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Business 850
REAL ESTATE EQUITY IHVESTMENT

Fall 1976 Prof. James A. Graaskamp

Lect. Michael L. Robbins

Objectives

To introduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Course emphasizes
both readings, and simulation by means of computerized cash flow
investment models applied to selected cases. 3 credits.

General Course Format

Each week will have selected readings which are required. There
will be a lecture on Mondays which, hopefully, will shed some light
and organization on the readings selected. On Wednesdays, there
will be a lab session devoted to problem technique. There will be

a 2-hour exam at mid-semester and another at the end of the semester
on these readings, and these exams will be 50% of your grade.

There will be a series of problem exercises, including several com-
puter terminal lab sessions which will represent 20% of your grade.

Finally each student will do two intensive case problem studies and
your case study presentations and written report will be 30% of
your grade.

Textbooks

Recommended for purchase:

Federal Taxes Affecting Real Estate, Arthur Anderson, Farm Land &
Brokers Institute, Chicago ($8.25)

Real Estate Securities & Syndications - A Workbook, Stephen Roulac,
Real Estate Securities & Syndlcatlon Institute ($8.25)

Mimeograph package - $15.00

Books and mimeos can be purchased for cash from the University of
Wisconsin Real Estate Club in Room 118 at the prices indicated. No
credit.

NOTE: ALL PAPERS AHD EXERCISES TO BE HANDED IH SHOULD BE STAPLED
AT UPPER LEFT HAND CORHER AND GIVEN A TITLE PAGE BUT LEFT
WITHOUT PLASTIC BINDERS OR OTHER SIMILAR COVERS.
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850 TIMETABLE

Wed. Sept. 8 The Introduction - Definition of Real Estate Equity
Mpn. Sept. 13 Evolution of Income Property Analysis
Wed. Sept. 15 Basic Cash Flow and MR. CAP
Mon. Sept. 20 Commercial Methods of Property Analysis
Wed. Sept. 22 Exercise #1, MR. CAP
Mon. Sept. 27 Advanced Methods of Real Estate Equity Analysis
Wed. Sept. 29 Exercise #2, MR. CAP
Mon. Oct. 4 & 11 Real Estate and the Federal Income Tax
Wed. Oct., 6 Exercise #3, MR. CAP
Tues. Oct.12 ¢ (Computer Terminal Labs to be held in split sections
Wed. Oct. 13 in Lowell Hall)
(afternocons &
evenings)
Mon. Oct. 18 Estate Planning & Real Estate Investment
Wed. Oct. 20, Limited Partnerships
Mon. Oct. 25
Wed. Oct. 27 Exercise #4, MR. CAP
Mon. Hov. & Joint Ventures

1
Wed. Nov. 3
8

Mon. Nov. Real Estate as a Security
Wed. Nov. 10 TWO HOUR WRITTEN MID-SEMESTER EXAM
Mon. Nov., 15 Real Estate Investment Trusts
Wed. Nov. 17 (Portfolio Selection of Trust Shares Case Due Nov. 15)
Mon. Nov. 22 Land and Farm Investment
Wed. Nov. 24 Equity Investment Strategy
CASE PROBLEM DUE - in class (Late papers penalized 20%)
Mon. Nov. 29 Tax Deferred Exchanges of Real Estate
Wed. Dec. 1 Real Estate Stocks
Mon. Dec. 6 Other Tax Shelter Deals - 0il and Cattle
Wed. Dec. 8 Case Presentations Review

Mon. Dec. 13 TWO HOUR WRITTEN EXAM



Business 850 - Fall 1976

Class Period

Readings

Wed. Sept. 8

Mon. Sept. 13

Wed. Sept. 15

THE INTRODUCTION - DEFINITION OF REAL ESTATE EQUITY

A. 'Dr. Pond and the State of the Literature in Real
Estate Analysis and Valuation,'' Michael Hanrahan,

Dec. 1975

B. 'Caveat Emptor in Real Estate Equities,'' Hayes
& Harlan, Harvard Business Review, Mar.-April 1972

C. 'A Rational Approach to Feasibility Analysis,"
James A. Graaskamp, Chap. 3

D. ‘YFinancial Analysis of Real Property Invest-
ments,'' Harvard Business School

E. 'Using the Discounted Yield to Compare Real
Estate Alternatives,' Robert Ellis, Coldwell
Banker

F. 'Leverage in Real Estate,' Stanford University,
Graduate School of Business

EVOLUTION OF INCOME PROPERTY ANALYSIS

A. ‘''"Real Estate Financial Analysis - The State of
the Art,' Oakleight J. Thorne, Appraisal Journal,
January 1974

B. '"How Should Yield be Measured in Real Estate In-
vestment?," James R. Cooper, Part 1 & Chap. 1

C. '"How to Assess lInvestment Proposals,'' Robert
H. Baldwin, Harvard Business Review, May-June

1957

D. ‘'Differences Between the Major Discounted Cash
Flow Capital Budgeting Techniques, Chap. 3, pp.
45-63, Eugene Brigham, Readings in Managerial
Finance

E. '"Real Estate Investment Analysis: IRR Versus
FMRR,' Steven MHessner & M.C. Findlay Ill, Real
Estate Appraiser, July-Aug. 1975

BASIC CASH FLOW AND MR. CAP

A. Review of HR. CAP Manual

§ource

Mimeo

Mimeo

Mimeo

Mimeo

Handout

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo



Mon.

Hon. Sept. 27

Mon.

Mon.

Sept. 20

Oct.

Oct.

4

11

COMMERCIAL METHODS OF PROPERTY ANALYSIS

A.

B.

F.

Property Analysis Forms, HIREB

"“"Peril-Point Acquisition Prices," John F.
Crowther, Harvard Business Press, Sept.-Oct. 1969

Omnimetrics - Income Property Investment Analysis
Mode

The Prudential Insurance Co. Model
''California CPA Foundation Course on Real Estate
Syndication,' John Greiner, Economic Research

Association

RAM-30 Model - Arthur Young and Co.

ADVANCED METHODS OF REAL ESTATE EQUITY ANALYSIS

A. "'Contemporary Decision Theory and Real Estate
Investment,' Richard U. Ratcliff & Bernhard Schwab

B. 'A Computer Simulation Model to Measure the Risk
in Real Estate Investment,' Steven Phyrr, Chap. 13

C. 'Beta Mousetrap?'' Thomas, Barrons, 2/7/72

D. 'The Analysis of Real Estate Investments Under
Uncertainty,' Peter K. Pellatt

REAL ESTATE AND THE FEDERAL INCOHE TAX

A. Federal Taxes Affecting Real Estate,
Chapters 1,2,3,4,5, ¢ 12

B. ''Changes in Depreciation and Recapture - Impact on
Real Estate Investments,' Emil Sunley, Appraisal
Journal, October 1970

C. '"Real Estate and Tax Reform: An Analysis and
Evaluation of the Real Estate Provisions of the
Tax Reform Act,' Ritter & Sunley, Haryland Law
Review, Vinter 1970

REAL ESTATE AND THE FEDERAL INCOME TAX

A. Federal Taxes Affecting Real Estate,
Chapters 6,7,8,9,10, & 11

B. Proposed Tax Reform - Inconsistent with Hational
Housing Policy,' Stephan Roulac, The Appraisal
Journal, April 1974

C. ''Some Overlooked Aspects of Artificial Accounting

Losses, Limited Partnerships & Tax Reduciton,"
Brueggeman & Greenwood

Mireo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Text

Mimeo

Mimeo

Text

Mimeo

Himeo



Mon.

Wed.

Mon.

Mon.

Oct.

Oct.

Oct.

Nov.

18

20

25

1

ESTATE PLANNING & REAL ESTATE I[NVESTMENT

A.

B.

E.

Federal Taxes Affecting Real Estate, Chap. 14

"Introductory Orientation on the Estate Plan-

ning Art," Casey, Institute for Business Planning

Section 1: Inheritance and Estate Tax - Wis.
CLEW

Kersten v. Wis. Department of Revenue - March

1976

Y"Andorra is the Ultimate in Tax Shelters"

LIMITED PARTHERSHIPS

A.

C.

Real Estate Securities and Syndication Workbook,

Stephan Roulac, Chapters 1-14, Scan 4,5,7,13

"How to Form the Perfect Syndicate,' Real Estate

Mortgage Newsletter

'"Case Study of a Private Real Estate Syndication“’

LIMITED PARTNERSHIPS

A.

‘'‘Resolution of Limited Partnership Disputes:

Practical and Procedural Problems,' Stephan Roulac,

Real Property, Probate and Trust Journal, Summer

1975

""Proposed Statement of Policy for Intra-State
Partnerships,' State of Michigan

Appendix B, McNeil Pacific Investors Fund Pros-
pectus

JOIHT VENTURES

A.

""Real Estate Equity Investments,' and ''The
Institutional Lender; Nothing Ventured Nothing
Gained,' F.E. Rogge, G.J. Talbot, R.MH. Zinman,
Fordham Law Review, Vol. 39, May 1971

“"Introduction to Taxation and Other Legal Prob-
lems of Unincorporated Real Estate Entities,"
Martin B. Cowan, Joint Ventures in Real Estate -

2D, Practising Law Institute

"How to Account for Real Estate Joint Ventures,'

James J. Klink, Real Estate Review, Spring 1974

Text

Mimeo

Mimeo

Mimeo

Mimeo

Roulac text

Mimeo

Mimeo

Mimeo

Mimeo

Roulac text

Mimeo

Mimeo

Mimeo



Mon. Nov. 8 REAL ESTATE AS A SECURITY

A. "Securities Act Release #5465,'" Tax Shelters, Mimeo
PLI, pp. 137-152

B, ''SEC Disclosure Practices in Tax Sheltered Mimeo
Offerings,'' Barry Thorpe, Real Estate Law
Journal, Special Supplement

C. "The Impact of Securities Regulations and Fi- Mimeo
nancial Reporting Responsibilities on Real
Estate Investment, Stephen Roulac

Wed. Nov. 10 TWO HOUR WRITTEN MID-SEMESTER EXAM



Business 850
REAL ESTATE EQUITY INVESTMENT

Spring 1977 Prof. James A. Graaskamp

Lect. Michael L. Robbins

Objectives

To introduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Course emphasizes
both readings, and simulation by means of computerized cash flow
investment models applied to selected cases. 3 credits.

General Course Format

Each week will have selected readings which are required. There
will be a lecture on Mondays which, hopefully, will shed some light
and organization on the readings selected. On Wednesdays, there
will be a lab session devoted to problem technique. There will be

a 2-hour exam at mid-semester and another at the end of the semester
on these readings, and these exams will be 50% of your grade.

There will be a series of problem exercises, including several com-
puter terminal lab sessions which will represent 25% of your grade.

Finally each student will do one intensive case problem study and
your case study presentations and written report will be 25% of
your grade.

Textbooks

Recommended for purchase:

Federal Taxes Affecting Real Estate, Arthur Anderson, Farm Land &
Brokers Institute, Chicago ($8.25)

Real Estate Securities & Syndications - A Workbook, Stephen Roulac,

Real Estate Securities & Syndication Institute ($8.25)
Mimeograph Package -~ $15.00 -

Books and mimeos can be purchased for cash from the University of
Wisconsin Real Estate Club in Rocml18 at the prices indicated. No
credit.

NOTE: ALL PAPERS AND EXERCISES TO BE HANDED IN SHOULD BE STAPLED
AT UPPER LEFT HAND CORNER AND GIVEN A TITLE PAGE BUT LEFT
WITHOUT PLASTIC BINDERS OR OTHER SIMILAR COVERS.



850 TIMETABLE

won, Jan. 24 The Introduction ~ Definition of Real Estate Equity

ved. Jan. 26 Evolution of Income Property Yield Analysis

won. Jan. 31 Commercial Methods of Property Analysis

ved. Feb. 2 Basic Cash Flow & MR. CAP

wn. Feb. 7 Advanced Methods of Real Estate Equity Analysis

ved., Feb. 9 Exercise #1 - MR. CAP

won. Feb. 14 Introduction to Equity Risk Analysis

wed. Feb. 16 Exercise #2 - MR. CAP

Feb. 21 & 23 Real Estate and the Federal Income Tax

teh, 28 & Mar. 1 Computer Terminal Labs to be Held in Split Sections in
Lowell Hall (afterncons and evenings)

won. Mar. 7 Estate Planning & Real Estate Investment

ved. Mar. 9 Estate Planning Cont'd.

war. 1h g 16 Limited Pértnerships

wr. 21 & 23 Joint Ventures

“cn. Mar., 28 Exercise #3 - MR. CAP

o2d. Mar. 30 TWO~-HOUR MID-SEMESTER EXAM

dar, 11 & 13 Real Estate as a Security

“a. Apr. 18 Real Estate Investment Trusts

2. Apr. 20 Condominiums as a Real Estate lnvestment

“.n. Apr. 25 Land and Farm lnvestments

1. Apr. 27 Tax-Deferred Exchanges of Real Estate

‘7. May 2 Real Estate Investment Strategy |

Tt HMay 4 Case Problem Due in élass (Late Papers Penalized 20%)

YoMay g Other Tax Shelter Deals - 0il, Cattle & Movies

T oMay N Case Presentation - Classroom review & Discussion

7. May 18 TWO-HOUR WRITTEN EXAM



Business 850 - Spring 1977

Class Period

Mon. Jan. 24

Wed. Jan. 26

Mon. Jan. 31

Readings
THE INTRODUCTION - DEFINITION OF REAL ESTATE EQUITY

A. 'Dr. Pond and the State of the Literature in Real
Estate Analysis and Valuation,'" Michael Hanrahan,

Dec. 1975

B. . '"Caveat Emptor in Real Estate Equities,'" Hayes
" & Harlan, Harvard Business Review, Mar.-April 1972

C. U"A Rational Approach to Feasibility Analysis,"
James A. Graaskamp, Chap. 3

D. "“Financial Analysis of Real Property lnvest-
ments,'" Harvard Business School

E. "YUsing the Discounted Yield to Compare Real
Estate Alternatives,' Robert Ellis, Coldwell
Banker

F. 'Leverage in Real Estate,' Stanford University,
Graduate School of Business

EVOLUTION OF INCOME PROPERTY YIELD ANALYSIS
A. '"Real Estate Financial Analysis - The State of

the Art,'' Oakleigh J. Thorne, Appraisal Journal,
Jan. 1974

B. ‘''How Should Yield be Measured in Real FEstate In-
vestment?,'" James R. Cooper, Part 1 & Chap. 1

C. "How to Assess Investment Proposals,'' Robert
H. Baldwin, Harvard Business Review, May-June

1957

D. 'Differences Between the Major Discounted Cash
Flow Capital Budgeting Techniques,'' Chap. 3, pp.
45-63, Eugene Brigham, Readings in Managerial
Finance

E. 'Real Estate Investment Analysis: [RR Versus
FMRR," Steven Messner & M. C. Findlay li{, Real
Estate Appraiser, July-Aug. 1975

COMMERCIAL METHODS OF PROPERTY ANALYS!S
A. Property Analysis Forms, NIREB

B. '"Peril-Point Acquisition Prices," John F.
Crowther, Harvard Business Press, Sept.-Oct. 1969

cont'd. C. "Real Estate Investment Analysis: An
Empiricel Study,"” Robert J. Wiley,
The Avvraisal Jovrnal, Oct. 1976

Source

Mimeo

Mimeo

Mimeo

Mimeo

Handout

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo



wved. Feb., 2
4on. Feb. 7
ved, Feb. 9
“cn. Feb. 14
o2d, Feb. 16
*n. Feb. 21
"t Feb, 23

D'

B

r.

DAP Manual, John Nabors

""California CPA Foundation Course on Real Estate
Syndication,' John Greiner, Economic Research
Association

RAM - 30 Model - Arthur Young and Cq.

BASIC CASH FLOW & MR. CAP

ADVANCED METHODS OF REAL ESTATE EQUITY ANALYSIS

A.

B.

""Contemporary Decision Theory and Real Estate
Investment,' Richard U. Ratcliff & Bernhard Schwab

YA Computer Simulation Model to measure the Risk
in Real Estate lnvestment,' Steven Phyrr, Chap. 13

"The Analysis of Real Estate lnvestments Under
Uncertainty,' Peter K. Pellatt

EXERCISE #1 - MR. CAP

{NTRODUCTION TO EQUITY RISK ANALYSIS

A.

<

EXERCISE #2 - MR. CAP

“"Evaluating Risk in Real Estate Investments,"
Michael Young i

“"A Framework and Computer Model for Risk Analysis

and Risk Management in Real Property Development,"

Mike Miles C. "The Reasons Z2ehind ‘the
Real Estate Crash: A Case

Real Estate Review

REAL ESTATE AND THE FEDERAL INCOME TAX

A.

B.

Federal Taxes Affecting Real Estate,

Chpaters 1, 2, 3, 4, 5, ¢ 12

""Changes in Depreciation and Recapture - Impact
on Real Estate Investments,' Emil Sunley,
Appraisal Journal, Oct. 1970

""Real Estate and Tax Reform: An Analysis and
Evaluation of the Real Estate Provisions of the
Tax Reform Act,' Ritter & Suniey, Maryland Law
Review, Winter 1970

REAL ESTATE AND THE FEDERAL INCOME TAX

Ab

Federal Taxes Affecting Real Estate,
Chapters 6, 7, 8, 9, 10, & 11

cont'd.

Study,"” Howerd 4. Stevenson,

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Text

Mimeo

Mimeo

Text



Mon. Feb.
Wed. Mar.

Mon. Mar.

Wed. Mar.

Mon. Mar.

Wed. Mar.

28

16

B. ''"Proposed Tax Reform - Inconsistent With National
Housing Policy,'" Stephen Roulac, The Appriasal
Journal, April 1974

C. ‘''Some Overlooked Aspects of Artificial Accounting
Losses, Limited Partnerships & Tax Reduction,"
Brueggeman & Greenwood

LOWELL HALL EDUCARE SESSION

ESTATE PLANNING & REAL ESTATE INVESTMENT

A. Federal Taxes Affecting Real Estate, Chap. 14

B. "introductory Orientation on the Estate Plan-
ning Art,' Casey, Institute for Business Planning

Section 1: Inheritance and Estate Tax - Wis.
CLEW

™

-

D. Kersten V. Wis. Department of Revenue - March

1976
£: YAndorra is the Ultimate in Tax Shelters"

ESTATE PLANNING CONT'D.

A, "Choosing Apvpropriate Estate Planning Tools: A
Goal Oriented Matrix Approach,' John R. Greaham,
CLU Journsl

B. TEstate Planning for Farmers 2 Renchers," Donald
H. Kelley, The Practical Lawrer, rFeb. 197k

C.

LIMITED PARTNERSHIPS

A. Real Estate Securities and Svyndication Workbook,
Stephen Roulac, Chapters 1-14. Scan &4, 5, 7, 13

B. '"How to Form the Perfect Syndicate,' Real Estate
Mortgage Newsletter

C. '"Case Study of a Private Real Estate Syndication"

1

LIMITED PARTNERSHIPS

A. ‘'Resolution of Limited Partnership Disputes:.

Practical and Procedural Problems,'" Stephen Roulac,

Real Property, Probate and Trust Journal, Summer

1975

cont'd.

Mimeo

Mimeo

Text

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Roulac Text

Mimeo

Mimeo

Mimeo



Mon.

Mar.

21

Wed. Mar. 23

Mon.

Wed.

Mon.

Mar.
Mar.

Apr.

28

30
11

Wed. Apr. 13

Mon.

Apr.

18

B. '"Proposed Statement of Policy for Intra-State Mimeo
Partnerships,' State of Michigan

C. Appendix B, McNeil Pacific Investors Fund Roulac Text
Prospectus

JOINT VENTURES

A. '"'Real Estate Equity Investments,' and '"The Mimeo
Institutional Lender; Nothing Ventured Nothing
Gained," F. E. Rogge, G. J. Talbot, R. M. Zinman,
Fordham Law Review, Vol. 39, May 1971

B. "introduction to Taxation and Other Legal Prob- Mimeo
lems of Unincorporated Real Estate Entities,!
Martin B.Cowan, Joint Ventures in Real Estate -
2D, Practising Law Institute

C. 'How to Account for Real Estate Joint Ventures," Mimeo
James J. Klink, Real Estate Review, Spring 1974

JOINT VENTURES CONT'D.
EXERCISE #3 - MR. CAP
TWO~HOUR MID-SEMESTER EXAM
REAL ESTATE AS A SECURITY

A. "Securities Act Release #5465," Tax éhelters, Mimeo
! PLI, pp. 137-152

B. Y“SEC Disclosure Practices in Tax Sheltered Mimeo
Offerings,' Barry Thorpe, Real Estate Law
Journal, Special Supplement

.C. "The Impact of Securities Regulations and Finan- Mimeo

cial Reporting Responsibilities on Real Estate
Investment,'' Stephen Roulac

REAL ESTATE AS A SECURITY CONT'D.
REAL ESTATE INVESTMENT TRUSTS

A. UNAREIF Handbook of Member Trusts,' National Mimeo
Association of Real Estate Investment Funds, 1970

B. "Conflict of Interest Problems in the Management Mimeo
of REIT's," Douglas W. Duval, Real Estate Law
Journal, Summer 1974

C. 'Tax Problems of Mortgage Investment Trusts," Mimeo
Robert B. Klein

D. ''"Lessons From the Mortgage Trust Experience," Mimeo
Howard H. Stevenson, Real Estate Review, Fall 1976




Wed. Apr. 20

Mon. Apr. 25

Wed. Apr. 27

Mon. May 2

Wed.

Mon.

May &4

May S

CONDOMINIUMS AS A REAL ESTATE INVESTMENT

A

O
.

Pages 12-43, Commercial & Industrial Condo-
miniums, John C. Melaniphy, Jr., a special
report by the Urban Land Institute, 1976

"Condominiums As Securities: A Current Look,"
David Clurman, New York Law Forum, Vol. 19, 1874

“"Condominium Regulation: Beyond Disclosure,'
University of Pennsylvania Law Review, Vol.

123:639, 1975

LAND AND FARM INVESTMENTS

A'

\

B+
C.

"Preliminary Remarks: Farmland,' unpublished
material by James Ablan & James Graaskamp,
April 1976

Federal Taxes Affecting Real Estate, Chap. 10

Federal Taxes Affectina Real Estate, Chap. 14,

Sections 14.05, 14.08, 14.09

TAX~-DEFERRED EXCHANGES OF REAL ESTATE

A.

B.

""Comments on Tax-Deferred Exchanges of Real
Estate,' Henry J. Olivieri, Jr. & Robert H.
Johnson, Real Estate Investment Analysis, by
James R. Cooper, Chap. 9, D.C. Heath and Co.
Lexington, Mass. 1974

Federal Taxes Affectina Real Estate, Chaps. 7 & 8

REAL ESTATE INVESTMENT STRATEGY

A.

cC.

CASE PROBLEM DUE IN CLASS (LATE PAPERS PENALI Z ED 20%)

'"Can Real Estate Returns Qutperform Common

- Stocks?"" Stephen Roulac, The Journal of

Portfolio Management, Winter 1976

"Commitment Planning: An Approach to Reducing

Real Estate Risks,'' by Mahlon Apgar, 1V,
The Appraisal Journal, July 1976

“"Surviving a Real Estate Crisis,' Peter C.M.S.
Braun, Business Horizons, April 1975

OTHER TAX SHELTER DEALS - OIL, CATTLE & MOVIES

Ab'

'"What Do Airplanes, Railroads Cars, Beef Cattle,

Motion Pictures, Real Estate and 0il Wells All
Have in Common?' William D. Dyke, Wisconsin
Bar Bulletin, june 1975

CONT 'D.

Mimeo

Mimeo

Mimeo

Mimeo

Text

Text

Mimeo

Text

Mimeo

Mimeo

Mimeo

Mimeo



Wed. May 11
Wed. May 18

-o—

B. "An Annuity‘For All Seasons,' Forbes, May 1,
' 1976

C. '0il and Gas,'" Tax Sheltered lInvestments,
pp. 292-393, edited by publishers of Real Estate
Syndication Digest, 1973

D. "Cattle," Tax Sheltered Investments, pp. 396-448,
edited by publishers of Real Estate Syndication
Digest, 1973

CASE PRESENTATION - CLASSROOM REVIEW AND DISCUSSION

TWO~HOUR WRITTEN EXAM

Mimeo

Mimeo

Mimeo



Business 850
REAL ESTATE EQUITY INVESTMENT

Spring 1977 Prof. James A. Graaskamp
Second Edition Lect. Michael L. Robbins
l. Objectives

L.

To introduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Course emphasizes
both readings, and simulation by means of computerized cash flow
investment models applied to selected cases. 3 credits.

General Course Format

Each week will have selected readings which are required. There
will be a lecture on Mondays which, hopefully, will shed some light
and organization on the readings selected. On Wednesdays, there
will be a lab session devoted to problem technique. There will be

a 2-hour exam at mid-semester and another at the end of the semester
on these readings, and these exams will be 50% of your grade.

There will be a series of problem exercises, including several com-
puter terminal lab sessions which will represent 25% of your grade.

Finally each student will do one intensive case problem study and
your case study presentations and written report will be 25% of
your grade.

Textbooks

Recommended for purchase:

Modern Real Estate !nvestment, Stephen Roulac, Property Press,
San Francisco (17.50)

Real Estate Securities & Syndications - A Workbook, Stephen Roulac,
Real Estate Securities & Syndication Institute ($8.25)

Mimeograph Package - $15.00

Books and mimeos can be purchased for cash from the University of
Wisconsin Real Estate Club in Rocml18 at the prices indicated. No
credit.

NOTE: ALL PAPERS AND EXERCISES TO BE HANDED IN SHOULD BE STAPLED
AT UPPER LEFT HAND CORNER AND GIVEN A TITLE PAGE BUT LEFT
WITHOUT PLASTIC BINDERS OR OTHER SIMILAR COVERS.



Mon.
Wed.
Mon.
Wed.
Mon.
Wed.
Mon.
Wed.
Feb.
Feb.

Mar.

Mar.
Mar.
Mon.
Wed.
Mon.
Wed.
Mon.
Wed.
Mon.
Apr.

Wed.

Mon.
Wed.

Wed.

Jan.
Jan.
Jan.
Feb.
Feb.
Feb.
Feb.
Feb.

21 &

28 & Mar.

7¢9

14 ¢
21 &
Mar.
Mar.
Apr.
Apr.
Apr.
Apr.

Apr.

27 - May 2

May 4

May 9
May 1

May 1

24
26
31

14
16
23

16
23
28
30
B
13
18
20

25

1
8

2=

850 TIMETABLE

The Introduction - Definition of Real Estate Equity
Evolution of Income Property Yield Analysis
Commercial Methods of Property Analysis

Basic Cash Flow & MR. CAP

Advanced Methods of Real Estate Equity Analysis
Exercise #1 - MR. CAP

Introduction to Equity Risk Analysis

Exercise #2 - MR. CAP

Real Estate and the Federal Income Tax

Estate Planning & Real Estate Investment

Computer Terminal Labs to be held all day Saturday,
March 12, in Lowell Hall

Limited Partnerships

Joint Ventures

Exercise #3 - MR. CAP

TWO-HOUR MID-SEMESTER EXAM

Real Estate as a Security

Real Estate Investment Trusts
Condominiums as a Real Estate Investment
Land and Farm Investments

Tax-Deferred Exchanges of Real Estate
Real Estate Investment Strategy

Professional Asset Management
Case Problem Due in Class (Late Papers Penalized 20%)

Other Tax Shelter Deals - 0il, Cattle & Movies
Case Presentation - Classroom review & discussion

TWO-HOUR WRITTEN EXAM



Business 850 - Spring 1977

Class Period

Mon.

Wed.

Mon.

Jan.

Jan.

Jan.

24

26

31

Readings
THE INTRODUCTION - DEFINITION OF REAL ESTATE EQUITY

A. '"Dr. Pond and the State of the Literature in Real
Estate Analysis and Valuation," Michael Hanrahan,
Dec. 1975

B. ''Caveat Emptor in Real Estate Equities,' Hayes
& Harlan, Harvard Business Review, Mar.-April 1972

C. "A Rational Approach to Feasibility Analysis,"
James A. Graaskamp, Chap. 3

D. 'YFinancial Analysis of Real Property Invest-
ments,'' Harvard Busihess School

E. '"Using the Discounted Yield to Compare Real
Estate Alternatives,' Robert Ellis, Coldwell
Banker

F. ‘''‘Leverage in Real Estate,' Stanford University,
Graduate School of Business

G. Modern Real Estate Investment, p. 1 - 44 (Scan)

EVOLUTION OF INCOME PROPERTY YIELD ANALYSIS

A. '"Real Estate Financial Analysis - The State of

the Art,'" Oakleigh J. Thorne, Appraisal Journal,
Jan. 1974

B. ''How Should Yield be Measured in Real Estate In-
vestment?,' James R. Cooper, Part 1 & Chap. 1

C. "How to Assess Investment Proposals,'' Robert
H. Baldwin, Harvard Business Review, May-June
1957

D. ''Differences Between the Major Discounted Cash
Flow Capital Budgeting Techniques,'' Chap. 3, pp.
45-63, Eugene Brigham, Readings in Managerial
Finance

E. ''"Real Estate Investment Analysis: IRR Versus
FMRR,'" Steven Messner & M. C. Findlay 11!, Real
Estate Appraiser, July-Aug. 1975

COMMERCIAL METHODS OF PROPERTY ANALYSIS
A. Property Analysis Forms, NIREB

B. '"Peril-Point Acquisition Prices," John F.
Crowther, Harvard Business Press, Sept.-Oct. 1969

C. "Real Estate lnvestment Analysis: An Empirical
Study,'' Robert Wiley, The Appraisal Journal, 1976

cont'd.

Source

Mimeo

Mimeo

Mimeo

Mimeo

Handout

Mimeo

" Text

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo



Wed. Feb. 2
Mon. Feb. 7
Wed. Feb. 9
Mon. Feb. 14
Wed. Feb. 16
Mon. Feb. 21
Wed. Feb. 23

-4-

D. DAP Manual, John Nabors

E. '"California CPA Foundation Course on Real Estate
Syndication," John Greiner, Economic Research
Association

F. RAM - 30 Model = Arthur Young and Co.

BASIC CASH FLOW & MR. CAP

ADVANCED METHODS OF REAL ESTATE EQUITY ANALYSIS

A. ''"Contemporary Decision Theory and Real Estate
Investment,' Richard U. Ratcliff & Bernhard Schwab

B. "A Computer Simulation Model to measure the Risk
in Real Estate Investment,'! Steven Phyrr, Chap. 13

C. "The Analysis of Real Estate Investments Under
Uncertainty,' Peter K. Pellatt

EXERCISE #! - MR. CAP
INTRODUCTION TO EQUITY RISK ANALYSIS

A. Modern Real Estate Investment, p. 57 - 97

B. "Evaluating Risk in Real Estate lnvestments,"
Michael Young

C. "A Framework and Computer Model for Risk Analysis
and Risk Management in Real Property Development,
Mike Miles

. D. '"The Reasons Behind the Real Estate Crash: A

Case Study,' Howard H. Stevenson, Real Estate
Review

EXERCISE #2 - MR. CAP
REAL ESTATE AND THE FEDERAL INCOME TAX
A. Chapter X!, "Sale or Exchange of Property,"

Section 903-935, U.S. Master Tax Guide 1977, Com-
merce Clearing House, Chicage

B. ''Changes in Depreciation and Recapture - !mpact
on Real Estate Investments,' Emil Suniey
Appraisal Journal, Oct. 1970

C. '"Real Estate and Tax Reform: An Analysis and
Evaluation of the Real Estate Provisions of the
Tax Reform Act," Ritter & Sunley, Maryland Law
Review, Winter 1970

REAL ESTATE AND THE FEDERAL INCOME TAX

A. Chapter XI, "Sale or Exchange of Property,"
Section 963-977, 987-988, 999, U.S. Master Tax

Guide 1977, Commerce Clearing House, Chicago

cont'd.

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo:

Text

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo



Mon. Feb. 28
Wed. Mar., 1
Mon. & Wed.
Mar. 7 & 9
Mon. Mar. 14
Wed. Mar. 16

Journal, April 1974

-5...

"Proposed Tax Reform - Inconsistent With National
Housing Policy,' Stephen Roulac, The Appraisal

"'Some Overlooked Aspects of Artificial Accounting
Losses, Limited Partnerships & Tax Reduction,"
Brueggeman & Greenwood

ESTATE PLANNING & REAL ESTATE INVESTMENT

A.

Chapter X1, ''Sale or Exchange of Property,!
Section 944, 960, U.S. Master Tax Guide 1977
Commerce Clearing House, Chicago

"Introductory Orientation on the Estate Plan-
ning Art,' Casey, institute for Business Planning

Section 1: Inheritance and Estate Tax - Wis. CLEW
Kersten V. Wis. Department of Revenue - March 1976

""Andorra is the Ultimate in Tax Shelters"

ESTATE PLANNING CONT'D.

A.

B.

""Choosing Appropriate Estate Planning Tools: A
Goal Oriented Matrix Approach,' John R. Graham

CLU Journal

""Estate Planning for Farmers & Ranchers,' Donald
H. Kelley, The Practical Lawyer, Feb. 1974

Replaced by all day session, Saturday, March 12 -
Lowell Hall - EDUCARE terminals

LIMITED PARTNERSHIPS

A.

B.

C.

D.

Real Estate Securities and Syndication Workbook

Stephen Roulac, Chapters 1-14, Scan 4, 5, 7, 13

"How to Form the Perfect Syndicate,'' Real Estate
Mortgage Newsletter

""Case Study of a Private Real Estate Syndication"

"'"Partners & Partnerships' Chap. 3, U.S. Master
Tax Guide 1977, Commerce Clearing House, Chicago

LIMITED PARTNERSHIPS

A.

""Resolution of Limited Partnership Disputes:
Practical and Procedural Problems,' Stephen Roulac,
Real Property, Probate and Trust Journal, Summer

1975

cont'd.

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo
Mimeo

Mimeo

Mimeo

Mimeo

Roulac Text

Mimeo

Mimeo

Mimeo

Mimeo



Mon.

Wed.
Mon.

Wed.

Mon.

Wed.

Mar.

Mar.
Mar.
Mar.

Apr.

Apr.

21

23
28
30

13

“"Proposed Statement of Policy for Intra-State
Partnerships,' State of Michigan

Appendix B, McNeil Pacific Investors Fund
Prospectus

JOINT VENTURES

A.

c.

'‘Real Estate Equity lnvestments,'' and "The
Institutional Lender; Nothing Ventured Nothing
Gained,'" F. E. Rogge, G. J. Talbot, R. M. Zinman,
Fordham Law Review, Vol. 39, May 1971

"“Introduction to Taxation and Other Legal Prob-
lems of Unincorporated Real Estate Entities,"
Martin B.Cowan, Joint Ventures in Real Estate =
2D, Practising Law Institute

"How to Account for Real Estate Joint Ventures,'
James J. Klink, Real Estate Review, Spring 1974

JOINT VENTURES CONT'D.

EXERCISE #3 - MR. CAP

TWO-HOUR MID-SEMESTER EXAM

REAL ESTATE AS A SECURITY

A.

B.

Modern Real Estate Investment, P. 99-161,
p. 263-278

"'SEC Disclosure Practices in Tax Sheltered
Offerings,' Barry Thorpe, Real Estate Law
Journal, Special Supplement

REAL ESTATE INVESTMENT TRUSTS

A.

''NARE!F Handbook of Member Trusts,'' National
Association of Real Estate Investment Funds, 1970

""Conflict of Interest Problems in the Management
of REIT's, Dougias W. Duval, Real Estate Law
Journal, Summer 1974

"Tax Problems of Mortgage Investment Trusts,'!
Robert B. Klein

'"Lessons From the Mortgage Trust Experience,'
Howard H. Stevenson, Real Estate Review, Fall 1976

Mimeo

Roulac
Syndication
Text

Mimeo

Mimeo

Text

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo



Mon. Apr. 18

Wed. Apr. 20

Mon. Apr. 25

Wed. Apr. 27

CONDOMINIUMS AS A REAL ESTATE INVESTMENT

As

Pages 12-43, Commercial & Industrial Condo-

miniums, John C. Melaniphy, Jr., a special

report by the Urban Land Institute, 1976

""Condominiums As Securities: A Current Look,"
David Clurman, New York Law Forum, Vol. 19, 1974

"Condominium Regulation: Beyond Disclosure,"
University of Pennsylvania Law Review, Vol.

123:639, 1975

LAND AND FARM INVESTMENTS

A.

"Preliminary Remarks: Farmiand,' unpublished
material by James Ablan & James Graaskamp,
April 1976

Federal Taxes Affecting Real Estate, Chap. 10

Federal Taxes Affecting Real Estate, Chap. 14,
Sections 14.05, 14,08, 14.09

Chapter X!, ''Sale or Exchange of Property,"
Section 998 & 998E, 978, U.S. Master Tax Guide
1977, Commerce Clearing House, Chicago

TAX-DEFERRED EXCHANGES OF REAL ESTATE

A.

B.

""Comments on Tax-Deferred Exchanges of Real
Estate,'" Henry J. Olivieri, Jr. & Robert H.
Johnson, Real Estate Investment Analysis, by
James R. Cooper, Chap. 9, D.C. Heath and Co.
Lexington, Mass. 1974

Federal Taxes Affecting Real Estate, Chaps. 7 ¢ 8

REAL ESTATE INVESTMENT STRATEGY

A.

'"Can Real Estate Returns Outperform Common
Stocks?'"' Stephen Roulac, The Journal of
Portfolio Management, Winter 1976

“Commitment Planning: An Approach to Reducing
Real Estate Risks,' by Mahlon Apgar, IV,
The Appraisal Journal, July 1976

"'Surviving a Real Estate Crisis,'" Peter C.M.S.
Braun, Business Horizons, April 1975

""Ten Green Bottles,'' Norman Macrae, The Economist

Dec. 25, 1976

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Text

Mimeo

Mimeo

Mimeo

Mimeo .



Mon. May 2

Wed. May A

Mon. May 9

Wed. May 11

Wed. May 18

-8-

INSTITUTIONAL INVESTMENT STRATEGY

A. Modern Real Estate Investment, p. 145-196, Text
p. 307-311, p. 365-462

PROFESSIONAL ASSET MANAGEMENT

A. Modern Real Estate Investment, p. 467-553 and Text
Appendix 597-640

B. CASE PROBLEM DUE IN CLASS (LATE PAPERS PENALIZED 20%)
OTHER TAX SHELTER DEALS - OIL, CATTLE & MOVIES

A. "What Do Airplanes, Railroads Cars, Beef Cattle, Mimeo
Motion Pictures, Real Estate and 0il Wells All
Have in Common?'" William D. Dyke, Wisconsin
Bar Bulletin, june 1975

B. 'An Annuity For All Seasons,'' Forbes, May 1, Mimeo
1976
C. "0il and Gas," Tax Sheltered Investments, Mimeo

pp. 292-393, edited by publishers of Real Estate
Syndication Digest, 1973

D. ''Cattle," Tax Sheltered Investments, pp. 396-448, Mimeo
edited by publishers of Real Estate Syndication
Digest, 1973

CASE PRESENTATION - CLASSROOM REVIEW AND DISCUSS!ION

TWO-HOUR WRITTEN EXAM



Spring 1978

Business 850
REAL ESTATE EQUITY [INVESTMENT

Objectives

To introduce students tc the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Course emphasizes
both readings, and simulation by means of computerized cash flow
investment models applied to selected cases. 3 credits.

General Course Format

Each week will have selected readings which are required. There
will be a lecture on Mondays which, hopefully, will shed some light
and organization on the readings selected. On VWednesdays, there
will be a lecture or a lab session devoted to problem technique.
There will be a two-hour exam at mid-semester and another at the end
of the semester on these readings, and these exams will be 60% of
your grade.

There will be a series of problem exercises which will represent 40%
of your grade.

Tex tbooks
Recommended for purchase:

Modern Real Estate Investment, Stephen Roulac, Property Press,

San Francisco ($17.50)

Real Estate Investment Analysis, Robert M. Ellis, Coldwell Banker

Company, 1976 ($11.00)
Mimeograph Package - $15.00

Books and mimeos can be purchased for cash from the University of
Wisconsin Real Estate Club in Room 118 at the prices indicated. No
credit.

NOTE: ALL PAPERS AND EXERCISES TO BE HANDED IN SHOULD BE STAPLED AT
UPPER LEFT HAND CORNER AND GIVEN A TITLE PAGE BUT LEFT WITHOUT
PLASTIC BINDERS OR OTHER SIMILAR COVERS.

Prof. James A. Graaskamp



Business 850
REAL ESTATE EQUITY INVESTMENT

Spring 1978 Prof. James A. Graaskamp
Mon. Jan. 23 Introduction - Defining the Context of Real Estate Equity
Wed. Jan 25 Intensive Review of Coldwell Banker

Mon. Jan. 30 Introduction to PDP 1170 - BFCF, Mini-Mod, MR CAP

Wed. Feb. 1 Investment Theory & Real Estate Analysis (Case Exercise #1)
Feb. 6 & 8 " " " " n

Feb. 13 & 15 Real Estate and the Federal Income Tax

Mon. Feb. 20 Tax Deferred Exchanges of Real Estate

Feb. 22 & 27 Real Estate and Estate Planning

Mar. 1 & 6 Limited Partnership

Mar. 8 ¢ 13 Real Estate as a Security

Wed. Mar. 15 TWO HOUR MID-SEMESTER EXAM

SPRING VACATION

Mar. 29 -Apr. 3 Joint Ventures

Wed. Apr. 5 Case Exercise #2

Apr. 10, 12 & 17 Real Estate lInvestment Trusts

Wed. Apr. 19 Real Estate Investment Pools & Pension Funds
Mon. Apr. 24 Case Exercise #3

Apr. 26 & May 1 Land and Farm Investments

Wed. May 3 Condominiums as a Real Estate Investment
Mon. May 8 Other Tax Shelter Deals - 0il, Cattle, and Movies
May 10 ¢ 15 Open for Unfinished Material

Wed. May 17 FINAL EXAM



Business 850 - Spring 1978

Class Period

Readings Source

Mon.

Wed.

Mon.

Wed.

Mon.

Jan. 23

Jan. 25

Jan. 30

Feb. 1

Feb. 6

THE INTRODUCTION-DEFINING CONTEXT OF REAL ESTATE EQUITY
A. 'Dr. Pond and the State of the Literature in Real
Estate Analysis and Valuation,' Michael Hanrahan,

Dec. 1975

B. '"'A Rational Approach to Feasibility Analysis,"
James A. Graaskamp, Chap. 3

C. MODERN REAL ESTATE INVESTMENT, pp. 1-4k4, 297-305
INTENSIVE REVIEW OF COLDWELL BANKER
COMPUTER TERMINAL LAB - Room 103

A. Sample PDP 1170 runs, BFCF, Mini~-Mod, MR CAP,
El lwood

EVOLUTION OF INCOME PROPERTY YIELD ANALYSIS
A. 'Real Estate Financial Analysis - The State of

the Art,'" Oakleigh J. Thorne, Appraisal Journal,
Jan. 1974

B. '"How Should Yield be Measured in Real Estate

Investment,' James R. Cooper, Part 1 & Chap. 1
C. 'How to Assess Investment Proposals,'' Robert
H. Baldwin, Harvard Business Review, May-June
1957
D. ''Differences Between the Major Discounted Cash

Flow Capital Budgeting Techniques,'" Chap. 3,
pp. 45-63, Eugene Brigham, Readings in Managerial
Finance

E. '"Real Estate Investment Analysis: [{RR Versus
FMRR,!'" Steven Messner & M. C. Findlay lIl, Real
Estate Appraiser, July-Aug. 1975

F. MODERN REAL ESTATE INVESTMENT , pp. 353-364

INVESTMENT THEORY & REAL ESTATE ANALYSIS

A. '"Reprogramming the Money Manager,' Chris Welles
Institutional Investor Apr. 77

B. '"'Contemporary Decision Theory & Real Estate
Investment,' R.U. Ratcliff & Bernie Schwab

C. MODERN REAL ESTATE !INVESTMENT, pp. 57-73,
81-97, 227-2k2

Mimeo

Mimeo

Text

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Text

Mimeo

Mimeo

Text



Business 850 - Spring 1978

Class Period Readings Source
Wed. Feb. 8 INVESTMENT THEORY & REAL ESTATE ANALYSIS

A. "Evaluating Risk & Real Estate Investments,'
Michael Young Mimeo

B. "A Computer Simulation Model to Measure the
Risk in Real Estate Investment,'' Steven Phyrr,

Chap. 13 Mimeo
C. "The Analysis of Real Estate Investments
Under Uncertainty,' Peter K. Pellatt Mimeo
Mon. Feb. 13 STRATEGIES FOR INVOLVEMENT IN REAL ESTATE

A. MODERN REAL ESTATE INVESTMENT, pp. 169-196
Scan - pp. 201-226, emphasize - pp. 263-296 Text

B. Introduction to 1978 U.S. Master Tax Guide,
CCH Text
Briefly review checklists 51-68
Individuals and corporations, Sections
100 and 200
Concentrate on ''Sale or Exchange of
Property' 901, pp. 310-317, pp. 324-332,
334-346, pp. 350-358

Wed. Feb. 15 A. 1978 Master Tax Guide, complete Section 901
and concentrate on depreciation, Section 1151,
pp. 417-453 Text

B. MODERN REAL ESTATE INVESTMENT, pp. 243-262,
307-316 Text

C. '"How the New Tax Law Alters Cash Flow: A Case
Study,' William Brueggeman & Jeffrey Fisher Mimeo

Mon. Feb. 20 TAX-DEFERRED EXCHANGES IN REAL ESTATE

A. '"Comments on Tax-Deferred Exchanges of Real
Estate,' Henry J. Olivieri, Jr. & Robert H.
Johnson, Real Estate lInvestment Analysis, by
James R. Cooper, Chap. 9, D.C. Heath and Co.
Lexington, Mass. 1974 Mimeo

B. ''Computerized Exchange Evaluation Model,"
Butler/Henderson, The Appraisal Journal
July 1977, pp. 383 - 395 Mimeo

Wed. Feb. 22 DISCUSSION OF CASE EXERCISE #1

A. ''Neighborhood Revitalization and the Historic
Preservation Incentive of the Tax Reform Act
of 1976: Lessons from the Bottom Line of a
Chicago Red Brick Three Flat,' Richard J.
Roddewig and Michael Young Mimeo



Business 850 - Spring 1978

Class Period Readings Source
Wed. Feb. 22 Continued
B. "Historic Preservation and the 1976 TRA"
Urban Trends, January 1978 Mimeo
Mon. Feb. 27 REAL ESTATE AND ESTATE PLANNING

A. '"Federal Estate and Gift Taxes'
Taxes 1978, Wisconsin Taxpayers Alliance,

pp. 20-29 Text
B. Review Chap. IX, ''Sale or Exchange of

Property, Sections 942-960. Mimeo
C. ''Introductory Orientation on the Estate

Planning Art,'" Casey, Institute for Business

Planning Mimeo

D. Kersten V. Wis. Department of Revenue -

March 1976 Mimeo
E. "Andorra is the Ultimate in Tax Shelters' Mimeo
Wed. Mar. 1 ESTATE PLANNING CONT'D

A. '"'Choosing Appropriate Estate Planning Tools:
A Goal Oriented Matrix Approach,' John R.
Graham, CLU Journal Mimeo

B. "Estate Planning for Farmers & Ranchers,"
Donald H. Kelley, The Practical Lawyer,
Feb. 197k Mimeo

Mon. Mar. 6 LIMITED PARTNERSHIPS

A. Chap. 8, 9, & 10, PRINCIPLES OF REAL ESTATE
SYNDICATION, Samuel K. Freshman, pp. 139-186 Mimeo

B. 1978 Master Tax Guide, ''Partners and Partner-
ships,' p. 127-150 Text

Wed. Mar. 8 LIMITED PARTNERSHIPS CONT'D

A. '"Resolution of Limited Partnership Disputes:
Practical and Procedural Problems,' Stephen
Roulac, Real Property, Probate and Trust
Journal, Summer 1975 Mimeo

B. !'"Case Study of a Private Real Estate
Syndication' Mimeo



Business 850
REAL ESTATE EQUITY INVESTMENT

Spring 1979 Prof. James A. Graaskamp

1.

Objectives

To introduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Course emphasizes
both readings, and simulation by means of computerized cash flow
investment models applied to selected cases. 3 credits.

General Course Format

Each week will have selected readings which are required. There
will be a lecture on Mondays which, hopefully, will shed some light
and organization on the readings selected. On Wednesdays, there
will be a tecture or a lab session devoted to problem technique.
There will be two one-hour exams and another two-hour exam at the
end of the semester on these readings. These exams will be 60% of
your grade.

‘There will be a series of case problems which will represent 40%

of your grade.
Textbooks
Recormeded for purchase:

Modern Real Estate Investment, Stephen Roulac, Property Press, 1976,

San Francisco (547cbo)y ot Gef F\a-21

Real Estate Investment Analysis, Robert M. Ellis, Coldwell Banker
Company, 1976 ($11.00) HavE

e

Tax Planning for Real Estate Transactfons, Coopers and Lybrand, Farm
and Land Broker's Institute, Chicago, 1978 ( )

Mimeograph Package - $15.00

Books and mimeos can be purchased for cash from the University of
Wisconsin Real Estate Club in Room 118 at the prices indicated. No
credit.

NOTE: ALL PAPERS AND EXERCISES TO BE HANDED [N SHOULD BE STAPLED AT
EFT_HAND CORNER AND GIVEN A TITLE PAGE BUT LEFT WITHOUT
PLASTIC BINDERS OR OTHER SIMILAR COVERS.




Spring 1979

Mon. Jan. 22

Wed. Jan. 25
Mon. Jan. 29
Wed. Jan. 31
Mon. Feb. 5
Wed. Feb. 7
Mon. Feb. 12
Wed. Feb. 14
Mon. Feb. 19

Wed. Feb. 21
Mon. Feb. 26
Wed. Feb. 28
Mon. Mar. 5
Wed. Mar. 7
Mon. Mar. 12
Wed. Mar. 14
Mar. 26-Mar. 28
Mon. Apr. 2
Wed. Apr. 4
Apr. 9-Apr. 11
Mon. Apr. 16
Wed. Apr. 18
Apr. 23-Apr. 25
Apr. 30-May 2.
May 7-May 9
Mon. May 14

Mon. May 16

Business 850
REAL ESTATE EQUITY [INVESTHENT

Prof. James A Graaskamp

Resources, Society and Capital

Property, People, and the Reai Estate Package
Evolution.of Income Property Yield Analysis
Current State of the Art

Investment Theory and Real Estate Risk
Review of MR CAP for Investment Analysis
Review of Federal Income Tax Principles
Review of Federal tncome Tax Definitlions
Tax Deferred Exchanges in Real Estate

Real Estate and Estate Planning

Real Estate and Estate Taxes

SiX WEEKS EXAM

Collective or Group Investment Formats
Limited Partnership

Limited Partnership (Continued)

Case Study No. 2

Joint Venture and General Partnership Format
Real Estate Investment Trusts

Public Real Estate Corporate Stock
Commingled Funds and Pension Funds

Case Study Problem No. 3

TWELVE WEEKS EXAM

Farmland and Development Land

Commercial Property Investment

Hotels and Restaurants

Discussion of Case No. &4

FINAL EXAM
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Class Period

Readings

Mon. Jan. 22

Wed. Jan. 24

Wed. Jan. 31

RESOURCES, SOCIETY AND CAPITAL

A.

"Will Capitalism Survive?' Benjamin A. Rogge,
MGIC Newsletter, October, 1978

'"When the World Runds Qut of 0il,' Steve Sherman,
Yankee Magazine, February, 1977

'"The Coming Entrepreneurial Revolution: A Survey,"
The Economist, December 25, 1976

"The Influence of Capital Market Theory on Real
Estate Returns and the Value of Economic Analysis'"
Stephen Roulac, Structuring Real Estate Investments

PROPERTY, PEOPLE, AND THE REAL ESTATE PACKAGE

A.

C.

'"The Future of the Real Estate Industry: Changing
Supply Patterns,' '"Tomorrow's Changing Demand for
Real Estate,' and '"The Future of the Real Estate
Industry: New Directions and New Roles,'' John
McMahan, Real Estate Review Series

"Inflation and the Real Estate Investor,'' Wendt,
The Appraisal Journal, July 1977

MODERN REAL ESTATE INVESTMENT, p. 1-4k4, 297-305

EVOLUTION OF INCOME PROPERTY YIELD ANALYSIS

A.

E.

'"How to Assess Investment Proposals,'' Robert H.
Baldwin, Harvard Business Review, May-June 1957

"Differences Between the Major Discounted Cash
Flow Capital Budgeting Techniques,' Chap. 3,
p. 45-63, Eugene Brigham, Readings in Manhgerial

Finance

‘'Real Estate Financial Analysis - The State of the
Art," Oakleigh J. Thorne, Appraisal Journal, Jan.
1974

‘'"Real Estate Investment Analysis: [RR Versus
FMRR,' Steven Messner &§ M. C. Findlay 111, Real
Estate Appraiser, July-Aug. 1975

MODERN REAL ESTATE INVESTMENT, p. 57-73, 353-364

CURRENT STATE OF THE ART

A.

REAL ESTATE INVESTMENT ANALYSIS, Chap. 1-5, Chap.
11-13 (Bring Coldwe!l Banker text to class

Source

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Text

Mimeo

Mimeo

Mimeo

Mimeo

Text

Text
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Class Period Read ings Source

Mon. Feb. 5 INVESTMENT THEORY AND REAL ESTATE RISK
A. MODERN REAL ESTATE INVESTMENT, p. 81-97, 227-242 Text

B. 'Reprogramming the Money Manager,' Chris Welles
Institutional Investor, Apr. 77 Mimeo

C. ''Contemporary Decision Theory & Real Estate
Investment," R. U. Ratcliff & Bernie Schwab Mimeo

D. '"Commitment Planning: An Approach to Reducing Real
Estate Risks,' Mahlon Apgar, 1V, The Appraisal
Journal, July 1976 Mimeo

E. ‘'Large Scale Real Estate Investments - unaer-
standing the Risks through Modeling,' Stevenson

and Jackson, The Appraisal Journal, July 1977 Mimeo
Wed. Feb. 7 (SPECIAL REVIEW LAB ON WITTS AND MR CAP TO BE SCHEDULED FOR THIS
WEEK)

REVIEW O% MR CAP FOR INVESTMENT ANALYSIS
A. MR CAP Manual

B. CASE STUCY PROBLEM NO. 1

Mon. Feb. 12 REVIEW OF FEDERAL INCOME TAX PRINCIPLES
A. MODERN REAL ESTATE INVESTMENT, scan pages 169-226;
Emphasize pages 243-296 Text
B. REAL ESTATE INVESTMENT ANALYSIS, p. 27 Text

C. "Special Report: How the New Tax Law Affects Real
w Estate and Other Investors,' The Mortgage and Real

Estate Executives Report, Nov. 15, 1978, p. 3-8 Mimeo
D. TAX PLANNING FOR REAL ESTATE TRANSACTIONS, Chap.
1-3 Text
Wed. Feb. 14 REVIEW OF FEDERAL INCOME TAX DEFINITIONS
A. TAX PLANNING FOR REAL ESTATE TRANSACTIONS, Chap.
L4-6 Text
Mon. Feb. 19 TAX DEFERRED EXCHANGES IN REAL ESTATE
A. TAX PLANNING FOR REAL ESTATE TRANSACTIONS, Chap.
7, 8, 11 Text
B. '"'Computerized Exchange Evaluation Model,' Butler/
Henderson, The Appraisal Journal, July 1977, p. 383-
395 Mimeo
CeTav Oceecced E"""‘*ft < = Piouwsooin Craxdsnredisa -

D, Moster Tax Gw-Q&
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Class Period

Readings

Wed. Feb. 21

Mon. Feb. 26

Wed. Feb. 28

Mon. Mar. §

Wed. Mar. 7

Mon. Mar. 12

¥

REAL ESTATE AND ESTATE PLANNING

A. 'Federal Estate and Gift Taxes,' Taxes, 1979
Wisconsin Taxpayers Alliance, p. 20-29

B. 'Introductory Orientation on the Estate Planning
Art," Casey, Institute for Business Planning

C. "Choosing Appropriate Estate Planning Tools: A
Goal Oriented Matrix Approach,' John R. Graham,
CLU Journal

D. YAn Annuity for all Seasons'
REAL ESTATE AND ESTATE TAXES

A. Review Chap. 1, TAX PLANNING FOR REAL ESTATE TRANS-
ACTIONS

B. '"'Special Use' Valuation of Farm, Ranch and Closely
Held Business Real Property,'' Maurice J.
0'Sullivan, Jr., Estate and Gift Tax After Reform,

P- 957121 Atter Act."A", Macch V-
SIX WEEKS EXAM

COLLECTIVE OR GROUP INVESTMENT FORMATS

Source

Text

Mimeo

Mimeo

Mimeo

Text

Mimeo

A. Definition of a Security "As Applied to Real Estate'

Advanced Techniques in Real Estate Syndication,
Stephen Roulac, RESSI, p. 281-329

B. Notes on Forms of Real Estate Ownership, p. 1-15

LIMITED PARTNERSHIP . ‘

A. Real Estate Limited Partnership, Lynn, Goldberg,
and Abrams, p. 1-60

B. '"Proposed Statement of Policy of the Corporation
& Securities Bureau, Michigan Department of Com-
merce Regarding Limited and Certain Qualified
Offerings of Real Estate,'' Preliminary Draft No. 2,
Jan. 14, 1974 - Ao

LIMITED PARTNERSHIPS (Continued)

A. 'Resolution of Limited Partnership Disputes:
Practical and Procedural Problems,' Stephen
Roulac, Real Property, Probate and Trust Journal,
Summer 1975

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo
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Class Period

Mon. Mar. 12

Wed. Mar. 14

Mon. Mar. 26-28

Mon. Apr. 2

Wed. Apr. 4

v

Readings Source
LIMITED PARTNERSHIPS (Cont.)

C.

''Statement of Policy - Midwest Rules Regarding

Real Estate Program, p. 376-421 wiuad tHE Mimeo
Micioan  (317]7¢) Readive

'"Due Diligence Checklist for Broker-Dealers

Handling Tax Shelter Securities,' Lewis G. Mosberg Mimeo

CASE STUDY PROBLEM NO. 2

A.

"Analysis of a Limited Partnership Prospectus,"

SPRING BREAK

JOINT VENTRUE AND GENERAL PARTNERSHIP FORMAT

A. '"Real Estate Equity Investments and the Institutional

Lender: Nothing Ventured, Nothing Gained,'' Roegge

et. al. Mimeo
B. ‘'General Partnership Agreement Used by Institutional

Investor,' by Roegge, Joint Ventures in Real Estate,

Practising Law Institute, New York, 1971 Mimeo
C. Be prepared to write a 15-minute quiz critique on

Sample Joint Benture Agreement, Appendix 3, p. 5h42-

546, MODERN REAL ESTATE INVESTMENT Text
REAL ESTATE INVESTMENT TRUSTS 3 .

"How Owe RQ.E. P&iforco Faied - Wo.rmr!:l\klmdj‘ “RE. Review
A. 'What Went Wrong with the REITs?' Howard H.

Stevenson, The Appraisal Journal, April 1977 Mimeo
B. '"Tax Breaks for REITs Under the Tax Reform Act,"

Englebrecht and Kramer, Real Estate Review Mimeo
C. '"Conflict of Interest Problems in the Management

of REITS,'" Douglas V. Duval, Real Estate Law Journal Mimeo
D. New Opportunities in Realty Trust, selected items Mimeo

PUBLIC REAL ESTATE CORPORATE STOCK

A.

B.

""The Rise of the Superbuilder,' Campbell, Housing,

June 1978 @eck 4o Reck W/ Resditn Mimeo
Eox Mevy Q¥ 3

'""Market-Value Accounting: An Interview with Barron

Hilton, The Cornell Mote! and Restaurant Adminis-

tration Quarterly, Aug. 1977, Vol. 18, No. 2 Mimeo
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Class Period

Readings Source

Mon. Apr. 9-11

X

Mon. Apr. 16
Wed. Apr. 18

Mon. Apr. 23-25

Apr. 30-May 2

May 7 -~ May 9

COMMINGLED FUNDS AND PENSION FUNDS

A.

"Institutional Strategies for Real Estate Investment,
Roulac and King, The Appraisal Journal, April 1978 Mimeo

'Bank Trust Department Operation of Commingled Real
Estate Funds,' Miles and Langford, Real Estate

Issues, Vol. 3, No. 2, Winter 1978, p. 62-73 Mimeo
p. 307-336, 365-400, Appendix 537-640, MODERN REAL
ESTATE INVESTMENT, Roulac Text

Scan 341-351, 281-296, MODERN REAL ESTATE INVESTMENT
Roulac Text

"Should Trustees and Other Institutional Investor
Purchase Shares in the Market Fund?'' Richard Posner,
University of Chicago Law School, July 14, 1972 Mimeo

CASE STUDY PROBLEM NO. 3

TWELVE WEEK EXAM

FARMLAND AND DEVELOPMENT LAND

A'

c.

YAgricultural Land Investment: Profit Opportunity
or New Speculative Bubble?' Stephen E. Roulac, The
Appraisal Journal, January 1978 Mimeo

TAX PLANNING FOR REAL ESTATE TRANSACTIONS, Chap. 10 Text

"Investment Attribute Matrix: Farm vs. Apartment,:
unpublished material by James Graaskamp Mimeo

COMMERCIAL PROPERTY INVESTMENT

A.

c.

TAX PLANNING FOR REAL ESTATE TRANSACTIONS, Chap.
9’ 12 Text

p. b427-482, 495-524, MODERN REAL ESTATE INVESTMENT,
Roulac Text

CASE STUDY PROBLEM NO. 4

HOTELS AND RESTAURANTS

A.

B.

TAX PLANNING FOR REAL ESTATE TRANSACTIONS, Chap. 13 Text

"The Risk Structure of the Hotel Industry,'' Arbel
and Grier, The .Cornell Hotel and Restaurant Admin-
istration Quarterly, Nov. 1378, Vol. 19, No. 3 Mimeo
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Class Period

Readings . Source

May 7 - May 9

Mon. May 14

Wed. May 16

HOTELS AND RESTAURANTS (Cont.)

c.

‘'"Resort Time-Sharing: Current Regulation...and
the Alternatives, Gunnar, The Cornell Motel and
Restaurant Administration Quarterly, Nov. 1978,

Vol. 19, No. 3 Mimec

"The Appraisal of Lodging Facilities,'" Rushmore
Helmsley-Spear, The Cornell Hotel and Restaurant
Administration Quarterly, Aug. 1378, Vol. 19, No. 2 Mimeo

'""Hidden Investment Tax Credit in Restaurant Con-

struction,' The Cornell Hotel and Restaurant Ad-

ministration Quarterly, May 1978, Vol. 19, No. | Mimeo

Sen tatren Teaining fCectiCorotion — A Ntl. Trend - Chs. Sandtcs .
Y"Administering the Hotel Management Contract: An

Analysis of Owner and Operator Concerns, Eyster,

The Cornell Hotel and Restaurant Administration

Quarterly, Aug. 1977, Vol. 18, No. 2 Mimeo

DISCUSSION OF CASE NO. &

FINAL EXAM



Business 850
REAL ESTATE EQUITY INVESTMENT

Spring 1980 Prof. James A. Graaskamp

I.

ITI.

III.

Michael L. Robbins
Objectives

To introduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Coursée emphasizes
both readings, and simulation by means of computerized cash flow
investment models applied to selected cases., 3 credits.

General Course Format

Each week will have selected readings which are required. There
will be a lecture on Wednesdays which, hopefully, will shed some
light and organization on the readings selected. There will be

two one-hour exams and another two-hour exam at the end of the
semester on these readings. These exams will be 60% of your grade.

There will be a series of case problems which will represent 40%
of your grade.

Recommended for purchase:

The Real Estate Investment Decision, Gaylon E. Greer, Lexington
Books, 1979, Lexington, MA ($16.00).

Real Estate Investment Analvysis, Robert M. Ellis, Coldwell Banker
Company, 1976 ($11.00).

1980 U.S. Master Tax Guide, Commerce Clearing House, Inc., 1979,
Chicago ($5.50).

Taxes 1980, Wisconsin Taxpayers Alliance, 1979, Madison ($.75).

Real Estate Limited Partnerships, Theodore S. Lynn, Harry F. Goldberg
and Daniel S. Abrams, John Wiley & Sons, 1977, New York ($21.00).

Mimeograph Packet - $12.50
Total = $66.75
Books and mimeos can be purchased for cash from the University of

Wisconsin Real Estate Club in Room 118 at the prices indicated.
No credit. '
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Class Period

Lecture #1
1/23/80

Lecture #2
1/30/80

Lecture #3
2/6/80

Lecture #4
2/13/80

Readings

RESOURCES, SOCIETY AND CAPITAL JAG

A. "Will Capitalism Survive?", Benjamin A. Rogge,
MGIC Newsletter, October, 1978.

B. "When the World Runs Out of 0il", Steve Sherman,
Yankee Magazine, February, 1977.

C. "The Coming Entrepreneurial Revolution: A Survey",
The Economist, Decembex 25, 1976.

D. "The Influence of Capital Market Theory on Real
Estate Returns and the Value of Economic Analysis",
Stephen Roulac, Structuring Real Estate Investments.

E. "The Future of the Real Estate Industry: Changing
Supply Patterns", "Tomorrow's Changing Demand for
Real Estate”", and "The Future of the Real Estate
Industry: New Directions and New Roles",

John McMahan, Real Estate Review Series.

F. "Inflation and the Real Estate Investor", Wendt,
The Appraisal Journal, July, 1977.

RATE OF RETURN AND PRICE ' JAG/MLR

A. The Real Estate Investment Decision (Greer),
Chapters 1-5, pp. 1-77.

B. Real Estate Investment Analysis (Coldwell Banker),
Chapters 1-5, pp. 1-44.

PURCHASE PRICE AS DEFINED BY RESALE PRICE MLR
{What is Greer and Ellis saying?)

A. Greer, Chapters 7-9, pp. 101-~172.

B. Coldwell Banker, Chapters 11-13, pp. 120-132.

C. "Risk Analysis in the Real Property Development
Process: A Conceptional Framework and a Computer

Simulation Model", Mike Miles and Charles H. Wurtzbach,
Journal of Business Research, 1977, pp. 1-33.

DEFINING AND MEASURING RISK MLR

A. Greer, Chapters 10-14, pp. 175-275. .
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Class Period

Readings

Lecture #5
2/20/80

Lecture #6
2/27/80

Lecture #7
3/5/80

Lecture #8
3/12/80

3/19/80

REVIEW OF FEDERAL TAX PRINCIPLES MLR
{Depreciation, Recapture and Deductions)

A. Greer, Chapter 6, pp. 79-99.
A\

B. Taxes 1980 (Taxes), pp. 30-61.

C. Real Estate Limited Partnerships (Limited),
Chapters 5-6, pp. 67-93.

D. 1980 U.S. Master Tax Guide (Guide),.

1. #1151-#1167, pp. 419-428

2. #1178-#1184, pp. 444-451

3. #357 -#359, p. 152

4. #988 -#996, pp. 354-358
CAPITAL GAIN OR LOSS MLR
A. Guide,

1. #960 -#999, pp. 338-360

2. 3467, r. 177

3. #676, p. 235

4. #137 -#139, pp. 68- 69

5. #1114, pp. 405-406

6. #251 -#253, pp. 112-114

7. #167 -#167F, pp. 82- 88
DISPOSITIONS AND TAX CONSEQUENCES MLR
A, "Marketing Investment Real Estate" (Marketing),

Stephen D. Messner, Irving Schreiber and Victor

L. Lyon, Dispositions, 1975, Chapter 10, pp. 172-194.

B. Guide, #661-#683, pp. 229-237.
C. Limited, Chapter 8, pp. 107-132.
REAL ESTATE EXCHANGES MLR
A. Coldwell Banker, Chapters 12-13, pp. 122-132.
B. Guide,
1. #901-#918, pp. 312-324
2. #934-#959, pp. 329-338
C. "Computerized Exchange Evaluation Model”, Butler/

Henderson, The Appraisal Journal, July, 1977,
pp. 383-395.

SPRING BREAK
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Class Period

Lecture #9
3/26/80

Lecture #10
4/2/80

Lecture #11
4/9/80

Lecture #12

4/16/80

Lecture #13
4/23/80

Readings

OWNERSHIP FORM - GENERAL TYPES MLR
A. Greer, Chapter 14, pp. 262-276.

B. "Financing Income - Producing Real Estate",

James A. Britton, Jr. and Lewis 0. Kerwood,
Joint Ventures, 1977, Chapter 22, pp. 244-251.

C. "Selecting the Form of Entity", Principal of
Real Estate Svndication, pp. 139-147.

OWNERSHIP FORM -~ THE LIMITED PARTNERSHIP MLR
{(What is it and why is it used?)

A. Guide,
1. #300~-#350, pp. 129-150
2. #381-#389, p. 156

B. Limited,
1. Chapters 1-4, pp. 1- 60
2. Chapter 7, pPp. 95-103

OWNERSHIP FORM - THE LIMITED PARTNERSHIP MLR
(How is it regulated?) :

A, Limited, Chapters 9-12, pp. 133-211.
B. "Resolution of Limited Partnership Disputes:

Practical and Procedural Problems", Stephen Roulac,
Real Property, Probate and Trust Journal, Summer

1975.
OWNERSHIP FORM -~ THE CORPORATION OR TRUST MLR
A, Guide,

1. #201-#299, pp. 99-128
2. #401-#497, pp. 157-185

ESTATE PLANNING MLR
A. '"Choosing Appropriate Estate Planning Tools:

A Goal-Oriented Matrix Approach", John R. Graham,
CLU Journal. :

Estate Planning RBook,

1. Chapters 1-4, pp. 1- 63
2.

3

Chapter 15, pPp. 227-247
. Chapter 19, pp. 331-350

C. Clifford Case.
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Class Period

Lecture #14
4/30/80

Lecture #15
5/7/80

Readings
REAL ESTATE PORTFOLIO MANAGEMENT MLR
A. "Real Estate Investment Preception: A Multidimensional

Analysis", Larry E. Wofford and R. Keith Preddy,
AREUEA Journal, 1978, pp. 22-36.

B. "Institutional Strategies for Real Estate Investment",
Stephen E. Roulac and Donald A. King, Jr., The
Appraisal Journal, 1978, pp. 257-270.

C. "Modern Portfolio Theofy - Reprogramming the Money
Manager", Chris Welles, Institutional Investor,
April, 1977.

D. "Real Property Economics for the Tax-Exempt Investor",
Stephen E. Roulac, Modern Real Estate Investment,
Chapter 17, pp. 307-315.

E. "Structuring Institutional Investments",
Stephen E. Roulac, Modern Real Estate Investment,
Chapter 21, pp. 365-384.

F. Federal Taxes Affecting Real Estate, Rokert Sandison,
et al, Chapter 16, pp. 433-451.

FORMAL PRESENTATION OF CASE STUDIES



Business 850
REAL ESTATE EQUITY INVESTMENT

Spring 1981 Prof. James A. Graaskamp

Objectives:

To introduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Course emphasizes
both readings, and simulation by means of computerized cash flor
investment models applied to selected cases. 3 credits.

General Course Format:

Each week will have selected readings which are required. There
will be a lecture on Mondays which, hopefully, will shed some 1ight
and organization on the readings selected. On Wednesdays, there
will be a lecture or a lab session devoted to problem technique.
There will be a two-hour exam at mid-semester and another at the end
of the semester on these readings, and these exams will be 60% of
your grade.

There will be a series of problem exercises which will represent 40%
of your grade.

Textbooks:
Recommended for purchase:

The Real Estate Investment Decision, Gaylon E. Greer, Lexingtaon Books
1979 (Available at book store)

Taxes 1981, Wisconsin Taxpayers Alliance ($1.00)

1981 United States Master Tax Guide, Commerce Clearing House ($6.00)

Real Estate Investment Strategy in the 1980's, Robert M. Ellis, Coldwell
Banker Company, 1980 (Included in reading packet)

Mimeograph Package - $15.00

Books and mimeos can be purchased for cash from the Uniwversity of
Wisconsin Real Estate Club in Room 118 at the prices indicated. No
credit.

NOTE: ALL PAPERS AND EXERCISES TO BE HANDED IN SHOULD BE STAPLED AT
UPPER LEFT HAND CORNER AND GIVEN A TITLE PAGE BUT LEFT WITHOUT
PLASTIC BINDERS OR OTHER SIMILAR COVERS.

Incamp/ﬁ /e f’t.’at/m} List



Spring 1981
Wed. Jan.
Fri. "
Mon. H
Wed. "
Mon. Feb.
Wed. "
Fri. "
Mon. '
Wed. "
Mon. -Vled.
Mon. -Wed.
Mon. Mar.
Wed. -Mon.
Wed. i

21

23
26
28

16-18
23-25

4-9

11

SPRING RECESS

Mon. -Wed.
Mon. -Vled.
_ April
Wed. Apr.
Mon. -Wed.

Mon. H

Mon.
Mon. May
Wed. "

Mon. !

23-25

Business 850
REAL ESTATE EQUITY INVESTMENT

Prof. James A. Graaskamp
INTRODUCTION - EXPLICIT AND IMPLICIT ATTITUDES FOR
REAL ESTATE EQUITY INVESTMENT
SPECIAL 2:30 SEMINAR WITH PROF. AUSTIN JAFFE
RANKING THE DECISION CRITERIA FOR EQUITY INVESTMENT OPPORTUNITIES

BASIC CONCEPTS AND INVESTMENT THEORY (CASE #1 FROM FIRST
NATIONAL OF CHICAGO)

ALTERNATIVE RATE OF RETURN ANALYSIS
(Introduction to RATES, BFCF, MR CAP)

INVESTMENT STRATEGIES AND REAL ESTATE ANALYSIS

SPECIAL 2:30 SEMINAR WITH PROF. MIKE MILES

FINANCIAL RISK AND RATIO ANALYSIS

ANALYSIS OF THE FIRST CASE STUDY (COMPUTER EXERCISE SET DUE)
REAL ESTATE AND THE FEDERAL INCOME TAX

REAL ESTATE AND THE FEDERAL INCOME TAX

TAX DEFERRED EXCHANGES 0OF REAL ESTATE (EXCHANGE-LEASEBACK
CASE EXERCISE #2 DUE)

REAL ESTATE AND ESTATE PLANNING

TWO-HOUR MID-SEMESTER EXAM

LIMITED PARTNERSHIPS

REAL ESTATE AS A SECURITY

JOINT VENTURE FORMATS (CLIFFORD CASE EXERCISE #3 DUE)
REAL ESTATE INVESTMENT CORPORATIONS

REAL ESTATE INVESTMENT POOLS AND PENSION FUNDS (Room 206
for cassette of Blake Eagle)

REAL ESTATE INVESTMENT TRUSTS
FARM INVESTMENT
DISCUSSION OF FINAL INVESTMENT CASE (CASE EXERCISE #4 DUE)

FINAL EXAM
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Class Period

Readings Source

Vled. Jan.
Mon. Jan.
Wed. Jan.

21

26

28

INTRODUCTION - EXPLICIT AND IMPLICIT ATTITUDES FOR REAL
ESTATE EQUITY INVESTMENT

A. ‘'What's Really Happening in the U.S.,"
John Naisbitt, Sept. 20, 1979 Mimeo

B. 'Managing Fundamentals,'" Peter Drucker,
The Best of Business Mimeo

C. '"When the World Runs Out of 0il,'" Steve
Sherman, Yankee Magazine, Feb., 1977 Mimeo

D. "The Coming Entrepreneurial Revolution: A
Survey,' The Economist, Dec. 25, 1976 Mimeo

E. "Will Capitalism Survive?'" Benjamin Rogge,
The MGIC Newsletter, Oct. 1978 Mimeo

F. '"The Great Transition,' Kahn, The Next 100
Years, 1978 Mimeo

RANKING THE DECISION CRITERIA FOR EQUITY INVESTMENT OPPORTUNITIES

A. ‘A Guide to Understanding the Supply-Siders,"
Business Week, Dec. 22, 1980 Mimeo

B. '""The influence of Capital Market Theory on
Real Estate Returns & the Value of Economic
Analysis,' Stephen E. Roulac Mimeo

C. '"The Future of the Real Estate Industry:
Changing Supply Patterns,' ''Tomorrow's
Changing Demand For Real Estate,' and ''The
Future of the Real Estate Industry: New
Directions and Mew Roles,'' John McMahan,

Real Estate Review Series - Mimeo
D. 'Inflation and the Real Estate Investor,"
Wendt, The Appraisal Journal, July 1977 Mimeo

BASIC CONCEPTS AND [NVESTMENT STRATEGIES (Case #1 from First
National of Chicago)
A. Prepare Continental Bank Case - Miller
Development, Inc. for class

B. Chapters 1-5, The Real Estate investment Text
Decision
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Mon.

Wed.,

Mon.,

Wed.

Feb. 2

Feb. &4

Feb. 9

Feb.

1l

ALTERNATIVE RATE OF RETURN ANALYSIS (Intro to RATES, BFCF, MR CAP)

A.

B.

E.

Chapters 7-9, The Real Estate Investment
Decision

"Real Estate Financial Analysis - The State
of the Art,' Oakleigh J. Thorne, Appraisal
Journal, Jan. 1974 (Review 551)

""Differences Between the Major Discounted
Cash Flow Capital Budgeting Techniques,
Chap. 3, p. 45-63, Eugene Brigham, Readings
in Managerial Finance, (Review Corporate
Finance)

""Real Estate Investment Analysis: IRR Versus
FMRR,'" Steven Messner & M. C. Findlay 111,
Real Estate Appraiser, July-Aug. 1975

Review of RATES and BFCF

INVESTMENT STRATEGIES AND REAL ESTATE ANALYSIS

A.

Real Estate Investment Strategy in the 1980's,
Robert M. Ellis, Coldwell Banker, 1980

"Peril-point Acquisition Prices,'" John F.
Crowther, Harvard Business Review,
Sept.-0ct. 1969

“"Evaluating Risk in Real Estate Investments,"
Michael S. Young.

""Can Real Estate Returns Qutperform Common
Stocks?'" Stephen E. Roulac, The Journal of
Portfolio Management, Winter, 1976

""Risk Analysis in the Real Property Develop-
ment Process,'' Journal of Business Research

Dec. 1977

FINANCIAL RISK AND RATIO ANALYSIS

A.

B.

FINANCIAL RISK ANALYSIS, CONTINUED (COMPUTER EXERCISE

A.

Chapter 10-12, The Real Estate !nvestment
Decision

Relevance to sample MR CAP output

Chapter 13, 14, The Real Estate Investment
Decision

Test

Mimeo

Mimeo

Mimeo

Brochure

Mimeo

Mimeo

Mimeo

Mimeo

Text
Class handout

SET)

Text
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Mon.

Wed.

Mon.

Wed.

Mon.

Feb.

Feb.

Feb.

16

18

23

Feb 25

Mar.

2

REAL ESTATE AND THE FEDERAL INCOME TAX

A.

D.

Chapter 6, The Real Estate Investment

Decision

Taxes 1981, Wisconsin Taxpayers, pp. 30-60

1981 United States Master Tax Guide, Commerce

Clearing House (Chap. )

Chapter 10, 'Dispositions”

REAL ESTATE AND THE FEDERAL INCOME TAX

A.

Chapter 5-8, Tax Planning for Real Estate
Investors
1981 United States Master Tax Guide, Commerce

Clearing House (Chap. )

REAL ESTATE AND THE FEDERAL INCOME TAX

A.

REAL ESTATE AND FEDERAL INCOME TAX ISSUES AND OPTIONS
A.
B.

C.

Chapter 10, Tax Planning for Real Estate

Investors

1981 United States Master Tax Guide, Commerce

Clearing House (Chap. )

Involuntary Conversions
Capitalize or Expense Development Soft Costs
Landmark and Rehabilitation Priorities

1. '"Rehabilitation and the Tax Reform Act,"

Sarah G. Oldham & H. Ward Jandl, Urban Land,

December 1977

2. "Rehabilitation Expenditures for Certified
Historic Structures Amortization,' Federal

Tax Coordinator 2d, 12/13/79
3. 'Rehabilitation Expenses for Commercial

Buildings and Certified Historic Structures

May Qualify,' Federal Tax Coordinator 2d,
L/5/79

Text

Text

Text

Mimeo

Text

Text

Text

Text

Mimeo

Mimeo

Mimeo

TAX DEFERRED EXCHANGES OF REAL ESTATE (EXCHANGE LEASE-BACK
CASE EXERCISE #2 DUE)

A.

B.

Chapter 9, Tax Planning For Real Estate Investors

""Comments on Tax-Deferred Exchanges of Real
Estate,' Henry J. Olivieri, Jr., Robert H.
Johnson, Real Estate Investment, James Cooper
Lexington, 1974

Mimeo

Mimeo
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Mon. Mar. 2 C. ''Computerized Exchange Evaluation Model," Jay
(Continued) Q. Butler and Glenn V. Henderson, Jr., The
Appraisal Journal, July 1977 Mimeo

D. Case Exercise #2 Due (Make exchange calculations
and decide if it makes sense for each party)

Wed. Mar. &4 REAL ESTATE AND ESTATE PLANNING

A. ''Choosing Appropriate Estate Planning Tools:
A Goal-Oriented Matrix Approach,' John R.
Graham, CLU Journal Mimeo

B. Estate Planning Book,
1. Chapters 1-4, pp. 1-63
2. Chapter 15, pp. 227-247
3. Chapter 19, pp. 331-350

Mon. Mar. 9 ESTATE TAXES

A. Taxes 1981, Wisconsin Taxpayers Alliance,
PpP. 20-28 Text

B. The Clifford Case is due at the beginning
of class (No late papers accepted)

Wed. Mar. 11 TWO-HOUR MID-SEMESTER EXAM

SPRING RECESS



Business 850
REAL ESTATE EQUITY INVESTMENT

Spring 1983 Prof. James A. Graaskamp

I. Objectives:

To introduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Course emphasizes
both readings, and simulation by means of computerized cash flow
investment models applied to selected cases. 3 credits.

I1. General Course format:

Each week will have selected readings which are required. There
will be a lecture on Mondays which, hopefully, will shed some light
and organization on the readings selected. On Wednesdays, there
will be a lecture or a lab session devoted to problem technigue.
There will be a two-hour exam at mid-semester and another at the
end of the semester on these readings, and these exams will be 60%
of your grade.

There will be a series of problem exercises which will represent 40%
of your grade.

1. Textbooks:
Recommended for purchase:
Real Estate Investment--=Strategy, Analysis, Decisions, Stephen A. Pyhrr and

James R. Cooper; Warren, Gorham and Lamont, 1982,
(Available at the book store).

Taxes 1983 Wisconsin Taxpayers Alliance ($1.00)

Tax Planning for Real Estate Investors, J. Kau & C. F. Sirmans,
Prentice-Hall, 1982.

1983 United States Master Tax Guide, Commerce Clearing House ($6.00)
Optional '

Real Estate Investment Strategy in the 1980's, Robert M. Ellis, Coldwell
Banker Company, 1980 (Included in reading packet)

Mimeograph Reading Packet

Books and mimeos can be purchased for cash from the University of
Wisconsin Real Estate Club in Room 118 at the prices indicated. No
Credit.

NOTE: ALL PAPERS AND EXERCISES TO BE HANDED IN SHOULD BE STAPLED AT
UPPER LEFT HAND CORNER AND GIVEN A TITLE PAGE BUT LEFT WITHOUT
PLASTIC BINDERS OR OTHER SIMILAR COVERS.



Spring 1983

Mon. Jan. 24

Wed. Jan. 26
Mon. Jan. 31
Wed. Feb. 2
Mon. Feb. 7

Wed. Feb. 9

Mon. Feb. 14
Wed. Feb. 16
Mon. Feb. 21
Wed. Feb. 23
Mon. Feb. 28
Wed. Mar. 2
Mon. Mar. 7
Wed. Mar. 9
Mon. Mar. 14
Wed. Mar. 16
Mon. Mar. 21

Wed. Mar., 23

BUSINESS 850
REAL ESTATE EQUITY INVESTMENT

Prof. James A. Graaskamp

INTRODUCTION = EXFLICIT AND IMPLICIT ATTITUDES FOR
REAL ESTATE EQUITY INVESTMENT

'RANKING DECISION CRITERIA

FUNDAMENTALS OF REAL ESTATE INVESTMENT ANALYSES

ANALYZING REAL ESTATE MARKETS UNDER CBANGING CONDITIORS

BASIC CONCEPTS OF MRCAP; FINANCIAL RATIO ANALYSIS (HOUSTONW
OFFICE CASE)

INTRO TO CURRENT CONCEPTS OF CASH FLOW MANAGEMENT,

IMPUTED EQUITY AND IMPUTED RESALE. CASE PROBLEM #1 DUE.

TAXATION AND REAL ESTATE INVESTING

BUSINESS ORGANIZATIONS AND TAX CONSIDERATIONS

ASéIGN CLIFFORD CASE PART I

TAXATION DURING OPERATION PHASE

TAXATION AND DISPOSITION

TAXATION AND DISPOSITION (CONTINUED)

SPECIAL PROBLEMS FOR REAL ESTATE AND THE FEDERAL INCOME TAX

REAL ESTATE AND ESTATE TAX PLANNING

ESTATE PLANNING CONTINUED

REVIEW OF TEXT

CLIFFORD CASE PART II DUE (ESTATE FLANNINé CONTINUED)

MID-SEMESTER TWO-HOUR EXAM

% % % SPRING RECESS * * *
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Class Period

Mon., Jan.

Wed. Jan.

24

26

- Spring 1983 Prof. James A. Graaskamp
Readings Source

INTRODUCTION - EXPLICIT AND IMPLICIT ATTITUDES
FOR REAL ESTATE EQUITY INVESTMENT

A. '"What's Really Happening in the U,.S.,"

John Naisbitt, Sept. 20, 1979 Mimeo
B. "When the World Rums OQut of 0il," Steve

Sherman, Yankee Magazine, Feb., 1977. Mimeo
C. "The Coming Entrepreneurial Revolution: A

Survey," The Economist, Dec. 25, 1976 Mimeo
D. "Five Ways to Go Bust," The Economist,

Jan,, 1983. Mimeo
E. '"Will Capitalism Survive?" Benjamin Rogge,

The MGIC Newsletter, Oct., 1978, Mimeo
RANKING THE DECISION CRITERIA FOR EQUITY INVESTMENT
OPPORTUNITIES
A. Real Estate Investment Strategy in the 1980's,

B.

Robert M. E11is, Coldwell Banker, 1980 Mimeo

"The Influence of Capital Market Theory on
Real Estate Returns & The Value of Economic
Anlysis," Stephen- E. Roulac Mimeo

"The Future of the Real Estate Industry:
Changing Supply Patterns,' "Tomorrow's
Changing Demand for Real Estate,' and "The
Future of the Real Estate Industry: New
Directions and New Roles," John McMahan,

Real Estate Review Series Mimeo
"Inflation and the Real Estate Investor,"

Wendt, The Appraisal Journal, July, 1977, Mimeo
"The Great Transition,'" Cahn.

"Twelve New Emphasis' Mimeo

"Factors Shaping Development in the 80's,"

"Looking Forward: A View of Development in

the Years Ahead," Robert Nahas and Harold Jansen
URBAN LAND, Dec. 1981. Mimeo

"Managing Fundamentals,' Peter Drucker,
The Best of Business Mimeo
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Mon. Jan. 31

Wed. Feb. 2

Mon. Feb, 7

Wed. Feb. 9

Mon. Feb. 14

Wed. Feb. 16

Mon. Feb. 21

Wed. Feb. 23

Mon. Feb. 28

Wed. Mar. 2

FUNDAMENTALS OF REAL ESTATE INVESTMENT ANALYSES

A. Chaptars 1l-3 Pyhrr/Cooper Text
ANALYZING REAL ESTATE MARKETS UNDER CHANGING CONDITIONS
A. Chapters 4-7, Pyhrr/Cooper Text

BASIC CONCEPTS OF MRCAP; FINANCIAL RATIO ANALYSIS
(HOUSTONR OFFICE CASE)

A. The Manske MRCAP Manual Text
B. Chapters 10, 11, 12, Pyhrr/Cooper Text

INTRO TO CURRENT CONCEPTS OF CASH FLOW MANAGEMENT,
IMPUTED EQUITY AND IMPUTED RESALE

A. Case Problem #1 Due
B. Chapters 14, 15, 17, Pyhrr/Cooper - Text
C. "Peril-point Acquisition Prices," Johm F.

Crowther, Harvard Business Review, Sept.-
Oct. 1969. Mimeo

TAXATION AND REAL ESTATE INVESTING
A. Chapter 13, Pyhrr/Cooper Text
B. Chapters 1 and 2--Tax Planning for Real

Estate Investors, Second Editiom,

Kau & Sirmans Text
BUSINESS ORGANIZATIONS AND TAX CONSIDERATIONS
A. Chapters 3 and 4, Kau & Sirmans Text
ASSIGN CLIFFORD CASE PART I
TAXATION DURING OPERATION PHASE
A. Chapters 5, 6, 7, and 8, 9-Kau & Sirmans Text
TAXATION AND DISPOSITION
A. Chapters 10 and 11, Rau & Sirmaas Text

TAXATION AND DISPOSITION (CONTINUED)

A. Chapters 12 and 13, Kau & Sirmans Text
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Mon. Mar. 7

Wed. Mar. 9

Mon. Mar. 14

Wed. Mar. 16

Mon. Mar. 21

Wed. Mar. 23

SPECIAL PROBLEMS FOR REAL ESTATE AND THE
FEDERAL INCOME TAX

A. Land Development--1983 U,S. MASTER TAX GUIDE,
Commerce Clearing House. ( )

Text

B. Certified Historic Structures--1983 U.S, MASTER

TAX GUIDE, Commerce Clearing House. ( )

C. Leasebacks--1983 U.S. MASTER TAX GUIDE,
Commerce Clearing House. ( )

D. Wisconsin Tax Guide, 1983, pp. 63-81, 83=92

REAL ESTATE AND ESTATE PLANNING

A. "Choosing Appropriate Estate Planning Tools:
A Goal«Oriented Matrix Approach,' Johmn R.
Graham, CLU Journal

B. Taxes 1983 wisconsin, pp. 20-28

C. Estate Planning Book,
1. Chapters 1-4, pp. 1=63
2. Chapter 15, pp. 227-247
3. Chapter 19, pp. 331-350

ESTATE PLANNING (CONTINUED)
REVIEW OF TEXT

A. Chapters 18-23, Pyhrr/Cooper
ESTATE PLANNING (CONTINUED)

A. The Clifford Cast Part II is due at the
beginning of class (No late papers accepted)

MID-SEMESTER TWO~-HOUR EXAM

% % % SPRING RECESS * * *

Text

Text

Text

Mimeo

Text

Text
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Mon., Apr. &4

Wed., Apr. 6

Mon., Apr.

Wed., Apr.

Il

13

GROUP INVESTMENT FORMATS AND SELECTION CRITERIA

A. ''Charting The Future of Real Estate Prices' Mimeo
Lex., P.A.

B. 'Modern Investment Theory and Real Estate
Analysis,'" Peter E. Penny, The Appraisal
Journal, January 1982, pp. 70-99 Mimeo

C. Chapter 14, "Forms of Real Estate Ownership,"
Real Estate Investment and Taxation,

pp. 307-318, Roger Allen Mimeo
D. "Investment Success Through Ratio Preference

Analysis,' Victor Trapasso, Real Estate Review,

Winter 1983 Mimeo
E. ''Developers Must Cortrol Finance," Questor

Real Estate Letter, Rebruary 1983 Mimeo
CORPORATE FORMATS ,

A. "Why Set Up a Corporation to Own Real Estate,"
McGrady & Weaver, Real Estate Review, Fall '80 Mimeo

B. Sub Chapter S - Real Estate Tax ldeas, Dec., Mimeo
Jan., & Feb.
C.

LIMITED PARTNERSHIPS - EXCHANGE PROBLEM DUE

A. Chap. 1, ""The State Laws Governing Realty
Limited Partnerships,'’, Limited Partnerships,
pp. 1-31 Mimeo

B. Yintroduction to Taxation and Other Legal
Problems of Unincorporated Real Estate Entities,"
Martin B. Cowan, The Practicing Law Institute,
pp. 419-501 Mimeo

C. Chap. 9, "Tax Considerations,' Chap. 10,
"Formation of the Partnership,' Freshman,
Principles of Real Estate Syndication, pp 149-185 Mimeo

D. UYStructure of Public Real Estate Offerings,"
Winter, 1982; "'Where's the Money Coming From?"
Summer 1981; '"Sharing of Partnership Liabilities
for Tax Purposes,' Fall 1981, Stephen Jarchow,
Real Estate Review Mimeo

E. Master Tax Guide, Commerce Clearing House,
Partners & Partnership Tax Law, Sections 300-350,
385, 387, 389, 383, 1107, 975, 1678, 1410A Library

or Text
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Wed., Apr. 13
continued

Mon., Apr. 18

Wed., Apr. 20

Mon., Apr. 25

F. "Resolution of Limited Partnership Disputes:
Practical and Procedural Problems,' Roulac,
pp. 105-137

G. '"Creative Disposition Strategies for Limited

Partnerships,'' Nouskajian, Questor Real Estate

Investment Yearbook 1982

~H. ''CEO's of Big Six Syndicators Expect Major

Challenges, Offer Industry Predictions at

Historic Meeting,' Questor Real Estate Letter

December 1982
LIMITED PARTNERSHIP PROSPECTUS PROBLEM

A. Chapter 16, '""A Real Estate Syndication:
An Office Building Investment,'" Part V -
THE INVESTMENT PROCESS: CASE EXAMPLES,
Real Estate & The Income Tax, Sirmans & Kau

B. Write up analysis of prospectus handed out
in class

REAL ESTATE AS A SECURITY

A. '"Regulating Real Estate lInvestment Activity
'"New Accountability Standards and Fiduciary
Responsibilities,! and '"The New Pension

Legislation,' Stephen E. Roulac, Modern Real

Estate Investment, pp. 99-168

B. Statement of Policy by Midwest Securities
Commissioners Association, Federal Regis-
tration Statement Under the Securities of
Act of 1933

C. Guide §

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

D. !"Impacts of Recent Securities Regulatory Develop-

ment on Real Estate Syndication,' Alspach &

Derenthal, Questor R.E. Investment Yearbook '82

E. '"Due Diligence of Real Estate Syndications,'

Hudgens, Questor R.E. Investment Yearbook 1982

JOINT VENTURE FORMATS

A. '"Real Estate Equity Investments and the
Institutional Lender: Nothing Ventured,
Nothing Gained,'' Roegge, et al

B. '"'General Partnership Agreement Used by
Institutional Investor,'' Roegge, Joint
Ventures in Real Estate, Practising Law
Institute, New York, 1971

C. "Structuring a Joint Venture With a Foreign
Investor, Klepper & Moyer, Real Estate
Review, Summer 1982

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo
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Wed., Apr.

Mon., May 2

27

ALTERNATIVE INVESTMENT FORMATS

. A. "An Institutional Explanation of Poor REIT

Performance,' by Wurtzebach, The Appraisal
Journal, January 1977

B. '"'New Opportunities in Realty Trusts,' by
Campbell, Part |

C. '"Why REIT Stocks are Undervalued,'' Marvin Maes,
Real Estate Review, Fall 1982

D. !'"Creating Value in Real Estate,' Shidler
Organization, Real Estate Forum, July 1982

E. "Intriguing Twists in Real Estate,' John Curran,
Fortune, March, 1983

F. "REIT Industry Seeing New Interest As |t
Positions ltself For the Future,"

G. '"Pursuing the Foreign Investor,''Real Estate
Review, Analysis of a Foreign Real Estate
Venture, U.S. Citizens

H. '""Residential Real Estate Versus Financial
Assets,' T.J. Coyne, Waldemar, Goulet,
Picconi, pp. 20-24

I. "Tax Information Planning Series,' Price
Waterhouse, pp. 1-29, Foreign Investment

J. '"Four New Rules For Realty Trust !nvestors,'
Chapter 1, pp. 1-23

REAL ESTATE INVESTMENT FOR PENSION FUNDS
A. ‘'iInstitutional Strategies for Real Estate

Investment,' Roulac and King, The Appraisal
Journal, April 1978

- B. '"Bank Trust Department Operation of Commingled

Real Estate Funds,' Miles and Langford, Real
Estate !ssues, Vol. 3, No. 2, Winter 1978,
pp. 61-73

C. Pages 307-336, 365-400, Appendix 5397-640,
Modern Real Estate Investment, Roulac

D. '"Should Trustees and Other Institutional Investor
Purchase Shares in the Market Fund?'" Richard
Posner, University of Chicago lLaw,

July 14, 1972

E. 'Wall Street Enters the Pension Fray,"
Linda Sandler, Institutional Investor
November 1982

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Handout

Mimeo

Handout

Mimeo

Handout

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo
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Mon., May 2
Continued

Wed., May &

Mon., May 9

Wed., May 11

F. "lInstiutional Strategies for Real Estate
Equity Investment,'' John McMahan, pp. 1-19

REAL ESTATE INVESTMENT FOR PENSION FUNDS (Continued)

A. "Performance Evaluation of Commingled
Funds,! Mike Miles

B. '"An Annuity for All Seasons,'' Forbes
Magazine, May 1, 1976

C. "Financing Real Estate Investments of
Pension Funds,'' Garrigan, Sullivan & Young,
Real Estate Review, Winter 1981

D. Real Estate Securities Newsletter, Feb. 1981

E. “The High Risks of Open-End Real Estate Funds,'

Rosenberg & Sack, The Journal of Portfolio
Management, pp. 55-57

LAND RESOURCES, FARM AND OIL INVESTMENT SHELTERS

A. ‘'YAgricultural Land Investment: Profit
Opportunity of New Speculative Bubble?!
Stephen E. Roulac, The Appraisal Journal,
January 1978

B. '"'Estate Tax Special Valuation of Farm and

Business Real Estate,'' by Wiegratz, Wisconsin

Bar Bulletin, June 1980

C. Tax Planning for Real Estate Transactions,
Chap. 10

D. '"Building Net Worth With Tax Shelters,"
Robert Stanger, Tax Shelters, 1982

E. Kirkpatrick, Campbell & Eaton - Strategy and
Real Estate Outlook,

FINAL EXAM

Handout

"Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Text

Mimeo

Handout



BUSINESS 850
REAL ESTATE EQUITY INVESTMENT

Spring, 1985 Prof. James A. Graaskamp

Objectives:

To introduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Course emphasizes
both readings, and simulation by means of computerized cash flow
investment models applied to selected cases. 3 credits.

General Course Format:

Each week will have selected readings which are reauired. There
will be a lecture on Mondays which, hopefully, will shed some Tight
and organization on the readings selected. On Wednesdays, there
will be a lecture or a lab session devoted to problem technique.
There will be a two-hour exam at mid-semester and another at the
end of the semester on these readings, and these exams will be 60%
of your grade.

There will be a series of problem exercises which will represent Lg%
of your grade.

Textbooks:
Recommended for purchase:

Real Estate Investment--Strategy, Analysis, Decisions, Stephen A. Pvhrr

and James R. Cooper; Warren, Gorham and Lamont, 1982.
(Available at the University Bookstore).

Taxes 1985, Wisconsin Taxpayers Alliance,

Real Estate Investment Strategy in the 1980's, Robert M. Ellis, Coldwell

Banker Company, 1980. (Included in reading packet) .-
Mimeograph Reading Packet available at Bob's Copy Shop in Randall Towers.
NOTE: ALL PAPERS AND EXERCISES TO BE HANDED IN SHOULD BE STAPLED AT

UPPER LEFT HAND CORNER AND GIVEN A TITLE PAGE BUT LEFT WITHOUT
PLASTIC BIMDERS OR OTHER SIMILAR COVERS.
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REAL ESTATE EQUITY INVESTMENTS

Prot. James A. Graaskamp

Spring Semester 1985

(@]

Ms

Ws

M;

W

M

W

Ms

ass Period

Readings

Jan.
Jan.

Jan.

Jan.
Feb.
Feb.
Feb.

Feb.

Feb.

Feb.

Feb.
Feb.
Mar .
Mar.
Mar .

Mar .

Mar .
Mar .
Apr .

Apr .

21

23

28

30

11

13

18

20

25

27

11

13

27

INTRODUCTION--POSITIONING FOR THE FUTURE
HISTORICAL DEVELOPMENT OF REAL ESTATE INVESTMENT METHODS

FUNDAMENTALS OF REAL ESTATE INVESTMENT ANALYSIS:
MONOPOLY AND SPREAD

BASIC CASH FLOW CONCEPTS AND MRCAP (Assign Case #1)
CHOICE OF REAL ESTATE OWNERSHIP

TAX PLANNING ON ACQUISITION

TAX PLANNING FOR DISPOSITION (Case #1 Due)

TAX PLANNING FOR DISPOSITION (CONTINUED)
(Assign Case #2--Clitfaord Part 1)

SPECIAL PROBLEMS AND TAX CONSTRAINTS ON REAL ESTATE
INVESTMENTS

SPECIAL PROBLEMS AND TAX CONSTRAINTS ON REAL ESTATE
INVESTMENT (CONT INUED)

ESTATE PLANNING AND TAXES

(CASE #2 DUE: Cliffard Part 2-—Assigned)
ALTERNATIVE FEDERAL TAX PROPOSALS AND REAL ESTATE
EXCHANGES

REVIEW-—CLIFFORD CASE PART 2 DUE

MID SEMESTER EXAM

#¥¥#SPRING RECESSH#**

JOINT VENTURES

JOINT VENTURES

CORPORATE REAL ESTATE OWNERSHIP

LIMITED PARTNERSHIPS



M,

M

Ms

W

Ms

W

M

W

M,

W

Apr .
Apr
Apr .
Apr .
Apr .
Apr .

Apr .

May

May

8

10

15

17

LIMITED PARTNERSHIPS (CONTINUED)
- LIMITED PARTNERSHIPS (CONTINUED)
REAL ESTATE AS A SECLRITY
REAL ESTATE AS A SECURITY (CONTINUED)
REAL ESTATE INVESTMENT FOR PENSION FUNDS
REAL ESTATE INVESTMENT FOR PENSION FUNDS (CONTINUED)
FOREIGN INVESTMENT IN U.S. REAL ESTATE
LAND RESOURCES AND AGRICULTURE INVESTMENT SHELTERS
CASE PROBLEM #3 DUE

FINAL EXAM



REAL ESTATE EQUITY INVESTMENT

Bus 850 A ’ Prot. James A. Graaskamp
Spring Semester 1985

Class Period Readings Source

M, Jam. 21 INTRODUCTION~—POSITIONING FOR THE FUTURE

A. *What’s Really Happening in the U.5.:”

John Naisbitts Sept. 20, 1979. Mimeo
B. YWhen the World Runs Out of Qil:” Steve

Shermans; Yankee Magazine, Feb., 1977. Mimeg
C. ”»”The Coming Entrepreneurial Revolution:

& Survey;” The Economists Dec. 25, 1976. Mimeo
D PFive Ways to Go Busts” The Ecanomist:

Jan. 1983. Mimeo
E. »”The Next American Frontier;” Robert Reich;,

The Atlantic Monthly, Mar.; 1983. Mimeo
F. ?Intrapreneurial Now:” The Econgmist;

Apr. 17, 1982. Mimec
G. ”“Will Capitalism Survive?” Benjamin Rogges -

The MGIC Newsietters Oct.s 1978. Mimeo
H. Business Briet; YAmerica Cannagt Atfard Its

Cost ot Capitals” The Economists April 30, -

1983. Mimen

W Jan. 23 HISTORICAL DEVELOPMENT OF REAL ESTATE INVESTMENT METHODS

A. ”The Future of the Real Estate Industry:

Changing Suppl!y Patterns:” “Tomorrow’s

Changing Demand for Real Estate;” and ”The
Future of the Real Estate Industry: New
Directians and New Roles;” John McMahans

Real Estate Review Series. Mimec
B. “Modern Investment Theary and Real Estate

Analysis,” Peter E. Pennys The Appraisal

Journal, Jan. 1982, pp. 70-99. Mimeo
C. ”Managing Fundamentals;” Peter Drucker,

The Best of Business. Mimeo

D. Chapter 295 “”National Econamic Canditions
and Trends;” Noreen Beiras Develgpment

Review & Qutlook, 1983-84, ULIL. Mimeo
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Ms

W

Jan. 28

Jan 30

E. “Real Estate Investment Strategy in the

1980°’s,” Robert M. Elliss; Coldwell Banker,

198C. . Mimeo
F. “Factors Shaping Development in the 80°s,”

’_ooking Forward: A View ot "Development in

the Years Ohead;” Robert Nahkas and Harold

Jansens; Urban Land; Deec., 1981. Mimeo
FUNDAMENTALS OF REAL ESTATE INVESTMENT ANALYSIS:
MONOPOLY AND SPREAD

A. Chapter 1-3, Beal Estate Investment:
Stephen Pyhrr and James Cogpers 1982. Text

B. “”The Influence of Capital Market Theory on
Real Estate Returns af the Value ot Economic
Analysis;” Stephen Roulacs Practicing Law
Institute. Mimeg

C. Chapter Fitteen; YInvestment Analysis,”
Rea! Estate Syndications; Steve Jarchouw:
1985. Mimen

D. Chapter 25, ”Trends in Real Estate Finance;”
Cecil E. Sears; Develogpment Review & OQutiook

1983-19845 U_Il, 1983. Mimeg
E. ”ZInvestment Success Through Ratio Preference
Analysis,” Victar Trapassao; Real Estate Reviews

Winter 1983. Mimeo

F. %“Real Estate Investment Analysis: IRR Versus
FMRR; Stephen Messner & M.C. Findlays III;
The Real Estate Appraiser, July-fAug. 1975. Mimeo

BASIC CASH FLOW CONCERPTS AND MRCAP (Assign Case #1)

A. Chapters 4-7; 20-12; Beal Estate Investment
Stephen Pyhrr and James Coopers 1982. Text

B. Chapter 75 YAfter—-Tax Cash Flow from
Operatian;” Tax Planning For Real Estate
Investars; Second Editions James Kau and

C.F. Sirmans, 1982. Mimeo
C. ”YInflation and the Real Estate Investar:”

Paul Wendts; The Appraisal Journals

sulys 1977. Mimeo
D. “Real Estate Invesfment Returns af Taxable

and Non-Taxable Investors;” Richard Hansons

Coopers & Lybrand; Chicagag, April 1982. Mimea
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Ms Feb. 4
Ws Feb. &
M, Feb. 11

E.

Chapter 14; “H. Walker: & Triplex Investments”
Tax Planning For Rea! Estate lnvestors:
Second Edition, James Kau & C.F.Sirmans; 1982.

’Beril—-Point Acquisition Pricess” Jahn
Crowther; Harvard Business Reviesws

September~0October 19469.

CHOICE OF REAL ESTATE OWNERSHIP

A.

&

TAX

TAX

Chapters 8-9; Real Estate Investment:
Stephen Pyhrr and James Cooper; 1982.

Chapter Twa; “Chaice of Business Entitys”
Real Estate Syndications Steve Jarchows
1985.

“How to Structure Real Estate Investment
Management;” Stephen Roulacs; The Journal aof
Portfolio Management, Fall 1981.
“Institutional Strategies for Real Estate
Equity Investment; John Mz=Maban.

“Hybrid Investments: Altermatives;” John
White and Danald Wiests; Jr., Martgage

PLANNING ON ACQUISITION

Chapters 135 145 15, Real Estate Investment
Stephen Pyhrr and James Coopers 1982.

YThe Tax Retform Act aof 1984; lts Impact on
Real Estate Transactions;” Kenneth Leventhal
& Company, 1984.

Chapter 8; ”The Depreciatian Deductians”
Tax Planning For Rea! Estate Investors:

Secand Editians James Kau and C.F. Sirmans;
1982. ’

“How ta Evaluate (Or Structure) A Real
Cstate Investment; E.Martin Davidott and

—_—m I ma== s

PLANNING FOR DISPOSITION (Case #1 Due)

Chapters 146-17; Real Estate Investment
Stephen Pyhrr and James Cooper, 1982.

“Impact af the 1984 Tax Act on Real Estate
Transactions:” Brumbaugh,; Williams; and Maas
Rea!l Estate Newsletters Coopers & Lybrand

Mimeo

Mimeo

Text

Mimeo

Mimeo

Mimeo

Mimec

Text

Mimea

Mimea

Mimeo

Text

Mimea
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Ws

Ms

Ws

M

Feb. 13
Feb. 18
Feb. 20
Feb. 25

c.

For Real Estate lnvestors; Secand Editions
James Kau and C.F. Sirmans, 1982.

“Section I: Below-Market Rate Loans:” John
Reed; Real Estate Investing Letter:s
Special Report.

TAX PLANNING FOR DISPOSITION (CONTINUED)
(Assign Case #2--Cliffard Part 1)

A.

Chapters 16-17s Beal Estate Investment:
Stephen Pyhrr and James Coopers 1982.

Mimeo

Mimeo

Text

SPECIAL PROBLEMS AND TAX CONSTRAINTS ON REAL ESTATE
INVESTMENTS

A.

Chapter Nine; ”Structuring Deductions,”
Real Estate Syndicatign; Steve Jarchaws
1985.

mimeg

SPECIAL PROBLEMS AND TAX CONSTRAINTS ON REAL ESTATE
INVESTMENT (CONTINUED)

A,

"Historical Preservation Aspects ot The
Econaomic Recaovery Tax Act ot 1981”7
James A. Graaskamp; October 1982.

“Rehabil itaion Expenditures for Certified
Historic Structures Amortizations”
Federal Tax Cogrdinator.

Real Estate Tax ldeas, Jael Miller;
February 1983.

ESTATE PLANNING AND TAXES .

A.

Chapters Z25-27; Real Estate lnvestment:
Stephen Pyhrr and James Coopers 1982.

Chapter I; ”Introduction to Estate and Gift
Taxation:” Federal Estate and Gift Taxations

Briner; Robison; Rossen and Sogg, 1982.

Chapter VI1I; ”The Concept of Gross Estates”
Federal Estate and Gift Taxation; Briner,
Robison; Rossen and Sogg; 1982.

Chapter XVIII; “Estate Tax—Marital and
Orphan’s Deductians:” Federal Estate and

Gift Taxations Briners Robison, Raossen
and Sogg, 1982.

Mimeo

Mimea -

Mimeg

Text

Mimes

Mimen

Mimeo
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W

Ms

Ws

M»

Ws

M

Feb.

Mar .

Mar .

Mar.

Mar.

Mar.

27

11

13

E. Chapter XIX; “Estate Tax——Deductions;
Expensess; and Lassess;” Federal Estate and
Gift Taxations Briners Rabisan; Rossen
and Saggs; 1982.

F. Chapter XXI; “Vaiuation:;” Federal Estate
and Gift Taxations Briners; Rabisans Rossen
and Soggs 1982.

G. Chapter XXII; ”Estate Tax Administration and
Proceduress” Federal Estate and Gift Taxations

Briners; Robisons; Rossen and Soggs 1982.

ESTATE PLANNING (CONTINUED)
(Case #2Z2 Due: Clitford Part 2-—Assigned)

A. “Creating Value in Rea! Estate:;” Jay Shidler,

Real Estate Forums July 1982.

B. »The New Marital Deduction Qualitied
Terminable Interest Trust: Planning and
Draftting Considerations;” Malcom Moore.

C. “How State Death Taxes Affect Overall Estate

Planning;” Staftt of J.K. Lasser Institute.

ALTERNATIVE FEDERAL TAX PROPOSALS AND REAL ESTATE

EXCHANGES

A. Chapter 12, “Tax Detferred Exchanges;”
Tax Planning For Real Estate lnvestors:

Secaond Editians; James Kau & C.F.Sirmans, 1982.

C. *“Computerized Exchange Evaluation Model”
Jay Butler & Glenn Hendersons Jr.: The
Appraisal Jaurnals July 1977.

REVIEW——CLIFFORD CASE PART 2 DUE

MID SEMESTER EXAM

¥¥*SPRING RECESS* %%

JOINT VENTURES

A.

B. ”Real Estate Equity Investments and the
Institutiana!l Lender: Naothing Ventured:

Nothing Gained;” Roegge; Talbot, & Zinman;
Fordham Law Reviews Val. 39, 1971.

Mimeg

Mimeo

Mimeo

Mimeo

Mimeo

Mimen

Mimeg -

Mimeo

Mimeo
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Ws

M,

Ws

Ms

M>

Mar .

Apr .

Apr .

Apr .

Apr .

27

10

JOINT VENTURES

A.

CORPORATE REAL ESTATE OWNERSHIP

A.

B. Chapter 1; "Four New Rules for Realty Trust
Investors;” New Investment Opportunities
In Real Estate Investment Trustiss Audits
Ine. 1981.

C. YREIT Industry Seeing New Interest As [t
Positions ltself for the Future.”

D. Part I; “Overview of Oportunities in Realty
Trusts; Campbell; Audit Investment Services.

LIMITED PARTNERSHIPS

B. Chapter Three; “Partnership Law;” Real
Estate Syndications Steve Jarchaws 1985.

LIMITED PARTNERSHIPS (CONTINUED)

A. You Can Lose in the Wrong Syndication
Investment,” Paul Pilzer; Beal Estate Review
Spring 1984.

B. ”Structuring Real! Property Ocquisitions For

Syndication:” Paul Pilzer:; Real Estate Revieuw

Summer 1984.
LIMITED PARTNERSHIPS (CONTINUED)
A. *YTransterring Limited Partnership [nterests;”

Muths Zulberti & Morris; The Real Estate
Securities Journal, Winter 1981.

B. "“Disposing of Syndication Property:
Instal Iment Sales & Wrap Around Mortgages =
Pitfall,” Dr. Mark L. Levine;, RESSI Review;

National Association of Realtors

C. Real Estate Newsietter; Coopers &
Lybrand; February,; 1983.

Mimea

Mimeao

Mimea

Mimea

Mimeaq -

Mimea

Mimeo

Mimeo

Mimeo
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Ms Apr.
U: APP.
M, APP.
UJ APF.
M Apr.

15

17

24

REAL ESTATE AS A SECLRITY

A. Chapters 8-11; pp. 177-2745 "and Appendix 1,
pp. 280-311, Real Estate Limited Partnerships
Theaodare Lynn and Harry Goldberg; 1983.

REAL ESTATE AS A SECURITY (CONTINUED)

A. Chapter 12, "Public Offerings,' Steve Jarchow,
1985, Real Estate Syndication.

REAL ESTATE INVESTMENT FOR PENSION FUNDS

A. “The High Risks of Open-End Real Estate
Funds;” Claude Rosenberygs Jr.s; and Paul Sack
The Journal of Pgrtfolio Management:
Fall 1975.

B. “Bank Trust Department Operation of
Cammingled Real Estate Fundss;” Mike Miles and
Janelle Langford; Real Estate Issues:s
Winter 1978.

C. YInstitutional Management af Pension Fund
Investment in Real Estate: The Portfolio
FPerspective:” Jaffe & Sirmans.

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

REAL ESTATE INVESTMENT FOR PENSION FUNDS (CONTINUED)

A. P"Pursuing the Foreign Investors” G. Wende!
Heinemans The Real Estate Appraiser and
Analysts; November-December 1780.

B. “Performance Evaluation of Commingied
Funds:s” Mike Miless; and Art Estev.

C. YInstitutional Strategies for Real Estate
Investment;” Stephen Roulac & Donaid Kings Jr.
The Appraisal Journals April 1978.

FOREIGN INVESTMENT IN U.S. REAL ESTATE

A,

B. “Foreign Investment in U.S. Real Estate:

Strategic Placement Analysis;s” Glenn Whitmare;

Real Estate Reports First Quarter 1983.

Mimeno -

Mimeg

Mimec

Mimeo
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Ws May 1
Ms May 6
Ws May 8

C.

"Tax Planning For Foreign Investment in U.S.
Reai Estate,” Robert Bell| and Dean Marsan;
Real Estate Reviews Summer 1984. Mimea

“Faoreign Investars in the United States:

Reviews; Fall 1984. Mimeo

LAND RESOURCES AND AGRICULTURE INVESTMENT SHELTERS

A.

c.

“fBmer ican Farming:; Old MacDonald Sald His
Farms;” The Economists December 1, 1984. Mimeo

“Seven Benefits of Farmland Cuwnerships”

Landguwner . Mimeo
“Building Net Worth With Tax Shelters.” Mimeo

CASE PROBLEM #3 DUE

FINAL EXAM



BUSINESS 850
REAL. ESTATE EQUITY INVESTMENT

Spring, 1986 Prof. James A. Graaskamp

II.

III.

Objectives:

Toe Iintroduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints of federal tax law, leverage, risk characteristics of
the property, and preferred management styles. Course emphasized
both readings, and simulation by means of computerized cash flow
investment models applied to selected cases. 3 credits.

General Course Format:

Each week will have selected readings which are required. There will
be a lecture on Mondays which, hopefully, will shed some light and
organization on the readings selected. On Wednesdays, there will be
a lecture or a lab session devoted to problem techingue.. There will
be a two~-hour exam at mid-semester and another at the end of the
semester on these readings, and these exams will be 60% of vyour
grade.

There will be four problem exercises which will represent 40% of
your grade.

Textbooks:
Recommnended for purchase:
Real Estate Investment--Strategy, Analysis, Decisions, Stephen A.

Pyhrr and James Cooper; Warren, Gorham and Lamont, 1982.
(Available at the University Bockstore).

Taxes 1986, Wisconsin Taxpayers Alliance. (Room 118)

Tax Planning for Real Estate Investors, James B. Kau and
C.F. Sirmans, Prentice Hall, Inc.
(Available at University Bookstore).

Mimeograph Reading Packet available at Bob's Copy Shop in Randall
Towers.

NOTE: ALL PAPERS AND EXERCISES TO BE HANDED IN SHOULD BE STAPLED AT
UPPER LEFT HAND CORNER AND GIVEN A TITLE PAGE BUT LEFT WITHOUT
PLASTIC BINDERS OR OTHER SIMILAR COVERS.



SCHEDULE OF TOPICS

Real Estate Equity Investment

850
Class Pericds Topic
W, Jan. 22 INTRODUCTION--POSITIONING FOR THE FUTURE
(ASSIGN CONTINENTAL CASE #1)
M, Jan. 27 EVOLUTION OF REAL, ESTATE INVESTMENT STRATEGIES & METHODS
W, Jan. 29 FUNDAMENTALS OF INVESTMENT: MONCPOLY, SPREAD,

AND RISK MANAGEMENT

M, Feb. 3 REVIEW OF CRITICAL CASH FLOW MODELS AND RATIOS
(CONTINENTAL CASE PRESENTATION)
(HAND IN CASE #1)

W, Feb. 5 ALTERNATIVE FORMATS FOR THE INDIVIDUAL INVESTOR
(ASSIGN CASE STUDY #2)

M, Feb. 10 FEDERAL AND STATE TAX IMPACTS ON STRATEGY
(TV VIDEO LECTURE)

W, Feb. 12 TAX PLANNING ON ACQUISITION

M, Feb. 17 TAX PLANNING FOR DISPOSITION

W, Feb. 19 SPECTAL TAX PROBLEMS FOR REAL ESTATE INVESTMENT
(GUEST SPEAKER)

M, Feb. 24 INDIVIDUAL INVESTMENT GOALS

M, March 3 POTENITAL FEDERAL TAX REFORM

W, March 5 EXCHANGES (HAND IN CASE #2)

M, March 10  REVIEW OF CASE #2, ASSIGN CASE #3

W, March 12  LIMITED PARTNERSHIPS

M, March 17  LIMITED PARTNERSHIPS (CONTINUED)

W, March 19  * * * MID-SEMESTER EXAM * * *

W, April 2 INSTITUTIONAL REAL ESTATE ALTERNATIVES--PENSION FUND
VIEWPOINT (REVIEW CASE #3, ASSIGN CASE #4)

M, April 7 COMMINGLED FUNDS

(GUEST SPEAKER)



Class Period Topic

W, -April 9 COMMINGLED FUNDS (CONTINUED)

M, April 14  REAL ESTATE INVESTMENT TRUSTS

M, April 21  CORPORATE REAL ESTATE OWNERSHIP

W, April 23  INSTITUTIONAL JOINT VENTURE

M, April 28  REAIL, ESTATE UNITS AS A SECURITY

W, April 30  REAL ESTATE UNITS AS A SECURITY (CONTINUED)

M, May 5 FOREIGN INVESTMENT IN U.S. REAL ESTATE
(CASE PROBLEM #3 DUE)

F, May 8 * * * FINAL EXAM * * *



Bus. 850

Spring Semester 1986 Prof. James A.

REAL. ESTATE EQUITY INVESTMENT

Class Period Readings

W, Jan. 22

M, Jan. 27

INTRODUCTION--POSITIONING FOR THE FUTURE
(ASSIGN CONTINENTAL CASE #1)

A. '"What's Really Happening in the U.S.,"
John Naisbitt, Sept. 20, 1979.

B. '"When the World Runs Out of 0il," Steve
Sherman, Yankee Magazine, Feb., 1977.

C. "The Coming Entrepreneurial Revolution:
A Survey," The Economist, Dec. 25, 1976.

D. "Five Ways to Go Bust," The Economist,
Jan., 1983. -

E. '"Intrapreneurial Now," The Economist,
Apr. 17, 1982.

F. "The Next American Frontier,"'Robert Reich,

The Atlantic Monthly, Mar., 1983.

G. "Will Capitalism Survive?" Benjamin Rogge,

The MGIC Newsletter, Oct., 1978.

H. "The Future of the Real Estate Industry:
Changing Supply Patterns,”" "Tomorrow's

Changing Demand for Real Estate,” and "The

Future of the Real Estate Industry: New
Directions and New Roles," John McMahan,
Real Estate Review Series.

Graaskamp

Source

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

Mimeo

EVOLUTION OF REAIL ESTATE INVESTMENT STRATEGIES AND METHODS

A. "Modern Investment Theory and Real Estate
Analysis," Peter E. Penny, The Appraisal

Journal, Jan. 1982, pp. 70-99.

B. "Managing Fundamentals," Peter Drucker,
The Best of Business.

Mimeo

Mimeo

C. '"Real Estate Investment Strategy in the 1980'S,

" Robert M. Ellis, Coldwell Banker, 1980.

D. "Games the Stock Market Didn't Teach You,

Stephen Roulac.

Mimeo

Mimeo



Bus. 850

Prof. James A. Graaskamp

Spring Semester 1986

W, Jan. 29

E.

"Looking Forward: A View of Development in
the Years Ahead," Robert Nahas and Harold
Jansen, Urban Land, Dec., 1981. Mimeo

FUNDAMENTALS OF INVESTMENT: MONCPOLY, SPREAD,
AND RISK MANAGEMENT

A,

Chapter 1-3, Real Estate Investment,
Stephen Pyhrr and James Cooper, 1982. Text

Business Brief, "America Cannot Afford It's
Cost of Capital,"The Economist, Apr.30.1983. Mimeo

"The Influence of Capital Market Theory on

Real Estate Returns of the Value of Economic
Analysis,"” Stephen Roulac, Practicing Law

Institute. Mimeo

"Measuring Real Estate Returns," John McMahan,
Real Estate Issues, Fall/Winter, 1984. Mimeo
The Best of Business. Mimeo

"Nine Reasons to Invest in Real Estate, "
Stephen Roulac & Co. Mimeo

"A Differential Approach to Income Property
Valuation: A New Measurement Technique,"
Stephen Sykes & Michael Young, The Appraisal

Journal, April, 1981. Mimeo
"Creating Value in Real Estate,” The Shidler

Organization. . Mimeo
Review & Outlook, 1983-84, ULI. Mimeo

Measuring the Performance of Real Estate
Assets and Its Managers," Michael Young,
Shlaes and Young Information Systems, Inc. Mimeo

Chapter Fifteen, "Investment Analysis,"
Real Estate Syndication, Stewve Jarchow,
1985. v Mimeo

Chapter 25, "Trends in Real Estate Finance,"
Cecil E. Sears, Development Review & Outlook
1983-1984, ULI, 1983. Mimeo

"Investment Success Through Ratio Preference
Analysis," Victor Trapasso, Real Estate Review,
Winter 1983. Mimeo




Bus. 850

Prof. James A. Graaskamp

Spring Semester, 1986

M, Feb. 3

W, Feb. 5

L.

"Real Estate Investment Analysis: IRR Versus

FMRR, Stephen Messner & M.C. Findlay, III,
The Real Estate Appraiser, July-Aug. 1975.

REVIEW OF CRITICAL CASH FLOW MODELS AND RATIOS
(CONTINENTAL CASE PRESENTATION)
(HAND IN CASE #1)

A.

Chapters 4-7, 20-12, Real Estate Investment
Stephen Pyhrr and James Cooper, 1982.

Chapter 9, "After-Tax Cash Flow from
Operation,” Tax Planning For Real Estate
Investors, Third Edition, James Kau and
C.F. Sirmans, 1985.

"Inflation and the Real Estate Investor,”
Paul Wendt, The Appraisal Journal,
July, 1977.

Chapter 14, "H. Walker: A Triplex Investment,"

Tax Planning For Real Estate Investors,

Second Edition, James Kau & C.F.Sirmans, 1982.

"Peril-Point Acquisition Prices," John
Crowther, Harvard Business Review,
September—-October 1969.

ALTERNATIVE FORMATS FOR THE INDIVIDUAL INVESTOR
(ASSIGN CASE STUDY #2)

A.

Chapters 8-9, Real Estate Investment,
Stephen Pyhrr and James Cooper, 1982.

Chapter Two, "Choice of Business Entity,”
Real Estate Syndication, Steve Jarchow,
1985.

"How to Structure Real Estate Investment
Management,"” Stephen Roulac, The Journal of
Portfolio Management, Fall 1981.

"Institutional Strategies for Real Estate
Equity Investment, John McMahan.

“Hybrid Investments: Alternatives," John
White and Donald Wiest, Jr., Mortgage
Banking, December 1984.

Mimeo

Text

Text

Mimeo

Mimeo

Mimeo

Text

Mimeo

Mimeo

Mimeo

Mimeo



Bus. 8850

Prof. James A. Graaskamp

Spring Semester, 1986

M, Peb.

W, Feb.

M, Feb.

W, Feb.

10

12

17

19

FEDERAL AND STATE TAX IMPACTS ON STRATEGY
(TV VIDEC LECTURE)

A. Chapters 13, 14, 15, Real Estate Investment
Stephen Pyhrr and James Ccoper, 1982.

TAX PLANNING ON ACQUISITION

A. Chapters 5-8, Tax Planning for Real
Estate Investors. '

B. Chapters 13, 14, 15, Real Estate Investment,
Stephen Pyhrr and James Cooper, 1982.

C. Chapter 8, "The Depreciation Deduction,”
Tax Planning For Real Estate Investors,
Second Edition, James Kau and C.F. Sirmans,
1985.

D. "How to Evaluate (Or Structure) A Real
Estate Investment, E.Martin Davidoff and
Ralph J. Anderson, Jr., The Practical
Accountant, October 1984.

TAX PLANNING FOR DISPOSITION

A. Chapters 10-11, Tax Plamning for Real
Estate Investors.

C. Chapters 16-17, Real Estate Investment
Stephen Pyhrr and James Cooper, 1982.

SPECIAL TAX PROBLEMS FOR REAL ESTATE INVESTMENT
(GUEST SPEAKER)

A. Chapter 13, Tax Plamning for Real Estate
Investors.

B. A Real Estate CGeneral Partnership: Apartment
Building Investment, Chapter 15.

Text

Text

Text

Text

Mimeo

Text

Text

Text

Text



Bus. 880 Prof. James A. Graaskamp
Spring Semester, 1986

M. Feb. 24 INDIVIDUAL INVESTMENT GOALS

A. "Maintaining a Comfortable Lifestyle After
Retirement,”" The Financial Desk Book. Mimeo

B. '"Investment Planning," The Financial Desk Book. Mimeo

C. "Estate Planning,"” The Financial Desk Book. Mimeo

D. "Real Estate Indicators," The Financial Desk
Book. Mimeo

E. "Who Says Doctors Are Lousy Investors,”
Lawrence Farber. Mimeo

F. '"American Farming, 0ld MacDonald Sold His
Farm," The Economist, December 1, 1984. Mimeo

G. "Seven Benefits of Farmland Ownership,”
Landowner. Mimeo

W, Feb. 26 REAL ESTATE AND ESTATE PLANNING

A. Chapters 25-27, Real Estate Investment,
Stephen Pyhrr and James Cooper, 1982. Text

B. "The New Marital Deduction Qualified
Terminable Interest Trust: Planning and
Drafting Considerations,”" Malcom Moore. Mimeo

C. Chapter 1, "Introduction to Estate and Gift
Taxation," Federal Estate and Gift Taxation,
Briner, Robison, Rossen and Sogg, 1982. Mimeo

D. Chapter VIII, "The Concept of Gross Estate,"”
Federal Estate and Gift Taxation, Briner,
Robison, Rossen and Sogg, 1982. Mimeo

E. "Real Estate Tax Reform: Historic
Perspectives and Economic Implications,"
Stephen Roulac & Co. 1985. Mimeo

F. Chapter XVIII, "Estate Tax--Marital and
Orphan's Deductions," Federal Estate and
Gift Taxation, Briner, Robison, Rossen
and Sogg, 1982. Mimeo




Bus. 850

Prof. James A. Graazskamp

Spring Semester, 1986

M, March 3

W, March 5

M, March 10

W, March 12

M, March 17

G. Chapter XIX, "Estate Tax--Deductions,
Expenses, and Losses," Federal and
Gift Taxation, Briner, Robison, Rossen
and Sogg, 1982. Mimeo

H. Chapter XX, "Estate Tax——Charitable Deductions
and Credits," Federal Estate and Gift Taxation,
Briner, Robison, Rossen and Sogy, 1982. Mimeo

I. Chapter XXI, "Valuation," Federal Estate
and Gift Taxation, Briner, Robison, Rossen
and Sogy, 1982. Mimeo

J. Chapter XXII, "Estate Tax Administration and
Procedures," Federal Estate and Gift Taxation,
Briner, Robison, Rossen and Sogg, 1982. Mimeo

K. "How State Death Taxes Affect Overall Estate
Planning," Staff of J. K. Lasser Institute. Mimeo

POTENTIAL FEDERAL TAX REFORMS

EXCHANGES (HAND IN CASE #2)

A. Chapter 12, Tax Plaming for Real Estate
Investors. Text

B. Chapter 12, "Tax Deferred Exchanges,"
Tax Planning For Real Estate Investors,
Second Edition, James Kau & C.F. Sirmmans, '82. Mimeo

C. "Computerized Exchange Evaluation Model,"
Jay Butler & Glenn Henderson, Jr., The )
Appraisal Journal, July 1977. Mimeo

REVIEW OF CASE #2 (ASSIGN CASE #3)
LIMITED PARTNERSHIPS

A. Chapter Three, "Partnership Law," Real
Estate Syndication, Steve Jarchow, 1985. Mimeo

LIMITED PARTNERSHIPS (CONTINUED)

A. "You Can Lose in the Wrong Syndication
Investment,” Paul Pilzer, Real Estate Review
Spring 1984. Mimeo




Bus. 850

Prof. James A. Graaskamp

Spring Semester, 1986

W, March 19

W, April 2

M, April 7

W. April 9

B. "Structuring Real Property Acquisitions For
Syndication," Paul Pilzer, Real Estate Review
Summer 1984. Mimeo

C. '"Transferring Limited Partnership Interests,”
' Muth, Zulberti & Morris, The Real Estate
Securities Jouwrnal, Winter 1981. Mimeo

D. "Disposing of Syndication Property:
Installment Sales & Wrap Around Mortgages =
Pitfall,” Dr. Mark L. Leving, RESSI Review,
National Association of Realtors Mimeo

E. "Syndication Emerges to Transform the Real
Estate Capital Market," Stephen Roulac. Mimeo

* * * MID SEMESTER EXAM * * *

INSTITUTIONAIL REAL. ESTATE ALTERNATIVES—-—-PENSION FUND
VIEWPOINT (REVIEW CASE #3, ASSIGN CASE #4)

A. "Institutional Management of Pension Fund
Investment in Real Estate: The Portfolio
Perspective,” Jaffe & Sirmans. . Mimeo

COMMINGLED FUNDS

A. "The High Risks of Open-End Real Estate
Funds," Claude Rosenberg, Jr., and Paul Sack
The Journal of Portfolio Management,
Fall 1975. Mimeo

B. "Bank Trust Department Operation of
Commingled Real Estate Funds," Mike Miles
and Janelle Langford, Real Estate Issues,
Winter 1978. Mimeo

COMMINGLED FUNDS (CONTINUED)

A. '"Performance Evaluation of Commingled
Funds, " Mike Miles, and Art Estev. Mimeo

B. Chapter 26, "Mortgage Investment Determinants
in With Commingled Funds," Kinney & Garrigan
The Handbook of Mortgage. Handout




Bus. 850 Prof. James A. Graaskamp
Spring Semester, 1986

M, April 14  REAL ESTATE INVESTMENT TRUSTS
A. "Directions for Real Estate Investment

Trusts," Stan Ross and Richard Xlein, Real
Estate Finance Journal, Winter 1986. Mimeo

W, April 16 REAL ESTATE INVESTMENT TRUSTS (CONTINUED)
M, April 21 CORPORATE REAL ESTATE ‘CWNERSHIP
W, April 23  INSTITUTIONAL JOINT VENTURE
A. "Real Estate Equity Investments and the
Institutional Lender: Nothing Ventured

Nothing Gained," Roegge, Talbot, & Zinman,
Fordham Law Review, Vol. 39, 1971. Mimeo

M, April 28 REAL ESTATE UNITS AS A SECURITY

-A. Chapters 8-11, pp. 177-274, and Appendix 1,
pp. 280-311, Real Estate Limited Partnerships
Theodore Lynn and Harry Goldberg, 1983. Mimeo

B. Chapter 12, "Public Offerings,” Steve Jarchow,
Real Estate Syndication, 1985. Mimeo

W, April 30 REAL ESTATE UNITS AS A SECURITY (CONTINUED)

M, May 5 FOREIGN INVESTMENT IN U.S. REAL ESTATE
(CASE PROBLEM #3 DUE)

A. "Foreign Investment in U.S. Real Estate:
Strategic Placement Analysis," Glenn Whitmore,
Real Estate Report, First Quarter 1983. Mimeo

B. "Tax Planning For Foreign Investment in U.S.
Real Estate," Robert Bell and Dean Marsan,
Real Estate Review, Summer 1984. Mimeo

C. "Foreign Investors in the United States:
A Symposium, "Henry Regeling, Real Estate

Review, Fall 1984. Mimeo
D. "Analysis of a Foreign Real Estate Venture
by U.S. Citizens." Mimeo
F, May 9 * % * FINAL EXAM * * *



BUSINESS 850

REAL ESTATE EQUITY INVESTMENT

Spring 1988 Prof. James A. Graaskamp

I1.

ITI.

NOTE:

OBJECTIVES:

To introduce students to the theoretical and practical problems of
structuring real estate ownership to match investment strategy to
constraints fo federal tax law, leverage, risk characteristics of the
property, and preferred management styles. Course emphasizes both
readings and simulation by means of computerized cash flow investment
models applied to selected cases. 3 credits.

GENERAL COURSE FORMAT:

Each week will have selected readings which are required. There will be
a lecture on Mondays which, hopefully. will shed some light and
organization on the readings selected. On Wednesdays, there will be a
lecture or a lab session devoted to problem technique. There will be a
two-hour exam at mid-semester and another at the end of the semester on
these readings, and these exams will be 60 percent of your grade.

There will be four proglem exercises which will represent 40 percent of
your grade.

TEXTBOOKS :

Required: Mimeographed Reading Packet - Available at Bob's Copy Shop
in Randall Towers.

Optional: Real Estate Investment--Strategy, Analysis, Decisions,

Stephen A. Pyhrr and James Cooper; Warren, Gorham and
Lamont, 1982. (Available at University Bookstore.
Optional because tax law is obsolete.)

ALL PAPERS AND EXERCISES TO BE HANDED IN SHOULD BE STAPLED AT THE
UPPER LEFT HAND CORNER AND GIVEN A TITLE PAGE BUT LEFT WITHOUT
PLASTIC BINDERS OR OTHER SIMILAR COVERS.



(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)
(10)
(11)
(12)
(13)
(14)

(15)

DATE

W, Jan.
M, Jan.
W, Jan.
M. Feb.
W, Feb.
M, Feb.
W, Feb.
M, Feb.
W, Feb.
M, Feb.
W, Feb.
M, Feb.
W, Mar.
M, Mar.
W, Mar.
M, Mar.
W, Mar.
M, Mar.
W, Mar.
M, Apr.
W, Apr.
M, Apr.

20

25

27

10

15

17

22

24

29

21

23

28

30

11

SCHEDULE OF TOPICS
Real Estate Equity Investment

Business 850

TOPIC

Introduction--Positioning for the Future
Performance of Real Estate in the Past

Elements of Real Estate Investment Strategy
Review of Cash Flow Fundamentals and Ratios
Alternative Formats for the Individual Investar
Tax Planning for Acquisition

Tax Planning for Disposition

Real Estate Investment & Personal Estate Planning
Principles of Estate & Gift Taxes

* * * MID-SEMESTER EXAM

‘Clifford Case

Exchanges

Involuntary Conversions

Group Investments & Risk Management
The General Partnership/Joint Venture
SPRING BREAK

The Limited Partnership .

Limited Partnership (Continued)

The Master Limited Partnership

The Equity Trust

Real Estate Investment as a Security
Real Estate Investment as a Security (Continued)

The CMO & The Remic



13

18

20

25

27

TOPIC

Pension Fund Portfolio

Commingled Fﬁnds

Commingled Funds (Continued)

Real Estate Stocks

Measuring Performance of the Asset Manager
Foreign Investment in U.S. Real Estate
U.S. Investment in Foreign Real Estate

¥ * x FINAL EXAM



(2)

(1)

M, Jan. 25

W, Jan.

2

~

{

READINGS FOR TOPICS

DATE TOPIC

W, Jan. 20 Introduétion——Positioning for the Future

A. "When the World Runs Qut of 0il" Steve Sherman, Yankee
Magazine, February 1977. (mimeo)

B. "The Coming Entrepreneurial Revolution: A Survey" The
Economist, December 25, 1976. (mimeo)

C. "Five Ways to Go Bust"” The Economist, January 1983.
{mimeo) s

D. “Intrapreneurial Now" The Economist, April 17, 1982.
{mimeo)

E. "The Next American Frontier" Robert Reich, The
Atlantic Monthly, March, 1983. (mimeo)

F. "Will Capitalism Survive?" Benjamin Rogge, The MCIC
Newsletter

G. "Developing an Investment Strategy for the Late
1980's" Charles C. Wetterer, Real Estate Finance,
Spring 1986. (mimeo)

H. "Modern Sardine Management” Samuel Zell. Real Estate
Issues, Spring/Summer 1986. (mimeo)

I. "Nine Reasons to Invest in Real Estate” ‘Stephen Roulac
& Co. (mimeo)

J. Patterns of Development, George Sternlieb (with James
W. Hughes), p. 211-282, Chapters 10-12

Performance of Real Estate in the Past

A. "Measuring Real Estate Returns" John McMahan, Real
Estate Issues, Fall/Winter, 1984. (mimeo)

B. BOTTOM LINE, An Information Service of Liquidity Fund,
NREI Summer, 1986. (mimeo)
Elements of Real Estate Investment Strategy

A. "Managing Fundamentals" Peter Drucker, The Best of
Business. (mimeo)

B. "Real Estate Investment Strategy in the 198Q0's"
Coldwell Banker. (mimeo)



“Games the Stock Market Didn't Teach You" Stephen
Roulac. (mimeo)

Chapters 1-3, Real Estate Investment, Stephen Pyhrr
and James Cooper, 1982. (text)

Chapters 4-7, Real Estate Investment, Stephen Pyhrr
and James Cooper, 1982. (text)

"Inflation and the Real Estate Investor"” Paul Wendt,
The Appraisal Journal, July 1977. (mimeo)}

"Peril-Point Acquisition Prices" John Crowther,
Harvard Business Review, September-October 1969.
(mimeo)

"Real Estate Investment Analysis: IRR versus FMRR"
Stephen D. Messner and M. Chapman Findlay, III, The_
Real Estate Appraiser, July/August 1975, pp. 5-20.
(mimeo)

"Choice of Business Entity” Real Estate Syndication,
Chapter 2, pp. 20-40, "Institutional Strategies for
Real Estate Equity Investment," John McMahan, pp.
1-19. (mimeo)

“Strategic Planning Leads to Increased Bottom Line”
National Real Estate Investor, Christopher B.
Leinberger, February 1986.

_Real Estate Investor's Deskbook, Alvin L. Arnold,
Chapters 1-4, Warren, Gorham & Lamont, Inc., Boston,
Mass., 1987. (mimeo)

"A Look at Real Estate Duration" David J. Hartzell,
David G. Shulman, Terence C. Langetieg, and Martin L.
Leibowitz, 1987. (mimeo)

Risk, Ruin & Riches: Inside the World of Big Time
Real Estate, Jim Powell, Macmillan Publishing Company,
New York, New York, 1986. (mimeo)

"Creating Value in Real Estate; The Shidler
Organization" Real Estate Forum, July 1982. (mimeo)

"The British" Pension Fund Investments in Real Estate,
Natalie A. McKelvy, Chapter six, Quorum Books, 1983.
(mimeo)

"What to Expect From Real Estate Investments" Pension
Fund Investments in Real Estate, Natalie A. McKelvy,
Chapter seven, Quorum Books, 1983. (mimeo)

Emerging Trends in Real Estate: 1988. (handout)



(4) M, Feb. 1

(5)

(6)

(7)

W, Feb.
M, Feb.
W, Feb.

3

8

10

Review of Cash Flow Fundamentals and Ratios

A.

Modern Investment Theory and Real Estate Analysis”
Peter E. Penny, The Appraisal Journal, January, 1982,
pp. 70-99. (mimeo)

Chapter 15, "Investment Analysis” Real Estate
Syndication, Steve Jarchow, 1985. (mimeo)

"Investment Success Through Ratio Preference Analysis”
Victor Trapasso, Real Estate Review, Winter, 1983.
(mimeo)

"Setting Discount & Capitalization Rates" Roulac Real
Estate Consulting Group, October 13, 1987. (mimeo)

Alternative Formats for the Individual Investor

A.

Tax

Tax

Chapters 8-9, Real Estate Investment, Stephen Pyhrr
and James Cooper, 1982. (text)

"A Case for Apartments--Executive Summary"”
Johnstown/Consolidated Institutional Advisors, Inc.
(mimeo)

Chapter 4, Real Estate Investor's Deskbook, Alvin L.
Arnold, Warren, Gorham and Lamont, Inc., Boston,
Mass., 1987. (mimeo)

“Impacts of Changes in the Forms of Commercial Real
Estate Ownership"” Salomon Brothers, Inc., Anthony
Downs, August 1987. (mimeo)

Planning for Acquisition

Chapters 13-15, Real Estate Investment, Stephen Pyhrr
and James Cooper, 1982. (text)

Tax Reform Act of 1986, Real Estate Newsletter,
Coopers & Lybrand. (handout)

"Tax Legislation: Omnibus Budget Reconciliation Act
of 1987" Kenneth Laventhol & Co.. Special Information
Bulletin, January 1988. (mimeo)

Planning for Disposition

Chapters 16-17, Real Estate Investment, Stephen Pvhrr
and James Cooper, 1982. (text)




(8)

(9)

M, Feb.

W, Feb.

15

17

Real Estate Investment & Personal Estate Planning

A.

"Maintaining a Comfortable Lifestyle After Retirement”
The Financial Desk Book. (mimeo)

"Investment Planning" The Financial Desk Book.
(mimeo)

"Estate Planning" The Financial Desk Book. (mimeo)

“Individual Retirement Accounts” The Financial Desk
Book. (mimeo)

"Qualified Employee Benefit Plans" The Financial Desk
Book. (mimeo)

"Nonqualified (Excess Benefit) Plans" The Financial
Desk Book. (mimeo)

"Miscellaneous Employee Benefit Plans" The Financial
Desk Book. (mimeo)

"Social Security and Medicare" The Financial Desk
Book. (mimeo)

"Real Estate Indicators" The Financial Desk Book.
(mimeo)

"Who Says Doctors are Lousy Investors?" Lawrence
Farber. (mimeo)

Wisconsin TAXES 1988. (handout)

"Growing Like the Trees" Richard Smith, John Hancock
Mutual Life Insurance Co., 1986. (mimeo)

Principles of Estate & Gift Taxes

A.

Chapters 25-27, Real Estate Investment, Stephen Pyhrr
and James Cooper, 1982. (text)

"The New Marital Deduction Qualified Terminable
Interest Trust: Planning and Drafting Considerations”
Malcom Moore. (mimeo)

Chapter I, "Introduction to Estate and Gift Taxation"
Federal Estate and Gift Taxation, Briner, Robison,
Rossen, and Sogg, 1982. (mimeo)

Chapter VIII, "The Concept of Gross Estate” Federal
Estate and Gift Taxation., Briner, Robison, Rossen, and
Sogg, 1982. (mimeo)




(10) M, Feb. 22

{(11) W, Feb. 24

{(12) M, Feb. 29

(13} W, Mar. 2

(14) M, Mar. 7

(15) W, Mar. 9

*

*

Chapter XVIII, "Estate Tax-marital and Orphan's
Deductions” Federal Estate and Gift Taxation, Briner,
Robison, Rossen, and Sogg, 1982. (mimeo)}

Chapter XIX, "Estate Tax--Deductions, Expenses, and
Losses" Federal Estate and Gift Taxation, Briner,
Robison, Rossen, and Sogg, 1982. (mimeo)

Chapter XX, "Estate Tax--Charitable Deductions and
Credits” Federal Estate and Gift Taxation, Briner,
Robjison, Rossen, and Sogg, 1982. {mimeo)

Chapter XXI, "Valuation" Federal Estate and Gift

Taxation, Briner, Robison, Rossen, and Sogg, 1982.

{mimeo)

Chapter XXII, "Estate Tax Administration and
Procedures"” Federal Estate and Gift Taxation, Briner,
Robison, Rossen, and Sogg, 1982. (mimeo)

"Valuing Fractional Interests in Closely Held Real
Estate Companies” Robert Oliver, Real Estate Review,
Spring 1986. (mimeo)

*¥ MID-SEMESTER EXAM

Clifford Case

Exchanges

A.

Chapter 12, "Tax Deferred Exchanges"” Tax Planning For

Real Estate Investors, 2nd Edition, James Kau & C.F.

Sirmans, 1882. (mimeo)

"Computerized Exchange Evaluation Model" Jay Butler &
Glenn Henderson, Jr., The Appraisal Journal, July
1977. (mimeo)

Involuntary Conversions

Group Investments & Risk Management

A

"Wall Street Smells Big Dollars"” Stephen Roulac,
Investment Decisions/20. (mimeo)

The General Partnership/Joint Venture

A.

"Joint Venture Financing, A Case Study" Thomas Meador
& Richard Garrigan, Real Estate Finance. Winter 1986.
(mimeo)




{16) M, Mar.

*

21

(17) W, Mar. 23

(18) M, Mar. 28

(19)

W,

Mar.

30

B.

"Equity Leases: Structuring Tenant-Developer Joint
Ventures"” Menachem Rosenberg, Real Estate Review,
Winter 1986. (mimeo)

SPRING BREAK

The

A.

Limited Partnership

Chapter three, "Partnership Law” Real Estate
Syndication, Steve Jarchow, 1985. (mimeo)

Chapters 8-11, pp. 177-274, & Appendix 1, pp. 280-311,
Real Estate Limited Partnerships, Theodore Lynn and
Harry Goldberg, 1983. (mimeo)

Limited Partnership (Continued)

A,

The

The

"Transferring Limited Partnership Units on the
Secondary Market"” George Hamilton, Real Estate
Finance, Fall 1986. (mimeo)

Master Limited Partnership
"Guide to Master Limited Partnerships" Alvin Arnold,

Mortgage & Real Estate Executives Report, Dec. 15,
1986. (mimeo)

"Master Limited Partnerships” Real Estate Newsletter,
Coopers & Lybrand, Spring 1986. (mimeo)

"Master Limited Partnerships--A Basic Lesson" Stock
Research Real Estate, Salomon Brothers, Inc., Dec. 19,
1986. (mimeo)

Olympia & York Water Street Finance Corporation
Prospectus. {mimeo)

Roulac's Strategic Real Estate, November 1987, Vol. 9,
No. 11. (mimeo)

Peat Marwick, March 1987, No. 87-1, Development for
Real Estate Execs. (mimeo)

Equity Trust
"New Directions for Real Estate Investment Trusts"

Stan Ross and Richard Klein, Real Estate Finance
Journal, Winter 1986. (mimeo)




(20) M, Apr.
(21) W, Apr.
(22) M, Apr.

4

6

11

"Changing REIT's Find Broader Interest and Acceptance"”

Robert Freedman, The Real Estate Finance Journal,

Winter 1986, pp. 72-76. (mimeo)

"New Twist Added to Finite-Life REIT's"™ William P.
Balch, The Real Estate Finance Journal, Winter 1986,
pp. 77-79. (mimeo)

“An Encore Performance for REIT's" Michael Fallon,
Corporate Design & Realty, November/December 1986.

(mimeo)

"Why Real Estate Investment Trusts Are Good
Investments” Daniel Blumberg, Real Estate Review,
Winter 1986. (mimeo) '

REIT vs. Common Stock Investments: An Historical
Perspective" Real Estate Finance, Spring 1986.
(mimeo)

Chapter 1-3 (vary), Real Estate Investment Trusts:
Tax, Securities, and Business Aspects, Stephen P.
Jarchow, John Wiley & Sons, 1988. (mimeo)

"Bargains in Real Estate" interview with Bob Frank,
Barrons, pp. 6-52, October 5, 1987. (mimeo)

Real Estate Investment as a Security

A.

Chapter 12, "Public Offerings" Steve Jarchow, Real
Estate Syndication, 1985. (mimeo)

"The Securitization of Real Estate" The Journal of
Real Estate Development, Vol. 1, No. 4, Spring 1986.
(mimeo)

"Meet Real Estate's New Czars: The Middlemen"
Business Week, October 5, 1987, pp. 98-101. (mimeo)

Risk, Ruin & Riches: Inside the World of Big Time
Real Estate, Jim Powell, Macmillan Publishing Company,
New York, New York, 1986. (mimeo)

Real Estate Investment as a Security (Continued)

The CMO & The Remic

A.

"An Introduction to Real Estate Residual Value
Certificates” Thomas M. Poaps, Real Estate Finance,
Winter 1986. (mimeo)




(23)

(24)

DATE
W, Apr.
M, Apr.

13

18

B. "REMIC's: A Milestone in the Evolution of Mortgage
Securities" Kenneth Levanthol & Company.

C. Sections VI and VIII, "Developments & Trends in the
Secondary Mortgage Market" Mortgage Backed Securities,
Kenneth G. Love, 1987-88 Edition, Clark Boardman Co.,
Ltd., New York, New York, 1987. (mimeo)

TOPIC

Pension Fund Portfolio

A.

"Real Estate: Can Institutional Portfolios Be
Efficiently Diversified Without It?" Ronald A. Gold,
JMB Institutional Realty Corporation, 1986. (mimeo)

"Diversification Categories in Investment Real
Estate" David Hartzell, John Hekman Mike Miles,
Salomon Brothers, December, 1986. (mimeo)

"Optimal Real Estate Portfolios: A New Look"” David
J. Hartzell, University of Texas, 1986. {(mimeo)

Chapter 9, "Direct Investing” Pension Funds
Investment in Real Estate, Natalie McKelvy, Quorum
Books, 1983. (mimeo)

"Managing Real Estate Portfolios™ Real Estate
Research, Paul B. Firstenberg, Stephen A. Ross,
Randall C. Zisler, November 16, 1987. (mimeo)

“"Managing Real Estate Portfolios, Part 3: A Close
Look at Equity Real Estate Risk" Real Estate

' Research, Stephen A. Ross, Randall C. Zisler,

November 16, 1987. {(mimeo)

"Stock & Bond Market Volatility & Real Estate's
Allocation” Real Estate Research, Stephen A. Ross,
Randall C. Zisler, November 16, 1987. (mimeo)

"Real Estate Transactions by Exempt Entities;
Techniques and Taxability" Lewis R. Kaster, Esq.,
Copyright New York, New York, 1986. (mimeo)
Pension Fund Glossary {(mimeo)

Pension Fund Environmental Scan (mimeo)

Commingled Funds

A

Chapter 8. "The Commingled Funds” Pension Funds In
Real Estate, Natalie McKelvy, Quorum Books., 1983.
(mimeo)

(i



(25) W, Apr. 20

(26) M, Apr.
(27) W, Apr.
(28) M, May

25

27

2

B. Institutional Strategies for Real Estate Equity
Investment" John McMahan. (mimeo)

C. "The NCREIF Real Estate Performance Report, Third
Quarter 1987 Results" National Council of Real Estate
Investment Fiduciaries and Frank Russell Company.
(mimeo)

Commingled Funds (Continued)
AN
Real Estate Stocks
A. "Bank Trust Department Operation of Commingled Real

Estate Funds" Mike Miles & Janelle Langford, Real
Estate Issues, Winter 1978. (mimeo)

B. "Pension Funds and Developers: Forging A New
Partnership” Urban Land, June 1986. (mimeo)

C. "Real Estate Stocks Monitor" Alex Brown & Sons, Inc.,
February 1987. (mimeo)
Measuring Performance of the Asset Manager

A. "Performance Evaluation of Commingled Funds" Mike
Miles and Art Estev. (mimeo)

B. Chapter 26, "Mortgage Investment Determinants in With
Commingled Funds" Kinney & Garrigan, The Handbook of
Mortgage. (mimeo)

C. "Leverage, Nonrecourse Debt, and Property Returns”
Robert A. Feldman, Real Estate Research, June 18,
1987. (mimeo)

Foreign Investment in U.S. Real Estate

A-. "Foreign Investment in U.S. Real Estate: Strategic
Placement Analysis,"” Glenn Whitemore, Real Estate
Report, First Quarter, 1983. (mimeo)

B. "Tax Planning for Foreign Investment in U.S. Real
Estate" Robert Bell and Dean Marsan, Real Estate
Review, Summer 1984. (mimeo)

C. "Pursuing the Foreign Investor" G. Wendel Heineman,
Real Estate Review, pp. 45-47. (mimeo)}

D. "The Court's Opinion" The Real Estate Appraiser and
Analyst, November/December 1980, p. 34. (mimeo)




E. "Foreign Investors in the United States: A Symposium"”
Henry Regeling, Real Estate Review, Fall 1984.

(mimeo)
F. "Analysis of a Foreign Real Estate Venture by U.S.
Citizens." (mimeo)
(29) W, May 4 U.S. Investment in Foreign Real Estate
(30) F, May 6 * % * PINAL EXAM



Business 850
Mid-Semester Equity Investment Exam

Wednesday, March 30, 1977 Graaskamp & Robbins

tt.

Define and discuss the following terms and concepts as they have appeared
in the Real Estate Equity Investment course. Write on five of the
following: (25%)

Five financial tests in MR CAP which would indicate the investor
paid too much for the real estate proprety.

ldentify two tax shelter strategies available in the reformed gift
and estate tax law of 1976.

Identify four basic issues in analyzing income tax characteristics
of a real estate investment.

What is the minimum tax and its concept?

Why is a single family home a tax shelter investment?

Define investment yield in real estate.

Write on one of the following two questions: (35%)

A.

Compare and contrast the risk analysis system put forward by
Steve Pyhrr, Michael Young, and Mike Miles.

CR
Discuss the constraints imposed on tax shelter investment strategies

of the individual with very high earned income imposed by both the
income tax reform and estate tax reforms of 1976.

Write on one of the following two questions: -(20%)

A.

Discuss the limitations of the limited partnership form of ownership
from the viewpoint of the general partner-sponsor.

OR

Discuss the disadvantages of the limited partnership from the
viewpoint of a wealthy limited partner with business management
ability who is in need of tax shelter immediately.

IV. Explain and check the following Cash Flow elements. {Show

all work, you will be graded on how yYou attempt the solution
as well as the answer derived): (20%)

A. What is the Amount of the After Tax Net Worth at the
end of Year 3 and end of Year 4.

' B. Why is Change In After Tax Net Worth at end of Year 4
negative? If this is a problem suggest corrective acticn.

C. Following the sale of the Property at the end of Year 4,
determine the Mcdified Internal Rate of Return.

D. Determine the Present Value of Project Before Taxes at
the end of Year 4. :
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Real Estate Equity Investment 850
Final Exam

Wednesday, May 18, 1977 James A. Graaskamp

DOoOwWwD

Michael L. Robbins

Identify the significant real estate investment attributes and investor
limitations for three (3) of the following: '

Real estate equity investment trust

Farm investment corporations

Tax exempt organization investment in real estate
0il and gas syndications

Discuss trends and impact in next decade toward control of real
estate investments as securities as developed in Roulac and readings
on condominiums.

KA X

Discuss one of the following subjectsijﬁyﬁf W

A v

. Vf' ’ '
. A. Is it probable that real estatefcould out-performpcommon stocks

30% 1.
N ‘VZ.O%K.JL
30% 11
i
20% 1V.

to the end of our oil in this century as it has in the past
25 years? Supply a‘set of axioms and argue your position.

‘Q.B, What types of screens and asset allocation criteria should be . 1
,

used to select and rank real estate investments for a kank e’
P

~~managed pensienr—fOnd? Supply a set of objectives which A
generate suggested screens. /¢UWZ:7.
b 4o
Orvil owns a property with an appraised fair market value of $175,000,
an adjusted basis of $75,000 and a mortgage of $50,000. Orvil
would like to swap properties with his brother-in-law, Mert Mizer,

whose property has an appraised fair market value of $275,000,
a mortgage of $100,000 and a basis of $125,000.

Orvil has proposed to Mert that he refinance for $150,000 in this
tax year and then they would swap even in the next tax year.

What is the tax effect on each party?

& o i’(’ ‘4“‘”_:
Orvil P. Anderson is back; this time with a proposal for an exchange. ,* '



Business 850, Mid-Semester Exam
Real Estate Equity Inwvestment

March 23, 1983 Prof. James A. Graaskamp

I.

V.

(20%) Write a short paragraph on five of the following concepts as
developed in this course. (4 points each)

Political exposures of real estate investment (Graaskamp)

Measuring profits in uncertain times (Drucker)

Seven major trends in the U.S. (Naisbitt)

Inflation and the real estate investor (Wendt)

Three conditions for real property price appreciation (Coldwell Banker)
Five ways to go bust:

VU W N
« v . .

(20%) Outline step by step the procedure necessary to calculate cash
flow from a sale of depreciable real estate with excess depreciation
taken by the seller.

(20%) Write a short summary of the process required by one of the
following systematic procedures:

1. How does one analyze the tax implications of disposition of real
estate?

2. Measurement of comparative pricing, returns, and risk of real estate
vs. common stock as seen by Roulac, Pyhrr, and Cooper.

(20%) Give two examples of investment planning for real estate ownership
which accomplishes each of the following:

1. Conversion of ordinary income to capital gain
2. Deferral of capital gain tax
3. Reduction of estate tax



March 15, 1985

1.

11.

111,

REAL ESTATE EQUITY INVESTMENT

Mid Semester Exam

- 25% Vrite in sentence outline form the historical development presented
in one of the following articles.

A, The historical development of modern investment theory and real estate
analysis - as presented by Peter Penney.

B. The future of the real estate industry as anticipated by John McMahan.

- 2L4% Briefly describe the thrust or message in three of the following
articles.

A. 'Managing Fundamentals,!' Peter Drucker,
The Best of Business.

B. Chapter Fifteen, '"'Investment Analysis,"
Real Estate Syndication, Steve Jarchow,

1985.

C. "Inflation and the Real Estate invéstor,“
Paul Wendt, The Appraisal Journal,
July, 1977.

D. Chapter Two, ''Choice of Business Entity,"
Real Estate Syndication, Steve Jarchow,

19385.

30% Write on Three of the following strategy questions.
A. When would you use the new marital deduction 0-TIP Trust?
B. What set of conditions would suggest the use of a real estate exchange

rather than sale of the property, payment of taxes, and purchase
of a new piece of real estate?

C. When would it might be appropriate to acquire control of a property
through a Master lease ala Jay Schidler rather than purchase?

D. Where is their opportunity to mismatch interest income atdcexpense
for sed leci bad?buyer.

]

21% Fill in the attached blank form writing neatly and concisetly.

Prof. James A. Graaskamp



BUSINESS 850
MID SEMESTER SPRING EXAM

Tax Ploy - Give example - available under 1984 |law. Treatment available under proposed treasury
reforms for 1985-1986 tax bill.

1. Reduction of marginal tax rate and deferral of income )
tax usung depreciation. 61,641{gig;
/Zz/(fﬁé/gz/fw W WWWVJj/&%
éé Ay el wwg/
2. Sale of a two million dol'lar office building on

;ony;::o:;i: and f:ontract with 5% down and 9% lnterest, g M W
el st o st “*w/ /"74/
424&4¢ac4;::i;;:22;22$’:21:‘2%;Z;7ki:Z;i:f:f:hz/éZf%Z%:;;i;£;:;T;’éi;zzzi??jigsi7ﬁhsé7/./552{7v>

S 4

. Postponin capﬁaé%.;s . 4
3. P Wg‘ ﬂ%yw/W \{/M/,/W,éwg//wéwﬁ/

,44; 376564/' 6V7A, Zﬁé? Z§;¢U¢ 774£%41‘c,¢z<:/4:;°” Rl /¢bv 44754%'/,;Vz/4527 zf/,
Botr i 2 Pas / %Affmu/ﬁ//” 93/2{/ s e 2
b, Avoidﬁﬁecaﬁ?a'(qoﬁ\sa& be Lot /) W;/’7“’Vz v

é//é’d»f/v éz(frfbdé“/ f(,z,/,@wv/@w— /J/Mx Sores
yée %JMJMM/:W/ mf/&@/ﬁéﬁé/w

W. ,MM@ZZ,/MM%&W
5. Tax investment credit for rehabilitation

- s tata X Lall afofi Blatl s A:Vc%w /c/d//M%MU
%74277%,&,{%”@% Tao (e AlCoct R
ITC%Q(?/Q/W‘MM



REAL ESTATE EQUITY INVESTMENT - Bus. 850

Final Exam, Spring 1985

Wednesday, May 8, 1985 Prof. James A. Graaskamp

(20%) Briefly identify all potential disadvantages of a limited
partnership investment to the potential investor and then provide an
example of how those who structure and draft partnership agreements
have tried to reduce that possible disadvantage of risk. |t may be
that certain disadvantages have not been remedied, even partially,
and if so, indicate why you think this is so.

(20%) Compare and contrast the relative advantages and disadvantages
of an open end commingled fund and a finite real estate investment trust
as a vehicle for pension fund investment.

(20%) Write on one of the following:

A. Discuss the income tax advantages and disadvantages for foreign
investors placing money in United States real estate investment.
Identify significant trade-offs, if any, between public disclosure
and tax treatment.

OR

B. Discuss concepts of investment liquidity, diversification, fiduciary
risk, and a core portfolio as it relates to institutional management
of pension fund investment in real estate.

(20%) Discuss the limited partnership as a potential security under both
federal and state laws and the controls imposed by Regulation D or
NASD.

(20%) Compare and contrast the benefits of the investment tax credit,
accelerated depreciation, and the capital gains tax opportunities for a
land and commercial buildings developer who is choosing between ownership
of the project as a private corporation, a sub-chapter corporation or a
joint venture partnership.



FINAL EXAM  BUSINESS 850

Monday, May 5, 1986 Prof. James A. Graaskamp

WRITE ON FOUR OF THE FOLLOWING QUESTIONS: 25% EACH

Compare and contrast the advantages and disadvantages of pension
fund investment in open end, closed end, or segretated accounts
real estate investment pools.

Discuss the major accounting and appraisal issues which make
performance evaluation of a real estate investment fund difficult
in terms of comparability to other funds and between fiscal
periods.

Outline the significant exemptions of real estate securities
from regulation by the SEC. Do you think real estate investment
marketing people should be permitted such broad latitude of
exemptions?

Discuss the possible advantages and disadvantages specifically
available to foreign investment in U.S. real estate relative to
tax laws and other constraints.

Compare what is meant by structuring a real estate investment for
a tax shelter syndication as compared to what is meant by
structuring for a private estate management concern.



Business 850

Real Estate Equity Investment
Six Weeks Exam

Spring Semester 1987
Monday, February 23, 1987 Prof. James A. Graaskamp

1. If you had $10 million to invest in real estate, over and beyond an equal
amount of stocks and bonds, how would you rationalize your investment
hope if oil is in declining supply, America will restructure socially,
capitalism is doubtful, and urban environments are politically unstable?

I1. What are the key ratios and accounting baseline on which Steve Jarchow
or Victor Trapasso seek investment success?

11l. What are the basic concepts in estimating liquidity needs for estate tax
and what provision should the real estate investor make to anticipate
those needs?

IV. Discuss the issues that need to be addressed in tax planning for a
property to be acquired as discussed by Pyhrr and Cooper and then modified
by Coopers and Lybrand in their 1986 tax letter.

V. Identify five tax ploys that remain in the 1986-87 tax law that may
permit postponement or avoidance of capital gains tax.



NAME

REAL ESTATE EQUITY INVESTMENT 850
FINAL EXAM, SPRING, 1987
Page 1
25% I. Develop an essay on one of the following two questions:

A. Discuss structuring and important features of a general partnership/joint
venture agreement.

OR

B. Discuss the real estate exchange in terms of tax treatment and investment
objectives of the parties.



NAME

REAL ESTATE EQUITY INVESTMENT 850
FINAL EXAM, SPRING, 1987
PAGE 2

25% 11. Discuss real estate equity investment strategies and alternatives for the
pension fund investment portfolio.



25%

NAME

REAL ESTATE EQUITY INVESTMENT 850
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i1l. Write on one of the following two questions:

A.

Discuss alternative methods and technical problems in measuring performance
and comparative performance of the real estate equity investment.

OR

Compare the relative performance of owned real estate, REIT shares, and
common stock in terms of the research studies and discussions in the
course readings.
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1V. On the attached grid sheets fill in each box to indicate the degree to which
each real estate structure possesses the listed attribute.

ATTRIBUTE ALTERNATIVE RESPONSES

1. Control of Real Estate Management None, indirectly by electing board, direct
by lInvestor management participation as an owner.

2. Limit of Liability for Investors Limited to investment, unlimited, agreement

to be assessable.

3. Liquidity Very marketable, controlled resale, long-term
commi tment.

4. Double Taxation No tax, single tax audit, double tax entity.

5. Regulation as a Security Never, sometimes exempt, always regulated.

6. Ease of Raising Large Amounts of Practical limitation on number of investors,
Capital national marketing and expandable number of

shares, unlimited growth potential.

7. Flexibility in Terms of Active Asset manager is autonomous, asset manager
Management or Buying and Selling can only be discharged for malfeasance,
Assets real estate manager serves at the will of

the investor.
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ATTRIBUTE REIT MLP SUBCHAPTER_S REGULAR CORPORAT 10N
1. Control of Real Estate indirect none direct indirect
Management by Investor
2. Limit of Liability for
Investors
limited to lJimited to lTimited to limited to investment
investment investment - investment
3. Liquidity
very marketable very marketable | controlled resale] very marketable
L. Double Taxation
single tax single tax single tax double tax
5. Regulation =s a
Security always regulated always regulated never always regulated
6. Ease of Raising pra<Tii g m
t:r?:a?mounts of practical limitatiors practical limitation$ legal limitation} unlimited growth potential
P to 35
7. Flexibility in Terms

of Active Management
or Buying and Selling
Assets

automonous

discharge for
mal feasance

at the will of
the investors

at the will of investors
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LIMITED PARTNERSHIP

NAME
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OPEM END CO-MINGLED FUND

CLOSED END
CO-MINGLED FUND

1. Control of Real Estate . L .
Management by lnvestor direct participatioph none none none
2. Limit of Liability for
Investors none limited to invest- limited to investment limited to investment
(’ 0 T“'Q{) ment
_AkA»44t42;p ciatthendle,
3. Liquidity
Tong term commitmeny controlled resale | controlled resale Tong term commitment
or
long term commitmerjt
L. "Double Taxation
single tax single tax no tax no tax
5. Regulation as a
Security ] :
never somet imes exempt never. never
6. Ease of Raising Large
Amounts of Capital practical limitations practical limitatiops wunlimited practical limitations
7. Flexibility in Terms

of Active Management
or Buying and Selling
Assets

autonomous

substitution for
malfeasance

served at will of investor

served at will of inves-
tot
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REAL ESTATE EQUITY INVESTMENT
MID-SEMESTER EXAM

Wednesday, February 24, 1988

Prof. J. A. Graaskamp

Long-term investment real estate is based on many implicit hopes and
assumptions about the future of the community and the country.
ldentify at least eight major soft hopes and the possible risk
management factors for each that become part of a real estate
investment strategy for a real estate investor. (20 points)

Write on ONE of the following two questions based on your readings
and lecture: (25 points)

A. Identify and define all the major tools for quantifying risk
as a tolerance for surprise in a real estate income invesment.

-~ 0OR --

B. ldentify themajor tools and issues for measuring rate of
return for a real estate income property investment.

Write on ONE of the following two questions: (25 points)

A. ldentify the alternative real estate investment formats
available to the individual investor and the critical
facto®, pro and con, for each.

-- 0OR --

B. Identify the critical tax planning issues for the individual
investor planning to acquire income property investment.

Identify the critical issues in planning the estate tax strategy
for personal estates dominated by real estate income property
investments. (15 points)

ldentify your favorite article in the 850 réading packet up to
this exam, briefly identify the contents, and then explain why
it had more impact than most. (15 points)
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Market analysis errors:

Unspecified research direction
Unexplained statistics
Misspecified suply and demand
Uncorrelated supply and demand
Inattention to economic indicators
Omission of primary data

The Coase Theorem is concerned withthe problem of social cost. He
argued that in a world with O transaction costs, adjacent users of
property will be able to negotiate between themselves in cases of
inharmonious uses when incentives exist to do so. Thus it doesn't
make any difference which party is initially assigned the property
rights for efficient use of society's resources if incentives exist
for negotiation.

The irrelevance of the capital structure agrument is a challenge by
Modigliani & Miller that leverage acquired as a result of corporate

debt policy is inconsequential because investors invent their own

margin with homemade leverage in stock shares. Application to real

estate is difficult because of the inherent assumptions. For example

for arbitrage to work, personal and corporate leverage must be perfect
substitutes without transaction costs, potential bankruptcy costs, or

income tax costs. The income tax favors the debt position. It also assumes
efficient market information which is seldom found in real estate.

Basic ratios and limitations of ratio analysis. Some of the basic

ratios are loan to value ratio, default ratio, asset turnover ratio,
operating expense ratio, profitability ratio, profit margin ratio, return
to equity on total investment and return on equity ratio. The limitations
include understating operating costs. Ratios depend on viewpoint of

the analyst.

Reinvestment rate assumptions is very low relative to turnon real estate
and in addition. The resale price may be falling or there is low interest
only mortgage which is failing to provide equity buildup.

Negative cash from operations implies a bug in theprogram or a large
initial working capital reserve to cover deficits.

A1l cash is being directed to amortization of the mortgage and the
largest portion of the debt service constant is principal so that rents
must be very very high.

Perit pointipricing presumes that a price earnings ratio is the reciprocal
of the ¢#£4 earnings from net income or earned income view to the

degree that the reciprocal exceeded the current rate of distributable
earnings. |If this rate exceeds cash dividend, then it implies a certain
rate of growth over time and many times these growth rates are unreasonable
so that E1lis recommends proper timing, loading the overall rate for

the expected cash on cash dividend, and assumptions which reasonab1¢§

price the property for sale in order to realize capital gains.



Vi-A John McMahan sees gradual insitutionalization of ownerhsip of large

Vi-B

properties reduced turnover, more emphasis on property management,

and a bigger role for government. Much real estate activity would be
as a result of geographic shifts in the population to the south and
west and demographic shifts in the size of households, number of
disabled, and other spcial housing needs. He exepcts the affordability
gap to met by smaller units, higher densities, non-union labor, and
more efficient city planning efforts.

Graaskmap isn't sure risk ratios are appropriate except for solvency

and capital payback since so many of the risks in real estate are

shifted to others by contract. or modified by strategic positioning

to protect against politcal exposure, channel demand, management intensive-
ness, financial parameters, financing and tax matters and estate planning.
Investors attempts to satisfy and as Peter Drucker points out improve

the solvency position instead of the levergage position. Jaffe

proposes a risk premium for risk adjusted discount rates, the certainty
equivalent approach, senstiviéty analysis, dicision trees and simulation.
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Real Estate investment is futuristic. Decisions move from
irrational hope toward rationalized attitudes toward explicit
intellectual strategies.

A. What is the time line of the hope?
1. Pension fund vs. first time home buyer
2. Columbia vs. rail yard

B. How topical are the attitudes?
1. Investing against the tide--buy if everybody's selling
. Wait on tax shelter investments
Life is a series of short runs so real estate investment
context is a micro context.
Real estate value is ultimately tried to future money
markets and therefore investment is in a macro context.
5. Real estate investment is passive and long-term;
real estate development is exploitation of opportunity
and arbitrage.

S~ W

C. The essence of strategy for real estate is to improve spread
by enhancing monopoly for marginal revenues while exploiting
opportunities to reduce costs.

1. Active investors create spread through opportunism at the
micro level.

2. Passive investors enhance spread through timing and
arbitrage in the macro business cycle.

D. The essence of tactis is exploiting institutional and technical
details in the appropriate time frame to achieve monopoly and
spread.

E. The relationship of real estate enterprise to land and the
creative urge to give form to tangible artifacts creates a
huge emotional vector in real estate investment which means
that the rational efficiency of capital markets is always
distorted by adjustments for psychic income and loss to a
greater degree than other capital intensive under takings.

First readings are suggestions of futurism on energy, political/social
trends, capitalism, and business organization.
A. The second set of readings are more specific about attitudes

and expectations about real estate.

B. The third set of readings are concerned with the intellectualism
of measuring rates of return. Put those into context in terms
of hope, attitude, strategy and tactical decision-making.
Financial sophistication is possible at the tactical level.

C. The above perspective is necessary to understand or to discount
the relative importance of income tax matters, or syndicators
or other topical, or tactical matters relative to the ability to
analyze at an appropriate level of abstraction, time dimension,

and strategic orientation.

Economic scenarios as opposed to probability analysis



Scenario I: THE POPULAR CHOICE

Scenario

Scenario

Smooth transition to new economic base

Steady economic growth with brief and mild slow-downs
Gradually declining unemployment in traditional industries
Growth solves the deficit and debt problems

Real interest rates steadily moderate

IT: ERRATIC TRANSITION

Transition to new economic base interrupted by recessions
comparable to those in the mid-1970's and early 1980's

Economic growth erratic with strong spurts interruped by
stagnation or negative growth

Aggregate unemployment remains in 7 to 12% region, with
continued pockets of unemployment in excess of 15% in
traditional industries

Debt loads remain high with considerable default and
rescheduling to protect credibility of financial institutions

Pressures to control government deficits force continued

increases in tax rates and increasingly severe spending
adjustments

Real interest rates moderate very gradually as deflationary
forces from excess capacity decline slowly and debt
loads keep pressure on borrowing

ITI: ECONOMIC DISTRUPTIONS

Economic transition interrupted by distruptive breakdown

characterized by:

Significant defaults on foreign and/or domestic loans

Runaway government deficits and drastic deficit-control
measures

Period of rising unemployment, concentrated particularly in
traditional industries but spreading to other industries as
well; aggregate unemployment reaches levels higher than in
early 1980's

Real interest rates remain high for most of the 1980's
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Forms of Ownership

A straight real estate mortgage loan is a form of real estate investment,
the preferred form of investment if you want monopoly and spread without
the risks of operating responsibilities

A.

For the first 75 years, the 20th century,life insurance companies,
wealthy individuals and a few public or semi-private corporations
had a monopoly in lending on investment quality real estate.

Financial institutions were guaranteed a spread by Regulation O

Basic loan form presumes safety of principle, reasonable yield,
constant purchasing power and repayment from income.

More recently, institutions are concerned with conservation of
buying power of principle, after tax equivalent income, optional
liquidity and repayment from resale

The shift in investment philosophy reflected a loss of monopoly
of capital implied by the general account and reflected in the
need to justify performance in a segregated account, which was
more similar to a demand account than a long term commitment.
This shift meant

Yield at the expense of greater risk.

Expansion of fiduciary roles

. Portfolio theory as a defense against poor performance

Greater emphasis of tax exempt equivalency

Greater emphasis on positioning against unanticipated inflation
Greater recognition on role and compensation of venture capital.

AV W N —

As a result the form of real estate ownership has become a hybrid of
contracts which permit a negotiated balance of investment attributes
among sources of capital where different investment priorities control.

A.

True equity ownership is characterized by the degree of power and
the selection of and rearrangement of capital components in the
project.

Ultimately, the real owners as compared to the capital investors

are those who enjoy the operating revenues of managing the project
currently with participation in the value added by their performance,
the conversion of human capital to financial capital.

The ivestment issues which have to be addressed to ownership are
the degree to which the following are desired:

1. Preference as to income and assets on the down side or
greater share of income and capital on the up side.

2. Greater control through full cwnership or the capital
recovery mechanisms available to the preferred creditor.



3. Degree of project control versus degree of responsibility
for cost overruns and non-performance.

L. Exposure to public liability
5. Exposure to the income tax.
6. Exposure to liabilities inherent in the securities laws.

7. Profit centers to be obtained from expertise versus capital
and market position.

Alternative investors bring different forms of equity to the investor
in exchange for a capital account, recognized with a stock share or
simply a T-account in the equity ledger which reduces to a common
denominator of capital equivalence a variety of things;

A. Land

Credit rating

Control of market

Equity cash or seed money

Development expertise

Access to political subsidies and entitlements

Management services

Opportunity-to:arbitrage timing and foreign exchange or tax
bracket shelters

ToOoOmMmmo O w

When real estate investment is narrowed to consider only to the amount

of capital required at a given price to make a project financially

viable, then the ownership structure is intended to reduce the downpayment,
reduce the loan constant and increase the spread, and generally reduce

the investment by any single individual.

A. Reduce the down payment

High loan-to-value ratios with basket clause notes

Land contracts

Secondary refinancing

- Second mortgages and wrap arounds

Dividing responsibility between landlord and tenant financing
Land leasing and sale and lease backs

Government guaranteed high ratio loans

Direct government price reductions through land write downs

~ Oy W N —

B. Reduction of mortgage loan constant
1. Stretch out payments
2. Reduce base interest and replace with contingent interest
3. Eliminate amortization with interest-only loans, lease backs
L. Subsidized interest with tax exempt capital from government

C. Reduce investment by any single individual
Co-op or condominium

Partnerships - limited or general

Real estate trusts - mortgage or equity
Loan participations

Real estate corporation

U1 W N —

D. Real estate shares converts real estate finance to security status



The format of the equity investors capital account gives the name to

the real estate equity investment and reflects the number of persons

to be reached, the scale of the capital pool, and the flexibility which
may be desired in: altering returns in order to reflect the significance
of contribution as well as acceptance of risk;the spectrum might include:

The triple net land lease

The convertible mortgage

Participating mortgage

The bond with warrants

The limited partnership unit

A joint venture unit

A real estate trust unit

A sub-chapter S corporate shares

A straight corporation

A joint venture of corporations with different levels of interest
and voting power

Public industrial development corporation

-~ TOTMMOO WD
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Limited Partnership Constraints

It's not what you sell but how you sell it that represents a major risk
for syndicators.

A. Private remedies include:

1.

Section 12 (1) anyone who sells or offers securities in violation -
or registration and prospectus requirements has absolute liability
to a purchaser for a decision and damages except for authorized
exempt transactions.

Section 12 (2) gives rights of decision and damages against those
who offer or sell by prospectus or by oral communication
containing materially untrue statements.

Section 11 gives damages to those where registration statements
contained untrue statements or omissions. Persons are liable
include issuer, those who sign registration statements including
appraisers and accountants, directors, general partners, experts,
and underwriters who must prove due diligence.

Section 15 imposes contingent liabilities on those who control
the persons liable for Sections 11 and 12.

Section 17a prohibits fraud and gives a private remedy to purchasers
and applies to exempt securities and exemptions.

Rule 10b-5 implies private right of action for sins of omission
and comission.

B. Limitation period

1.

Section 12(1) one year after violation but no more than 3 years
after the offering.

Section 11 and 12 one year after discovery and no more than 3 years
after sale

Given the poor economics of many projects, many investors could
be considered defrauded except that courts are receptive to
syndicators argument that damages should be reduced by tax
benefits received.

The SEC can seek injunctions and criminal penalties for specific
violations.

Burden of proof is on the plaintiff while the defendent has
the burden of defending exemption form registration or application
of statutory defenses.

Syndicators pursue two relevant exemptions - the private offering
exemption under Section 4(2) of the 1933 Securities Act and
and intrastate exemptions - sometimes called Regulation D.

C. The private offering exemption initially included issuers such as banks,
private placements for institutions, and business promotions by the
founders.



25-35 investors is a guideline but not determinent.

General solicitation rather than private

Informed investors

Security must come to rest with buyers who are not permitted to
distribute to a larger group and anyone who purchases with the
covert intent to redistribute becomes an underwriter without

protection of exemption.

Integration is carefully controlled and discouraged to prevent
fragmentation of an offer.

The Benefits of Regulation D in Squirming to Rescue Real Estate From
Security Status

Went into force March 1982 - including rules 501- 506 which creates a
three-tier structure of exemptions without registration.

A. The 3 tiers are:

1.

2.

Offerings involving sales up to $500,000 - Rule 503

Offerings involving sales up to $5 million to a limited number
of "Big Hitters' or accredited investors (Rule 505)

Offerings to an unlimited amount of securities to a limited
number of suitable persons, (Rule 506)

B. The magic number of sales is now 35 to non-accredited investors
but offers and sales to an unlimited number of accredited investors.
There is no reasonable inquiry requirement of issuers who do not
have to determine investors are in fact accredited.

1.

5.
6.

BAnks, insurance companies, investments companies, employee
benefit plans, officers, directors, and general partners are
all presumed accredited.

Those who purcahse $150,000 minimum which is no more than 20%
of their net worth or joint net worth, is presumed accredited.

Anyone with a $1 million net worth INCLUSIVE of home, furnishings,
and automobiles.

Any natural person with adjusted gross income in excess of $200,000
in the past 2 years and in the coming year.

Tax exempt organizations with assets in excess of $5 million

Private development and venture capital companies

C. O0fferings and compliance with Regulation D do not register with the SEC
but may have to register in a state.



Many states are amending their rules to match those of the SEC
to avoid the hassle of supervising real estate deals.

The intrastate state exemption limits the issuer, offerees, purchasers,
or purchasers in resale to the same state of residence.
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Problems With LImited Partnerships

State and Federal regulations require full disclosure but prohibit
very little acitivity explicitly. PResumably the fully informed
investor can protect himself.

A.

Each prospectus needs a definition of suitability standard,
namely what type of income tax bracket, earned income position,
net worth must be specified as a condition of subscription.

Failure to invest at least 50-60% of the assets of the program
witnin 90 days of realease of the funds from escrow exposes
partnership to the need to register under the lnvestment Eompany
Act. The SEC does not grant letters of e xemption so this
surprise may come home to roost only in the future.

A1l general partners are expected to operate with the good faith
required a fiduciary, nevertheless, conflict of interest is

to be expected and need only be disclosed, not avoided. These
conflicts are often related to the forms of compensation and
fees available indirectly to the general partner and sponsor

of a limited partnership.

1. The general partner is a general partner or an affiliate of
the general partner in other limited partnerships (public
and/or private) dealing in similar investments.

2. The general partner has the power to (and does) invest the
partnership's funds in other limited partnerships in which
the general partner or an affiliate is the general partner.

3. Properties are bought from or sold to affiliates.

L., Affiliates who act as underwriters, real estate brokers,
managers, etc., for the partnership act in such capacities
for affiliated partnerships (or other affiliated entities).

5. The same counsel represents both the partnership and the general

partner.

6. The general partner or an affiliate is hired by the partnership

to manage the properties purchased, receiving sizable
compensation.

7. An affiliate of the general partner acts as the underwriter
for the offering, receiving underwriting compensation.

8. An affiliate of the general partner is a real estate broker,
receiving commissions for sales of the partnership's property.

9. An affiliate of the general partner is a real estate broker,
receiving funder's fees for purchases of property for the
partnership.

10. The law firm with which the general partner is affiliated
renders opinions and drafts partnership documents and
receives legal fees.

11. An affiliate of the general partner acts as an insurance
agent for properties acquired by the partnership, receiving
compensation.

12. An affiliate of the general partner acts as the accountant
and administrator for the partnership, receiving payment
from the partnership for such services.

13. An affiliate of the general partner places mortgages for the
partnership or otherwise acts as a finance broker, receiving
commissions for such services.



The maximum dollar amount of all compensation, including repayment of

out-of-pocket expense, to be paid the general partners,

underwriters, and any and all possible affiliates msut be tabulated.

A review of these lists is always instructive as to the profit centers
inherent in the organization and control of the real estate venture.
Some common compensation centers include:

A.

Fees and disbursements incident to the purchase and sale of the
limited partnership interests; such fees include not only those
paid to underwriters and sales personnel but also consist of
fees of counsel, accountants, and other professional experts,
etc., involved in the implementation of the program;

Fees payable for services rendered in acquiring properties on
behalf of the partnership;

Fees payable to the general partner or to unrelated parties for
arranging mortgage financing on the properties for the benefit
of the partnership;

Fees payable to the general partner or to unrelated parties for
refinancing mortgage indebtedness at some point during the period
of ownership (in some cases, a sharing of refinancing benefits,
in lTieu of a fee, to the general partner);

Fees payable to the general partner for continuing supervision
and administration of the partnership and/or its properties;

Fees payable to the general partner or to unrelated parties for
the sale of one or moreproperties owned by the partnership;

Participation by the general partner in cash flow or residuals
arising out of the operation, refinancing, or sales or properties;

Fees payable to the general partner or to unrelated parties for
marketing or for services rendered in ''renting-up the properties'';

Annual fees payable to the general partner or unrelated parties
for services rendered in the management of the properties;

Fees or builder's profits, overhead absorption, and/or land write-ups; and

Investments purchased or to be purchased for the program from the
sponsor or its affiliates.



SUMMARY OF WISCONSIN LIMITED PARTNERSHIP LAW
(Chapter 179, Wisconsin Stats)

A.

In order to form a limited partnership under Wisconsin law, all persons
desiring to form the partnership shall sign and swear to a certificate
of limited partnership. There must be no less than two persons, one,
the general partner and one the limited partner.

1. The certificate must be filed with the register of deéds in the
county in which the partnership's principal place of business
is located (Wisconsin Stats 179.02 (2))

2. Thus, county records become an excellent prospecting device to
identify who in the county is investing in local limited partner=-
ships.

3. |If additional partnerships are sold an amended certificate must be
filed - thus maintaining constructive notice of the relative
responsibilities of investors associated with the project.

The certificate must contain the following information (also useful
market intelligence):

-
o]
=

Name of partnership.

Character of business.

Location of principal place of business.

Name and residence of every general and limited partner.

Term of partnership.

Cash and description of other property contributed.

Terms of further contributions obligated to be made.

Time that contribution of limited partner is to be returned,

if agreed upon.

. . Terms of profit distribution.

Terms of substitution by the limited partner of an assignee,

if agreed to.

11. The right to admit future limited partners, if agreed to.

12. Terms of priority to contributions or compensation among 1imited
partners.

13. Terms of the continuation of the partnership in the event of the
deaths general partner by remaining general partners, if agreed to.

14, The right of the limited partner to receive property other than

costs, if agreed to.

oW O~ OV W N -

Wisconsin Stats 179.02(a)

Wisconsin Stats 179.24(2) sets forth ten situations when the certificate
of limited partnership shall be amended. These ten situations involve

a change in either the partnership, the partners, or the financial
relationship between the partners. Wisconsin Stats 179.25(5) requires
that the certificate's amendment be filed with the register of deeds.
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An Overview of Public-Private Partnerships
In Large Scale Development Projects

I. WHAT IS A DEVELOPMENT

A, Elements Common to All Developments

l. - Feasibility study
2. Land acquisition

3. Architectural design

4. Zoning variance and code compliance
5. Financing/construction and permanent
6. Construction

7. Rental or sale

B. Complexity of Development

1. Most simple.— Private home subdivision (gestation
period - two years)
2. Middle range - Single high rise structure in

urban core on land owned by single private
developer and conventionally financed. Latest
variation - Institutional lender as equity
partner (gestation period - three to five years)

3. Most complex - Multiple, mixed-use structures to
be constructed by multiple private developers on
land owned by one or more government entities in
deteriorated urban core, in partnership with one
or more levels of government (gestation period -
up to ten years or more)

a. quasi public entities such as academic
institutions or missions

b. advantages and disadvantages unique to
Public-Private developments

C. cutting edge merits closer analysis

* Based on a lecture by Robert H. Freilich. Mr. Freilich is the Hulen
Professor of Law, The University of Missouri-Kansas City School of Law.
He is also President of Freilich, Leitner and Carlisle, P.C. in
Kansas City, Missouri



II. THE PARTNERSHIP BETWEEN THE PUBLIC AND THE PRIVATE SECTORS

A.

Evolution of Government Participation in Development

1.

2.

A{;éggézggbenforcer of codes and ordinances with
wh &y ivate developer must comply

As stimulator of private development in the
public interest by offering incentives in the
form of site assemblage, writedowns, grants, low-
interest financing and tax abatement programs

As developer of low-income housing "projects" on
turn-key basis - leaving more lucrative and
creative commercial development to private sector

As initiator of lucrative commercial development
by contract, with private developers in order to
renew urban core and create employment opportuni-
ties

As partner of private developers - viewing devel-

opment as profit center to seed future develop-
ment

a. civil service mentality vps. entrepeneur
be. poration counsel vs. outside counsel

Government's Contribution As Partner

l.

Assemblage of site
a. government owned property

(i) underutilized or obsolete government
' property (e.g. schools, military bases,
police stations)
(ii) 1in rem property
(iii) previously condemned urban renewal
sites
(iv) air rights

b. create new property (e.g, landfill)
c. eminent domain

Relaxation of zoning and building codes and
overriding administrative delay

a. The zoning game



b. TDRs, bonus systems
c. Fast-track permitting
Low cost financing
a. tax exempt financing
(i) revenue bonds
(ii) tax increment bonds
(iii) mortgage backed bonds
b. sale-lease back
C. lease and loan guarantees

d. Federal grants (e.g., EDA, UDAG, UMTA)

Property tax exemption (or flexibility of
payment)

a. real estate taxes

b. sales taxes (ownership for exemption °
purposes vs. ownership for tax basis
purposes)

C. recoupment as payments in lieu of taxes
(PILOT) or payments in lieu of sales taxes
(PILOST)

Construction of infrastructure (e.g., utilities,
schools, parks, parking, transportation)

Clout throhgh comity with other levels of
Government

a. ability to expedite by log rolling or
special legislation

b. competition between levels of government
(management by committee)

c. lending aura of respectability



Private developer's contribution to partnership

1. Risk capital

2. Practical experience
3. Expertise (particularly in economics)
4. Imagination

5. Energy
6. Optimism

7. Guts
Competing objectives of governments and private
developers

1. Objectives of Governments
a. revitalize depressed or deteriorated urban
area
b. increase tax base
C. create amenities 9e.g., schools, power

stations, sewage facilities, roads, parks
and balance of infrastructure)

d. create employment and orderly economic
growth

e. timely commencement and completion of
project

£. creating hallmark of current administration

-- public monument of aesthetic merit,
without regard to economics

g. minimize adverse effect on environment

h. eliminate likelihood of pitting government
against small tenants (e.g., condominium on
leasehold) and other special interest groups

i. avoidance of conflict of interest and
sunshine law issues

j . ensure compliance with comprehensive plan,
master lease, enabling legislation and bond
resolution



ke affirmative action

1. create profit center to seed future develop-
ment

Objectives of Private Developer

a. obtain and keep designation as
partner/developer

b. negotiate deal that yields maximum return on
investment
c. satisfy requirements of private institution-

al lenders and investors



ITI. STRATEGIES AND TACTICS TO ACHIEVE OBJECTIVES OF BOTH

PARTNERS
A. Legal Format and Documentation
1. Setting the deal among government entities (no
one structure)
a. who will play lead role?
b. legislation
c. project agreement
d. master lease
2. Assemblage of site (through condemnation or
otherwise)
3. Transfer of title (sale or lease)
4. Raise monies for acquisition and infrastructure
a. bond issue
b. government budget allocation
c. developer exactions

5. Design guidelines

6. Environmental impact study

7. Requests for proposals (RFP)

8. Proposals from private developers
9. Conditional designations

10. Construction agreements (for construction of
infrastructure)

11. Sales vs. leases to private developers
a. ability to finance
b. ability to police
c. ability to share profits

d. ultimate ownership



12.

13.

Mapping agreement (utility company/City services)

Master development agreement

Getting the designation - and keeping it

1.

2.

Public bidding requirements

RFP (a hybrid form)

a.  prior political procedure

b. increased developer’'s ante

(i) formal marketing study
(ii) architectural plans and models
(iii) formal presentation

c. factors to be considered in making

designation

(i) aesthetic merit

(ii) reputation of developer
(iii) credit worthiness of developer

(iv) affirmative action

(v) economic benefits to government

d. forging alliances between competing

developers

Conditional designation (a valuable option to
conduct exclusive negotiations)

Dedesignations - terminating the partnership
a. as a matter of law
b. as a practical matter

(i) timing
(ii) loss of momentum
(iii) political image
Financing Commitments

Increasing the price of the

a. letters of credit
b. per diem charges
c. architectural plans

"option"

by reason of



7. Assignment or transfer of designation by
developer ’

8. Land banking

Negotiating key clauses in a partnership agreement
between government and private developer

‘1. Rental payments

a. covering obligations to bond holders
b. Payments in lieu of taxes (PILOT)

(i) flexibility

(ii) difficulty in estimating if tied to
actual taxes (separate tax lots,
separate owners local government
cooperation in assessment of tax exempt
property)

(iii) difficulty in implementing abatement
program

(iv) deductibility for income tax purposes
by co-op owner

c, payment in lieu of sales tax (PILOST)

d. public facilities maintenance charge
(difficulty) in estimating for purposes of
developer's projections)

e. share of upside

(i) percentage of income stream
(ii) share of proceeds of mortgage
refinancing
(iii) share of proceeds from sale including
co-op or condo

2. Segregation of in lieu of payments in trust for
special purpose (avoid capture by bond
resolution)

3. Construction Clause
a. timine commencement
b. timely completion



D.

C. security for developers obligation
(i) personal guarantees
(ii) surety bond
(iii) letter of credit or other collateral
d. quality control
(i) aesthetic judgments
(ii) exterior v. interior
(iii) construction schedule

Timely completion of infrastructures/remedies for

4.
default
a. rent abatement
b. consequential damange
c. each developer to build own infrastructure
d. one developer to build infrastructure for
entire project
5. Conflicts among private developers
a. first on board
b. last on board
c. most favored nation clause
d. master developer agreement
6. Rigidity of master lease/bond resolution
a. as negotiating weapon
b. as bonafide impediment
c. difficulties in amending
Case Study
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Business 350 - Limited Partnership Terminology

Definitions of '""Return'

Taxable income,

Het profit only (i.e. not net loss),

Taxable income calculated on the basis of straight line depreciation,
Het profit calculated on the basis of straight line depreciation,

Cash available for distribution before allowance for reserves,

Cash available for distribution after allowance for reserves,

Cash actually distributed,

Cash available for distribution before allowance for reserves plus the
amount of that year's principal payment on the mortgage debt,

Cash available for distribution after allowance for reserves plus the
amount of that year's principal payment on the mortgage debt,

Cash actually distributed plus the amount of that year's principal
payment on the mortgage debt,

Cash available for distribution before allowance for reserves plus

the tax liability or the tax shelter benefits of the taxable income
calculated for a specified tax bracket,

Cash available for distribution after allowance for reserves plus the
tax liability or the tax shelter benefits of the taxable income calculated
for a specified tax bracket.

Cash actually distributed plus the tax liability or the tax shelter
benefits of the taxable income calculated for a specified tax bracket,
Cash available for distribution before allowance for reserves plus

the tax liability or the tax shelter benefits of the taxable income
calculated for a specified tax bracket plus the amount of that year's
principal payment on the mortgage debt,

Cash available for distribution after allowance for reserves plus the
tax liability or the tax shelter benefits of the taxable income calculated
for a specified tax bracket plus the amount of that year's principal
payment on the mortgage debt,

Cash actually distributed plus the tax liability or the tax shelter
benefits of the taxable income calculated for a specified tax bracket,
plus the amount of that year's principal payment on the mortgage debt.

Definitions of ''‘Sales Proceeds"

Gross sales price,

Gross sales price less closing costs and real estate sales commissions,
also known as the net sales price,

llet sales price less beginning mortgage balance,

Net sales price less mortgage balance at time of sale,

Net sales price less purchase price,

tlet sales price less the mortgage balance at time of sale less the
initial equity investnent,

llet sales price less the mortgage balance at the time of sale less the
initial equity investuent plus the sum of returns, however defined,
distributed to the limited partners,

llet sales price less the partners' basis for tax purposes (the purchase
price less accunulated depreciation),

let sales price less the partners' basis for tax purposes less the amount
necessary to pay taxes at some specified rate,

A1l cash, after payment of mortgage balance at time of sale, including
refund of working capital, unuscd reserves, and unallocated reserves.



Joint Ventures in Real Estate

The term joint venture has been used to loosely to describe a variety
of arrangements in American business which could be classified as
partnerships. In its broadest sense a joint venture is an association
of two or more persons to carry out a single business enterprise for
profit, whatever the legal form of association.

A, The term grew out of the fact that in many states, prior to the
uniform partnership act, corporations could not engage in partnerships
so that a partnership of two corporations was called a joint venture,
Since the UPA has eliminated that corporate restriction, the term
today is preserved by corporate lawyers in the hope that it provides
constructive notice to the public that one partner in a joint venture
has limited authority to bind the others. It remains to be proven
how much a word or phrase can do to defend a suit by a claimant
against all partners claiming detrimental alliance on the credit of
all for a transaction involving only the interests of one partner.

B. Joint ventures are primarily associated with but not limited to
institutional money sources such as pension trustees and life
insurance companies and therefore their peculiar problems of
regulation will influence most discussion.

C. As these institutions have had a growing willingness to forego
limit of liability and fixed return in pursuit of yielu, the
dominant characteristic of the joint venture has come to the fore.
Limited partnerships provide a single tax entity with limited
liability so long as there is not operational management by the
limited partner. As soon as the money source wants participation
in management while retaining a single tax entity it is necessary
to go to a joint venture. As will be shown there will be considerable
maneuvering to retain limited liability, often without success.

D. Thus the joint venture goes to the heart of the question of what is
equity - the right to benefit or the right to control and clearly
shows it is the right to control.

E. Finally institutional lenders who wish to make a mortgage and an
equity commitment faced a legal problem under Section 13 of the UPA
which on its face states no limited partner shall receive or hold
as collateral any partnership property - although this may be referring
to privileged claim on assets of insolvent partnership (Hughes vs. Qgsh).

Joint ventures can take a variety of legal form to put different weight
on issues related to control, limited liability, yield, tax impact, and
continuity.

A. Where the association has equal controls you have a true joint venture;
where the developer is essentially in control you have a limited
partnership and participation loans and leases. Where the money
venturer has control it will generally take some kind of corporate
structure or continuity and segregation of assets.



B. Host of the arguments in negotiation will center around provisions

for:

I. Allocation of risk, profits, and limitations on liability
2. Responsibility for contingent capital contributions

3. Assignability of interests

4, Conflict of interest

5. Replacement of management due to incompetency, disability,

bankrupcy or death of key people

Selection of a form of venture entity will be heavily influenced by
tax factors but there are many commonplace considerations as well.
The following review of alternative forms of venturing can suggest
these non-tax issues:

A. Tenancy in Common - Simplest form of venture - T.1.C. reports for
tax purposes his share of gross income less his share of expenses
paid - true even if he pays more than his share - excess treated
only as loan to other T.l.C. - generally suited only for passive
investment - inherent title problems on death of T.i.C. - management
problems - partition rights ~ liability problems.

B. Corporation - Many Pracitcal Advantages - Not title problems from
death or devorce - flexibility in transferring interests -
centralized management - limited liability - flexibility of profit
allocations through use of various classes of stock.

However, tax disadvantages - corporation is a separate tax entity -
distributions doubly taxes - once in corporation, once as dividends -
if corporation able to wipe out earnings by soft money deductions,

in some states no distribution of cash possible - no pass through

of soft money.

C. Subchapter S - Since 1958 - Limited liability and pass through of
losses - all tax advantages of partenrship plus limited liability -
can't be used in most real estate deals.

Requirements -

Ho more than ten stockholders

All of whom either individuals or estates

Only one class of stock

. No more than 20% of gross receipts from rents - dividends -
interest - unless venture involves subdivision or sale of
condos, probably can't use.

Two unpublished rulings - if significant services involved.

N -

w

a. Hotel or motel income not treated as rent.

b. Shopping center where landlord provided subst. servoces
such as security, promotion, maintenance - income not
treated as rent.

Query: How far can you carry these rulings - in any apartment
house or office building there are similar services.
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Land Trusts - Advantages in central management - title holding -
limited liability - not really true venture - real problem is the
association problem - discuss later.

Reit - Special kind of trust

. Large group of investors - at least 100.

Not more than 50% of trust by any five.

90% of trust income from passive income, dividends, rents,
interest, gains on sales of stock, real estate.

. 75% must be real estate income.

. Income must be passive, i.e., no management functions.

. 90% of ordinary income must be distributed.

[onSa Oy I o W N —

Partnership - great tax advantages - it is not a separate tax-

paying entity, merely a conduit - soft money deductions pass through
to partners - mortgage can be utilized as part of basis. Also -
non-tax - title held in partnership name under UPA; profit allocations
and priorities possible - management controls available - securities
problems avoided under certain states Blue Sky Law.

Big disadvantage - liability; partner's own estate subject to part-
nership debts.

Limited Partnership - limits liability of limited partner. To

get llmited liability, can't participate in management - even this
is breaking down - in Calif., for example, limited partner can

now vote on sale, removal of general partner or other basic
matters to partnership structure, without losing limited liability
status.

Tax advantages or objectives will also play a major part in the choice

of form of the venture and contributions of investors to it. The developers
tax incentive areusually subordinated to those of the investor/money
partner.

A.

The investor should try to salvage soft money deductions during
construction such as:

1. Carrying charges during holding of property - interest and taxes -
ground rent.
2. Mortgage points.
3. Prepaid management feed - promotional fees.
4, These can be capitalized - Sec. 266 1.R.C. Institutional
lender who participates after completion may try to negotiate
for these to be capitalized.
(A deduction requires an expenditure so checks shoutd be
exchanged even where they wash out)

A separate corporate entity is a double tax entity, taxable &t the
corporate rate of 45% or more. On a big project tax losses may
exceed the carry forward capacity to use them. Furthermore the
effective tax rate on a mutual life insurance company may be as low
as 15% so the marginal advantage is to a single tax entity, unlike
an individual in ahigher tax bracket.



General Partnership

Business Aid 850

Accelerated marketing of limited partnership interests led to certain adverse
results and responses.

A.

Separation of construction and management from packaging function of
financial team so that real estate interests were recognized as a
security.

Recognition as a security meant that wholesale marketing of real estate
interests became very expensive and time consuming; the expense was not
justified by market value or earning capacity of investment.

Investment, therefore, was justified on soft dollar benefits of tax
shelter and to maximize tax shelter, there were many abuses of ac-
counting for IRS, which led to restrictions in tax administration and
tax codes.

Abuses of investment bankers and local promoters created many bad
investments due to absentee ownership, amateur investers, and ex-
cessive leveraging.

The general partnership will avoid many of these pitfalls while retaining
single conduit tax status.

A,

Limited number of partners in a venture contribute significant amounts
of cash Ih/drdéy/tVdf so that direct and personal involvement is probable
and logical.

General partners designate one partner as managing partner and, therefore,
should insist on a proven track record, substantial net worth, and an
organization which can survive the loss of key people.

To prove the existence of a general partnership, there must be proof of
regular meetings and input by the general partners, so there is no cen-
tralized management by default.

The security laws do not apply to the search for partners in the capital
venture. Thus, it is far easier to prepare financial statements or
document describing the project without committing a sin of ommission
or commission.

The general partnership agreement would contain the following types of
provision.

A.

B.

Name of partnership

Duration is established not to exceed a specified date, which may reflect
length of mortgage, duration of subsidy, land lease terms or whatever.

Names and addresses of all general partners and their percent of interest.

The capital contribution generally distinguishes between contribution of
the managing partner which may include site, plans, and fees, etc. How-
ever, a general partner should typically start at the very beginning on



a venture, so that all checks are drawn on the partnership. With the
organization of a partnership, the managing partner can generally bor-
row working capital at the bank in the name of the partmership.

1. Note the managing partner is not limited by the Safe Harbor Rule.

2. Note the managing partner does not have to fund the project until
loan committments are received and project bid in order to provide
an acceptable level of certainty to a limited partnership perspective.

3. For organization of the partnership, the managing partner typically
receives 5 or 10 percent partnership position.

The general partners put in a prorata share of a specified dollar amount
of capital, representing 90-35% of partnership interest. Partners may
set up a series of payment dates over 2 - 5 years, depending on the

lead time and cash requirement cycle of the project. [If any partner

is delinquent, the majority of remaining partners may expel the delin-
quent partner without dissolving the partnership. If the delinquent
partner has paid less than 10%, of his agreed capital contribution,

it is forfeited. |If greater, the partnership will be appraised and

the remaining partners or any new partner will have five years to
amortize expelled partner share f value at 7% per year.

The purpose of the partnership must be limited to specific project types
on specific sites.

Contract for construction will include performance and completion bonds
for the total amount of construction and secured credit financing is
generally tied to a certain source and term, but not to an interest
rate. Each partner agrees to provide personal statements and other
documents to secure mortgage credit and agrees to personally guarantee
the development and construction loan while explicity avoiding any
liability for permanent mortgage loan.

Managing partner receives a specified development fee in leu of any or
all other charges or personnel and resources. Moreover, the managing
partner agrees to fund operating deficits, etc. for the initial rent

up stage to the degree that loans and equity capital are not adequate.
The agreement also provides that the partners may select their own
property manager and that the managing partner can be considered so

long as he charges no more than that charged by competitors in the area.
Finally, the managing partner is compensated a specified amount for
managment of the partnership, payable monthly. Extraordinary accounting
or legal services may be separately charged. No partner may be com-
pensated for anything else unless approved by the vote of the partners.

A meeting of partners is required no less than every quarter and a
special meeting may be called by the managing partner or any partners
representing 20% of shares with 5 days f written notice. A vote must
represent at least %8% 51% of interest entitled to vote or there must
be unanimous written consent.

Partnership books will be closed on December 31st and audited each
year by an accounting firm selected by the partners.
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_3_

Agreements are filed in both the county organization and the county's
in which projects are located.

Partnership may be dissolved or re-financed at any time.

No partner may sell a sign, or hypothecate, his partnership interest
or any sub-interest without consent of partnership and the mortgage
lender.

Partnership is continued unless a partner owning 50% or more of the
partnership dies, becomes legally incompetent, or a judged bankrupt.
Surviving partners have option to purchase deceased partner's share
or a voting to accept a new partner. Where partnership laws prevent
it, the surviving partners have the right to immediatly reorganize
the partnership subject to the agreement and amendments there to,

in effect at the time of loss of the partner. Surviving partners
must give written notice of intention to purchase within 30 days

of the contingency. Purchase price will be the prorata share of
book value of the partnership adjusted to recognize real estate at
fair market value. Each survivor has the option to purchase his
proportionate interest relative to the other survivors. Each part-
ner agrees to a 6 year installment purchaser with interest rate at
1% over prime. Buyer provides a promisory note and collateral as-
signment of partnership interest. If partners do not buy out the
selling partner, the partnership is immediately dissolved.

Appraisal of the project must be by an MAl who # has done business
in the state and counties where property is located for not less
than 5 years, and if necessary, they may employ the same appraisal
arbritration process used in fire insurance.

Insurance has to be maintained for fire and extended coverage at
100% of replacement cost, and public liability maintained for 2
million dollars. Other types of insurance including loss of rental

income is left to custom for similar properties, and partnership
is obliged to rebuild.

Legal documents must be executed by 2 partners, the managing partner
and one more authorized by all of the partners.

Analysis of financial statements.
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SELF DEALING WITH PARTNERSHIPS

Unlike corporations where the corporate entity is clearly distinct

from the individual investors, the partnership is a little fuzzy

as to when the partner is dealing with an entity and when he is dealing
with himself. Section 707 of the 1954 Code established the entity
concept as the general rule:

A. Established the general rule that partners engaged in transactions
with their partnership, other than in their capacity as partners,
shall, with exceptions, be considered as acting as non-partners.

B. Provided two specific exceptions to the general non-partner rule
which govern certain sales or exchanges of property between partners
and their controlled partnership, as well as between two controlled
partnerships, and

3. Provided that ''guaranteed payments'' to partners for services or
for the use of capital, if determined without regard to partnership
income, be accorded the entity treatment for purposes of partners'
gross income and the partnership's trade or business deductions.

D. Nevertheless, the IRS under Section 482 has the right to allocate
income and deductions among two or more taxpayers, organizations,
etc. to prevent evasion of taxes or to clearly reflect income so
that substance of a transaction governs over form.

The exceptions have to do with losses on the direct or indirect sale

or exchange of property between partnership and partner when the partner
owns directly or indirectly more than a 50% interest in the partnerships
capital or profit. Ownership may also be modified by allocation of
management control.

A. Sales and exchanges are an area of exception.

B. Sale and leaseback transactions between partners and their partnership
is another area looked at closely by the IRS if the sales price
or the rental payments seem low.

1. The IRS may contend that the purchaser-lessor has received
advanced rental income to the extent that any spread between
fair market value of the income and its purchase price .

2. Or if the actual rental is less than fair rental value, the
defference is additional consideration to the seller, or the
seller has retained an equitable interest to which a portion
of the property basis must be allocated.



LIMITED PARTNERSH!P

Since the limited partnership has central management and limited
Tiability by the nature of its organization, it is important to
eliminate marketability of shares and continuity to avoid taxation

as a corporation. As a result the investment is very illiquid and
subject to some unfortunately tax traps if it dissolves before the end

of

its stated venture time. Therefore, the prospective limited

partner must ask himself how he withdraws from a limited partnership.

A.

A limited partnership interest which becomes burdensome is
obviously one that has a problem, probably that the market value
of the asset would not generate enough cash to pay the recapture
tax. Until the tax law reform there were a number of options:

1. Die and allow the estate to achieve a new basis, i.e., zero

2. Declare bankrupcy in which case you wouldn't have to pay the
tax on the gain.

3. Commit tax fraud by not reporting the transaction

L4, Purchase tax shelter in the wife's name, file a joint return,
and when the tax shelter is exhausted and the investment
became a burden, divorce the wife.

5. The last alternative is dangerous in the community property
state.

The practical anser has been to select only investments that have
sufficient viability to survive the client and be valuable to

the heirs. However, some clients wish to simplify their financial
lives as they advance in years.

All of the above are generally unattractive alternatives.

Recently the attorneys have decided there is no legal reason

under the Uniform Partnership Act there is no legal reason why

you cannot just walk away from a partnership. Just notify the
other partners you are withdrawing. As there is a doctrine under
partnership law (known as delectus personarum) which means you
cannot force a person to be a partner against his will or to accept
a third party as a partner. The restriction on transferability
refers to the latter.

A contractural restriction against withdrawal would mean the with-
drawing partner would be subject to damages but in must cases,
how could there be an injury?

If a 1limited partner abandoned his interest, the remaining partners
pick up a pro rata share, the exposure of the withdrawing partner
would be for assessments or for previous distributions for capital.
Any tax free distribution, one of the goals of tax shelter invest-
ment, would be deemed distribution of capital which sometimes

can be at the expense of third parties unable to collect their
claims.

1. For example, a subsidized housing project might make cash
distributions of 4% each year so after 10 years you have
40% of your capital contribution back in cash.

2. To the degree that the abandoning partner has a negative
capital account he would pay taxes on the withdrawal,



I1f the only limited partner withdrew, the partnership would
terminate and the property would be owned by the remaining
partner by a defacto distribution. The only penalty

would be loss of first user status for accelerated depreciation
To abandon the partner must notify the general partner to

file an amended certificate of partnership.

Some people believe you can give a poor partnership share to a
university or other charity. However, if the charity uses
borrowed money to invest, it is taxed on unrelated business income
in proportion to the loan ratio.A charity can only use straight
line depreciation. The other partners must accept the charity,
under the rules of transferrable shares.

There is a possibility of negative basis interest to a personal
holding company as part of a plot in which you put positive and
negative interests so that investments which have not reached
the cross-over point will cover those that have. Under Section
357 you would be taxed to the extent that liability exceeded
basis.
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REMICS,
REITS,
AND MORTGAGE BACKED BONDS

By the mid-1970's, there was great fear that traditional mortgage
investment intermediaries would be unable to supply enough capital

for the inflationary purchase prices of homes and commercial building.
Not only had inflation greatly increased the total dollars required,
but the interest rates had soared at the same time that there were

all kinds of negative incentives to saving money in fixed dollar
instruments.

A.

Garn-St. Germain Depository Institutions Act of 1982.

1. Adjustable rate mortgages.

2. Expansion of non-residential real estate loans for THRIFTS
from 20-40 percent of assets.

3. Power to accept demand deposit.

To provide liquidity to meet commercial and corporate demend
deposits, the 98th Congress created the first comprehensive
legislation on secondary markets called The Secondary Mortgage
Market Enhancement Act of 1984. However, it fell short of what
had been recommended by the President's Commission on Housing.

1. Preempted state investment and security laws relative to
mortgage backed securities.

2. Permitted forward trading without registration on conventional
mortgage securities with private guarantees.

3. Federal Preemption reduced issuing costs and broadened invest~
ment eligibility to state-regulated institutions and state
pension funds.

Significant barriers remain relative to pre-payment calls.

1. Mortgage backed security were required to use the grantor
trust with passive management to prevent a double layer of
taxation.

2. Sears/Dean Witter tried to expand the ability of the trust
by expanding the range of pay-back options and which also
permitted the issuer to count the transaction as a sale of
assets so that mortgage bankers could be a source of mortgages.
--FASB had ruled that CMO's were debt financing--killing the
CMO as an outlet for mortgage bankers.

3. IRS reacted in 48 hours, grandfathering the Sear's issue, but
defining future multi-class structurings as an association
taxable as a corporation at the pool and the investor level.

In short, any shift of interest among classes in the under-
lying pool violated the nature of a grantor trust. The IRS

did not flinch despite strong political resistance and promised
detailed rules later in 1985.
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The 1982 Commission on Housing had proposed either using 1imited
partnership as a vehicle or a TIM--trust for investment in
mortgages. TIM's would retain tax exemption while allowing the
issuer to manage the cash flow for call protection and alternative
payment streams on principle.

Other impediments were inherent in the securities law.

1. Dispute as to whether accredited investors rule was useful or
whether legislative exemption from the securities act was needed.

2. Bank of America Case (EPIC failure) discouraged Congress from
exemption of the anti-fraud registration process.

3. Many wanted a rating agency to establish investment grade
ratings.

L., Since mortgages historically have not been regarded as serious
investment assets, most ratings would be with a third-party
credit enhancement.

5. Negative historic reputation of single family mortgages is even
worse relative to multi-family and commercial mortgages.

Positive public policy benefits of easy access to traditional
financial markets include:

1. Equalized geographic access to capital;

Investor response to market conditions despite traditional
illiquidity;

A rational access to capital pools outside of traditional inter-
mediaries;

Permits replenishment of cash for primary lending institutions;
Consumers enjoy more credit at lower interest costs;

Safety of diversification;

Better yield with the spread over treasuries;

. Liquidity and flexibility; and

Secondary markets also exist for auto loans, student loans,
subsidized mortgages.

W o~ oV B w

The Tax Reform Act of 1986 created the Real Estate Mortgage Investment
Conduit--REMIC--to avoid double taxation and to encourage more efficient
financing of mortgages pools. In short, a REMIC permits:

A.

REMIC allows multiple-class mortgage pass-throughs that will not be
taxed as separate taxable entitiies.

REMIC enables senior/subordinated mortgage securities with no
restriction on trading the subordinated interests.

REMIC allows CMOs with no issuer's equity interest. Under prior
regulations, issuers had to retain an interest for favorable tax
treatment.

REMIC allows pass-through pools to maintain cash reserve funds for
added credit enhancement.

REMIC enables thrifts and others with discount mortgages to transfer
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E.

cont.

them and recognize tax losses while treating the transaction as a
financing for accounting purposes and avoiding unwanted accounting
losses.

REMIC reduces ''phantom income'' on discount securities by inter-
preting how the original issue discount rules are applied to debt
with uncertain maturities.

REMIC elections avoid withholding tax on interest paid to foreign
investors, even on mortgages originated before July 19, 1984,

REMIC allows for cash-flow efficiency (i.e., authorizes monthly
pay instruments to match monthly pay collateral which reduces
reinvestment risk created by quarterly pay instruments).

REMICs composed of residential mortgages are qualified investments
for Savings and Loans. REMICs are also qualifying investments
for REITs and pension funds.



FEDERAL INCOME TAX NOTES

As proposed earlier, every tax question should be approached
systematically since nobody is going to remember details of the code.

A. Tax results of a sale or exchange should trigger these questions:

What is the amount realized on the sale?

How much is the gain or loss?

Will the capital gain and loss provisions apply?

When is the gain or loss on the transaction recognized, when
must it be included in gross income?

W N~

B. These questions can be applied to the following categories:

Sale or exchange of personal residence

Involuntary conversions

Installment sales

Deferred payments sales

. Contingent price sales

. Tax deferred exchanges

. Farm sales

C. The gain or loss from a sale is measured by the difference between
the amount realized and the adjusted basis of the property disposed
of (CCH 902)

SNOoOYUT W N e

1. The net amount realized is the value of everything received
reduced by any cost incurred making the transfer, such as
legal fees, commission, advertising costs and qualified
expenses of fixing up the property to sell it (within 90 days
of sale paid 30 days thereafter, not otherwise deductable and
not a permanent improvement).

2. The adjusted basis is developed extensively in CCH 934 and
935.

D. The concept of taxable profit is useful to understand twists in
the tax law. (CCH 901) The taxable profit on a sale or an exchange
is the excess of the net cash, or fair market value of other
property, received for the property sold or exchanged over the
cost or other basis of the property sold or exchanged, adjusting
that basis by adding to it any capital expenditures of the seller
while he held the property and deducting any depreciation or
depletion and other capital recoveries.

Sale of personal residence is a unique aspect of the tax law and
estimated to be the single largest tax loop-hole, perhaps costing
the Feds 2 billion or more.

A. Two special tax benefits for a tax payer who sells personal
residence:

1. For those 65 years of age a one-time exclusion of the first
$35,000 of adjusted sales price if they have lived there
at least five years of the preceding eight. Adjusted sales
price not exceeding $35,000, entire gain excludable. Otherwise
the ratio $35,000 to adjusted sales price X the gain.



2. Sale of a principal residence followed by purchase within
18 months or construction two years after the sale is exempt
so long as purchase price exceeds adjusted sales price of
old residence.

3. Review examples in CCH $03.

B. Sale of low-income housing projects subsidized by the Federal
Government to the tenants or to a non-profit organization representing
the tenants may also permit deferral of all or part of the gain.

1. To defer the gain the seller of the project must acquire,
build, or rennovate another qualified low-income project.

2. Gain is recognized to the degree that adjusted sales price
exceeds cost of the eplacement.

3. The basis of the replacement property is reduced by the amount
of gain realized butnot recognized.

Involuntary conversion is a short circuiting of the asset cycle to
cash due to condemnation, an insured casualty loss, or an uninsured
loss. CCH 907

A. The taxpayer has an interesting decision or option to make in his
treatment of involuntary proceeds.

1. There is no gain if he replaces the property in an amount
equal to the loss, but his basis remains as before so that the
new expenditures do not create new depreciation base. Only
expenditure for additional construction and additional increases
in debt would modify the basis.

2. As an alternative the taxpayer could pay the capital gains
taxes on proceeds received and then reinvest to enjoy a
new depreciation base.

3. The choice depends on the opportunity cost of money and the
taxpayer's marginal tax rate (see CCH 908).

B. For partial taking under emminent domain, the tax law differs
between awards for the property taken and severance damages
for the balance. In Wisconsin we do not make that distinction
and so the total award reduces your basis on the remainder after
allocation among land & depreciables.

Var ious forms of down payment sales contracts indicate best the
distinctions between gain, realized amount, and recognized gain. There
are three types which you should understand, installment sales,
deferred payment sales, and contingent price sales.

A. An installment sale occurs if the seller receives less than 30%
of the sales price in the first fiscal year, including principle
and interest payments on the land contract or purchase money
mortgage. The realized gain is the difference between net adjusted
sales price and adjusted basis. The recognized gain is the
proportion of capital gain and ordinary income received as the ratio
of adjusted basis to total sales price.



c.

1. A down payment of 29% is dangerous if the government reallocates
adjusted sales price between land, personalty, and finance
charges; similarly a buyer's exercise of a partial release
may trigger receipts in excess of 30%.

2. |If seller wants sales proceeds leveled over several years
and buyer wants to pay it off ahead of schedule, it is necessary
to use a substitute collateral trust managed by an independent
third party so that control by the seller of trust funds
cannot be interpreted as constructive receipt.

3. A cash basis seller, who does not receive his purchase price
in the year of sale in cash, notes, or marketable securities,
does not recover any gain until he has fully recovered his
adjusted basis. Thereafter the payments are capital gain or
ordinary income depending on whether it was a capital asset
or goods held in the course of trade.

L. Even where notes are received in a sale not reported on the
installment basis, it may be proven that their fair market
value is less than face value. 1In that case, later collections
are allocated between ordinary income and capital gain in
proportion as the discount on sale would be to face value of
the note. (See CCH 661)

A deferred payment sale is one in which year of sale payments
are more than 30%. In that case the profit is reported in

the year of sale but can be adjusted for the discount value of
notes taken. (See CCH 665, 666, and 667)

1. Uncle Sam will impute an interest rate to a deferred payment
contract where interest rates are low or non-existent. This
is called unstated interest. The current imputed rate is -6%.

(See CCH 661, 682 and 683).

2. Sellers prefer a higher sales price in lieu of interest so
that gain is a capital gain and buyers may go along to receive
a lower down payment even though it reduces their tax deductable
interest expense. Imputed interest applies only to selling
prices exceeding $3,000 and payments after one year of date
of sale.

A contingent sales price occurs when the parties agree to adjust
price in the future to resolve a conflict about assumptions,

net income, allowable zoning density, or representations which
don't prove out as to inventories etc.

1. In these situations the seller is treated as though he were in
cash accounting and can recover all of his bases before paying
taxes. The balance of the realized gain is only recognized after
pay back of the adjusted basis. Income tax must still be paid on
disallowed depreciation.

2. For allocation between capital gain and ordinary income, see
CCH 987 and 988.
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The student should also be aware of the distinctions between different
classes of real and personal property which qualifies for special tax
deductions or is exempt from depreciation recapture.

A.

Section 1245 property is tangible equipment (not including the
building or structural components)used as an integral part of
manufacturing, production, extraction, transportation or utility.
From time to time the government permits an investment tax credit
on 1245 property.

Section 1250 property is depreciable except that it includes
intangible real property such as leases, buildings and their
structural components, and all other tangible real property that

is not 1245, (Special features in a building for a specific

occupant would be 1245 property while standard components would be
1250 property in the same building. Recordkeeping during planning
and contracting stages of construction can produce significant shifts
of assets to 1245,

1245 property would qualify for bonus depreciation of 20% (CCH 1152).
Basis is reduced by the amount of bonus depreciation. It is a one-time
election method.

Student is urged to read CCH 1154-1167.

Wednesday will discuss the class life ADR System (Asset Depreciation
Range) .



Lecture #13
Real Estate and the Federal Income Tax

The conventional wisdom on real estate as an investment is that a major
feature in its profitability is a favored treatment under the tax laws
which make it at worst a major loophole for the rich and at best a very

inefficient federal subsidy for construction industry. A few academics
argue that there is some economic justification for the basic income
tax treatment and capital gains laws but that the basic economics have
been obscured by a patchwork of amendments and the propaganda of all the
vested viewpoints that relate to the law.

A.

Our purpose today is to first suggest some of the alternative tax
strategies which can be implemented through real estate, a basic
approach to tax analysis of a given investment problem, and finally
some of the basic issues in the debate for further reform of the
income tax law relative to real estate.

In essense the objective of any tax strategy is either to achieve
the lowest marginal tax rate or to postpone the actual tax payment
or a combination of these two elements.

1. Reducing the tax rate is intended to maximize the share retained
by the taxpayer.

2. Postponing or timing the payment is related to the opportunity
costs of money or present value.

It is not expected that you will learn all of the ins and outs of
the tax laws but only that you see the alternative objectives.and
approach to structuring the deal.

The basic alternative tax ploys can be identified and each can be given
an example for illustrative purposes.

A. Deferral of income tax is the result of:

1. Accelerated depreciation which understates taxable income in
the early years and overstates taxable income in the later years.
It may lead to recapture of tax shelter dollars at higher marginal
tax rates than would have been paid if straight line had beern used.

2. Election to expense certain items such as overhead during
construction rather than capitalize these construction costs
will reduce taxes during the construction phase but reduce the
depreciable value of the assets and therefore the value of
accelerated depreciation during the operating stage.

B. Conversion of income to capital gain is the result of:

1. lIncreasing the cash throwoff from a property through good
management and marketing and selling the property for the present
value of the future income. '

2. Purchasing a home with the help of ded@@ible real estate taxes
and interest and then selling it later for a capital gain.

3. Accelerated depreciation (before recapture laws) permitted
investors to understate income and then sell at an understated
basis to increase his capital gain.

C. Deferral of the capital gains tax is a result of:



1. Involuntary conversion of a property to cash as a result of
a natural disaster, casualty loss, Oor eminent domain permits
investor to rebuild or relocate within a specified time without
paying a capital gains tax.

2. The trade or exchange of like kinds of investment property is
not taxed. Instead each party takes his old basis with him
which is then adjusted for the net change in his debt position
or the amount of ""boot' he received. Boot is non-like property
such as cash.

D. Avofdance of the capital gains tax could result from:

1. Sale of personal residence and purchase of another of equal or
more value than your basis in the old property. For example,
a couple could sell their home with a large capital gain and
purchase a condominium unit for their retirement so long as
the purchase price was at least equal to their capital gain.

2. Property could be held until the owner died and it was transferred
to an heir. Once the estate and inheritance taxes was pai¢ the
heir would receive a new basis for theproperty equal to the
value from which he paid taxes and these taxes could be considerably
less than the capital gains tax.

E. The lowest marginal rate on a progressive tax rate scale might be
accomplished bLy:

1. Installment sale of a property in which the seller receives less
than 30% of the sale price from the buyer in the first year.

2. Income property could be owned by a corporation when the corporate
rate was lower than the personal rate or owned by a short term
trust when the beneficiaries tax rate was lower than the donors
tax rate.

F. It should be noted that these tax gains are not unique to real estate
but would apply to any type of investment property including machinery,
or securities, or other resources. The truly special tax treatment
is given to the personal resident to encourage ownership, change in
residence with a change in family status, and eventual liquidation
of the capital represented by the home for retirement income.

111. The real estate investor has some difficulty in arranging affairs to
pursue these various tax ploys.

A. There are three basic questions which need answer or definition:
1. Is the ownership entity a single tax or double tax entity?
2. \lhat is the tax purpose of the investment.
3. What type of real estate is it for depreciation classification?

B. The single or double tax entity reflects form of ownership and certain
specific economic attributes of the entity.

1. Single tax entities would include:

Single proprietorship

. General partnership

Sub-Chapter S Corporation
Limited partnerships

Other non-corporate associations

o o
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2. Double tax entities would include:

a. Corporations not exempt above
b. Associations for profit with three or more of the following
characteristics.

>C. In addltnon techaractertstics<of two or more people associated for :
rofit] a organizaties-i r fiis Ane 3 v g SO t;;:y
p ; is corporate i ~ 7¢*£u" _

a 1. Limited liability or investors

4 2. Centralized management

< 3. Unlimited continuity

d 4 Marketable interests

Tax rules differ depending on the presumed purpose of the investment
imputed to the taxpayer in any given property. There are three
alternatives defined by the IRS:

1. For use (users have more liberal ordinary income - ordinary loss
elections)
2. For investment income and long term appreciation (for which capital
gain treatment is available with some elections to expense or
capitalize holding costs)
3. For trade or inventory (dealers status for which capital gain
is almost never available)

(:::)Since tax rules and depreciation allowed will differ by the type
of real estate, a property must be classified both on the physical
facts and the actual or implied intent of the owner among the

following categorles:

1. The personal residence
2. Farm or extraction properties
3 Investment redidential
a. First user, or second user
b. Residential rehab
c. Conventional financing or federally funded and subsidized
d. Date acquired

L. All other propertics (limited depreciation and full recapture)

While teh tax rules applicable to real estate are generally consistent
with other income tax accounting procedures, real estate tax policies

have been the subject of considerable reform, pressure for additional

reform, and a general suspicion that it is a special privilege domain

of the rich.

A. One reason for the high silhouette of real estate income tax law
is the fact that high financial leverage accentuates the benefits
of ownership and the high value of even a small building means large
dollar amounts are involved in small transactions. For the business
man in a manufacturing plant, the accelerated depreciation of a '
single machine or an addition to his plant is a relatively minor
adJustment to his income. For the real estate investor the hardware
is the business involved and a very slow rate of turnover in terms
of sales to value accentuates the tax significance which is tied to

value.



1. Tax savings to other income is highest to those with the highest
marginal rate.

2. The fetish of the rich to employ every tax strategem has become
so irrational that they will spend $1.50 to save a $1 in taxes
with the result that real estate development responds to the
need for a supply of tax shelter rather than market needs for
space.

Such tax advantages that there are are justified according to some
because:

1. Long term ownership is so risky, investors would not invest if
payback was not accelerated by tax saving.

2, Unlike automobiles real estate depnds on thousands of small
investors for capital and could nto compete for money unless
there was an additional return in the form of tax benefits.

3. By attracting new capital to real estate housing construction
is stimulated, butrents can be lower since the investor
receives part of his return in the form of tax savings.

Lk, As a producer subsidy stimulates employment and maintenance
of a competitive supply of space to reduce monopoly advantage
of existing buildings.

Those who oppose any tax features which permit deferral of tax or
reduce taxes on the rich argue that:

1. Present tax laws lead to excess building and mis-allocation of
national resources and priority.

2. The cost in lost tax revenues of 2-3 billion a year would be
much more effectively used if collected and redistributed as
a consumer subsidy for the low income family.

3. That-presently the capital attractdd to real estate is siphoned
off by developers and brokersVsince most of the property has
almost 100% financed anyway. 7 >V

L, ¥he;e_4s_4#M}Jﬁn;u;—eusp+e+en—fhat the economic logic is faulty
when it argues that to provide decent shelter for millions of
Americans, the system must first produce several hundred thousand
tax millionaires.

During the next year some further reforms of real estate tax law

can be anticipated because the real estate industry really considts
of hundreds of thousands of small investors who are relatigely
disorganized. Moreover the trade organizations have lacked the
continued progams and support which have characterized the oil
industry or the mining interests. Such organizations such as NAREB
have lost some creditabXility because of past positions with Congress
which were reactionary, parochial or misinformed. Some of the
reforms under consideration:

1. Limitation on artifical accounting losses by expensing development
costs.

2. Reduction in accelerated depreciation or rapid writeoff of
rehabilitation.

3. Permission for tenants to subtract proportionate share of
real estate taxes and insurance just as the homeowner can.

L, Extension of capital gain holding period from 6 months to 5 years

or more to encourage a longer term owner viewpoint.



Whatever tax reforms are created reformers will have to be careful
that they do not destroy the conomic incentive to invest in real
estate by:

. Extending the payback period for equity beyond 5 years

2. Forcing group payment of principal with after tax dollars so
that solvency will depend on ralsing rents.

3. That development returns are reduced to the same level as other
fields without the political risk and protracted time line of
development.



Federal Taxes Due on Disposition

I. Taxes on disposition can be classified according to basic dichotomies
as we have done in the past:

A.

Contingency causing disposition

1. Voluntary sale

2. Foreclosure (construction receipt)

3. Condemnation for involuntary conversion through natural
disaster or casualty

L. Exchange

5. Death

Classification of gain or loss

1. Capital asset
2. 1231 property

Type of tax entity

. Individual

Corporation for profit
Corporation not for profit
Pension program

SN

Type of property - Section 1231

Property used in trade or business. The definition of ''capital
assets'' property. However, the law contains a special benefit
provision (Code Sec. 1231) for grouping gains and losses from
such properties (and some other properties described below).

To determine whether Code Sec. 1231 applies, group all the gains
on Sec. 1231 items and group separately all the losses on Sec.
1231 items. If the gains exceed the losses, each gain and loss
is treated as though it was derived from the sale of a long-term
capital asset. If the gains do not exceed the losses, each gain
and loss is treated as though it was not derived from the sale
of a capital asset. Thus, long-term capital gain benefits are
extended where there is a net gain, and ordinary loss benefits
are available where there is a net loss. Taxpayers use Form 4797
to report Sec. 1231 transactions.

In making the comparison, include (Reg. 1.1231-1, 1.1231-2):

(1) Property used in the trade or business, subject to depreciation

and held for more than the required holding period for long-term
capital gain or loss treatment (987).



(2) Business realty held for more than the required holding period
for long-term capital gain or loss treatment (987).

(3) Trade or business property involuntarily converted and held
for more than the required holding period for long~term capital
gain or loss treatment (987).

(4) capital assets involuntarily converted and held for more than
the required holding period for long-term capital gain or loss
treatment (987).

(5) A crop sold with the land, where the land has been held for
more than the required holding period for long-term capital gain or
loss treatment (987).

(6) Livestock, as explained at 970.

(7) Timber, domestic iron ore, or coal under conditions described

at 986.



MINIMUM-MAXIMUM TAX

Under the maximum tax provisions, earned taxable income is taxed
at a maximum rate of 50%, favoring joint returns in excess of $52,000
and single individuals in excess of $38,000.

A.

However, unearned income is taxed as if realized ''on top of'
earned income at regular rates up to a maximum of 70% so that

an increase in earned income may result in unearned income being
taxed at higher rates, a hidden tax on earned income and a

reason for avoiding unearned income during years of high earnings.

1.
2.

3.

To postpone recognition of unearned income consider corporate
form of ownership

Gift assets to short term trusts if they generate unearned
income

Invest in tax exempt securities

The minimun tax on tax preference items adds a 15% tax on the amount
of tax preference items in excess of $10,000 or 1/2 income tax
liability for one year, whichever is higher.

1.

Tax payers may spread tax preference items over the year

to take full advantage of minimum tax exemption.

Taxpayers may gift assets that generate more tax preference

items than cash.

Taxpayers may defer payments of investment interest or charitable
contributions to avoid excess deductions for itemized accounts
other than medical expenses and casualty losses.

Years in which an individual has an unusally high taxable

income may suggest the use of income averaging provisions

which are elective and not eligible for maximum tax.

Generally the maximum tax is of more benefit than income averaging
where taxable income is earned. Income averaging computation
should always be made when income is projected to be substantially
higher than that of the preceding 4 years.

Income averaging would follow this sample case:

Example: An unmarried taxpayer's average annual taxable
income during 1972-1975 was $7,500. His income consisted
solely of salary in those years. His tabable income for
1976 was $40,000 as a result of his winning a state lottery
prize. His averagable income is $31,000:

Taxable income for 1976 $40,000
120% of $7,500 average base period income 9,000
Averagable income $31,000
The tax on 1/5 of the averagable income ($6,200) is

$1,740:

Tax on $15,200 (120% of $7,500 plus 1/5 of $31,000) 3,574
Less tax on $9,000 (120% of $7,500) 1,834
Tax on 1/5 of averagable income $1,740

The tentative income tax, then, is $10,534:
Tax on $9,000 (120% of $7,500) 1,834
Tax on averagable income (5 x $1,740) 8,700
Tentative tax $10,534



The tax saved by averaging is $3,856, the difference
between the $14,390 tax on $40,000 without averaging
and the $10,534 tax with averaging.

The income-averaging rules apply to almost all types of income,
including salaries, commissions, bonuses, interest, dividends,
professional fees, ordinary income from sole proprietorships
or parternships, capital gains, wagering income, income from
gifts or inheritances, and the like.

The principle source of tax preference income continues to be
the excluded half of long term capital gains which makes up
about 85% of preferential income and thus reduces the advantage
of declaring half the capital gain as income.



TAX BASIS OF PROPERTY UPON ACQUISITION

The key to capital gains tax and the income tax is the tax basis of
the real estate. Basis adjusted for allowable depreciation and capital
improvements is the benchmark for capital gains tax and basis upon
acquisition, allocated between depreciable and nondepreciable basis

is the starting point for any depreciation system.

A. Tax basis depends on how a property may be acquired. - Purchase,
inheritance, gift, compensation for services, satisfaction of
indebtedness, dividend, and corporate distribution are examples.

B. Basis of property acquired by purchase is its cost. However, cost
does not include allocated expense items like taxes, fuel oil, etc.

A; or accrued interest on debt assumed.

1. Cost can include expenditures to facilitate acquisition,
such as

Broker's commission;

Cost of title search or title insurance;

Delinguent real estate taxes, if not deductible;

Legal fees;

Option payments;

Cost of acquiring outstanding leases;

Appraisal fees;

Payments to clear title;

Survey expenses;

Inspection fees.

Rezoning or variance or rezoning costs and fees.
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C. Basis of property acquired by tax free exchange is the basis of
the old property reduced by any boot and increased by any new cash,
new debt, or gain recognized in exchange. This is true for property
of like kind, replacement property for that lost to involuntary
conversion, and the exchange of property for stock in a corponation
controlled by transferor.

D. The basis of property acquired by gift is the basis of the donor
immediately prior to the gift. There are two exceptions which is
addition of the gift tax paid not to exceed market value of the
property and cases where market value is less than the donor's
basis.

E. Basis of property acquired by inheritance is the market value at
the death of the testator.
1. Property acquired by bequest, devise, or inheritance;

2. Property acquired pursuant to a revocable trust;

3. Property acquired pursuant to a trsut over which the decedent
retained controls amounting to substantial ownership;

L. Property acquired as a result of the exercise or non-exercise
of a general power of appointment held by the decedent;

5. Property consisting of stock in certain foreign personal
holding companies;



Tax Basis

8.

Property acquired under community property laws,

Any other property acquired from a decedent or transferred
by reason of his death, if the property was includable in
his gross estate for estate tax purposes, other than items
constituting income in respect of a decedent.

Property acquired by a purchase under an option exercisable
only after the death of the option-or-owner.

Basis of property acquired by gift in contemplation of death

is fair market value at the time of death minus any depreciation,
depletion, or amortization deduction taken by the donee following
the gift but prior to death.

Property acquired by a surviving joint tenant takes a basis in
the hands of the survivor equal to market value of the share of
the deceased.

Property acquired by surviving spouse in a community property law
state takes a new basis equal to market value at the time of the
deceased’s death.

Property acquired as compensation takes on a basis of market value
but the market value is taxed as income.

Property acquired in payment of debt takes its fair market value
on the date of transfer as the basis to the creditor. The basis
of the debtor is not transferred because the creditor is entitled
to deduct the amount of the debt in excess of market value as a
bad debt. If value is unknown creditor must postpone bad debt
deduction to the year in which he disposes of the property.

Basis of property acquired on corporate distribution is its fair
market value unless the property is liquidated under special
conditions where the gain or loss realized does not Have to be
recognized.

Basis of a property acquired subject to a mortgage includes the
balance due at the time of acquisition, whether acquisition is

by purchase, exchange, inheritance, or whatever, and the new owner
need not be personally liable. The basis survives later
negotiation to reduce the mortgage.

Allocation of Tax Basis on Acquisition

A.

As a general rule, the acquisition price should be apportioned
between land and buildings on the basis of market value. Tax
assessment ratios will be considered but are not controlled.

Basis allocation by contract would require the parties to set
a market value on each item in the contract of sale.

1.

2.

If the allocation is arm's length because both parties are
affected, the allocation will control.

If allocation is important only to the purchaser, the [RS
will disregard it.



Tax Basis -3 -

C. Basis allocation for a structure to be demolished is limited by
the intent of the purchaser. |If he intended to demolish the
building, the entire cost of land and buildings will be allocated
to the land.Salvage is an offset.

1. If the new owner occupies them temporarily he can take
depreciation for them for the interim.

2. if he rents them temporarily his basis for depreciation
would be the present value of the rents collected

3. If after purchase a change in business conditions make the
improvements obsolete, then he can write them off as an
ordinary loss.

I1f. Acquisition by option will permit the cost of the option to be included
as part of the cost of the property.

A. If the owner fails to exercise the option and loses his payment,
his loss is ordinary, capital, Section 1231, or a personal loss
depending on the nature of the holding if he had acquired it
(for use, for investment, for inventory, or for personal enjoyment).

B. Purchase for a bargain price from a stranger provides a basis,
but if buyer and seller are related, the difference between value
and sales price may be a taxable gift to one or the other.

C. Apportionment of real estate taxes on acquisition is discussed
in detail in CCH.
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Business 850 Lecture

An Approach to Organizing Real Estate Tax lssues
For Real Estate Analysis

On any particular tax question for a real estate investment, it may
be useful to focus your search of regualtions and materials by asking
the following basic questions:

A.
B.
C.
D.

Is it a single tax or double tax entity?

What is the purpose of the investment?

What type of real estate is it by tax classification?
What is the basic tax strategy to be pursued?

The single tax versus the double tax entity question begins with the
form of ownership and ends with the economic attributes in terms of
consequences of that form.

A.

Sihgle tax entities would include:

Single proprietorship

General partnership

Sub-Chapter S Corporation

. Limited partnerships

Other non-corporate associations
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Double tax entities would include:

o—
.

Corporations not exempt above
2. Associations for profit with three or more of the following
characteristics

a. Limited liability or investors
b. Centralized management

c. Unlimited continuity

d. Marketable interests

3. Sub-Chapter S or trust corporation violating conditions of
conduit eligibility

Purpose of investment must be established to classify the tax payer
as to his position in any given property among these three alternatives:

A.

B.

C.

For use (users have more liberal ordinary income - ordinary loss
elections)

For investment income and long term appreciation (for which capital
gain treatment is available with some elections to expense or
capitalize holding costs)

For trade or inventory (dealers status)(for which capital gain is
almost never available

The type of real estate in question must also be defined both on the
physical facts of the property and the actual or implied intents of the
owner. Classifications might include:

A.
 B.

The personal residence
Farm or extraction properties



€. Investment residential

a. First user, or second user
b. Residential rehab
c. Conventional financing or federally funded and subsidized

d. Date acquired
D. All other properties (limited depreciation and full recapture)

Basic tax strategy either involvesplaying for the lowest marginal

tax rate or timing of the actual tax payment or a combination of these.
Tax rate issues are related to maximizing total share retained by the
tax payer while timing issues are related to the present value or
opportunity costs of cash. Basic tax strategies and several examples
of tactics are given below. It is useful to read the tax text and
classify various elements as tactics under each of the strategies.

A. Deferral of income tax

1. Accelerated depreciation
2. Election to expense rather than capitalize

B. Conversion income to capital gain

1. Accelerated depreciation on residential property
2, \Upgrading personalresidence

C. Deferral of capital gains tax

1. Trade or exchange
2. Involuntary conversion

D. Avoidance of capital gains tax
1. Trading personal residence for condominium
2. Holding for estate transfer and estate tax
3. Gifting of appreciating assets
E. Seeking lowest marginal rate on a progressive tax
1. Installment sale

2. Short term trust
3. Corporate conduits



Farming is a highly developed speciality in the tax code.

INCOME TAX NOTES (Cont'd)

It is necessary

to distinguish between family farms, corporate farms, and hobby farms.
The classification is significant since it controls the use of cash
or accrual for farm operations.

A.

(CCH 365) The 1965 TRA requires any corporation other than a family
corp., a nursery, or a small corp. or any partnership in which a
corp. is a member to use accrual accounting and to capitalize pre-
production expenses.

1. Pre-production expenses were abused by farm partnerships
which expensed land clearing, irrigation, and orchard develop-
ment expenses, selling tax losses through limited partnerships
such as the Tejon ranch deal.

2. Previously to plug the gap IRS had invented excess deductions,
the accumulated total of farm losses in excess of income
from farm operations. In later years if the farm land were sold
these write offs would be recovered by converting a portion of the
gain to ordinary income to tax the excess deductions.

A family corp. is dne in which the members of one family own at
least 50% of the corp. voting stock and at least 50% of all other
classes of stock.

A small corp. is one in which it has gross receipts on a consolidated
basis of less than 1 million/year. Once it exceeds 1 million it
must change to accrual accounting and may not change back.

A corp. which primarily operates a nursery, forestry, or growing
timber does not have to use accrual accounting. Fruit or nut treees
are still considered farming.

Hobby farm. A person who operates a farm for recreation or pleasure
is not regarded as a farmer. |If there is a continual loss from

year to year or a loss in 3 out of 5 years, the farming operation
would be classified as a hobby farm.

A1l other individuals, partnerships or corp. which cultivate,
operate, or manage a farm forgain a profit as owner or tenant are
farmers. (CCH 771)

The code also recognizes a farm syndicate (CCH 367) as a farming
enterprise which had to register as a security or one in which
more than 35% of the losses are allocated to limited partners.
In defining when an individual will not be treated as a limited
partner or investment partnership, the code goes on to define
the family partnership. An individual will not face accrual
accounting if he:

1. Lives on the farm on which the farming enterprise is being
carried on,

2. Has an interest attributable to his active participation
for a period of not less than five years in the management of
a farming enterprise,
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3. As his principal business activity, actively participates in
the management of a farming enterprise, regardness of whether
he actively participates in the management of the enterprise
in question, or
L, Actively participates in the management of a farming enterprise
involving the raising of livestock (or is treated as so under
either (1) or (2)), and the enterprise in question involves
the further processing of the livestock raised in the enterprise
in which the individual is an active participant.

The benefits of cash accounting are not unlimited but there are some
opportunities to shift farm income between tax years by purchasing all
feed required in one and deferring crop sales or animal sales to
another.

A. Purchases of farm machinery vehicles, breeding, dairy, or work
animals and drilling water wells are capital items usually subject
to depreciation.

B. Unlike other businesses cash accounting farmers do not have to
maintain inventory records and may purchase feed, seed and short
lived supplies in advance of need and may postpone recognition of
income with a variety of devices including storage for future
delivery, production loans, or involuntary conversion revenues
and subsidies.

C. However for the investor seeking capital gains, a farmer may deduct
soil and water conservation expenditures involving matters of earth
moving, etc. Similarly he can deduct assessments of drainage districts
which finance capital improvements benefiting his land. (Disney World)

1. The deduction is limited annually to 25% of taxpayer's gross
farm income and must be deducted in the year paid or incurred.

2. Excess expenses can be carried forward into succeeding taxable
years without time limitation but not to exceed 25% in each year.

3. Development of orchards and vineyards must now be capitalized
except for taxes, interest, water, spraying and cultivating.
Before 1976 institutions invested heavily in vineyards and
orchards since they produce nothing but write offs for four
or five years. (See CCH 367)

k. Fertilizers and chemicals for soils conditioning can be written
off in a single year at the option of the farmer.

5. Land clearing expenses can also be deducted where clearing is
for purposes of farming. The deduction is limited to $5,000
or 25% of taxable income, whichever is less. (See CCH 1051-1053)
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Eventually the IRS recognized farms were an excellent way to convert
ordinary income into capital gain and found ways to recapture farm loss
deductions in 1969 by use of the Excess Deductions Account and in 1976
by specification of accrual accounting(CCH 998).

A. From 1969 through 1975 an individual whose adjusted non-farm income
exceeded $50,000 and net farm losses exceeded $25,000 was required
to accumulate all farm net losses, from which he could subtract
taxable income in the good years. At the end of each year, the
EDA balance was compared to sales and exchanges of farm recapture
property. If EDA balance was higher, gains were ordinary income
well gains in excess of EDA could be capital gains.

1. Farm losses were recaptured against sale of depreciable personal
property, cattle held for more than two years, land held for
more than one year and unharvested crops.

2. Relative to soil and water conservation deductions and land
clearance expenditures which were deductable, there was a
further recapture. If land was held five years or less the
recapture percentage is 100% and then dropped 20% each year
until there is no recapture after the tenth year.
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APPRAISAL AS A SPECIAL CASE OF FEASIBILITY ANALYSIS

Feasibility

it work?

Objectives - decision standards

a. Maximize spendable cash of
total enterprise

b. Subjective gratification

c. Adaptation to enterprise
management specialties &
weaknesses

Aggregate market potential
opportunity identification

Merchandising analysis
(defining competitive edge)

Legal-political context

a. All legal constraints on
site, seller, buyer, and
user are considered

b. What is legal is qualified
by what is political

Physical-technical constraints
are examined in terms of what
might be

Financing from buyer view-
point considering all profit
centers

Income tax advantages or dis-
advantages affecting spendable
cash

Revenues and expenses fore-
casted for each period of
development timer horizon

Limiting assumptions of solutio

a. Average outcome without
qualification as to
alternative futures

b. Responsibility denied for
other areas of expertise

c. Date of appraisal edits
conformation scope

d. Format of analysis deter-
mined by structuring of dat

to lead to desired conclusi
or recommendation

i.

n 9.

a
on

Appraisal

What will it sell for?

Objectives - decision standards

a. Maximize value of individual
parcel

b. Economic surplus

c. Prudent behavior

3. Average management isolated out to
leave land & capital

Aggregate market potential
business climate

Merchandising comparison
(defining standard competitive substitute)

Legal-political context
a. Legality assumed

b. Limited to site use rather
than probable user as alternative
buyers are assumed.

Physical-technical constraints
are studied as is or in terms of
conventional wisdom

Financing from lender viewpoint
considering only net income line
and below

Income tax not considered except implicitly
recognized in market comparison

Revenues and expenses generally
normalized and projected for standard
period

Limiting assumptions of solution

a. ldentification of potential variance
and sensitivity of objectives to
alternative futures

b. Responsibility allocated among sources

of expertise

Budget & purpose of study edits

information scope

d. format of analysis defined by model
of fair market value appraisal

report
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An Approach to Real Estste Investment Strategy

Most decisions about real estate investment should be made before any specific
property is examined. Then you have a need in search of real -estate which
will fit. Critical needs will be stated in terms of a preference trade-off
matrix,

A.

B.

C.

Satisficing model—&oéFéppropriate
Homeowner might set up his preference as follows:

White neighborhood more important than anything

01d neighborhoods more segregated more important than 1arge lot
Large lot more important than new

Good schools more important than new

. Roomy house more important than roomy lot

T EW N

Choice: old neighborhood, good school, large house, small lot
The hierarchy of preferences for sophisticated investors today is:

. Political exposure

Marketing monopoly (lock-in)

. Management intensiveness

Financial characteristics

. Decision points - cut and run with defined loss
. Federal and state tax posture

. Fit to estate building or distribution plan

~ O\ L0 IO

Political exposure

A.

B.

C.

Public land use controls
Political controls on prices or user effective demand

Political constraints on periferal operations

Merket control

A,

B.

C.

D.

Direct control of ultimate user
Indirect control through reciprocity
Channeled demand because of terrain, utilities, or site linkages

Consumer research to establish market gaps

Management intensiveness

A.

B.

Sale less than long term triple net lease

Long term triple net less than multi tenant with escalators which in turn
is less than gross residential leasing

Alternative is spectrum of development starting with passive land positioning,
packaging, site development, construction and marketing, and long term
management.

1. Each requires less entrepreneurial foresight and innovation



2. FEach requires more administrative execution of a plan
2. Each requires more intensive capital risk
L. Each is more sensitive to time delays
V. Financial characteristics

A. Profit centers

B. Risk measures

C. Time line

D. Sources and rates of return

VI. Decision points

A. Structuring the deal to provide for contingent commitments at a minimum
of sunk cost

B. Structuring the financial hedge
C. Procrastinating on decisions
VII. Federal taxes
A. Short term viewpoint
B. Long term viewpoint
VIII. TFit to estate accumulations and distribution plan
A. Management continuity
B. Liquidity
C. Yorm of distribution
D. Investment flexibility

E. ¥orm of ownership
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Equity Investment Yield - Lecture #5
(unfinished business)

A. The Harvard Probability Model is cash flow analysis with a basian
appreach to key assumptions. Each input is given 3 points to
establish a range and central tendency which does not require
normal distribution curve. Computer picks points on the curves
at random and combines into 100 pro forma statements to state
probability. It must assume total indépendence of each variable.

B. The alternative approach is sensitivity analysis of those variables
which have the highest likelihood of variance and then controlling
by contract, staging, or monitoring to hold variance within
acceptable limits. For example, pre-leasing of motel rooms to
meet default points or construction contracts which permit no
unexpected extra charges.

C. Jim Pappas has a technique for factoring cash flows to compute
acceptable tolerance for variance and this could prove a useful
term paper for the mathematically inclined.

Yield on Real Estate Equity Investment

In discussing investment yield we need to break the subject into a
variety of sub-sets of issues.

A. The first we have mentioned earlier is the difference between
prospective yields and retrospective yields.

B. A second problem is the degree to which we confine the benefits
to a single investment or expand the context to include the total
impact on portfolio yields, particularly on an after tax hasis.

C. A third problem in real estate is the degree to which you distinguish
between profits attributable to active management as opposed to
passive investment. This is a major problem as soon as you take
a profit center approach. When is the developer making an investment
profit on his land and when is he making an entrepreneurial profit
on his wise use of the land, or his construction margin, his property
management margin, etc.

1. Consider the acquisition of an apartment project with 100%
financing and no net spendable cash after debt service and taxes.
The “'owner'' picks up 8% of gross for property management and
another 2% for insurance and the debt service contract. |Is
that an investment or a business commitment?

2. Is an investment an outlay of capital or can it be just a stand-
by guaganty position?

3. When is an investment to capture a business profit a business
expenses as opposed to a passive investment? In this course
an investment is simply one or more OUt]iXS followed by one or
, more periods of positive cash proceeds. herwise how do you
g decide if advertising expenditures are an expense or an investment -

by duration of proceeds?
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Capital budgeting decision makers distinguish between the conventiaonal
investment and a non- conventional investment. Both presume outlays
at the beginning of the period and proceeds are earned at the end

of each period, generally one year.

1. A conventional investment has one or more periods of outlays
foloowed by one or more periods of positive cash proceeds.

2. A non-conventiopnal investment has one or more periods of outlays
interspersed with periods of positive cash flows.

Iinvestment decisions based on yield are attempting to provide a
mechanism for choosing between alternative courses of action.

1. Accept or reject decisions on independent investment, generally
accepting it if yield is greater than some minimum acceptable
rate of discount. (cost of money)

2. Mutually exclusively investments requires choosing the best of
a set of alternatives which may all be profitable. A plant
location where you will build only one plant or an engineering
decision to trade off one feature for another. Yield methods
may give less accurate rankings for mutually exclusively decisions
because they reflect average rather than incremental cash flows -
marginal revenue versus marginal revenue costs.

3. lInvestment ranking will be shown to work best for pairs of alter-
natives and disintegrate as ¥ number of alternatives increases.

Refer to table of hypothetical investments. To some degree it is possible
to rank by inspection.

A.

Two investments have identical cash flows each year through the
final year of the short-lived investment, but one continues to earn
cash proceeds in subsequent years. The investment with the longer
life would be more desirable. Thus investment B is better than
investment A, because all things are equal exdept that B continues
to earn proceeds after A has been retired.

Two investments have the same initial outlay and the same earning
life and eamthe same total proceeds. If at the end of every year
(during their earning life) the total net proceeds of one investment
are at least as great as, and for at least one year are greater
than, the total for the other investment, then the first investment
will always be more profitable. Thus investment D is more desirabie
than investment C, because D earns $2,000 more in year 1 than
investment C does; investment C does not earn this $2,000 until

year 2. The earnin of $2,000 more in the first year leads to the
conclusion that investment D is more desirable than investment C.

Payback Period is a frequently used measure of economic value and measures
the tbtal time for recovery of the original investment for long term
investments it is also the reciprocal of yield.
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Average income of the book value on investment. GEnerally they use
the average book value which is the investment divided by 2. It fails
to rank correctly because it does not consider timing of proceeds.

A. The alternative is to divide income by cost of investment,’ without
considering accumulated depreciation.

The yield of an investment method seeks to avoid arbitrary choice of
a discount rate. Procedure is to find a rate of interest that will
make the present value proceeds equal to the present value of the
present cash outlay.

A. Yield may also be described as the rate of growth. In a conventional
investment yield represents the highest rate of interest one could
afford to pay for 100% financing under conditions of certainty.

B. By inspection we determin that investment B was preferable to A
~and D was prefereable to C and this is the first method of analysis
which gives the same ranking.

€. The net present value concept uses a selected rate of interest to
compute the present value of cash proceeds and outlays and ranks
the investment by the net difference.

D. Note that the rankings change between 6% and 30% depending on the

degree to which proceeds are postponed.
summary

E. In looking at a géf/of rankings it is obvious that each technique
gives a different ranking so that one must choose standards of
evaluation with care and know when they measure yield as opposed
to some other quality. Quality criteria may not be financial
parameters but rather a matter of attribute analysis and we may
wish to use weighted point totals to establish a ranking matrix.

F. In effect accept or reject decisions or choosing the best of exclusive
alternatives are much narrower and more modest goals than ''ranking
of investment.'

Some auth®ors suggest a variance of the present value method called

a index of present value which is to divide the present value of cash
rpoceeds by present value of outlay to determine relative dollars of
proceeds per dollar of outlay. |If the index is larger than 1 accept

the investment but this produces the same result as a positive net present
value. However, It can mislead because it does not consider scale of
investment and classification of cash flows.

A. Refer to last table and note that the index indicates x is preferred
to y while net present value is higher for y because the incremental
index is greater than y.

A non-conventional investment occurrs when periods of net proceeds are
insepepersed with periods of net outlay. While a conventional investment
will have only one yield, in a non-conventionals investment any of the
following is possible:

A. The investment has no yield since you cannot solve a bypomial equation
for a real number. For example, proceeds of +100, -200 and +150.



B.

C.

D.

The investment has one yield (or one real number root).

The investment has more than one yield with more than one root
to a quadratic equation.

If the present value method is used as the final criterion, rules
for making correct decisions are very simple for the conventional
investor:

1. For each investment proposal, compute the net present value of
the proposal, using the cost of money as the discount rate.

2. If the choice is between accepting or rejecting the investment,
accept it if its net present value is greater than zero, and
reject it if the net present value is less than zero.

3. If a series of investment proposals is available and the present
value of each is greater than zero, but only one can be accepted,
then accept the one for which the present value is the greatest,
provided its present value is greater than zero.

The yield method for making correct investment choices depends on
the premise that the cost of the money is the same for all feature
time periods and the following complexities are recognized and

met in each case:

1. A single investment may have more than one yield. The presant
value of the cash proceeds from an investment may equal the
present value of the costs at x and at y per cent. This may
mean that the investment is profitable only if the cost of money
is between x and y per cent, or it may mean that the investment
is profitable only if the cost of money is either less than x
per cent or greater than y per cent.

2. If a group of two or more mutually exclusive investments is
available, a direct comparison of their yields will not necessarily
lead to the correct choice of the best alternative. It is necessary
to analyze the investment proposals two at a time, decide which
one of each pair is more desirable, and them compare the more
desirable investment with one of the others, to decide which
of those two is more desirable, continuing until by a process of
elimination the best one can be determined. By contrast the
present-value method indicates immediately which one of a group
of mutually exclusive proposals is more desirable.

3. In interpreting the yield of a single investment, it is necessary
first to determine whether: the cash flows correspond to an
ordinary conventional investment or to a loan from the point
of view of the borrower.

L., 1t may not be possible to defing the yield for a cash flwo
serios. In this case the easiest procedure is to interpret
the cash flow series using the present-value method.

5. {If the cost of money is not expected to be the same in all
future time periods, then the yield method ad defined in this
book cannot be used to give the same decisions as the present-

value method.

WHICHEVER APPROACH IS USED. IT PRESUMES CONDITIONS OF CERTAINTY



Risk Measurement in Real Estate

l. Risk measurement in a real estate venture must be related to the viewpoint
of a particular actor in the project. The probabilities of the project's
success or fTailure or degrees of same are not those of the individual actors.

A. Emanuel Halper in '"Coping with Commercial Development Risks'' provides the
extreme or ideal case, ''For the commercial developer there are two
concerns which motivate endless struggle. One is to pass risk on to
everyone else but himself and the other is to spend everyone else's
money but his own.'

1. The literature supports the concept of developer minimizing maximum
potential loss up to the commitment point and the costs of time
exposure from that point forward.

2. In contrastylenders are seen trying to mazimize the amount of
contributed capital subordinate to their own.

3. The long term equity investor seeks to limit personal liability
arising from any aspect of development activity.

B. Hence mazimum potential loss and the degree of risk in future assumptions
must be examined from each individual viewpoint as well as relative to
the project. Project risk is often called business risk, while each
individual viewpoint reflects financial risk.

11. Common measures of risk

A. The standard deviation of the distribution of expected return
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B. To measure risk per dollar of investment, the standard error is converted
to a coefficient of variation.
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The article by Michael Young is simply the extension of that to a series
of independent or related errors in assumptions. Note that the interest
rate could also be expressed as a standard error although he chose not to.

Another simplistic risk system is to adjust the discount rate upward
to compensate for perceived increases in risk, producing a lower present
value since uncertain future receipts carry little present weight.

Some financial analysts use the certainty equivalency method in order to
put alternative investments on a parody basis for ranking. Cash flows
are first adjusted to their mean probable value (certainty equivalent)
and then discounted at the risk-free discount rate.

Sensitivity analysis indicates the change in value attributable to a
change in one specific assumption at a time.

Simulation analysis can be a more complex method of sensitivity analysis.

1. Probability distributions of specific uncontrollable variables will
permit the multiple production of alternative investment outcomes.
These outcomes can be displayed as a frequency distribution.

2. When probability distributions are generated from a normal distribution
curve these models are called Montecarlo Methods because the sum of
all alternative outcomes remains constant. Mike Young's model is such
a model since standard error is based on normal distribution where
the mean and the median are equal.

3. The Mike Miles model uses a three-point curve. These input distributions
are termed Uncertainty Profiles while the resulting output of cumulative
frequency distributions are called Risk Profiles.

The basic problem with most of these models using Montecarlo techniques
are as follows:

1. The use of the expected value of the random variables will not give
an accurate estimate of the expected value of the project.

2. The values of the variables over time are not independent.

3. The different variables for each period are interdependent.

L, The technique gives no indication of associated risk.

In the Pellat article, he alters probability to account for time and
intraperiod dependencies but he does not provide coefficients which
reflect the magnitude among the variables. One way to do that would be

to work with net income variance from the normative as that should be less
volatile than any one of the items above the net income line.

1. The Pyhrr model does not address either criticism #2 or #3. Steve
claims it does not change the results because if air conditioning
and utilities costs go down real estate taxes and deferred maintenance
may go up, since management in the short run will improvise to live
within their total cash budget.

External risk beyond management's control can be stabilized through
diversification. Scale of operations, smaller individual investments, and
insurance, are all forms of diversification. Internal risks relate to
management skills and the rate of response and improvisation which
management may utilize to adjust to variance. Good management and a
realistic budget make the budget a self-fulfilling prophecy; therefore,

risk analysis first begins with the negotiated contract, then with managerial
ability, and finally with financial recognition in the investment decision.



RISK ISSUES FOR EQUITY INVESTMENT

First Level of Risk - Cushions for Surprise
A. Benchmark ratios

1. Debt cover ratio
2. Default ratio
3. Loan to value ratio

B. Quality of income tests

1. Ratios of tenant by size, term, and credit rating
2. Guaranty's and master leases '
3. Indexing for inflation

€. Stabilizing spread

Expense stops

. Reimbursables (CAM)

. Escalators

. Designs to shift responsibility

. Triple net lease to match debt constant

U1 £ N =

Sensitivity Analysis

A. Testing for adequacy of cushion in dollars
B. Testing for variance in time

C. Testing for ruin

D. Testing for minimax returns

Density Modeling

A. Probability of alternative outcomes

B. Cumulative probability of positive or negative outcomes
C. Discontinuous scenarios

New Response Theory Models

A. Cumulative and progressive

B. Interactive rather than independent variables
C. Premise of control rather than random response

D. Surface or flow contininuum rather than series of independent
events (Westby, Feb. 6)
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Coming Trends in Real Estate Equity Investment

A. Changing product to emphasize capital pools

B. Significant reform of marketing patterns for both sellers and buyers
of real estate

C. Significant stratification of the market

. Institutional investment quality and process

2. Corporate centers of expertise in production, management, and
financing

3. Small-scale personal investment entities

4. Quasi-public subsidy of real estate with high national priorities

Since bank trust departments are exempt from SEC regulations and wish to
be full-service advisory agencies, units like FARA will spawn a number
of entities for real estate investment.

Both a co-mingled and closed-end fund

Personal trust units or estate trusts

Sale of limited partnership units of tax shelter in closed-end fund
Specialized property funds for the risk takers

Corporate pools of real estate listed on the exchange

mo O W >

The commercial property broker is doomed to a significant reduction in
terms of importance and fee schedule.

A. Institutions prefer to deal directly and pay only a finder's fee

B. Sellers can auction investment quality space using real estate
counselors and accountants

C. More property will change hands through network of counselors working
for a fee with incentive features, including accountants, investment
bankers, and appraisers/counselors

D. Marketing specialists will charge specific fees for specific services,
generally not contingent on sale

E. Property turnover will be less frequent as big funds will buy and hold
and upgrade. Brokerage emphasis will be on finding tenants to occupy
instutionally-owned property

F. Institutions will inventory data on desirable properties and be pre-
pared to buy and close quickly with a large staff of experts

Stratification of the market will be brought about by the unwillingness

of institutional investors to purchase properties less than $3 or 4 million
each and the inability of personal investors to raise sufficient capital

to purchase more than $500,000 to $1,000,000.

A. Stratification will represent those willing to renovate old commercial
structures and leasing patterns as distinct from those passive investors
who want a new building fully leased without energy obsolescence.
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B. Stratification by type of property since many funds require stratifi-
cation by the presence or absence of seller financing

C. Stratification by metropolitan economic base and
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I. Roulac provides a number of items we have not discussed but which we
should underscore as they point out the need for analysis of outlay
receipt pattern on an after tax basis for a variety of investors.

A. Chap. 17 on tax expempt investors is notable in light of his disucssion
that it takes leverage and depreciation working together to improve
after tax rate of return.

B. A tax exempt organization such as a pension fund is limited by IRS
rules on "unrelated business income'' to either:

1. Purchase of investment real estate on anall cash, no mortgage
basis to preserve tax exemption, or

2. If a mortgage is used then the income attributable to the asset
acquired is tasable. However, determination of the income tax
is modified because:

a. the tax exempt investor is limited to straight line depreciation
b. The tax rate is reduced to the degree that the debt is less
than the investors tax basis.
C. The impact of leverage of real estate investment performance, i.e.,
modified or internal rate:

1. Lowers origignl outlay

2. Increases ratio of sales consequences to initial equity investment

3. Depends on opportunity costs of funds

L. Note also that Roulac also includes a working capital reserve
($25,000)

D. Chap. 21 provides a good example of the need to measure the tax
effect of leverage and appreciation, pp. 369-384 should be
understood by any real estate graduate.

E. Depreciation policy in the past was based purely on present value
of immediate tax savings. However, the investor will now have
to relate that to the risk and tax preference costs:

1. Recapture creates a tax trap which undermines the apparent limit
of liability on a non-recourse loan should it be foreclosed.

2. A 15% tax on accelerated depreciation may reduce the tax advantages
to a point where the single tax conduit is more trouble than its
worth

3. Greater emphasis on commercial properties with straight
line depreciation only or non-leverage investment by tax exempt
may depreciate sales prices on some income property.

L. Costs of energy issue and shifts in life style may require
investor to protect liquidity by avoiding tax traps.

Il1. Roulac has made a specialty on the subject of compensating the sponsors
and | have placed great emphasis on the management intensiveness factor
for any particular investment.



Roulac is negative on investment when a sponsor combines his role
with that of developer. On the other hand the general partnership
generally works where the managing partner is both well financed

and well experienced typically the developer will want the building
contract but will permit compeftitive bidding of property management.

Roulac also believes that compensation in the form of a real esate
brokerage or architectural commission creates an immediate
conflict of interest through acquisition price overruns, financed
with excessive debt and ina@ﬁuate cash reserves.

Tﬁ%efore participation compensation interests are preferred but the
accounting terminology is critical (as noted in our introduction to
limited partnerships). Roulac sees four parts to a fee formula:

1. Expertise and access to the best deals

2. Reimbursement for out of pocket costs

3. Motivation needs to tie rewards to performance or one party or
the other will have a decided edge

The front end load should be reimbursement for the cost of search
and acqusition, just as the mortgage banker makes no money on the
points up front but rather than on the servicing fee. Nevertheless
the investor must reimburse fully since the real success of the
investment is determined by the price and terms of purchase, more
so than future economic conditions.

The appendix on page 517 on management of the real estate venture
process should be studied carefully by those who think they immediately
want to be a general partner or packager. Most of that is legal and
accounting work rather than real estate field work. Moreover compare
that 1ist of responsibilities to the performance of our local hack

real estate brokers.

Since California typically leads in real estate regualtion you
should be familiar with appendix 6 581 and appendix 7 590.
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Farm investment is heavily related to real estate, leverage, and tax
shelters but agribusiness as an investment has a number of unique
characteristics which distinguish it from other forms of real estate
investment.

Notes on Farm Investment

A. Investor may select an agricultural specialty which is totally
unregulated by the government, subsidized by the government or
totally dependent on government price setting. Real estate is
similar in that some investments may be laissez faire, some may
be subsidized with loans, tax treatment, or service costs, and
some may be price controlled as in low income housing.

B. Agricultural producers are the only segment of U.S. business which
are permitted to employ cash accounffiting principles.

1. A farmer on the cash basis does not use inventory. He is

entitled in the year of payment to deduct costs of farm

management services, taxes, insurance, labor, materials, and

supplies used in cultivating approved crops and raising

livestock.

He has no accounts receivable or payable for computing taxes.

Capital items such as the free operation stage of orchards,

vinyards, and ranches may be expensed.

Lk, Purchase of livestock for draft, breeding, dairy, or sporting
purposes is considered a<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>