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——— 1501 Monroe Street, Madison, Wisconsin 53711, 608-256-1090

January 17, 1983

James A. Graaskamp, Ph.D., SREA, CRE
Jean B. Davis, MS

Mr. Donald R. Huggett

DeWitt, Sundby, Huggett and Schumacher
P.0. Box 2509

Madison, WI 53701

Dear Don:

In response to Gordon Rice's letter of January 7, 1983 we have
adjusted our income approach to the valuation of 30 West
Mifflin Street for our appraisal report dated December 6, 1982,

We are pleased to report that the fair market value of the
property right acquired by the Madison Real Estate Investment
Fund (MREIF) as of January 31, 1983 is no less than

TWO MILLION SIX HUNDRED TWENTY THOUSAND DOLLARS
($2,620,000)
assuming that the rights acquired include:

1. Benefit of an existing land contract at 8 percent
interest, payable in 431 monthly installments of principal and
interest of $14,629.07 with a January 31, 1983 balance due of
$2,009,082.57.

2. Sellers will provide additional financing of $350,000
at 9 percent interest only for six years with a balloon payment
for the full balance at the end of the term,

3., The sellers will provide a rental guarantee for three
years to provide sufficient income to service both the land
contract and the interest payment of 9 percent on the $350,000
note, not to exceed a cumulative payment of $290,000.

4, The rental guarantee will be accomplished by an
off-set on the $350,000 note, assumed by the appraiser to occur
at the end of the sixth year against the balloon payment. This
tends to overstate interest costs and understate appraised
value,

5. Returns to the equity position include tax savings to
other income given a marginal income tax rate to MREIF of 50

- percent and an after-tax discount rate of 14 percent,




Mr. Donald R. Huggett
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To support our valuation of the above value, subject to the
stated conditions, within the input limits of our discounted
cash flow model, MRCAP, a number of preliminary calculations
were made which are identified on the attached listing of data
shown in Exhibit 1.

Final output, shown in Exhibit 2, indicates in line 39 for the
year 1988 an after-tax present value justified purchase price
of $2,603,471 or a rounded value of $2,600,000. However, this
value is understated because the 9 percent interest cost of
$31,500 per year on the $350,000 note was applied each year for
six years even though only $260,000 of the rental guarantee

has been utilized by the end of 1985, 1In addition, 1985
effective rents were adjusted upward a net of $5,100 and 1986
rents were adjusted upward a net of $21,040 relative to the
original output on Exhibit 27, page 87 of our December 6, 1982
report. (The net adjustment required a gross rent adjustment
of $6,850 for 1985 and $26,620 for 1986 because the deduction
for vacancy is a function of gross revenue,) In effect the
worst case for negative cash flows was assumed to occur and all
of the $290,000 guarantee was offset against the $350,000 note
due the sellers. To reflect the offset the note was input as
$60,000 but to maintain the interest expense of $31,500 per
year interest was shown as 52.5 percent.

In order to establish depreciation on a purchase price of
$2,620,000 and at the same time reflect the eventual note
offset and down payment terms, it was necessary to create a
dummy capital component variable called Guarantee Rental
Adjustment of $550,000. This represents the $290,000

original understatement of the seller's note and the $260,000
placed in working capital reserve to simulate the impact of the
rental guarantee for the first three years, assuming occupancy
and operations to be those estimated in our full appraisal
report dated December 6, 1982,

In the process of confirming fair market value we took the
opportunity to eliminate our original premise of reserves
accumulating at 5 percent of after-tax spendable cash in 1987
and 1988, We also had the computer report tax savings on other
income available to the trust (lines 17 and 18). We also
corrected the resale cost from 5 percent to 3 percent to
reflect Executive Management Inc. agreements with MREIF.
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This letter should be considered a clarification and amendment
of fair market value as reported in our full appraisal report
of December 6, 1982 and is therefore subject to the limiting
conditions and critical assumptions stated therein.

Thank you for this opportunity to be of additional service.,

Sincerely,

James A. Graaskamp, Ph.D, SREA, CRE
Urban Land Economist

JAG/ jc

cec: Mr, Gordon A, Rice
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EXHIBIT 9 (Continued)
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EXHIBIT X (Continued)
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