7,730 8,530 9,420 10,k00
Malnlenance 28,850 31,850 15,160 38,820 42,860
Wage & Salarles 60,000 66,240 73,130 80,730 89,130
Payroll Taxes 11,500 12,700 1h,020 15,470 . 17,080
Repalrs 14,880 16,430 48,130 20,020 22,100
Ielephonc‘l 1,600 I.Z'IO 1,950 2,150 2,380
Ucilitles 5 90,600 101,470 107,560 114,380 122,020
0fflce Expznses 7,0k0 7.520 8,250 8,840 9,690
Hanagement 22,390 26,1320 27,5k0 30,280 32,570
Concourse Speclal Assassment 2,360 2,h10 2,630 2,540 2,h80
Total Operating Ex:;enscs '
Before R.E. Taxes ($272,260) ($303,180) ($328 ,640) ($357,700) ($389,390)
Het Operating income
Before R.E. Taxes si13,870 $1k46,570 $155,100 $161,850 5171,600
Real Estate l'axcsa (26 ,680) (28,000) (29,400) _(30,880) (32,420)
Net Operating Income $ 87,19 $118,570 §125,700 $130,970 §139,180

(Penui3uol) 0 L1181HX3
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Notes to Schedule of Projected Revenues and Expenses
From April 30, 1980 Through April 29, 1985

'Expenseg
In general, expenses are projected to increase according to the average annual change of 10.4% in the All Jtem Consuwer
Price Index over the past Five years. (See amended Exhiblt 27).

2Bulldlng Secur by

Secur ity personnel Is hired From 10 P.H. to 6 A.H. an weekdays with 24 hour coveraye on the weekends. Tha bullding Is open
to the public from 6 ALH, to 6 P,H. each weekday. The continulng problems created by the presence of bars and adult
entertainment places across the street make this securlty protection mandatory.

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

i
ULk iitles

At present the Tenney Bullding consumes approximately 55,000 to 70,000 gallons of No. 2 fusl) all per year depending upon the
weather. The cost of fuel has Inqrcased as follows:

January 12, 1979 .h3/gallon

October 1, 1979 72 gallon

February 1, 1980 .95/yalion

in thirteen months the cost has risen 1213. Though the Tenney Bullding Is converting to natural gas on lis primary baller,
the cost of natural gas Is also volatile. Over the past five years natural gas has had an average annual lncrease of 17.6%
for the commerclal time-of-use consumer, according to Milton Spiros, Madison Gas & Electric Cu.

The installation of comblinatlon storm windows throughout the bullding should help 1o conserve fuel costs. To stabllize utllity

costs It Is assimed management will place energy cost escalators In renewed leases; tharefore In the pro forma Income statement
utllity costs are escalated at 12 percent annually with 50 percent of the Incrcase passed through to the tenant after year 2,

Sofilce expenses Include rental of space In the Tenney Bullding for wanagement operallons.

6Hnnagcmcnl cosls are computad as 6% of effective gross office revenue with 43 allowed for management and 2% for leasing

commlsslons for space turnover.

Lg

(penuiiuol) 0} 1igIHX3



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

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

8ﬂeal estate taxes are calculated as 5.4% of gross revenues In the first year and Increased at 5% per annum Lhereafter.
These calculatlons are based on the fallowing fact and assumptlons;:

1. The assessed value as of 1/1/80 is $1,200,000.
2. The mlll rate |s assumed to increase slightly (approximately 1%) after several years of dacrease.
3. Taxes will contlnue to Increase due to inflated city budgets and decreasing state alds.

(Penut3u03) 01 LigiHX3
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EXHIBIT 10 (Continued)

4. Conversion ¢f Net Income to Present Value

The MRCAP prograx from the National EDUCARE library ¢f programs,
previously described, is used to convert net income to a present
value aftar taxes as of April 30, 1980, for the Tennev Buildiﬁg

at the end of a five-vear holding period.

C. Assumpticns Usad in MRCAP

The MRCA? discounted cash flow program can sclve for a justified

proiect vaiue by specifying the ratio of net inccme 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 mortgage and for justified cash
eqﬁity, assuning tyrical befora-tax cash-cn-cash investor requirements
for office buildings, with potential for inflation sensitive rants.
Exhibit 28 is a simplified flow chart depicting the steps in sclving
for the justified project budget.
On April 30, 1980, prudent lenders will require a minimum
debt cover ratioc of 1.3 and equity investors expect no less than
6§ percent cash-on-cash.
l. Inputs into MRCAP Program
a. Dekt cover ratic = 1.3
b. Before tax cash-on-cash requirements = 6%

¢. Project holding period = 5 years



EXHIBIT 11

BEVENUE JUSTIFIED CAPRITAL BUDGET
DEST COVER RATIO APPROACH

GROSS RAENT BRQTENTIAL

VACANCY LOSS

NET OBERATING INCOME AVAILASLE

rOM SEST PAYMENT, INCOMSE TAX, TASH DIVIOENDS

40

CEST SERAVICR

CHEET CoVvER RATIQ

MAESUINED BY LENDERS

‘EASH AVAILABLSE oM

INCOME TAX ANDO INVESTOAS [

ABH AVAILANLE EUTR

SEST SERVICE

MEGUIRED PEE-TAX CASH

DISTRIBLTION RATH

HJUSTIEIRD CASH

EQUITY INVESTMENT

<JUSTISIED MCORTIAGEH

LOAN

TOTAL JUSTISIED INVERETMENT

EXISTING CLAIMSES OB PLANNED

IMERGVEMENT SUCGET

PRCCAEDS AVAILABLE BrTR

BRGCPERTY BUACHASE AS IS




EXHIBIT 11 (Continued)

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

e. Discount rate = 13% (present value factor used
to discount cash f£lcw?

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

g. Resale price = 10 tixzes net orerating income in
year of sale

h. Resale cost rate = 4%

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

j. Investor marginal income tax rate = 50%

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

1. Buildings = 60% of total improvement value

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

n. Elavators = remaining book value of $73,000

o. Improvements for Energy Conservation = a total
of $54,000 which includes $43,000 for storm windcws
and $11,000 for natural gas ccnversion unit.

p. Tenant Iaprovements = $50,000 for carpeting and
partitions as needed to upgrade vacant office scace

g. Investment Credit Dummy = tY allow for tax benefit

of investment credit in first year for capital improvement
for energy conservaticn

r. Mortgage = principal amount determined by debt
cover ratio; interest rate a minimum of 12% with a
20-year term, paid montialy, oa the first mortcage and
138 interest and an 8-year term for the second mortgage
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EXHIBIT 11 (Continued)

2. Real Estate Tax Assumptions

Real estate taxes are a function of assessed value (or fair
mérket value when assessed value is 100 percent of mafket value)
and the net mill rate; therefore, real estate taxes are estimﬁted
as a function of gross rental income. Ddiing 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
rantal income to compute the first year's real estate taxes and
then providas 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 done 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 1977 1978 1979
Real Estate Taxes $33,118.75 $29,951.95 $25,340.93
Net Mill Rate ' .026495 .024153 .022036

Real estate taxes estimated at various percentages of the
first year's projected gross and inflated 5 percent a year gave

these results in the MRCAP runs:



Percentace of First

Year's GCrcss xental
Revaenue

5.0

A nun
O 0

The real sstate taxas estimated
vear's grcss rent best approximates

to an increasing net mill rate that

EXHIBIT 11 (Continued)

1380

524,698
§26,674
$28,650
$29,638

Rea

1

Estate Tzaxes

1981

$25,933

$28,008
$30,082
$31,119

1582

$27,230
§29,408
$31,586
$32,675

an anticipated decrease in state aids to cities.

1583

$28,591

$38,878
$33,166
$34,308

at 5.4 percent of the

1984

$30,021
§32,422
$34,824
$36,025

girst
the shift from a decreasing
can now be expected due to

Rising costs

43

of local government can be expgected to be borne by the local taxcaver.

The input and output for the MRCAP program using real estate

taxes estimated at 5.4 percent of gross rental cevenue are found

in £xhibit 29.

If taxes are a conservative 5.4 percent of gross rental revenue,

MRCAP substantiates the fair market value of $1,150,000 estimated

by the market compariscn approach to value.
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EXHIBIT 12 44

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

FIRST YEAR'S GROSS RENT

#RCAP 49 :49CST 12/26/30

ENTER INPUT FILE MQME?TENNEY

THE PROGRA®M HRCAP (S THE PROPERTY OF
HICHAEL L. RG3IDINS
70 REAaL ESTATE DYWAMICS IdC.
4701 UINNEGQGUAH RD.
HONONA, UWISC.

USER AQ. 34

{398)-221-1129

NO REPRESEMTATION IS MADE THAT THE ASSUMPTIOMS OR
CONPUTATIONAL FORMAT USED IN THIS PROJECTION UILL
BE ACCEPTABLE TO TAXING AUTHORITIES.

*$1Q.09 LI3 CHG APPLIED

REPART SECTION NUnBER 1 Fage 1

AR TEERTIT I IR ITIZTIIZI AT I IR I =] EIR=x2

# BROSS RENT § 333373. ¢ RaTE OF GROUTH OF GROSS RENT 91.0432
* EXPENSES § 330234. * RATE OF GROUTH OF EAPEASES 9.9%30
+ R E TAXES § 29473. + RATE OF GROUTH OF R € TAKE3S  9.53%
INCOME TAX RATE  0.5000 PROJECT VALUE GROWTH OF 2.49099
* VACANCY RATE 0.1373 UGRXIRG CaPITal LUAN RATE d.1499
EGUITY DISCOUNT  0.1300 EXTRAORDIHARY EXPENSES 3 2.
RESALE COSY 3.0400 REIMHVESTHEAT RAVE 9.96499

UKG CAPITAL RS 3 30090. CaPITAl RESER IATEREST RATE 9.
INITIAL COST 8 1071302, [#4I7TIaL EQUITY REQUIRED 3 386907,

ALL “*° URLUES ARE AVERAGE niQUHTS FOR HOLJING PERIGD. GF 5 YRS,

INIfIﬁL C0S7 DERIVED THROULH 3ACRIGVNR TWFPE 3 USIHG. 2 AORTHAGES



EXHIBIT 12 (Continued)

PRO FORMNAS

INVESTHENT ANALYSIS OF

BUILDING
FOR
EPORT sECTiuod +YynBER 2 FREE 1
¥ AR R ST T T I TSI S S IS T o T C I E I AT EERSTRASNLSIS=ESEmIIZI=EI=
CORPONEST SUHMNART
TITLE PCT. BEGIN USEFUL DEPR

GEPR YSE LIFE MHETHOD £85T SCH
1LAND . 1 25. 2 $ 344000, O
3UILIING 2.3% 1 29, 2 $ 338221, @
HYAL 3.2 1 2. 2 § 225431, @
ZLZYATORS 3.2¢ 1 4. Y s 3000, 2
ENEZGY CONSSRUATION 0.29 1 5. 2 F S4300. 9
TEARNT 1AFRGUEAZATS 0.%¢ 1 15. 4 s 39G0v. ¢
INUESTAEST CREDIT 40 1.69 1. 2 3 19369,

#0RTGAGE SUmntARY

TITLE INTR BEGIN EdD TESRN IRIG PCT
RRTE TR. 1JR. EniLC MALUE

IRST aGRTGAGT 0.1299 1 i 20 3 S31493, 0.487
SZZ0N) 28RTERGE 0.1300 1 3 3 3 104909, 6.093



BUILDING
FOR
REP0RT szCr1aa #UYNBER '3
I F E E E Rt 2 it ittt bttt 1 R
Ga5H FLSU adabi313
T2 CESITTI_ITIZIIITTE 1?30 t 931
t  BROSS IALOAE S38229. 335080,
2 LE3S YRCaNCY 125799, 35330.
3 LESS REAL ESTATE TAXES 28674,  28008.
i LE35 EXPENSES 372289. 343139,
S  NET INCOME 87174, 1183551,
4 LE3S DEPYECIATION 76323. 83378,
7 LESS IMTEREST 76472, 74515,
3§ TAXABLE IHCOAE -45%99. -20351.
9 PLUS BEPRECIATION ‘ 746323, 44398,
10 LESS PRINCIPAL PAYMENTS 14730. 14687,
11 CASH THROU-OFF -4006. 27361,
12 LESS TAXES 0. 0.
13 LESS RESERVES 0. 0.
14 CASH FROM QPERATIONS 0. 27341,
15  UORKING CAPITAL LDAN 0. 9.
14 DISTRIBUTABLE CASH AFR TaX 0. 273a1.
17 TAX SAVING ON OTHER INCOME 32799. 1017%.
18 SPENDABLE CASH AFTER TaX 32799.  3753s.

EXHIBIT 12 (Continued)

PR3O FORMA

INVESTHENT ANALYSIS OF

PAGE 1
1282 1743
550220. 572409,
6341390. 34914y,
29348, 39873,
323440, 357795,
125472, 130972,
33442, 42829,
72298. 4%73S.
-10048.  -1443.
63442,  §2529.
18904, 21417,
34490.  39770.
0. 0.
0. 0.
34490,  39770.
0. 0.
34490. 39770.
5324, 721,
39514, 10391,

1354

396214,
EESLAD N
' 32322

~—me

332399,

139178,

43313.
66%38.
24724,
433513.
24243,
4797s.
13343.

0.
34413,

0.
34413,

0.
34413,

46



EXHIBIT 12 (Continued)

T=sISI=E=Z-=ITS==23 198¢Q 1931 1932 19383 1994
12 CHh OF VEAR asRKET YalUE 871932, 1183525, 1234921, 1309717, 1391774,
3 L2353 RESALE COET 34873, 47423, 50277. 52387, 53a7t.
21 LE3S LOAN 3ALANCES 820764, 3504977, 383173. T8375e. T3%49;5.
22 PLUS CUm, CASH REZEERVES 23994, 25994, cT994, 25994, 215994,
23 GEFJRE TAX SET UORTH 242313, 580117, &s474se. F1°%se. 822303,
23 LAFITAL BRId (IF SOLD) -1810%8. 132544. 3i35i1. 423719, $51%9%.
23 CAPITAL 5AINS TaX ~38219. 3a34¢?. ¢2702. 35334, 113312,
23 AaINIfus PREF, Tax 2. d. . 9% 2.
27 INCORE TAX On EXCZSS BEP. 13500, 2433. 2897, 2950, 2657,
28 TOTAL TaX ON 3nit -faotd. 38%44. 653579, 38294, 112977,
22 AFTER TaX NET UCRTH 258924, S21171. 581847, 431273. 709632.

BEFORE TAX RATIOQ ANALYSIS

CASH FLOU AHALYSIS

EEEETUEETTEEXITZIER 1980 1981 1982 1982 1984
30 RETURX ON NET UCRTH 3/4& Tax -0.5014 1.4243 0.2173 0.1729 0.2099
31 CHAHGE IN NET UORTH B/4 TaAX -2434%6. 317893, 87349. 72108, 103042,
32 ORIG EQUITY CASH RTINB/4 TAX -0.0082 2.0583 0.0710 0.9818 - 0.9°87
33 ORIG EQUITY PAYBACK B/4 TAX $.0000, 0.03563 0.1273 0.20%1 0.2803
34 B/4 TAX PRESENT valLUE 844386. 1092030, 1124006, 1142993, 1174339,

AFTER TAX RATID ANALYSIS

EBTEEEEZETTELATITETITEI XIS

CASH FLOU AMNALYSIS

2ABTITIISTSTXZEZZZIER 1980 1981 1932 1983 1283
35 RETURN ON NET UCRTH AFR TAX -0.3998  1.1578  0.1923_ 0.1%iS  §.17%¢
36 CHANGE IN NET UORTH AFR TaX -227084. 242243. 8do?s. 49443, 733%9.
37 ORIG EQUITY CASH RTNAFR TAX 0.0673 0.0772 0.0813  9.9€32 0.9712
38 ORIG EQUITY PAYBACK AFR TAX 0.047% 0.1447  0.2240 9.32°3 §.38%¢
39 AFTER TAX PRESENT VALUE 893655, 110203%. 1124503, 1133347, 1194230
T———

CASH FLOU ANALYSIS

ESESITTTIRXI=XEERIE 19849 1281 1992 1282 1334
40 HET INCOME-maRKET UYALUE RTO 0.1000  0.10u0  S.1vey  9.twud QTR
41  LENGER BON4S INTIREST RATE 0.0999 J. 340 J.29ud Uy voduby
42 DEFAULY RRATID 3.78%s  0..73%4 9,215 d.3:39 3.2537



119
129
130
130
130
169
179
139
199
209
21¢
229
23

RED]
ith iy
2390
279
289
290
3¢0
310
329
330
340
330
340
379
380
390
409
419
420
439
449
430
440
470
480
420
300
319
320
330
340

EXHIBIT 12 (Continued) 48

INPUT FILE

¢9:438C5T 1272954¢

i, BUILAING. DAYIS
19,1980.0,1,1.9.5.73000
20.3.2.1.3..05,2.2
30,493940.522125.537250.563340.536210
50,12950,1223G. 12940, 14009, 14600
49.129790.35330.53490.57910.3222
70..054. .95
39.272259.393130.323549.357709,33937%
199,.13..50,.0¢

101.9.14,2

102,.14.1,.04.0

103.9.30090.9,9

200.1,1LAND

231,1,340000.9.9

202,1,1.25.¢

209.2,3UILDING

291,2..40..89,2

202.2.1.29.9

200 .3, RUAC

201,3..40..73.2

202,3,1,7.9

200,4.ELEVATORS
201,4,73900,.90,2

202,4,1,4,0

200,5,ENERGY CONSERVATION
201,3,54000..90.2

202,5,1,5.9

200,6.TENANT L[i{PROVEHENTS
201,5.50000, .99, 4

202,4.1,10,0

200,7, INVESTMENT CREDIT DUMMY
201,7,10800.1.9,2

202,7,1.1.90

300.1,FIRST HORTGAGE
301.1.1.0..12.0.20
302.1,12.1.20,9

303.1,0.0.0,0

300.2,SECOND HORTGAGE
301.2.104000,.13,9,8
302,2,12,1.8.0

303.2,0.0,0,0

00,9

403.99,1,2.3.4,5

399,99



VII.

D. Our firm makes heavy use of the backdoor
approach on MRCAP for valuation.,
(See Exhibit 6.)

Because the client of the appraiser faces unique
liabilities in the United States as a pension fund
trustee (Employees Retirement Securities Act) or
as a party to a partial sale of a real estate
interest under the Securities Act of 1983,
appraisal assignments are becoming the subject of
highly detailed contract negotiations. These
contracts specify appraisal content and method.

A. Example of contract with specified format for
information contained (PMI Exhibit 13).

B. Example of contract controlling methods and
assumptions (FARA Exhibit 14),

C. Appraisal reform is occurring because
customers contract for 1t rather than because
of leadership from the professional society.

D. After-tax cash flow models predominate for
pension fund work where each lease 1s detailed
(see Exhibit 15).

E. For example of application of income approach
to best use decision, see example in
Exhibit 16 for reuse of vacant tower structure.

F. Tower structure appraisal provided in
Exhibit 17.

G. Creative financing of investment syndications
or mortgage loan defaults leads to extensive
discounting of nominal price to arrive at cash
equivalent price presumed at fair market
value.

1. See Exhibit 18 for cash price of seller
finance sale.

2. See Exhibits 19 and 20 for examples of
bank resale of distressed property.



Reprinted with permission of First Asset Realty Advisors

Exhibit 1%
63
First Asset
Real_“tg First Bank Place
Advisars Minneapoiis. MN 55480
APPRAISAL ENGAGEMENT LETTER
T0:

RE:  Property Identification

Dear :

On behalf of First Asset Realty Advisors (FARA), we would like to engage
your services for the appraisal of the above property to detarmine the
fair market value of the Tegal interests owned by a Commingled Fund as
of (date of appraisal). . To that end and before accepting the
assignment, the appraiser should consider the following requirements as
to definition and procedure:

1. .Fair market value shall be defined as the most probable price
at which the property would sell to a knowledgeable buyer on
& given date if placed on the market for a reasonable length
of time by a well informed seller assuming:

a. Cash to the seller or cash plus debt owed or assumed by the
buyer, where appropriate.

b. Fee title will be encumbered by leases in place and possible
other covenants. Appraiser must indicate remaining market
valye of these other leasehold or non-possaessory interests.

¢. The appropriate exposure on the market has occurred prior
to the date of sale.

2. Fee title may be encumbered by leases, mortgages, as well as

possible conditional use permits and private covenants. FARA
is obligatad to provide access to all of the appropriate documents
at the office of Tocated at
during normal business hours. Tne appraiser 1s expected to read
the leases, mortgage fnstruments and other encumbrances and relate

* to them appropriate1y. If existing debt {s assumable by another
buyer, then the appraiser can value the sale as cash to the seller
with the buyer accepting the mortgage(s) already in place if that
would be consistent with the most probable buyer's self interest.
Otherwise the trustees of the Commingled Fund management (FARA)
are intarestad in a value which is the most probable cash price
to the seller and with the buyer accepting the existing encumbrances
in terms of leases and covenants, etc.

Sutswiary of First Bank Minneapoiis
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3. When using the market comparison approach, the appraiser must
document each comparable sale as to grantor, grantee, public record,
plot plan and photograph as well as basic details of construction
and existing encumbrances, terms of sale, and seller motivation.
Buyer motivation is profiled as an assumption by the appraiser.

A1l calculations necessary to adjust. engineered prices to cash
equivalencies must be documented and explained as well as any and
a1l adjustments to relate the comparable price to the subject
property must be itemized and explained so that the reader can
repeat the mathematical adjustments.

4. The income approach must use discounted cash flow from a ten-year
forecast (and your own forecast, if different) in which ail the
property's existing leases are detailed individually. The rationale
for roll-over vacancies, absorptions, and expense projections must
be itemized with a series of footnotes in the manner of a fully
detailed accounting income and balance sheet statement. Income
projections should account for current market lease ratas with
explanations of all assumptions used. Normalized income methods
including investment bond, E1lwood or net income multipliers are
not acceptable.

5. The appraiser must document his opinfon as to the appropr*ate
discount rate applied to each sagment of the cash throw-off and

after tax cash flow as appropriate, together with financing terms
assumed.

6. A cost approach based upon a responsible service or professional
should be supplied with the {nitial appraisal. If it is not used
in the final valuation, then a discussion on why it is not used is
required. The appraiser is expected to carefully inspect the property
and report his own independent views on the quality of maintenance,
deferred maintenance, and tenant housekeeping.

7. The appraiser is regarded as the eyes and property inspector of
FARA. To put the property in context, the appraiser must supply
a separate market analysis section to include current market
conditions, an evaluation of projects which are competitive alter-
natives in the market area of the appraiser, an indication of rent
structures, vacancy and absorption rates, and in the case of a new
building, some indication as to rentup success and source of tenants.
Wherever possible, the appraiser is to indicate the ownership and
character of {nvestment position in competitive properties and the
property management or leasing term involved with each. The
appraiser should include in his market analysis section an evaluation
of the future projected market conditions over the ten-year holding
period.

Following the initial appraisal at the time of acquisition, the appraiser
will be asked to submit a letter of review 180 days after the date of the
original appraisal indicating if he would modify any of his critial
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-3-

assumption$ at that time and, if so, indicating how this might affect his
original valye estimate as a specific dollar ddjustment, up or down.

At the end of 360 days, the appraiser would be expected to perform a
thorough review af his original appraisal, specifically focusing on the
market approach (item 3), adjustments indicated for the income approach
(items 4 and 5), and additions and amendments to market data (item 7).
Aside from the specific instructions prdvided in paragraphs 1-7 above, it
is anticipated that all work will be done according to the standards of
the American Institute of Real Estate Appraisers, and it is further
understood that the client for whom the appraisal is done for purposes

of professional accountability {s both First Asset Realty Advisors, Inc.,
and its operations agent, The fCenter Companies of Minneapolis, Minnescta.
Purpose of the appraisal is tp meet the asset valuation requirements of
an open-ended, commingled real estate fund suitabie for investment by
pension fund programs subjggt to ERISA.

Please return both copies of this letter together with an indication of
your fee for the appraisal services above by ‘date with a separate
quote for the initial appraisal, the 180 day review, and a 360 day
reappraisal and an estimate of the date the appraisal will be compieted.
If this is your first assignment for FARA, please include a sampie of your
work, preferably of a similar property, in which you have provided for the
necessary cash flow projections.

Yours very truly,
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Puge 2 of 2
Reet NOI) acx) Jnaue Seumurlan
June W, 1942
M, of o
Twin Bane
Space City Tenant (3 lease Term Wage Rental)
No, Tenant Srures  Rating  Sq.Fc,  From To Year Bencal  Sq.bx. 4 Kent Formula /49, Ft,
14. Total Sports 3 Macional 10,000 1071778 1/ 1/94 15 yes. Yr. 3-3 $50,000 $5.00 4R over $1,250,000 (§125) .
Jwmo. Y. 4-7 L,000  $6.00 &L over il.ﬁm,wu ($150)
Yr. 8-10 70,000 $7.00 4% ovec §1,750,000 ($175)
/ Ye. VI-15 $80.000 $8.00 4% over §3.000,000 (§200)
12.  Ociental Arts, Inc. | local 1,066  2/t/780  1/31/8) 2 yra. Y¥r, 0 §$ 8,925 $8.37 6% over $148,750 ($140)
Yr, 2 $9,975 $9.35 1T over $161,250 ($151)
18,  Lhassigned ' - .- 212 -- - R - $ 9,856 $8.00 1% over $166,250 z 156)
6% over $164,267 133)
19. (hassigned - - T 449 -- .- -~ - $ 7,000 §15.59 10 over §70,000 (§156)
20.  Unassigned - .- ( 873) .- .- -- - $12,000 $13.75 SR over $70,000 ($275)
2.  Potomill (3) $ tocal 1,536 1071778 1/31/89 10 yrs. Yr. 1-3 $ 6,144 $4.00 62 over $102,400 (567l)'
Imos. Yr. 4-7 $12,288 §4.00 64 over ?204',800 ($113)
Yr. 8-10 §$18,432 $i2.00 64 over 307,200 ($200)
22,  tureah ’ -} Mational 1,632 2/1/719  Y/3/89 10 yrs. -- $11,624  §7.00 6% over $190,400 (§177)
23, Ve 24  Rep. 4,966 Y1/1/78 1/31/94 135 yrs, -~- $32,279 $6.50 6% over $517,983 ($108)
mos,
24, CGrest v 5 Mational 1,037 10/0/78 V/N/B4 5 yrs. Yr. 0 $10,000 $9.64 & over $125,000 ($121)
I mos. Yr. 2-5 $15,000 $14.46 B2 over $187,500 (§181)
25. ‘The Book Center 1 Reg. 1,200 61779 1/31/87 7 yrs. Yr. -2 $ 9,608 3$8.00 6L over $160,133 (f§100)
8wos. Yr, 3-8 $12,010 $10.00 62 over $200,167 ($167)
22, Imports ] Local 788 12/1/80 1/3/84 Zzlyrl. .- $10,200 $12,00 6% over $170,000 ($261)
mos.
Total 66,142
*(3) Aasigned to Fhotomill as of April 1, 1981
Rental Suwnary
C.L.A. - 8.F,
Leased Space 56,364 (45.%1)
Unassigned Space 9,778 (14.82)

Totals 06,142 (100.04)

g1 319143
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- - - - — - - -
[v.3 o - d ~ - [—}
. . . - . . . .

Tensot
Footweat
Fabeic

thassigned
Cedrics
Uhassigned
Unassigned
Horthwestern Mook
Body Shoppe
Richards
Unassigned
louse of Large Sizes

Videa

Pizza

Total Sports
Oriental
tnassipgned
Shirt

Areo
Sq.Fc,
5,745

+ 10,179

1}
1,586
2,100
4,208
5,495
1,795
1,612
1,255
1,992
2,186
2,976

10, 000
1,066
1,232

449

1982
6 mon,

1983

1984

HALL

Tenant™ by Teant Base Remt Projections
‘ncludlm Leaase Step-ups (1), sd Relatting M:tlvlty (2)

1945

$ 19,94
$ 27,99

$ 1,862

$ 3,153
$ 1.873
$ 11,50
$ 13,7
% 14,360
$ 6,005
§ 4,99
$ 4,329
§$ 8,044
$ 8,793
$ 30,000
§ 4,908
§ 4,928
$ 1,50

$ 19,927
$ 55,985
$ 202
$ 10,309
$ 15,750
$ 23,056
$ 22,475

$ 14,360

$ 12,00
§ 8,785
§ 6,658
$ 17,488

$ 12,586

$ 60,000
$ 10,412
$ 9.8%
§ 7,000

§ 9,927
§ 35,985
§ 102
$ 10,895
1§ 15,750
§ 23,05
§ 21,475
$ 12,9%
$ 12,09
$ 8,78
$ 9,9%
$ 19,67
$ 17,586
$ 60,000
$ 10,412
§ 9,85%
$ 8,9

$ 19,427
$ 55,985
§ 702
$ 11,09
$ 15,750
$ 21,05
§ 21,475
$ 17,9
$ 12,090
$ 8,705
$ 9,990
$ 19,674
§ 20,802
$ 60,000
$ 10,412
§ 9,85
§ 8.9%

1986
$ 19,927
§ 55,985
$ 1,02
§ 11,895
$ 15,750
§ 23,056
$ 13,068
§ 17,9%0
$ 15,430
$ 8,783
$ 9,99
$ 19,674
§ 20,832
$ 70,000
$ 10,412
$ 9,05
$ 8,93

- § 26,365

v 1o
§ 45,816 § 51,705
$ 55,985 « § 55,985
§ 1724 § 9,858
$11,095 § 11,89
§ 20,001 §™,100
§ 30,897 § 30,097
§ 38,660 § 38,660
§ 20,605 § 20,638
$ 15,430 § 15,430
$172 § U,
§ 9.9 § 9,99
§ 26,365
§ 20,812
$ 70,000
$ 13,29
$ 13,208
$ 8,9%

$ 20,832
§ 70,000
$ 10,412
§ 13,208
$ 8,91

1989

$ 51,708
$ 55,985
$ 9,858
$ 18,08)
$ 20,101
$ 30,897
$ 38,660
$ 20,635

$ 15,430 .

$ 1,722
$ 11,322

$ 26,365
$ 20,832 .

$ 80,000
$ 11,2%

$ 13,208 -

$ 11,402

19%
$ 51,705
$ 55,985
$ 9,058
$ 18,00
$ 20,11
$ 30,897
$ 38,660
$ 20,625
$ 15,430
$ 1,12
$ 11,322

-$ 26,365

$ 20,832
$ 80,000
$ 11,2%
$ 13,200
$ 1,402

1991
$ 51,705
$ 55,983
$ 9,85
$ 18,003
$ 20,101
$ 0,897
$ 38,660

$ 20,635

$ 19,69
$n,m
§ 1,322
$ 26,365
$ 33,85
$ 80,000

$ 13,29
$ 13,200
$ 11,402

1992
6 mos,

$ 25,805
$ 27,99
$ 4,929
$ 9,002
$ 12,827
$ 19,717
$ 24,670
$ 13,218

s 9,M6
$ 1,512

$ 5,66
§ 16,824

$ 16,928

$ 40,000
§ 6,645
$ 8,428
$ 5,

L9

(ponuijuo)) G 1191HX3



)

(2)

Tenaot
Dismond Center
thotomi 1}
Huccoh

Great .
Book Center

Impacts

Arna
5q.Ft.

1582
6 mos,

1983

HALL

Tensk by Tenant Rsae Rent Pro
Including Lasse Step-ups (1) and Releiting

1984

1983

1986

m
1,9%
1,632
4,966

1,007

1,200
188

$ 6,000
$ 6,144
§ s,
$ 16,140
$ 12,500

.$ 6,005

$ 5,100

$ 12,000
$ 12,288
$ 11,424
§ 32,219
$ 15,000
$ 12,000
$ 10,200

$ 12,000

$ 12,288
§ 11,424
$ 32,219
$ 17,068
$ 12,000
$ 11,807

$ 12,000
§ 12,208
$ 10,424
$ 12,29
§ 17,068
§ 12,010
3 1,807

$ 16,008
§ 12,20
$ 11,424
$ 12,29
$ 12,868
$ 12,000
3 1,007

tions

activity (2)

150,
$ 16,805
$ 10,432
$ 11,424

§ 32,219
§ 12,068
§ 10,347,
§ 1,807

1991

1992
6 wmos,

$ 16,085

§ 18,422
§ 10,42
$ 32,29

$ 17,868
§ 18,37
§ 11,0807

§ 16,085

§ 20,016
§ 18,608

§32.219
$ 22,804
$ 18,347

$ 12,669

19%0
$ 16,083
§ 20,016

$ 18,608 -
§12.21
§ 22,004
4§ 10,40

§ 13,669

$ 23,71
§ 20,016

§ 18,608
$92,2M9

$ 22,004

§18,%40

313,669

§ 11,8080
$ 10,008

§ 9,300
$ 16,140
$ 11,400

$ W, 00
$ 6,83

66,142

$233,39%

%Sl.“2

$466,765

$n,010

$491,029

$545,698

$556,599

$992,13)

$392,15)

" $616,314

$133,06)

Most lease mlmnrln end /31 of sy particular year. For cash flow projection purposes; we've sssumed lease anniversary dates to be l2l'.|l of the
precedirg year, Ho material charge results from this minor timing od justment .

Relet rental rates assume 8 5% annual grovth over the sverage rend cuccently genecated from the sxisting tenant.

(penui3uoly S| L114IHX3
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Tenunt
] Fabrclcs
Mmorthwestecn Book
Pizza
House of Larpe Sizes

lucrah

Great

3,420

\, 154

707

1,19
3,617

om

1,678
4,518
5,337

1947

4,965

2,9
578
3,858
10,642
9,197

1988

7,0)

4,475
1,424
5,041
14,075
11,363

1989

1,198

6,97

2,137
12,784
11,701

14,975
2,500
1,9%

643

21,789

16,227

1951

19,052
5,813

3,056

2,1

26,114
18,955

30,785
22,2%:

(penuiluol) 91 LIGIHX3
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Revasuesd

Base Rents (1)
Grouvd Rent (2)
L rent (3)

Real Estote Tax
Recovery (&)

recovecad Exp, (5)

Total Cross Revernse

Less Vacancy (6)
Percentoge

£f fective Gross
Revenue

Expienses

Reol Cacate Taxes (7)
tecoversble Exp. ()
Hme, (3T) (9)

Reswrves for -
Tenwunt Work (12)

Rewerves for
Repales (10)

Lessing Fees (I1)

Tot 1l Expenses

Nt Operating Income

""l"

N to \UN _ W\ to 6/30
1982 198 1 less  lese 1 1o 1%8 19% [E)Y 1992
203,396 51,662 466,063 70,011  §93,829 545,699  §356,599 §592,15)  § 592,150 § €16 3M § 131,063
§ 16,450 $20,907 §20,97 §13,240 §33,243 $33,26) $30,228 §38,229 § 38,229 § ALK § 20,90
$10,593  $ 13,660 § 19,116 §28,800 §34,06 §42,04 $38515 §$62,780 § 71,512 § 98,35 § 36600
566,760 $115,300 §121,400 §133,000 139,800 §146,500 §157,300 §165,200  § 172,300 § 182,000 § 95,600
§43,310  §$95,100 §99.800 §104,000 $110,000 §115,600 $121,300  $122,400 § 133,200 § 140,400 § 73,700
P13.491  §104,629 §735,98 §169,884 810,910 §B37,515 §930,%3  §990,765 1,004,956  §1,081,243 § 581,02
§43,935  $39007 SOL75 §AL,566 $44,889 50,000 §19,200 $AL900 §_ 44,500 § 43,500 § 24,700

Qan) (an) an) (n) (n) (&) (63) ey (61) (&) (6%)
$320.558  $645,322 ®M,213 $127,018  $766,009 $037,034 $a92,743  §940,065  § 9M,454  §1,005,74)  § 536,32
§ 04,0000  §153,0000% $130,000 $144,500 $152,00  §159,000  §162,500 $175,700  § 184,400 § 193,700 § 101,700
§39.400  §82,700 §86,000 §91,100 §95,700 $100,500 §105,500 $110,800 § 116,300 § 122,100 § 64,100
§12,000 §$26,700 25,700 §26600 §28,000 §31,300 $32,000 §3450 5 3540 § 37,50 § 20,600
0 $ 3,00 § V5 0 $ 6 § 4000 § 800 § 6,600 0 $§ 200 § 7,500
§ 2,50 §$ 2,900 § 2,00 § 5,000 § 840 § 8,90 § 9,300 § 80 § 10,00 § los0 § 17,500
0 10000 § 450 _ 0 $20,M0 § 164,200 § 2,200 $ 19,700 0 g M0 § 21,20
139,000 $260,00  §264,200  2M,200  $IL60 FHE,N0  $IB00 $IS2,50  § W6400  § 76,0 § 212,600
SI89,050  Fh.2 410,000 WOLIIE 06,429 $519,704  $574,341  $591,5  § 624,05 § 639,000 § WA

*  ncluden wieclels of $21,604,82
s jneleles specials of §22,

oo, (o

(penutiuog) g1 L1giHX3
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EXHIBIT 15 (Continued)

1982 RECOVERAELE EXPENSES ANNUALIZET

For Mall, -

%‘egoverable' expenses for 1982 are shown below in the 1982 annualized
get:

Recoverable Expenses

Insurance $ 8,400
Utilities
Electric $19,900
Water and Sewer $ 3,200
Gas $ 3,200
$26,300
Maintenance Services
Soow Rempval $10,500
Janiterial $12,600
Parking Lot Sweep $ 3,000
Trash $ 400
Rodent Control $ 1,100
Landscaping $ 3,800
.Mall Music $ 3C0
$31,700
- Querload Security s 1,3OQ
Supplies
Mz intenarce $ 3,000
Electric $ 600
Landscapirg $ 1,300
$ 4,900
Repairs
Electricicy $ 3,10
Ehgggnen: $ 2,500
Plumbirg $ 600
$ 6,200
TOTAL RECOVERABLES $78,800

Recoverable expenses have besn increased at 5L per year, campounded.
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EXHIBIT 15 {Continued)

BASIC ASSUMPTIONS TO CASH FLOW PROJECTIONS

Revenues

1.

4.

g

In completing the financial analysis, we projectad a ten-year (from
July 1, 1982 to July 1, 1992) cash flow projection. Rental revenues
are based upon actual leases giving full recognition to all step-up
rental provisions. For vacant space, economic rents were estimated
based upon rent levels at competitive properties. Upon relecting,
tental rates are projected as increasing 54 per year over current
levels. A five-year term was assup=d for all new leases,

The ground rent is adjusted according to the CPI charge for all
cities every three years. For example, the 1982 rent is based upon
the CPI change from February 1978 to February 198l (see Exhibit D
in addenda). A 5% annual rate of {nflation is assumed for each
subsequent rental adjustment.

For . tenants in occupancy for a year or more, historical
sales were used as a bencimark for projectaed sales. For ‘
tenants, the calendar years 1982 through 1992 sales volumes were
escalated at 8% per year. Percentage rent was calculated on 3
tenant-by-tenant and ‘year-by-Year basis using the percentage rent
formula ocutlined in each lease.

The standard lease provides for all tenants to pay their pro-rata
share of taxeg. Since the projected vacancy allowance” varies,
tenant teimbursement is as follows:

-

o

*VYacancey = Tax Reimbursement

1982 (6 mos) 17 ' 83%
1983-84 12 8%
1934~87 - 8 9Z%
1988-91 ) 6, 94%

The standard lease provides for 100% of all recoverable expenses to
be reimbursed to the landlord by the tenants, collectively. Unlike
thbe tax clause, the pro-rata share each tenant contributes is
allocated hetween the gross leased and occupied space; consequently
100% of all recoverable expenses are paid collectively by the
exiscirg tenants. A 154 administrative charge i{s added to all

_reimbursable expenses (per the leases). Furthermore, basad upon

experience, 75. of the "Reserves for Structural
Repairs” sre reimbursable expenses.

A discussion for vacancy allowance is detailed in ltem #4.
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EXHIBIT 15 (Continued)

Basic Assumptions to Cash Flow Projections - Continued

Expenses
7. Real estate taxss for 1982 are decailed on page 1 of this Teport.

10.

11l

For 1983 and thereafter, taxes have been escalated at a 5% annual
rate of incresse.

Finally, in 1982 about $43, 000 of‘special. assessments will be billed
to Burnhaven, including interest payable at 8. Approximacely.

cne-half of the $43, is to be paid in 1982 and the balance in
1983 as scheduled in the cash flow projection. -

Recoverable e ses for 1982 are shown in the 1982 annualized
budget on the followirg page.

Property management expense ‘is 5% of base, ground and percentage
rents. .

As per our discussions with = _ .« properties, reserves for
structural tepairs are estimaced at $.10 per square foot for the
firsc three years and are increased at 5% per year thereafter.

For 1982, leasizzg fees are $2.25 per square foot of leased space.
The fee {s increased Si per yesr, consistent with the increase in
base rents. Leasirg fees are expensed in the year incurred.

According to~- propertias, tenant work is minimal for

"this type of mall. The cost {s estimated at $.70 per square foot

for 1982 and escalated at 8% per yesr thereafter. Tenant work is
expensed in the yesr incurred.



EXHIBIT 15 (Continued)

Discouncad Cash Flow Analysis - Concinued‘

Aonual Cash Flow Discont @ 17% Present Worth

Last - i
6 mog. 1982 $ 189,758 x 92450 - 3 175,4317
1983 $ 364,022  x 790171 - 5 287,640

198 $ 410,013 x .675360 '« § 276,906

1985 $ 457,118 x .577230 - § 263,862

1986 $ 454,429 x .493359 - § 22,197

1987 $ 579,33  x 621674 - § 244,290

1988 $ 574,943  x .366495 - § 207,212

1989 $ 591,365 x 308039 © = § 182,163

19% S 624,05 x .263281 - § 164,302

1991 $ 659,063 x 22506 = § 148,302

1st | . ;
6 mos. 1992 $ 323,726 x .208037 - § 67,37
*Rev. $4,839,000 x .208037 - ;t.oos,oob
$3.267,652

Rounded to

-§3,200, 000

* Projected 1992 Reszle Price

" The 1992 resale price was estimsted by addirg the last six months
{occe of 1991 snd the first six months income of 1992 end capitalizicg
the total income at 13-1{27..

$329,522 - 1991 (last six montchs)
$323,726 - 1992 (firsc six menths)

$553,248 - Capitalized @ B-UZZ $4,838,866
Estic-red 1992 Sale Price  $4,338,900



EXHIBIT 16

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
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EXHIBIT 16 (Continued)

76
VALTEST

DEMONSTRATION 1

INPUT ASSUMFTIONS
s R SR L LS P L

1. ENTER PROJECT NAKE % J
2. ENTER PROJECTION PERICD 7 5
3. U0 YOU WANT TO ENTER EFFECTIVE GROSS REVENUE INSTEAD OF NOI® N
1D REPEAT PREVIDUS YEAR’S NDI/EGR FOR BAL OF PRDJECTION ENTER 0
N.O.I. YEAR 17 5000
N.0.I. YEARR 27 3000
N.D.I. YEAR 3% 4000
H.D0.1. YEAR 4% 5000
N.0.I. YEARR &% 2000
4. ACGUISITION COST: 7 50000
S. D YDU WANT TO USE STANRARD FINANCING? Y OR NRY
BTG. RARTIO DK AMOUNT, INT., TERN, KD FAY/YR 7 .8, .12, 20. 12
6. ENTER RATIO OF I#P ¥1/707AL VALUE, LIFE OF IMF #17 .8, 15
1S THERE A SECOND IMPROVEMENTT Y QR N¥ N
7. BEFRECIATION METHBD, IHFROVEMENT %1 T 2
ENTER D.B. Z2: ¥ 175
1S PROPERTY SUBSIDIZED HOUSING * Y OR N 7N
IS PROFERTY RESIDENTIAL? Y DR N? Y
8. I5 OUNER A TAXARLE CORPORATIONT Y OR N 7Y
CORPORATE FEDERAL ORDINARY TAX RATE COULPR BE :
17% - 462 (1978 LA, EFFECTIVE 1979)
16% ~ 467 (1981 LAY, EFFECTIVE 1982)
15Z - 46% (198Y LAY, EFFECTIVE 1983 3 THEREAFTER)
MAXIMUM CORFORATE CAFITAL GAIN ALTERNATIVE TAX RATE 1S 28X

(FLUS STATE RATE)

ENTER:
1) EFFECTIVE ORLINARY RATE 2) EFFECTIVE ORDINARY RATE (YEAR OF SALE)
7 AL, A6
9. RESALE PRICE (NET OF SALE CBSTS) ? 40000
10. IS5 THERE LENDER PARTICIPATION 7N
11. ENTER DUNER’S AFTEE TAX REINVESTHERT RATE (%)% 9 .
12, ENTER DUKER'S AFTER TAX OFFDRTUNITY COST OF EDUITY FUNIS (X)°® 9

FILE = JEAN LANDMARK RESEARCH, INC.



EXHIBIT 16 (Continued) 77
DEMONSTRATION 1 (Cont.)

AFTER TAY CASH FLOW PROJECTION.
DATE 9/14/82

DATA SUNNARY
t3 2T EI LS TR LS

ACQUISTN COST:  $50,000.  HTG. ANT.: $40,000.

NDI 1ST YR: $5,000.  RTB. INT.: TT43% 0

ORG. EQUITY: $10,000.  MIG. TERK:  25. YRS

CTO 1ST YEAR: $-55.  DEET SERVICE 15T YEAR: $5,055.
HTG. CONST.: .1243849

IP. ¥1 VALUE:  $40,000.  INP. Wt LIFE: 15.

INC. TX RATE: 461

SALE YR RATE: 461 OWNER: CORPORATION

DEFRECIATION IMPROVEMENT #1 @ 175X B.B.
RESIDENTIAL PROPERTY

LEKIER PARTICIFATION: CASH THROUW-OFF: RONE REVERSIGH: NOHRE

NC REPRESENTATION IS MADE THAT THE ASSUKPTIONS PROVIDED BY JEAN
ARE PROPER DR THAT THE CURRENT TAX ESTINATES USED IN THIS :
PROJECTION WILL BE ACCEFTABLE-TO TAXING AUTHORITIES. NO ESTINATE
HAS BEEN MADE OF MININUM PREFERENCE TAX. CAFITAL LOSSES IN YEAR OF
SALE ARE TREATED AS ORDINARY LOSSES (SECTION 1231 PROFERTY) ANRD
ARE CREBITED ABAINST TAXES PAID AT THE
ORDINARY RATE AT THE TIME OF SALE.

FOR THE PURPOSE OF THE MODIFIED INTERNAL RATE OF RETURWN (H.I.R.R.)
CALCULATION, NEGATIVE CASH IN ANY ONE PERIOD IS COVERED

BY A CONTRIBUTION FROM EQUITY IN THAT PERIQD

15 INT & TaX TAXABLE INCOME  AFTER T&X

YEAR NO1 LENDERS X LEF INCOBHE ThX CasH FLou
1. 5000, 4785. A8467. ~4453. -2049. 1954,

2. 5000. 4751, 4122. -3874. -1783. 1728.

3. 6000. 4713, 3641, -23&3. ~1084. 202¢,

4. 6000. A64%. 3216, -1857. -66%. 1814,

G 7000. 452G, 2641, -4¢£32. -214, 215%.

$29000. $2353°5. $18488. $-13031. $-3999. $9722.



EXHIBIT 16 (Continued)

DEMONSTRATION 1 (Cont.)

RESALE PRICE:

LESS MORTGAGE BALANCE:
PROCEEDS BEFORE TAXES:
LESS LENTGER’S X:

NET SALES PROCEEDS
BEFORE TAXES:

RESALE PRICE:

LESS LENDER'S X:

NET RESALE PRICE:
LESS BASIS:

TOTAL GAIN:

EXCESS DEFRECIATION:
CAFITAL GAIN:
CROINARY GAIN:

TAX ON ORIINARY GAIN:
TAX ON CAFITAL GAIN:
PLUS MORTGAGE BAL:
TOTAL DEDUCTIGNS FROX
NET RESALE PRICE:

NET SALES PROCEEDS
AFTER TAX:

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

$0.

$21,739.

$40,000.
$C.

" $60,000.
$31,512,
$28,4853.
$5,155.
$23,333.

$2,371.
$6,533.
$38,261.

$47,166.

gt —t—bp— bt

IF PURCHASED AS AROVE, HELDR 5 YEARS & SOLD FOR

THE HODIFIED I.R.R.

BEFORE TAXES 1S
ASSUMING AR AFTER TAX REINVESTHENTY RATE OF

20.46487% AND AFTER TAXES IS
9%, ANDI OFFORTUNITY COST OF 92

1ST YR B4 TaX EG DIV:  —,5543%
AVG DEBT COVER RATIO: 1.1473
$60,000. ‘
19.5805%
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EXHIBIT 16 (Continued)

DEMONSTRATION 1 {Cont.)

YE&R NDI
1. 5000.
2. 5000.
3. 6000.
4, £000.
5. 7000.

Ave $5,800.

KORTGAGE ANALYSIS

J

LR EEIRESESIEIE RSS2 X

KORT

INT.

4785.
4751,
4713.
4669.
45620.

HMORT

AMORT
270.
304,
343.
386.

435,

DEBT

SERV

5035,
5055,
3055,
3035.
3055.

BISTRIBUTION OF CASH THROU-OFF

CASH THROM-OFF

YERK T0TAL
1. -35.
2. =33,
3. 94535,
4. 945.
3. 1945,

3723.

RESALE PRILE:

LESS MORTGAGE BALANCE:
PROCEEDS BEFORE TAXES:
LESS LENDER’S X:

NET SALES PROCEEDS
BEFORE TAXES:

CASH THROW-OFF = 0%

REVERSION =

J

CASH THROU-DFF
TO EQUITY

-55.
-85,
945.
945.

$40,000.
$38,241.
$21,739.

$0.

0%

BCR

.789

.989
1.187
1.187
1.383

1.147

CASH BOHUS
T0 LENDER

0.

0.

MTG.

BAL.

39730.
39425.
39083,
38497.
38241.
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EXHIBIT 16 (continued)

DEMONSTRATION 1 (Cont.)

DEPRECIATION SCHEBRULE
J
INFROVEMENT # 1
1751 B.B.
RESIDENTIAL
L R N R R e e E

EXCESS DEP

YEAR TAX DEP. S.L. DEP. BALANCE
1. 44646.7 2666.7 2000.0Q 35333.3
2. 4122.2 2666.7 1453.6 312111
3. 3641.3 2666.7 974.6 27349.8
4. 3214.5 2666.7 54%.8 24353.3
3. 2841.2 2666.7 174.46 21312.1

TOTAL 18487.9 $3333.3 5134.4

EQUITY ANALYSIS
J
FhARREE R R A R

BEFOKRE TAX EGUITY DIVIDEND

1.
2.
3.

4.

3.

NDI
$5,000.
5,000.
6,000.
6,000.
7,000.

YR END
EQUITY
$10,325.
10,685.
11,028.
11,414,
11,850.

ORIGINAL EQUITY: & 10000

AMDUNT
$-55.
-55.
945,
945,
1,945.

CASH RETURK

ORG EQ0  CUR EQ

-.0033 -.0054

-.0055 -.0032
0945 .083¢
0945 0827

1945 1641
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EXHIBIT 16 (Continued) 81

VALTEST

DEMONSTRATION 2

INFUT ASSUNPTIONS
I IR ERE S EE TSR T IR

1. ENTER PROJECT NAME 7 CARDINAL-2
2. ENTER PROJECTION PERIOD T 5
3. DD YDOU WANT YO ENTER EFFECTIVE GROSS REVENUE INSTEAD OF NOIT N
10 REFEAT PREVIOUS YEAR’S NOI/EGR FOR BAL OF PROJECTION ENTER 0
N.0.1. YEAR 17 B1745
N.0.I. YEAR 27 B1920
N.0.I. YEAR 37 98910
N.0.I. YEAR 47 108809
N.0.I. YEAR 57 119680
4. ACQUISITION COST: ® 1007000
5. D0 YOU UANT TD USE STANDARD FINANGING? Y OR N7Y |
HTG6. KATID ORK AMDUNT, INT., TERM, NO FAY/YR 7 647000, .1523&, 30, 12
&. ENTER RATID OF IMF H1/TOTAL VALUE, LIFE OF IKF %17 w149, 15
IS THERE & SECOND INPROVEMENT? Y OR N7 Y
ENTER RATIO OF INF #2/TOTAL VALUE, LIFE OF INP K27 ,781, 15
CENTER REHARILITATION TAX CREDIT FOR INF #2: 194425
15 STRUCTURE A CERTIFIED HISTORICAL LANDHARK? Y DK N?Y
7. DEFKECIATION METHOD, INFKOVEMENT #1 7 1
DEPRECIATION KETHOL, IMFROVEMENT #2 ¢ 1
1S PROPERTY SUBSIDIZED HOUSING T Y OR N 7N
1S PROFERTY RESIDENTIALY Y OK N7 Y
8. IS DUNEK A TAXABLE LCORFORATION? Y OR N 7N
THE MAXINUM FEDERAL INDIVIBUAL ORDINARY RATE COULD BE:
70% {PRE-1981 LAW)
50% (1981 LAW, EFFECTIVE 1982)

(PLUS STATE RATE}

ENTER:
1) EFFECTIVE ORDINARY RATE 2) EFFECTIVE ORDIRARY RATE (YEAR OF SALE)
?7 .5, .5
9. RESALE PRICE (NET OF SALE COSTS) ? 1258750
10. IS THERE LENDER FARTICIFATION N
11. ENTER DUNERS AFTER TAX REINVESTHENT RATE (X7 11
12. ENTER OUNER"S AFTER TAX OFPORTUNITY CDST OF EQUITY FUNDS ¢Ht 11

FILE = CARD2A LANDMARK RESEARCH, INC.



EXHIBIT 16 (Continued) 82

DEMONSTRATION 2 (Cont.)

AFTER TAX CASH FLOW PROJECTION
CARDINAL-2
DATE 9/14/82

BATA SUHﬁARY
1f1t*$#i#t%$t#$*

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

NOI 18T YR: $81,745.  NT6. INT.:  15.236%

ORG. EBUITY: $360,000.  KTG. TERH:  30. YRS

CT0 1ST YEAR:  $-17,893.  DEBT SERVICE 1ST YEAR: $97,638.

MT6. CORST.: .15400037
INF. R1 VALUE: $150,043. INF. #1 LIFE: 15.
IRP. %2 VALUE: $786,467. iKP. #2 LIFE: 13.
INC. TX RATE: 50X :
SALE YR RATE: 50X OUNER: INDIVIDUAL

DBEFRECIATION IMFROVEMENT #1 : STRAIGHT LINE

DEFRECIATION IMPROVEMENT #2 3 STRAIGHT LIRE

RESIDENTIAL PROFERTY

CERTIFIED HISTORICAL STRUCTURE

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

ND REFRESENTATION IS NADE THAT THE ASSUMPFTIONS PROVIDED BY JEANR
ARE PROFER OR THAT THE CURRENT TAX ESTIMATES USED IN THIS :
PROJECTION UILL BE ACCEPTABLE TO TAXING AUTHORITIES. ND ESTIMATE
HAS BEEN MADE OF MINIMUM PREFERENCE TaX. CAPITAL LOSSES IN YEAR OF
SALE AKE TREATEL AS ORDINARY LOSSES (SECTION 1231 PROPERTY) AND
ARE CREDITED ABAINST TAXES PAID AT ’ - THE
ORDINARY RATE AT THE TINE OF 5ALE.

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

BY & CONTRKIBUTION FROM EQUITY IN THAT PERIOD

BTG INT ¢ TaX TAXABLE INCOME  AFTER TAX

YEAR NBI  LENDERS 2 BEF INCOME Tax CASH FLOU
1. 81745, 98500. 62434, 79190, -236221, 218328.

2. 81920. 98313. 62434, -78828. ~-39415. 214657,

3. 98910. 98097, 62424, ~61622.  -30812. 30084,

4. 108800. 97845. 62434, -51480. =23741. 34903.

3. 119680, 97552, 62434, -40307. -20154. 40196.

$491050. $490307. $31217¢, $-311427, $-352343. $345207.

NCTE: 1ST YEAR'S TAX REDUCEDR BY #$1%96,625. FOF TAY CREUIT (I#F #2)
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EXHIBIT 16 (Continuqd)

DEMONSTRATION 2 (Cont.)

RESALE PRICE:

LESS MDRTGAGE BALANCE:
PROCEEDS BEFORE TAXES:
LESS LENDER’S Z:

NET SALES FROCEEDS
BEFORE TAXES:

RESALE PRICE:

LESS LENDBER’S %:

NET RESALE PRICE:
LESS BASIS:

TOTAL GAIN:

EXCESS DEPRECIATION:
LCAFITAL BAIN:
ORDINARY BGAIN:

TAX BN DRDINARY BAIN:
TRX ON CAFITAL BAIN:
PLUS NORTGAGE BAL:
TBTAL DEDUCTIONS FROM
NET RESALE PRICE:

NET SALES PROLCEEDS
AFTER TAX:

IF PURCHASED AS AROVE,

$1,258,750. 15T YR B4 TAX EG DIV: ~-4.9703%

$539,115. AVG DEBT COVER RATIO:  .9857
$619,435.
$0.

$419,435.

=SExEsTorsTss

$1,258,750.
$0.
$1,258,750.
$494,830.
$543,920.
$0.
$563,920.
$0.

s SZ=o =S

$0.
$112,784.
$639,115.,

$751,899.

$506,851.

===z co=Tx

HELD 5 YEARS & S0LD FOR ¢1,258,750.

THE MDBIFIED I.R.R. BEFORE TAXES IS 10.5005% AND AFTER TAXES IS 22.2744%
ASSUMING AN AFTER TAX REINVESTMENT RATE OF 11%, AND OPPORTUNITY COST OF 112



CARDINAL-2
CASH YHROU-OFF CASH THKOW-OFF  CASH BONUS
YEAR " T07TAL T0 EQUITY T0 LENDER
1. -17g53. -17893. 0.
2. -17718. -17718. 0.
3. -728. -728. 0.
4. 9162. 9182. 0.
5. 20042. 20042, 0.
-7136. -7136. 0.
RESALE PRICE: $1,258,750.
LESS -MORTGAGE BALANCE: $439,115.
FROCEEDS BEFDRE TAXES: $419,635.
LESS LENDER’S Z: $0.
NET SALES PROCEEDS
BIFORE TAXES: $419,435.
CASH THROW-DFF = REVERSION = 0%
HORTGAGE ANALYSIS
CARDINAL-2
LRSI EERETI RIS L& 2 B
KORT MORT BEBT
YEAF NOI INT. AMORT SERV DCR
1. B1745. 98500. 1139. 95438. 820
2. 81920. 98313. 1325, 99538. .822
3. 98910. 98097, 1541, 99638. .993
4. 108800. 97845. 1793. 99638,  1.092
5. 1194E0. 97552. 2086. 99438.  1.201
AVG  $95,211. .9Es
EQUITY ANALYSIS
CARDINAL-2
[ IR £ I EE EL ST REN]
BEFDRE TAX EQUITY BIVIDEND
YR END CASH RETURN
YR NOI EQUITY AKOUNT ORG EG  CUX EQ
1. $81,745.  $375,032.  $-17,893. -.0457 =-.0472
2. 81,92¢C. 398,075, -17,718. =~.0492 =-,0445
3. 98,910. 400,345, -726. -.C920 -.001B
4. 108,80¢. 492,138, §.162.  .025%  ,e22¢
5. 119, 48¢, 404,224, 20,042, L0557  .04%¢
ORIGIKAL EDUITY: § 30030

EXHIBIT 16 (Continued)

DEMONSTRATION 2 {Cont.)

DISTRIRUTION OF CASH THRGU-OFF

MIG.
BAL.
645601,
644537,
642995,
641202,
639115,



YEAK
1.
2,
3.
4.
S.

SUBE-TOTAL

YEAKR
1.
2.
3.
4.

3.

SUE-TOTAL

TOTAL

EXHIBIT 16 (Continued)

DEMONSTRATION 2 (Cont.)

TAX DEF.
10002.9
10002.9
10€02.9
10002.9
10002.9

50014.3

TAX DEF.
52431.1
52431.1
3243101
52431 .1
92431 .1

31217¢.¢

DEPRECIATICN SCHEDULE

CARIINAL-2
INFROVERENT

#1

STRAIGHT LINE

RESIBENTIAL

3 X R R EZ RR I EEZ RS ER RS

S.L. BEP.
10002.9
10002.9
10002.9
10002.9
10002.9

S0014.3

EXCESS

BEP
.0
.0
.0

DEFRECIATION SCHEDULE

CARDINAL-2
INFROVEMENT

§ 2

STRAIBHT LINE

RESIDENTIAL

2223 EES EEE R RE RSN EELIE ]

5.L. DEP.
92431.1
S52431.1
92431.1
524311
G2431 .1

262155,

N

$121720.¢

EXCESS

DEF
.0
.0
.0
.0

BALANCE
140040.1
130037.3
120034.4
110031.5
100028.7

BALANC
734035.9
681604.7
629173.6
926742.5
924311.3
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EXHIBIT 16 (Continued)
VALTEST -~ DEMONSTRATION 3 86

INFUT ASSUNFTIONS
A2 T LI SIS ETE AL E LR

1. ENTER PROJECT NAME ¥ SELL AT LOSS TEST

2. ENTER FRDJECTIGN FERIOR 7 &

3. DO YDU UANT TO ENTER EFFECTIVE BROSS REVENUE INSTEAD OF NOIT Y
TO REPEAT PREVIOUS YEARS NOI/EGR FOR BAL OF PROJECTION ENTER 0

EFFECTIVE GRDSS REVENUE YEAR 17 13800
EFFECTIVE GROSS REVENUE YE4R 27 14210
EFFECTIVE GRDSS REVENUE YEAR 37 1000

EFFECTIVE GROSS KEVENUE YEAR 47 150890
EFFECTIVE GRDESS REVENUE YEAR 37 135330

VAR OF EXPENSE (X) YEAR 17 4
Vak DF EXFENSE (X) YEAR 27 §
VAR OP EXFENSE (Z) YEAR 37 0

FIXEDR OF EXFENSE YEAR 17 3700
FIXED OF EXFENSE YE&R 27 3939
FIXED BF EXFENSE YEAE 37 41490
FIXED OF EXFENSE YEAR 47 4410
FIXED DF EXFENSE YEAR 57 4470
4. ACDUISITION COST: ¥ 46000 .
9. I'0 YOU WANT TO USE STANDARD FIMANCING? Y DR NRY
HTG. RATID OR AMDUNT, INT., TERM, ND PAY/YR Y 495300, .18, 25, 12
é. ENTER RATIO OF IWF 81/70TAL VALUE, LIFE OF IM® €17 .25, 15
IS THERE A SECOKD IMFROVEMENT? Y OR N7 Y ‘
ENTER RATIO OF IMF #2/TOTAL VALUE, LIFE OF IMF #27 .53, 15
ENTER REHABILITATION TAX CRELIT FOR IMP #2: 9075
IS STRUCTURE A CERTIFIED HISTORICAL LANDHARK? Y OR N?Y *
7. DEFRECIRTION METHODD, IMFROVEMENT #Y 7 2
ENTER D.R. 23 7 125% .
LEFRECIATION METHOD, INPROVEMENT #2 7 2
ENTER DLB. X: ? 120% *For lllustrative
IS PROFERTY SUBSILDIZED HOUSING 7 ¥ DR N 7N Purposes Only
IS PROPERTY RESIDENTIAL? Y OR N7 N
8. IS OWNER A TAXAHELE CORFORATION? Y OB N 7Y
CORPORATE FEDERAL ORDINARY TAX RATE COULTD BE =
174 - 451 (1978 LAW, EFFECTIVE 1979,
16X - 4467 (1981 LAY, EFFECTIVE 1982)
13%Z - 447 (1981 LAY, EFFECTIVE 1983 & THEREAFTER)
HAXINUM CORFORATE CaFITAL GAIN ALTERNATIVE TAX RATE IS 28X

(FLUS STATE RATE)

ENTER:

1) EFFECTIVE DRDINARY RATE 2) EFFECTIVE ORDINAKRY RATE (YEAF OF SaALE)
T .4, .4
9. RESaALE FRILE (KET GF SALE COSTS) 7 60000
10. IS THERE LENDER PARTICIFATION 7Y

ENTER CASH THROU-BFF (L), FROCEEDS EEFGRE TAMES (%2 5,
i1. ENTEE OUNEF 'S AFTER TA) REINVESTMENT R&GE (337 ©
12. ENTER QUNER'S ATTER TAX OrFPORTUNITY COSY OF EQUITY FUNLS (7

FILE = SALTESTH4 LANDMARK RéSEARCH, INC.

i



EXHIBIT 16 {(Continued)
DEMONSTRATION 3 (Cont.)

AFTER TAX CASH FLDUG FROJECTION
SELL AT LDBSS TEST
DATE 9/14/82

DATA SUASARY
IS X EEEEEEARZERS £

ACOUISTN COST: $66,000. NTG. AMT.:  %49,500.

NCI 157 YR: $9,272. K16, INT.: 18%

OFRG. ELUITY: $16,500. #T1G. TERH: 25. YRS

€T3 157 YEAR: $258. DEET SERVICE 18T YEAR: $9,014,

HTG. CONST.: .1B20916
INF. %1 VALUE: $146,500. I#P. ¥t LIFE: 185,

INF. %2 VALUE: $36,300.  IMP. #2 LIFE: 135.
INC. TX RATE: 40X .
SALE YR RATE: 40% OUNER: CORFORATION

DEFRECIATION IMFROVEMENT #1 ¢ 1737 D.B.

DEFRECIATION IMFROVEMENT ¥2 @ 173% D.E,

NON-RESIDERTIAL FROFERTY

CERTIFIED HISTORICAL STRUCTURE

LENIER FARTICIPATION: CASH THROU-OFF: 52 REVERSION: 53X

NG REFRESENTATION 1S MADE THAT THE ASSUKPTIONS PROVIDEDL BY JEAN
ARE FROFER OR THAT THE CURRENT TAX ESTIMATES USED IN THIS
PROJECTION WILL BE ACCEPTABLE TO TAXING AUTHORITIES. KO ESTIMATE
HAS BEEN MALE OF MINIHUM PREFERENCE TAX. CAPITAL LOSSES IN YEAR OF
SALE ARE TREATED AS ORDINARY LOSSES (SECTION 1231 PROPERTY) AR
ARE CREDITED AGAINST TAXES PAID AT THE
ORDIKARY RATE AT THE TIME OF SALE.

FOR® THE PURFDSE OF THE HDDIFIED INTERNAL RATE OF RETURN (M.I.R.R.)
CALCULATION, NEGATIVE CASE IN ANY ONE PERISI IS COVERED

BY A CONTRIBUTION FROM EQUITY IN THAT PERIOD

BTG INT & Tax TAXARLE INCOME  AFTER TRX

YEAK NO1 LENDERS % DEF INCOKE TAX CASH FLOU
1. 9272, §°14, 5180, -5603. -113%7. 11643.
2. 9580. 8%907. S441. -4770. -1907. 2447,
3. -32190. 8253, 45¢7. -16870. -674%. ~-5473.
4. 9914, 86é6. 424¢, -3197. -1280. 2137,
S. 100E4. BE3Z. 30, -25303. -1003. 2019,
£35641. $44377, $244C4, §-331435. §-2233E. $12771.

NOTE: 18T YEAR'S TAY REDUCED EY §5,070. FOR Tax CREDIT (InF #2:
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EXHIBIT 16 (Continued)

DEMONSTRATION 3 (Cont.)

RESALE PRICE:

LESS MORTGABE BALANCE:
PROCEEDS BEFORE TAXES:
LESS LENDER’S %:

NET SALES PROCEEDS
BEFORE TAXES:

RESALE PRICE:
LESS LENTER’S %:
NET RESALE PRICE:
LESS BASIS:

TOTAL GAIN:

TAX DEFRECIATION:
CAPITAL BAIN:
ORDINARY GAIN:

TAX DN ORLIINARY BAIN:
TAX ON CAPITAL BAIN:
PLUS HDRTGAGE BAL:
~TOTAL DTDUCTIONS FROM
NET RESALE PRICE:

NET SALES PROCEEDS
AFTER TAX:

IF PURCHASED AS ABDVE,

$40,000. 18T YR B4 TAX EQ DIV:  1.4881%

$48,670. #VG DEBT COVER RATIO: .7908

$11,330. AVG DEFAULT RATIO:  1.1581
$547.

$10,764.

$40,000.
$547.
$59,433.
$41,594.
$17,83¢.
$24,404.
$0.
$17,838.

=t = = 4

$7,135.
%0,
$48,670.

$55,805.

HELR 5 YEARS 2 SOLD FOR $60,000.

THE HODIFIED I.R.R. BEFORE TAXES 1S -12.4777% AND AFTER TAXES IS 3.4751%
ARSSUMING AKX AFTER TAX KEINVESTHENT R&VE OF 9%, AND UPFORIUNITY CUST OF 93



EXHIBIT 16 (Continuéd)

DEMONSTRATION 3 (Cont.)

CASH THROU-OFF

- BELL AT LOSS TEST

CASH THROU-OFF

YE&R 10TAL 10 EBUITY
1. 258. - 246.
2. 566. 533.
3. -12224. -12224,
4. 902. 857.
5. 1070. 1014.

-9427, -9547.

RESALE FRICE: $60,000.

LESS MORTGAGE BALANLE: $43,470.

PROCEEDS BEFORE TAXES: $11,330.

LESS LENDER*S %2 $567.

NET SALES PROCEEDS

BEFOKE TAXES:  $10,7644.

CASH THROUW-OFF =

YR
1.
2.
3.
4.
5.

NOI
$9,272.

9,580.
-3,210.

9,916,
10,084,

ORIGINAL EQUITY: ¢

S% REVERSIGN = 0%

EQGUITY ANALYSIS

SELL AT LOSS TEST
I IR e s IR LT

BEFORE TAX EQUITY BIVI
YR END

EQUITY ANOUKT
$16,613. $244.
16,747, 538.
29,131, -12,224.
29,324, g857.
29,554. 1,016.

16500

DISTRIBUTION OF CASH THROU-OFF

CASH BONUS
TO LENDER

13.
28.

0.
43,
33.

DEND

CASH RETURN

ORG ER
.0149
.0336

-.7408
0520
0616

CUR EO
.0148

=031

-.4196

0292

0344



YE&R

2.
3.
4,
S.

AVE

YEAR
1.
2.
3.

Je

NO1
§272.
9580.
-3210.
9916,
10084.

$7,126.

EFF GROSS REV
$13,800.
$14,210.

$1,000.
$15,080.
$15,530.

$59,620.

EXHIBIT 16 (Continued)

DEMONSTRATION 3 (Cont.)

NORTGAGE ANALYSIS
SELL AT LOSS TEST
(22 AE LS EEE S EEE SR LS

MORT

INT.

g8901.
8879.
8833.
8821.
8784,

HORT

ARORT
113.
135.
161.
192.
230.

DEBT

SERV ICR

7014, 1.029
9614, 1.043
?014. -.33%4
9014, 1.100
9014. 1.11¢

REVENUE AND EXPENGE REPORT

SELL AT LOSS TEST
DATE 9/14/82

D ORACRAREKARRRBE AR AR A A AR 4

%

RAT
6.%
5.2
S.x
S.%
3.4

ATE

Z VAR OF.
$828.
$711,

$50.
$754.
$777.

—— - ————

$ FIXED OF
$3,700.
$3,920.
34,160,
$4,410.
$4,670.

-——————— o

$20,8640.

HI6.

BaL.

45387.
49233.
49092,
487900.
45570,

NO1
$9,272.
$9,580.

$-3,210.
$9,916.

$10,084.

$35,641.

90

DEFAULT

RATIO
. 981
960

13.224
740
934

1.138



EXHIBIT 16 (Continued)

DEMONSTRATION 3 (Cont.)

DEPRECIATION SCHEDRULE
SELL AT LOSS TEST
IAFROVEMENT & 1
173% D.B.
NON-RESIDENTIAL
LA RS RS SEIEEI S FIE IR L

YEAR TAX DEF. S.L. DEP. TAX DEP BALAHCE
1. 1925.0 1100.0 1925.0 14575.0
2. 1700.4 1100.0 1700.4 12874.6
3. 1502.0 1100.0 1502.0 11372.5
4. 132¢.8 1100.0 1326.8 "10045.8
5. 1172.0 1100.0 1172.0 8873.7

SUE-TOTAL 7626.3 5500.0 7626.3

BEPRECIATION SCHEDULE
SELL AT LOSS TEST
IMPROVEMENT & 2
175% D.B.
" NON-RESIDENTIAL
RRERREEEFRERA TR AR SRk h ok

YEAK TAX DEP. S.L. BEF. TAX LEF BALANCE
1. 4235.0 2420.0 4235.0 32063.0
2. - 3740.9 2420.0 3740.9 28324.1
3. 3304.5 2420.0 3304.5 2501%.4
4. 2919.0 242¢.0 2919.¢ 22100.7
S 2578.4 2420.90 2578.4 19322.2

SUR-TOTAL 16777.8 T12100.90 16777.8

=s&====c S=|E=SZSS=Ez2 ZEmmssoe=s

T8TAL 24404.0 174600.0 24404.0



92

EXHIBIT 17
DEMONSTRATION OF SELECTION OF BEST USE SCENARIO FOR

VACANT OFFICE TOWER REQUIRING
‘COMPLETE MECHANICAL RENOVATION

B. Alternative Uses for Pvare Square

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

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

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

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

Scenario #4: The building would be modified into a hotel facility

with hotel rooms orn floors 4 to 14, a restaurant on floor 3, and
seminar and office space on the remainder.

C. Economic Rankine of Alternatives

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

The ratio of cash expenses, real estate taxes, and debt service to
potential gross income.



EXHIBIT 17 (Continued)

BASIC LOGIC FOR RANKING ALTERNATIVE PROGRAM SCENARIOS BY JUSTIFIED
PURCHASE BUDGET

93

S Rent/Unit . Rent/Unit Rent/Unit
x + X + X
1 Number of Units Number of Units Number of Units
Potential -
Gross Income % Default Point Cash for Operatioms
x -
I 1-Default Point Operating Expenses
iEquity Cash Margin

Capital Replacement

Vacancy Loss

Real Estate Taxes

Reserve for

Contingency - Cash Available
- | for Debt Service
Cash Throw-0ff *
(B/4 Tax)
X

Mortgage Constant

Equity Cash Constant

Justified Equity
{B/4 Tax LCffect) + { Justified Mortgage

Total Justified
Project Budget ’

! Construction Outlays
| -

Budget for Purchase




EXHIBIT 17 (Continued)
9L

|
A summary of these calculations from the Appendix are provided in Exhibit 16.

A preliminary ranking based on a cash-justified investment (Line 3, Exhibit 16),
without regard to future reversion value, demonstrates that Scenario 1 is the
preferable use of the structure as is.

D. Ranking of Alternatives

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

E. Political Compatibilitv of Altermatives

According to the village administrator of Shorewood Hills, all four
of the scenarios would be politically acceptable because the village wants
to see improvement of the building. However, Scenarios 2, 3, and 4 réquire
a zoning change that must be approved by the village--an effort that is likely
to be more time-consuming than futile.

Although condominiums are a relatively new idea to Shorewood Hills, the
community boasts of being a residential suburb, and so a well-conceived plan
should pass the board. A hotel use, however, is questionable and would be
subject to serious scrutiny because demand is not evident. Office use appears
to be most probable-in light of the fact that costs are lower, zoning is proper,
and demand is evident.

F. Conclusions

Since the estimated residual justified purchase prices of Scenarios 1
and 3 are fairly close, the choice in determining the most probable fitting
use relates to the higher costs of converting to residential coupled with
the risks involved in tapping an untested market. A prudent investor would
seek to stabilize his income by choosing the less speculative scenario. A
review of the summary feasibility data in Exhibit 17 supports the conclusion

that the most probable use of the subject property in the opinion of the appraiser
is Scenario 1.

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




SUMMARY OF BUDGETS FOR ALTERNATIVE USE SCENARIOS

Budget Stem Scenario f1 Scenario #2 Scenario #3 Scenario #4
1. Cost to construct ( 2,509,975) (2,414,225) (2,668,140) (2,569,600)
2, Justified investment for 2,897,566 1,409,513 2,868,983 (4,662,172)

property as is
3. Total justified investment 387,591 (1,004,712) 200,843 (7,231,772)

in subject property as 1is

(penui3uol) [ LigiHX3

1



SUMMARY MATRIX OF FEASIBILITY OF ALTERNATIVE USES

Feasibility Factor

Scenaria #1

Scenario #2

Scenario #3

Scenario f4

{38;},5}:23“"68 tment 387, 600 Negative 200,843 Negative
Remodeling Risks Moderate Significant Significant Serious
SZ&:ﬁsive Market Positive Poéitive Questionable Soft
E‘élééiﬁiz}my Strong Strong Strong Mixed

Financial Risk

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

Depends on desire
to live in a high-
rise

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

Financial risk
is8 great--
Hilldale 1is not
a major office
center nor a
stop for
travellers,

96
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Exhibit 18
97

B. Most Probable Price

A number of transactions involving the sale and purchase of mhlti—
story office facilities have occurred in the greater Madison metropolitan
area. This makes it possible to infer from past transactions the probable
price and range of sales price involving the subjecf property and the most
probable buyer defined above. In order to reconcile the important differences
between the subject property and past transactions, a ranking system will be
used. This system, shown in Exhibit 13, yields a weighted score point total
for each property. The weighting of the features distinguishes the most
probable buyer. The point totals are a measure of the desirability of the
given property to the most probable buyer. The time-adjusted cash equivalent
price of each comparable can then we weighted for a property point total that
provides a common denominator for comparison purposes. The common dencminator
can be further refined by weighting it for net rentable area. The result 1s
a cash equivalent dollar/point square foot figure, which is then related to
the cash equivalent sales price by computing the mean price per point. This
statistical process produces the predicted price per unit, or central tendency,
and therefore a means to estimate the range and reliability of the sale price
prediction, or standard error.

SCALE FOR SCORING COMPARABLES ON PROBABLE BUYER CONSIDERATIONS

Location 5 -MNeighborhood of stable or increa51ng
. prices
3= Neighborhood of stagnant prices
1 = Neighborhood of declining or
dereriorating prices

5 = Mostly occupied, 10% or less Gacancy
3 = Partially occupied
" 1 = Vacant at time of sale

Vacancy at sale

\ |
Building condition and 5 = Minimal improvements required, good
remodeling required condition
3 = Average renovation, fair condition
1 = Empty shell, major renovation
required, poor condition
. |
Accessibility " - 5 = Easily accessible, visible entrance
or edtrances .
3 = Some accessibility problems
1 = Very difficult access, one-way
streets or nio islands
Parking = Adequate, available parking ~
Limited, expensive parking
= No parking

W
L]




EXHIBIT {8 (Continued) %8

C. Market Comparison Approach to Probable Price

The first problem in real estate market comparison is to defige the
unit by which the comparison proceeds. Recent comparable sales that were
arm's-length transactions, located in office or retail nodes, ordinary mid/
high-rise construction types, and preferably sold as vacant shells were
collected. Exhibit 14 summarizes the comparable sales selected for use in
predicting the most probable price for the shbject property. Of the eight
sales, oune was for cash, the balance required some type of nonmarket seller-
financing.

SUMMARY OF COMPARABLE SALES

Property Date of Sale | Terms of Sale
110 E. Main 10/76 land cpntfact
149 E. Wilson 8/78 seller—fi£ancing
16 N. Carroll 9/74 ins:allme;t

137 E. Wilson 10/78 cash

301 N. Broom 11/79 land contract
212 E. Washington 12/77 seller-financing
102-110 N. Hamilton 1777 land contract
202 N. Henry 3/79 land concract

For each of the eight selected comparables, shown in Exhibits 15 to
22, attributes thought to greatly influence buyer behavior were scored.
Location in a neighborhood of stable or increasing prices was believed to be
desired by the prudent investor. Vacancy presented a depressing effect on
price and was therefore viewed as a negative factor. The amount of renova-
tion required to bring the building into compliance with codes was recognized
as a negative influence on price. Well-maintained, concrete structures were
preferred over those with poor maintenance or ordinary conscruction. Accessi-
bility also affects price with a negative influence recognized for those
buildings with difficult access paths, constrained by poor visibility.
Inadequate on-site or off-site parking {s an important facrtor thar impacts
on price. The final weighted matrix is presented in Exhibic 23.

Exhibit 24 diéplays the calculations used to obtain the predicted
price for the subjecr property and an estimate of the reliability of the
prediction.



"WEIGHTED MATRIX FOR COMPARABLE PROPERTIES OF 4610 UNIVERSITY AVENUE

Weight/Weighted Ratings

110 E, 149 E. 16 N. 137 E. 301N, 212 E. 102-110 202 Pyare

Feuture Weight Main Wilson Carroll Wilson Broom Washington Hamilton llenry Square
Location .10 3/.3 3/.3 3/.3 3/.3 5/.5 3/.3 3/.3 5/.5 5/.5
Vacancy .20 3/.6 1/.2 5/1.0 1/.2 1/.2 1/.2 /.6 - 1/.2 1/.2
Ruflding condition &

remodeling required .35 3/1.15 1/.35 3/1.15 1/.35 1/.35 1/.35 3/1.15 1/.35 1/.35
Accesslbility .15 1/.15 ©1/.15 1/.15 1/.15 1/.15 3/ .45 1/.15 1/.15  3/.45
Parking .20 1/.2 1/.2 1/.2 1/.2 5/1.0 5/1.0 1/.2 1/.2 3/.6
Totul welghted score 1002 2.4 1,2 2.8 1.2 2.2 2.3 2.4 1.4 2.1
Tlme-adjusted cash : 0 26

equivalent (TACE)pr}ce' $1,391,008 $270,694 $781,741 $271,200 $96,570  $574,209  $395,464 §$262,933
Total net rentable 76,000 32,000 35,725 25,500 5,760 38,000 28,000 24,000 84,969

area (NRA)

TACE price per sq.ft.(NRA) $18.130 $8.46 $21.88 §10.64 $16.77 §15.11 $14.12  $10.96

Mean price per point $7.63 $7.05 $7.82 $8.86 $7.62 $6.57 $4.88 $7.82 ...

per sq. ft.

Ygee Appendix F for cas

h equivalency calculations,

66
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EXHIBIT 18 (Continued)

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

i
Comparable Selling Price Weighted Price per NRA

Property . per NRA Point Score Weighted Point Score =

1 $18.30 2.4 $7.63
2 8.46 1.2 7.05
3 21.88 2.8 7.82
4 10.64 1.2 8.86
5 16.77 2.2 7.62
6 15.11 2.3 6.57
7 14.12 2.4 5.88
8 10.96 1.4 7.82

Total $59.25

Central tendency (x) = %f-a égggi = 7.4]1

- Z
Dispersion (std. dev.=sg) = VEGE-B) ¢ - J.S..‘_;_l = .90

n-1
where:

x x | (x-x) | (x=x)2 » n n-1
7.63 - 7.41 = .22 .05 8 7
7.05 . 7.41 .36 . .13
7.82 7.41 41 A7
8.86 7.41 i.45 2.10
7.62 7.41 .21 .04
6.57 7.41 .84 .71
5.88 7.41 1.53 2.34
7.82 7.41 41 17

5.71

Value range: x + s = 7.41 + .90 [8.31,6.51]

Estimate of value of subject property =

[{Sample mean of price per NRA

NRA of subject x Weighted point score x per total weighted score = §)

(84,969) x (2.1) x (7.41 % .90]
High estimate:! $1,480,000

Central tendency: $§1,320,000
Low estimate: $1,160,000

1AllAvalue estimates are rounded.
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EXHIBIT 18 (Continued)

NET PRESENT VALUE UNUEQ
L.C. FINANCING AND BALLGON PAYOUT
ACCORDING TQ CONTRACT ON 12/31/85

1979 1980 1981
$500,000 $250,000 $250,000
3,576 (2A) 5,364 (3A) 11,145 (38)
$502,5/6 33,435 (98) 50,787 (9C)
5288, 799 $311,922

dalance 2.
52,

NET PRESENT VALUE CONVENTIONAL LOAN

1973

$862,000

-~ Balance 2.404,022

$503,576 $288,729 $311,832
.884666 . 786455
255,41 $255,431
248,440 243,440
48,551 $67,710
43,710 67,710
39,351 67,710
$1,317,332

52,456,451 Total Cash Equivalency

{Versus $3,450,000 nominal selling price)

INCOME PREPORTED GROSS INCOME s4ag, 249
{Contract) NET INCOME 196 ,548

MARKET RENT LEVELS

At least gross S#SO,DOO
Lass 40% expense 180,000
NOI $270,000

CAR = 270,000 = .109915
2,456,457

SP/Unit =2,455,451 = 14,622
: 163

1282 - 84

4 years

$ 67,710

&53 olofo]
517,710

$2,517.710

101



EXHIBIT 19

Example Problem: Cash Equivalent Prié§ - Existing Morggage‘plus
Purchase Money Mortgage ‘

Given the followina information, détefmine the ¢ash ecuivalent

price of the transaction:

Sale Price

Existing Mortgage (assumed)

Purchase Money Mortgage

Current Financing

A. What is the equity investment?

51,000,000

Balance 5$632,052

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

'$700,0C0 2 10%

Amortizdtion over 20
vears, balloon in 10 years

14,5%, 20 year
amortization with
10 vear balloon

B. 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 ‘
D. What is the cash agquivalent price of the transaction?

Suggested Solution - 11
Existing Mortgage plus PMM

A. $117,948
B. $454,781

€. § 1,930
S146,049
D. Equity

Assumed Existing Mortgage
PW $6,039.20, 120 mos.
g 14.5%
PW $454,781, EOY 10
@ 14.5%
Purchase Money Mortgage
PW $1,930, 120 mos.
@ 14.5%
PW $146,049, EOY 10
& 14.5%

Total (Cash Equivalent Price)

* Courtesy of Byrl Boyce

$117,948

$381,535

$121,931

s 34,558
$763,581
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EXHIBIT 20

103
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 were
as follows:

Sale Price: $1,178,808, Ho cash by purchaser,

3 e, 100% debt financing

Terms of Financing: F«rst year -~ interest only at a
rate of 4-1/2% and payable
monthly

Second year - Intsrest onfy at a
rate of 6% and pavable monthly

For the next 23 years - principal
and interest at B-1/2%, payable
monthly
The property {a 12,000 sq. ft., 3-year old rastaurant 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 required
a 12-15% recturn.
Questions:
A. What are the monthly interest costs in years 1 and 2?
B. What is the constant on the amortized portion of the mortgage?
C. What is the monthly payment on the mortgage?

D. 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?



EXHIBIT 20 (Continued)

Suggested Solution - IX
Problem (Cash Equivalency)

A. Year 1: §$4,420.53
Year 2: $5,8%4.04

B. f = .09913
C. $3,737.97

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

E. PW I Costs Year 1 @ 9-3/4% = § 50,347.52
PW i Costs Year 2 & 9-3/4% = §0,918.28

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

881,198.63

Cash Equivalent Price
(100% Financing)

$992,464.83*

*5186,343.17 less than face value ofwnotem

4

$992,464.83 : 12,000 = $82.71/sq. ft.

F. Discount Rates given Y = 12%, ¥ = 15%, m = 75% | = 9.75%

Y = 12% Y = 15%
Mortgage .75 x .0975 = .073125 75 x .0975 = .073125
Equity .25 x .12 = .03 .25 x .15
Discount Rate (r) = ,103125 Discount rate (r) = .110625
PWCF @ 10.3125% PWCF @ 11.0625%
Year 1 $ 50,198.33 $ 49,999.88
Year 2 60,399.42 59,715.07
Years 3-25 835,796.73 780,188.856
$946,394 . 8%« $889,903.81 %%

*%5232,413.52 below face  **%$288,904.19 below face

G. $946,394.48 * 12,000 = $78.87/sq. ft.
$889,903.81 = 12,000 = $74.16/sq. ft.

* Courtesy of Byrl Soyce
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EXHIBIT 21

CASH EQUIVALENCY EXAMPLE

NAKOMA HE!GHTS
168 APARTMENT UNITS
SOLD NOVEMBER 1, 1379
NOMINAL SALES PRICE $3,450,000

A. One appraisal reviewed recently centained the following summary analvsis.
1t is used as it procably parallels the Madison Assessor's Office perception
of the transaction: ‘
{ncome S.P.
Date Prics Gross Ret GiM Expense Unit BAR

7/79  $3,450,000  Skho,243  $136,548  7.68 %.3 20,536 5.7

3. Cash Equivalency - Monthly payment differential

I¥ 25% down with 75% L/V at 10.55 for 25 years  Down 862,000
Mortgage $2,588,000
$3,450,000

Monthly payment $24,528; Annual payment $294,1335

1979 - 4/80 Conv. Mortgage $2%4,235
L.C. (5.29) 272,875
§ 21,330/12 = $1,788 {A)

4/80 - 4/81
$2,950,000 Conv. Mortgage $294,335
TS x 0925 i P82 = 53,715 (8
4/81
$2,700,000 $294,335
250,000 226,625

$2,450,000 X .0125 S 67,710/12 = $5,643 (C)
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3. See Exhibit 21 for example of converting
purchase price and terms for syndicator.

H. Cash equivalency to be consistent with
definition of fair market value is the subject
of major debate:

1. Strictly enforced, it tends to
over-discount prices to a point where the
seller would not have sold.

2. Typically represents sale of financing to
benefit both parties.

3. There is growing evidence that in mani
cases the buyer and seller have shared the
costs of seller financing so that fair
market value is closer to the midpoint
between nominal sales price and deferped
points discounted for institutional
interest rates.

VIII. Critique of a Real Estate Appraisal requires some
understanding of the institutions of appraisal,
the normative economic logic of appraisal, and the
elements of reform of the appraisal process
already at work.

A. Political compromises in the 1930s led to the
appraisal doctrine which defined fair market
value as that which results from synthesis of
three normative approaches to value based on
the economics of before tax income.

B. Marshallian economics presumes stability éf
currency and interest rates. Appraisers and
their customers confuse normative models to
establish a fair price with behavior models
that would predict the most probable price at
which a property would sell.

C. Normative methods are not predictive of price
but nine times out of ten appraisers are
supposed to predict the price at which a
property would sell under specific
circumstances.
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If the appraisal is to serve as a benchma#k
for a decision under specific circumstances,
or purposes, then it should not be governed by
conditions characteristic of an efficient
market since real estate is not known for
market efficiency

Widespread acceptance of appraisal models is a
function of the cost of reeducation, on-the-
job training, word processing, and data
processing, and that i1s being drastically
altered by electronics and communication
advances.

A consistent theory for reconstructing
appraisal has been prepared by Professor
R. U. Ratcliff but its tenets are being
adapted at the grassroots level by
individuals rather than considered by the
controlling committee of the professional
societies.

Factors which have delayed appraisal reforms
include:

1. Compensation system which separates
responsibility for payment of appraisal
fee from beneficiary of objective useful
analysis with a corresponding decline on
reliance by financial institutions in the
lending process, etc.

2. Lack of understanding of the variety of
services in terms of appraisal,
feasibility analysis, or consulting which
a professionally designated appraiser
might offer. The right product depends on
asking the right questions.

3. Fear of appraisal societies that a retreat
from old principles will discredit
appraisal designations and existing
regulatory monopolies and therefore
contribute toward further competitive
erosion by the accountants and the
engineers and the investment bankers.
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4, Postponement of reform pending merger of
the major appraisal societies, an effort
recently frustrated by a membership vote
in March, which will trigger significant
competition and public efforts which lack
the benfit of significant reform of the
profession and its out-of-date educational
programs.

A common sengse appraisgi Qutliné represenﬁing
the Ratcliff approaﬁh would be as follows:

1. What is the 1s$y§?

2. What are the basic appraisal problems in
the issue?

3. What definition of value is most
appropriate?

4, What implicit assumptions are inherent in
the value definitions?

5. What explicit assumptions are provided by
others?

6. What is the most probable use of the
property?

7. What is a profile of the most probable
buyer of the property?

8. What level of behavioral transaction
forecasting can be applied?

a. Inference from market sales ‘

b. Simulation from actual buyer calculus

c. Standard normative models for prudent
buyers

9., What externalities should be cdnsideréd
as modifying the expected transaction
range?

10. How does the most probable price test in
l1ight of criteria presumed in the buyer
profile?
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To critique an appraisal provided as a
benchmark of a mortgage loan and to classify
the appraiser as contemporary or old guard,
the reader should look to the following
elements.

1.

Definition of value - is it the classic
definition or defined as the most probable
price at which it would sell subject to
specific financing‘terms?

Does the interest to be appraised
represent fee title encumbered or does it
include entitlement to the financing
requested or subject to financing
appropriate to regulated institutional
standard?

For a proposed project does the appraisal
assume completlion and therefore a future
appraisal date and does it assume
absorption of the units into the market in
a stated period of time. If so, it must
prove absorption, capture rate, and
construction as reasonable assumptions or
it has sidestepped the critical issue of
indirect cost.

Does it discard any of the three
approaches at the outset as inappropriate
or does it wait until the report reaches
the section called synthesis?

In using the market approach for an
appraisal, does the report indicate buyer
motivation on comparable sales or current
status of the comparable? Does the

"appraliser use basic statistics for

adjustment or arbitrary percentage or flat
dollar shifts in value? Does it provide
the standard error of the investment or
the mean price?

In using the market approach for an
appraisal, does the report indicate buyer
motivation on comparable sales or current
status of the comparable? Does the
appraiser use basic statistices for
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adjustment or arbitrary percentage of flat
dollar shifts in value? Does it provide
the standard error of the investment or
the mean price?

In doing the income approach, does the
appraiser use normalized income or cash
flows over time, and in capitalizing the
income does he use market rates, Ellwood
rates, or cash on cash mortgage equity.
Only the latter is reliable for mortgage
loan purposes,

In doing the cost approach, does the
appralser show the entrepreneurial
compensation or is that buried in ‘
over-estimated construction costs? Hard
dollar costs should be the lowest of three
estimates, not the highest as advocated by
appraisal textbooks. The spread is the
developer's fee for the entrepreneurial
contribution to land, labor, and capital.

Does the appraiser provide a test on the
after tax basis of either his resale
assumptions on which his income approach
depends or his conclusion as to most
probable price at which it would sell?
These tests might include something like
VALTEST. The resulting financial ratios
discussed previously, or a front door
approach to demonstrate the rents implied
by a given cost of acquisition.

Check the statement of limiting conditions
to see what applies relative to underlying
assumptions and limitations on use.
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